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Request for submissions

This document sets out the Australian Energy Reégusa(AER) draft decision for
APT Allgas Energy Limited’s (APT Allgas) accessaargement proposal for the
period 1 July 2011 to 30 June 2016.

The AER will hold a forum on its draft decision fAPT Allgas on 1 March 2011 in
Brisbane. At this forum the AER will outline theasons for its draft decision and
provide an opportunity for questions or commentgfinterested parties.

This draft decision requires APT Allgas to revisedccess arrangement proposal.
APT Allgas must submit a revised access arrangeprepbsal responding to the
AER'’s draft decision by 23 March 2011.

Interested parties are invited to make written sgbions on issues regarding the draft
decision, consultants’ reports and revised acagaagement proposal to the AER by
21 April 2011. The AER will consider all informatiat receives in the access
arrangement review process in accordance with b€@/AER information policy.

The policy is available at www.aer.gov.au.

Submissions can be sent electronically to gldsaga&s@ov.au.
Alternatively, submissions can be mailed to:

Mr Warwick Anderson
General Manager

Network Regulation
Australian Energy Regulator
GPO Box 3131

Canberra ACT 2601

The AER prefers that all submissions be publiclgilable to facilitate an informed
and transparent consultative process. Submissidhisentreated as public documents
unless otherwise requested. Parties wishing to gwdamfidential information are
requested to:

= clearly identify the information that is the sulijetthe confidentiality claim
= provide a hon—confidential version of the submissio

All non-confidential submissions will be placed thie AER website. Copies of
APT Allgas’s access arrangement proposal, relesam$ultant reports and other
relevant material are available on the AER’s weabsit

Inquiries about this draft decision or how to makémissions can be made by email
to gldsagas@aer.gov.au.
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Draft decision

The AER does not propose to approve APT Allgastess arrangement proposal a
it is not satisfied that it meets the requiremepiscified in the NGR.The draft
decision sets out the reasons for this deciSion.

This decision also outlines the amendments (oreatfiamendmentsyequired to be
made to the access arrangement propasalccess arrangement informatiéor the
AER to approve the access arrangement proposal.

Elements of the access arrangement proposal thastdequire amendment are
consistent with the national gas objecfive.

NGR, r. 41 and r. 100.

NGR, r. 59(4).

NGR, r. 43(3) and r. 59(2).

APT Allgas,Access arrangement — 01 July 2011 — 30 June , 20 &eptember 2010.

APT Allgas,Access arrangement information — 01 July 2011 38t 201630 September 2010.
NGR, r. 100.
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Shortened forms

Shortened form

Extended form

access arrangement information

APT Allgascess arrangement

information — 01 July 2011 — 30 June 201

30 September 2010

access arrangement period

1 July 2011 to 30 Jute 20

access arrangement proposal

APT Allgeszess arrangement — 01 Ju
2011 — 30 June 20180 September 2010

AER Australian Energy Regulator

capex capital expenditure

Code National Third Party Access Code for
Natural Gas Pipeline Systems

CPI consumer price index

earlier access arrangement

Access arrangementlidy 2006 to
30 June 2011 inclusive

earlier access arrangement period

1 July 2006 tuB8 2011

NGL

National Gas Law

NGR National Gas Rules
opex operating expenditure
QCA Queensland Competition Authority

viii

6



Overview

APT Allgas owns and operates gas distribution jpgslin Queensland and northern
New South Wales that supply natural gas to custemeBrisbane (south of the

river), and in other regional centres including Wwoomba and the Gold Coast. In
total around 79 000 residential, 4900 small busirsg®l 100 large demand customers
are serviced by the network. The network is a m&tmonopoly and is regulated by
the AER to ensure that APT Allgas does not chakgessive prices or impose unduly
onerous terms and conditions on customers.

Under the regulatory framework— which is set ouleigislation— APT Allgas first
lodges a proposed access arrangement with the A&iR¢ts out its proposed tariffs
and terms and conditions. The AER then reviewgtbposal and decides whether it
is acceptable, or whether amendments are requirethke the proposal acceptable in
accordance with the National Gas Rules (NGR) anibNal Gas Law (NGL).

Overall, the AER has come to the view that APT Adig access arrangement
proposal is not acceptable because the propos#d tae too high and the terms and
conditions are too much in favour of APT Allgas. &sesult, the AER is requiring
APT Allgas to lower its proposed prices and amésderms and conditions.
However, the AER is of the view that some prica@ases are warranted so that APT
Allgas can provide a reliable and safe service. mae elements of the AER’s draft
decision are set out below. More detail can be daarthe relevant chapters. The
draft decision should be read in conjunction witRTAAllgas’s access arrangement
proposal and the AER’s consultants’ reports, wisichavailable on the AER'’s
website.

Proposed tariffs

APT Allgas’s proposed tariffs (indexed) are showiiigure 1 along with the tariffs
that the AER has calculated in this draft decisibime tariffs are calculated based on
forecasts of required capital expenditure for ngreline assets as the network grows,
the replacement of existing assets as neededo#te af capital and the cost of
operating APT Allgas’s business. In addition, thefts reflect forecasts of demand

on the network over the next five years. This ddaftision sets out the AER’s
considerations and own forecast of each of theseammmponents.




Figure 1: Real price index — haulage tariffs (indexrice starts at $1 for 2005-06)
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The tariff increases proposed by APT Allgas fordlceess arrangement period are
clearly higher than applied over the earlier acegsngement period. These
increases are driven by several factors, with tharoauses being higher financing
costs and a significant increase in forecast custoaguested capital expenditure.
APT Allgas also revised it asset lives. As wellemgiing costs are expected to rise by
around 22 per cent compared to costs over therdysegiod due to higher labour
costs and other factors. These issues are discusssate detail below and in the
relevant chapters of this draft decision.

Cost of capital

APT Allgas’s proposed cost of capital of 10.3 pentc compared with its lower cost
of capital in the earlier access arrangement pexi@75 per cent, increases APT
Allgas’s estimated revenue requirement by 13 pet aeer the access arrangement
period. The AER does not accept the cost of caprt@dosed by APT Allgas and has
instead estimated it to be 9.96 per cent. Thisnedg would still account for an
increase in the revenue requirement of 11 per@egrtthe access arrangement
period. The higher cost of capital will be the miajaver of real tariff increases over
the access arrangement period. Figure 2 shows ABas’s revenue (including
ancillary services revenues) in the access arraageperiod under a number of cost
of capital scenarios.




Figure 2: APT Allgas’s forecast revenue under diffeent cost of capital scenarios
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The parameters used to calculate the cost of ¢éyitdPT Allgas and the AER are
shown in table 1.

Table 1:  APT Allgas’s proposed; and AER'’s allowed ast of capital parameters

Parameters APT Allgas proposal AER draft decision

Nominal risk free rate 5.07 5.68
Inflation forecast 2.50 2.52
Real risk free rate 251 3.08

Cost of debt 8.69 9.61

Debt risk premium 3.39 3.93
Cost of equity 13.02 10.48

Equity beta 1.1 0.8

Market risk premium 6.5 6.0

Gearing 60 60
Nominal cost of capital 10.64 9.96

The AER considers that the parameters estimatédPdyAllgas do not meet the
requirements of the NGR. In addition, the AER doeetsconsider the proposed
approach of calculating the cost of equity meetsrédguirements of the NGR.

Capital expenditure

APT Allgas has forecast capital expenditure of $a@28ion over the access
arrangement period, representing a real increaSepef cent over the earlier access
arrangement period. Over 60 per cent of this prepaspital expenditure is in the

" APT Allgas proposed to include debt raising casthe cost of debt, as per previous state
regulator practise. However, the AER’s preferreakcfice is to separate debt raising costs from the
overall cost of debt.
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‘customer requested’ category, which is consistetit its share of total capital
expenditure in the previous access arrangemerdageri

APT Allgas has proposed approximately $80 millidrcwstomer requested capital
expenditure, an increase of 16 per cent on théeeeadcess arrangement period. The
forecast rate of customer requested capital expgeds closely related to projections
of growth in customer numbers. The program itsetfamprised of expenditure on
mains, meters and services. Considering the ad¥ivélson Cook, who were
engaged by the AER to provide expert technical@he AER accepts that

APT Allgas’s projected customer requested capkpkeaditure is prudent and
efficient.

The AER did not agree with some elements of theareder of APT Allgas’s capital
expenditure program, in particular APT Allgas’siesttes for contingency
allowances, overheads and real cost escalatorsAERe however, did not consider
that this difference ($3.9 million) is large enougtrequire APT Allgas to amend its
proposed capital expenditure. Figure 3 shows AHga&ls proposed and approved
capital expenditure programs for the earlier acaessgement period and access
arrangement period.

Figure 3: Total capex — APT Allgas proposed and AERilowed
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Operating expenditure

APT Allgas has forecast operating expenditure @2bhillion over the access
arrangement period, representing a real increa28 pér cent on the previous period.
According to APT Allgas, this increase was drivgrelipected changes in input
costs, unaccounted for gas (UAG) and the needdnous types of non-base year
costs to cover circumstances not reflected in #ikeg access arrangement period.

The AER does not consider APT Allgas’s forecastrajeg costs are prudent and
efficient and the lowest sustainable cost of mamags network, as the NGR
requires. The AER:
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®  has estimated real labour and material cost escalttat are lower than those
forecast by APT Allgas, based on its own analysi alvice from Wilson Cook
and Access Economics

= does not consider APT Allgas sufficiently justifigee inclusion of a margin on
forecast UAG prices, and has amended the UAG pticemmove this margin

=  does not accept a number of APT Allgas’s step chsuog the basis that these are
not consistent with the requirements of the NGR.

The adjustment made by the AER to APT Allgas’s ¢ast operating costs results in a
real increase of 12 per cent on actual expenditvuee the access arrangement period,
compared to the 23 per cent increase forecast QyAlgas. The lower levels of

opex accepted by the AER are evenly spread oveadbess arrangement period, as
shown in figure 4.

Figure 4: Total opex — APT Allgas proposed and AERillowed

APT Allgas opex
B Actual el Estimate  —A—QCA allowance —@—AERallowance ——Allgas's forecast

N
ol

N
o

=
o

=
o
N
T

Real $'m 2010-11

[S2]
N
T

2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 2015-16

Revenue requirement

Once the capital base on 1 July 2011 has beenmuietst, the revenue requirement
for the access arrangement period can be calculatedAER does not accept the
depreciation amounts used by APT Allgas to rol@ard its capital base to

1 July 2011. In particular, errors were found ie #ttual inflation rates used to adjust
the forecast depreciation amounts. After adjustimghese issues, the AER has
determined the capital base to be $424 million dnlg 2011. This is a 0.5 per cent
increase from APT Allgas’s proposed capital basg4@?2 million.

The AER’s forecast revenue requirement is basdor@cast capital and operating
expenditure considered to be prudent and efficfen¢cast depreciation, forecast
inflation, a provision for tax and the return omital. The AER has calculated
APT Allgas’s revenue requirement (including anciyllaervices revenues) over the
forecast period to be $346 million (nominal), a iearease of 32 per cent over the
earlier access arrangement period. This compargBToAllgas’s forecast revenue
requirement of $372 million (nominal), a real irese of 42 per cent. The forecast
revenue requirement is shown in figure 5.
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Figure 5: AER'’s approved revenue requirement for T Allgas (including ancillary

services)
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The AER does not accept a number of individual comepts that determine APT
Allgas’s total tax allowance. In particular, the REbas estimated that a gamma value
of 0.45 is appropriate, compared to APT Allgas'spmsal of 0.2. The AER also did
not accept APT Allgas’s approach to the treatméhpitalised overheads for
taxation purposes. The expensing of these overtleatisx purposes resulted in zero
tax allowance being determined for APT Allgas toe ticcess arrangement period.

The AER has accepted adjustments to the remaivieg of existing assets that
APT Allgas proposed. The impact of the shorteneetdsses is indicated in figure 7
by regulatory depreciation during the access amaramt period being much greater
than in the earlier access arrangement period. |IR@gy depreciation is the sum of
straight-line depreciation and the negative deptem associated with indexation of
the capital base. In the earlier access arrangepeeioid the indexation effect
dominated and regulatory depreciation overall vinasefore negative.

Other Issues

APT Allgas proposed a single general cost passitfir@vent, for which two separate
materiality thresholds apply in different circunstas. The AER does not accept the
general event, or either of the materiality thrégdboon the basis that they do not
provide the appropriate level of risk sharing betw@PT Allgas and its customers.
The AER instead applied a framework of defined gasts through events, with a
materiality threshold of 1 per cent of revenue g@ent.

The AER accepted APT Allgas’s general approaclotedasting customer demand.
However, the AER considered it necessary to ampadifsc forecast elements,
resulting in an upward revision to residential dathéorecasts in the Western region,
and a downward revision to business volume custenidére AER'’s draft decision
provides for forecast residential demand whicloisaverage, 6 per cent higher than
forecast by APT Allgas.
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Terms and conditions

APT Allgas’s access arrangement sets out the pegp@sms and conditions that are
not directly related to the nature or level offfarpaid by users. Some of the terms
and conditions vary from those included in theieadccess arrangement. The AER
has not accepted a number of the terms and consliitbAPT Allgas’s access
arrangement proposal and requires them to be amdemtle AER considers that
amended provisions for these terms and conditiettedopromote the national gas
objective in s. 23 of the NGL, which the AER comsglrequires it to balance the
interests of the service provider and users.

Background

The AER is responsible for the economic regulatboovered natural gas
distribution pipelines in all states and territgriexcept WA). The AER’s functions
and powers are set out in the NGL and the NGR.NG&E and NGR came into effect
on 1 July 2008. Prior to this, the National Thiraty Access Code for Natural Gas
Pipeline Systems provided the relevant regulat@mnéwork for gas distribution
pipelines.

On 1 October 2010, APT Allgas submitted an accesmgement proposal for its
Queensland gas distribution network for the pefiaaily 2011 to 30 June 2016. In
accordance with the NGR, the AER published APT &dlg access arrangement
proposal on 21 October 2010. Interested parties werted to make submissions on
the proposal and two submissions were received. AIRJBs also presented its access
arrangement proposal at a public forum held intiznee on 28 October 2010.
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1 Introduction

1.1 Background

APT Allgas Energy Pty Limited (APT Allgas) is whglbwned by APT Pipelines
Limited, part of the publicly listed APA Group. AMIllgas is both owner and
operator of the APT Allgas netwofk.

1.2 APT Allgas’s network

The APT Allgas network comprises 2942 km of pipeldelivering 10.5 PJ of gas
annually to approximately 82 000 customers. Thevagt is separated into three
operating regions: Brisbane (covering the areasoiithe Brisbane River), the
Western region (including Toowoomba and Oakey)taedSouth Coast region
(covering the Gold Coast, Tweed Heads and Banard Ponorth east NSW). The
assets used to service Brisbane constitute theritya(68 per cent) of the network.

1.3 Regulatory requirements

The Australian Energy Regulator (AER) is resporestbl the economic regulation of
covered natural gas distribution pipelines in t&ltes and territories (except WA). The
APT Allgas distribution network is a covered pipelf’ The AER'’s functions and
powers are set out in the National Gas Law (NGId #we National Gas Rules

(NGR).

1.3.1 National Gas Law

The NGL states that when performing or exercismgeonomic regulatory function
or power, the AER must do so in a manner thatavilk likely to contribute to the
achievement of the national gas objective. Theonatigas objective i%:

... to promote efficient investment in, and effiti@peration and use of,
natural gas services for the long term interestoasumers of natural gas
with respect to price, quality, safety, reliabilapd security of supply of
natural gas.

The AER must take into account the revenue andngrigrinciples when exercising
its discretion in approving or making those paftamaccess arrangement relating to
a reference tariff. The AER may also take the reeesnd pricing principles into
consideration in its performance or exercise of @mgr economic regulatory
function or power where it considers this appraprta

APT Allgas,Access arrangement submissi@eptember 2010, p. 6.
APT Allgas,Access arrangement submissi@eptember 2010, pp. 6-9.
AEMC, List of natural gas pipelineviewed 9 December 2010,
<http://lwww.aemc.gov.au/Gas/Scheme-Register/Pigdigt-summary.htmi>.
11

NGL, s. 23.
12 NGL, s. 28. The revenue and pricing principlesset out in NGL, s. 24.
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1.3.2 National Gas Rules

The NGR sets out the provisions the AER must appéxercising its regulatory
functions and powers, including prescribing the A&Edscretion in making the draft
decision on APT Allgas’s access arrangement praposa

In assessing APT Allgas’s access arrangement pahibs AER:

® has no discretion in respect of r. 50(2) (revieWrsission and revision
commencement dates)

® has limited discretion in respect of r. 79 (capg&gbenditure criteria),
r. 89 (depreciation criteria), r. 91 (operating exgiture criteria) and r. 94 (tariffs)

= has full discretion in all other cases.

APT Allgas’s access arrangement for 1 July 20080tdune 2011 inclusive is a
transitional access arrangement in accordanceseitbdule 1 of the NGR. The
transitional arrangements set out in clause 5loédgle 1 of the NGR apply to the
review of APT Allgas’s access arrangement propfmsahe period 1 July 2011 to
30 June 2016.

1.4  Structure of draft decision

The AER’s consideration of APT Allgas’s access mgement proposal and
accompanying access arrangement information isuteds follows:

= Introductory chapters outline the regulatory enmiment, network description and
pipeline services.

= Part A outlines the key components of the totaérexe building blocks including
the capital base, depreciation, the rate of retasgtion, operating expenditure
and a summary of total revenue.

= Part B outlines the demand forecasts, referendéstand tariff variation
mechanisms.

= Part C outlines the non-tariff components of theeas arrangement proposal.

1.5 Next steps

The AER has scheduled a forum on the draft deciwiofi March 2011 in Brisbane.
The AER will use this forum to explain the drafcdson to interested parties and to
obtain comments from interested parties.

APT Allgas may submit a revised access arrangepreposal and updated access
arrangement information to the AER by 23 March 2@ubmissions on the AER’s
draft decision and APT Allgas’s revised accessmg@anent proposal from interested
parties are due by 21 April 2011.

The AER expects to make a final decision in lateyMaearly June 2011.




2 Pipeline services

APT Allgas’s access arrangement describes thedypgdenature of services to be
provided. This includes those services likely tadugght by a significant part of the
market (reference services) and non-reference cesvi

The AER is satisfied that APT Allgas has identifiezlpipeline to which the access
arrangement relates and described the proposedipgservices in accordance with
the requirements of the NGR. However, the AERtisaitsfied that APT Allgas’s
proposal to exclude the relighting of appliancemnirthe definition of the inlet
reconnection service is in the long term inter@egtsonsumers.

Further discussion of the specified reference sews/and tariffs proposed by
APT Allgas is provided in chapter 10 of this didétision.

2.1 Introduction

This chapter considers the pipeline services seodPT Allgas’s access
arrangement proposal.

2.2 Regulatory requirements

Rule 48(1) of the NGR provides that a full accasargement must specify certain
information for pipeline services, including refece services. Pipeline services
include haulage services, interconnection senacesancillary service$. Reference
services are defined as pipeline services thdilalg to be sought by a significant
part of the market! An access arrangement must:

= dentify the pipeline to which the access arranggmelates and a website at
which a description of the pipeline can be insp#tte

= describe the pipeline services the service proypdeposes to offer to provide by
means of the pipelirté

= specify the reference services, and the referariféfor each reference serviceé.

Rule 109(1) of the NGR provides that a pipelinezgerprovider must not make it a
condition of the provision of a service that thegpective user also accept another
non-gratuitous service, unless the bundling ofisesvis reasonably necessary.

2.3 Access arrangement proposal

APT Allgas has proposed to offer two haulage refegeservices, three reference
ancillary services, and non-reference ancillaryises (also called negotiated
services) in the access arrangement péefidthe proposed services are the same as

¥ NGL, s. 2.

4 NGR, r. 101(2).

15 NGR, r. 48(1)(a).

% NGR, r. 48(1)(b).

" NGR, r. 48(1)(c) and r. 48(1)(d).

18 APT Allgas,Access arrangement proposSleptember 2010, pp. 4—7.




those provided in the earlier access arrangemeittdpd he definition of the demand
customer service includes customers with a daifgated of 50 GJ in addition to
customers with an annual demand of 10 TJ perYé&tre pipeline services proposed
by APT Allgas are set out in table 1 below.

Table 1:  APT Allgas’s proposed pipeline services

Type of service Title Description

Available where the end user is reasonably
Volume customer service expected to withdraw a quantity of gas less than

Haulage reference 10TJ per year and less than 50GJ per day

services . .
Available where the end user is reasonably

Demand customer service expected to withdraw a quantity of gas more than
10TJ per year or 50GJ per day

A meter reading at the request of a user which is

Special meter reading not a scheduled meter reading

Reference ancillary The physical disconnection of pipework joining a

services Inlet disconnection delivery point to the network
Inlet reconnection Physical reconnection of a aginpoint
Non-reference o . Services other than reference services, for which
. Additional services .. )
services terms and conditions may be negotiated

Source: APT AllgasAccess arrangement propos8eptember 2010, pp. 5-7.

2.4  Submissions

The AER received a submission from AGL on the daéins of the specified pipeline
services? The issues raised in this submission regardintpgatureference services
are considered in the reference tariff chapterft#ral 0) of this draft decision. In
relation to reference ancillary services, AGL sutbeadi that APT Allgas should
reconsider its proposal to exclude the relightihgppliances from the definition of
an inlet reconnection service given safety conceunounding customers attempting
to relight appliance$

2.5 AER'’s consideration

APT Allgas has correctly identified the pipelinevtbich the access arrangement
relates. APT Allgas has included a reference t@bsite at which a description of the
pipeline can be inspectétThe AER therefore considers that APT Allgas’s asce
arrangement proposal meets the requirements 8{1)#) of the NGR.

APT Allgas has described the services which it psgs to offer to provide by means
of the pipeline in section two of its proposed ascarrangemert. The AER

19
20
21
22
23

APT Allgas,Access arrangement submissi@eptember 2010, p. 12.

AGL, APT Allgas’s access arrangement propod&dvember 2010.

AGL, APT Allgas’s access arrangement propo$dvember 2010, pp. 1 and 3.
APT Allgas,Access arrangement propos8&keptember 2010, p. 1.

APT Allgas,Access arrangement propos&keptember 2010, pp. 4-7.




therefore considers that APT Allgas’s access agaramt proposal meets the
requirements of r. 48(1)(b) of the NGR.

The haulage reference services and referenceamckervices proposed by

APT Allgas are likely to be sought by a significaatrt of the market. These are
essentially the same as the services sought by irstdre earlier access arrangement
period.

The AER shares the safety concerns raised by AGarding the proposed change to
the definition of the inlet reconnection servicestelude the relighting of appliances
at reconnected premis&sAPT Allgas has provided no justification for theposed
change to the inlet reconnection service. The ABRStlers the inlet reconnection
service as specified in the earlier access arraageperiod is a preferable alternative,
which better meets the national gas objectivelferlong term interests of consumers
of natural gas with respect to safety.

The AER has no information before it to suggest the proposed non-reference
services are likely to be sought by a significaant pf the market. The AER therefore
considers that APT Allgas’s access arrangementgsadps consistent with the
requirements of r. 101(2) of the NGR.

Consistent with the earlier access arrangement, AlRjas has proposed that data on
metered volumes will be provided as part of eaalidge reference service. However,
to the extent practicable and reasonable APT ANgdgrovide separate tariffs for
elements of any service if requested by a &’5&he AER therefore considers that
APT Allgas’s access arrangement proposal meetethierements of r. 109(1) of the
NGR.

2.6 Conclusion

Based on APT Allgas’s access arrangement propasadss arrangement information
and access arrangement submission, the AER ifiesdtisat APT Allgas has
identified the pipeline to which the access arrangat relates and described the
proposed pipeline services in accordance withehairements of the NGR.

However, the AER does not consider APT Allgas s @priately specified the
reference services as required under r. 48(1)(®.AER considers a preferable
alternative to the specified inlet reconnectiorvier exists which better meets the
national gas objective.

2.7 Required amendments

Before the access arrangement proposal can bevagapithe AER requires the
following amendment:

Amendment 2.1: Amend the access arrangement proposal to incasdgart of the
inlet reconnection service, the relighting of appties installed at the place or
premises to which gas is delivered.

24

AGL, APT Allgas’s access arrangement propo$dvember 2010, pp. 1 and 3.
25

APT Allgas,Access arrangement propos8&keptember 2010, p. 4.




Part A — Total revenue (building block
components)




3 Capital base

APT Allgas proposed an opening capital base only 2011 of $422 million

($ nominal). The AER considered that most elen@fm&® T Allgas’s proposed
opening capital base were in accordance with theRINBowever, the AER required
APT Allgas to make changes to the amounts calalfatedepreciation and
indexation and consequently accepted an openingatdyase value of $424 million
($ nominal).

APT Allgas has forecast $129 million ($2010-11¢apex over the access
arrangement period. The AER estimated the cosPat Allgas’s capex program to
be $125 million ($2010-11) with the variance du@&RT Allgas’s estimates for
contingency allowances, overheads and real costlaien. However, the AER
considers that this difference ($3.9 million ($20610)) is not large enough to require
APT Allgas to amend its capex proposal. The AER@sdhat the process for
estimating capex is not necessarily an exact pweesl that there is some degree of
imprecision in estimating capex.

Over 60 per cent of APT Allgas’s proposed capexiwdse customer requested
category. A further 23 per cent of APT Allgas’spweed capex was in the network
renewal category. The AER has calculated a closamgtal base on 30 June 2016 of
$562 million ($ nominal). Differences to the clasicapital base proposed by

APT Allgas are due to differences in the approacbalculating forecast deprecation
and indexation.

3.1 Introduction

This chapter sets out the AER’s consideration efdfpital base and forecast capex
proposed by APT Allgas for the access arrangemanbgh

3.2 Regulatory requirements

In assessing APT Allgas’s opening capital baseAfBR is required to consider the
transitional provisions of the NGR (Clause 3(2soliedule 1 of the NGR). This
relates to actual or forecast capex (new facilitiegstment) under s. 8.21 of the
Code.

In relation to the opening and projected capitaiehahe NGR requires APT Allgas to
demonstrate:

= capex (by asset class) over the earlier accessgamaent period (72(1)(a)(i) of
the NGR)

= how the capital base is arrived at including a destration of how it is increased
or diminished over the previous access arrangepesiad (72(1)(b) of the NGR)

= the opening capital base is derived in accordantterw77(2). Rule 77(2)
specifies the components that contribute to thevaéon of the opening capital
base including conforming capex, depreciation aaidindant and disposed of
assets




= aforecast of conforming capex (r. 72(1)(c)(i) ¢ tNGR) and depreciation over
the access arrangement period, including a denatiwstrof how it is derived
(r. 72(1)(c)(ii) of the NGR)

= the projected capital base is derived using thefike (opening capital base plus
forecast conforming capex less forecast depreciaim disposed pipeline assets)
inr. 78 of the NGR

= forecast capex is such as would be incurred byidemt service provider
(r. 79(1)(a) of the NGR)

= forecast capex is justifiable on a ground stated #9(2) of the NGR. Such as,
where the overall economic value is positive, at #ither the expenditure is
necessary to maintain and improve the safety efcEs or to comply with a
regulatory obligation or meet levels of demanddenvices existing at the time the
capex is incurred.

Rule 90 of the NGR requires that the access arraagemust contain provisions
governing the calculation of depreciation for ebthiing the opening capital base for
the next access arrangement period. The provisiuss resolve whether depreciation
of the capital base is to be based on forecasttaabcapex.

Rule 85(1) of the NGR allows an access arrangetodntiude a capital redundancy
mechanism. The AER may also require such a meahanighe access arrangement.

The NGR also requires APT Allgas to show the kegyeexditure performance
indicators to be used to support the expendituleetmcurred over the access
arrangement period (r. 72(1)(f) of the NGR).

3.3 Access arrangement proposal

3.3.1 Opening capital base

APT Allgas has proposed an opening capital bag®?2 million ($ nominal). The
calculation of this opening capital base is showtable 3.1.




Table 3.1:  APT Allgas’s opening capital base ($m,aminal)

2006-07 2007-08 2008-09 2009-10 2010-11 2011-12

Opening capital base 302.7 326.0 350.5 370.2 396.2 421.7
Add capek 25.2 19.3 25.0 26.4 26.4

Add speculative capex 0.0 0.0 0.0 0.0 0.0

£d re-used redundant 0.0 0.0 0.0 0.0 0.0

Add indexation 6.3 14.7 51 11.3 11.0

Less depreciation 8.1 9.5 10.4 11.4 11.9

Less redundant assets 0.0 0.0 0.0 0.0 0.0

i‘rzf]z f‘iirssposals and 0.0 0.0 0.05 0.2 0.0

Closing capital base 326.0 350.5 370.2 396.2 421.7

Source: APT AllgasAccess arrangement submissi&eptember 2010, pp. 60—61.
(a) Includes capital contributions.

3.3.1.1 Capital expenditure in the earlier access arrangenm period

APT Allgas has proposed to include conforming cape®123 million ($2010-11)
incurred in the earlier access arrangement peindtie opening capital base for the
access arrangement period. Table 3.2 sets outthal @apex incurred in the earlier
access arrangement period.

Table 3.2:  Forecast and actual/estimated capital eenditure for 2006—11
($m, 2010-11

2006-07  2007-08  2008-09  2009-10 2010-11 Total
Forecast (QCA 31.2 28.2 29.7 33.0 295 151.5
approved)
Actual 27.3 19.8 25.4 25.9 246 122.9
Difference -3.9 -84 -4.3 -7.1 -4.8 -28.6
Source: APT AllgasAccess arrangement submissi&eptember 2010, p. 39.
(a) The AER has converted nominal dollars to 2010-ehl dollars.
(b) Estimated expenditure.

APT Allgas submitted a report by Parsons Brinck#ér{feB) to support its capex for
the earlier access arrangement pefidtie PB report concluded that the justifications
provided by APT Allgas for the variation in capiedpenditures are prudent and that
the methodology followed in forecasting the projegtigets and its subsequent

APT Allgas,Access arrangement informaticBeptember 2010, p. 111.

2 APT Allgas,Access arrangement submissi@eptember 2010, attachment 4-5 (confidential).




implementation in the earlier access arrangemamges as would be incurred by a
prudent operator acting efficiently as specified.i#i9(1)(a)?

APT Allgas’s proposed capex for the earlier acegsmngement period, including
approved pass throughs, to be added to the opeapital base represents an
underspend of approximately $29 million ($2010-4419 per cent less than the
capex approved by the QCA (see figure 3.1).

Figure 3.1: Comparison of approved and actual/estimated capital expendite by
APT Allgas 2006-07 to 2010-11 ($m, 2010-11)

B e

301 Q- [l

2006-07 2007-08 2008-09 2009-10 2010-11

W Approved @ Actual B Estimate

Table 3.3 shows APT Allgas’s approved and incuoaaex for the major capex
categories for the earlier access arrangementgddiaring this period there was
significant under-expenditure in the customer retge network augmentation and
non—system capex categories. APT Allgas’s expereliin network renewal was also
lower than that approved by the QCA in 200607 20@i7—08, however, its
expenditure in this category was on average 39.4q# higher than that approved
by the QCA in the last three years of the previacsess arrangement.

¥  APT Allgas,Access arrangement submissi@eptember 2010, attachment 4-5, p. 13

(confidential).

*  APT Allgas,Access arrangement informaticBeptember 2010, p. 39.
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Table 3.3:  APT Allgas allowed and incurred capitalexpenditure for the earlier access
arrangement period ($m, 2010-1%)

2006-07 2007-08 2008-09 2009-10 2010-11 Total

Customer Allowed

requested 14.4 15.2 16.4 17.2 194 82.7
Incurred 14.4 14.9 14.3 12.5 13.2 69.3
Variance (%) 0.0 -2.6 -12.8 -27.3 -31.8 -16.2

Network . Allowed

augmentation 1.7 2.7 3.1 5.7 0.1 13.2
Incurred 24 0.4 0.5 25 0.8 6.7
Variance (%) 41.2 -83.3 -82.3 -55.4 800.0 -49.4

Network Allowed

renewal 7.3 7.0 7.0 6.8 6.7 34.9
Incurred 4.0 23 9.0 9.9 9.7 34.9
Variance (%) -45.2 -67.1 29.1 45.6 435 0.0

Non-system Allowed 7.8 3.2 3.2 3.2 3.2 20.7
Incurred 6.5 2.2 1.6 0.8 0.9 12.0
Variance (%) -16.7 -32.6 -52.0 -74.0 -71.2 -42.0

Total capex Allowed 31.2 28.2 29.7 33.0 29.5 1515
Incurred 27.3 19.8 254 25.9 24.6 122.9
Variance (%) -12.5 -29.8 -14.5 -21.6 -16.4 -18.9

€) The AER has converted 2009-10 real dollar9i®0211 real dollars.

3.3.1.2 Adjustment to the capital base for inflation in theearlier access arrangement
period

APT Allgas proposed that based on its roll forwanaidel, the adjustment to the
capital base for inflation be estimated by applyimg year-on-year change in the CPI
for the June quarter.

3.3.1.3 Depreciation in the earlier access arrangement pevd

APT Allgas proposed to roll forward its capital bdae 1 July 2011 using the forecast
depreciation amounts approved by the QCA for thkegaccess arrangement
period® APT Allgas made no adjustment to the depreciatimounts for the
difference between actual and forecast inflaticabl& 3.4 presents APT Allgas’s
proposed depreciation amounts for the earlier @cagangement period.

APT Allgas, Email to AERConfidential information and material outstandjngOctober 2010.

® APT Allgas,Access arrangement submissi@eptember 2010, p. 57.
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Table 3.4:  APT Allgas’s depreciation for the earlie access arrangement period
($m, nominal)

2006-07 2007-08 2008-09 2009-10 2010-11

Straight-line

o 8.1 9.5 10.4 114 11.9
depreciation

Source: APT AllgasAccess arrangement informatioBeptember 2010, p.6.

3.3.2 Projected capital base

APT Allgas has proposed a projected closing capaak of $560.0 million ($
nominal) for the access arrangement period. Thaulzlon of the projected capital
base is shown in Table 3.5.

Table 3.5:  APT Allgas’s projected capital base ($rmominal)

2011-12 2012-13 2013-14 2014-15 2015-16

Opening capital base 421.7 446.5 472.3 500.7 529.9
plus forecast capéx 26.8 26.8 29.3 30.1 31.3
less forecast depreciation 1.9 1.0 0.9 0.9 1.3
less forecast disposals 0.0 0.0 0.0 0.0 0.0
less forecast redundant 0.0 0.0 0.0 0.0 0.0
assets

Closing capital base 446.5 472.3 500.7 529.9 560.0

Source: APT AllgasAccess arrangement informatio@ctober 2010, p. 11.
a: As at 30 June 2012.

3.3.2.1 Forecast capital expenditure for the access arrangeent period

APT Allgas has proposed forecast capex of $128liiomi($2010-11) for the access
arrangement period. The proposed forecast capst isut in Table 3.6.
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Table 3.6:  APT Allgas’s proposed forecast capitabgenditure for the access
arrangement period ($m, real 2010-11)

2011-12  2012-13  2013-14  2014-15 2015-16

Total

System capex 22.0 22.6 24.8 25.6 26.1
Customer requested 14.8 15.5 15.9 16.6 17.3
Network augmentation 1.6 15 3.0 2.3 2.5
Network renewal 5.7 5.6 5.9 6.6 6.3
Sub total 22.0 22.6 24.8 25.5 26.1
Non-system capex 3.1 2.0 1.4 0.6 0.5
Total capex 25.1 24.6 26.2 26.2 26.6

121.1

80.2

10.8

30.1

121.1

7.5

128.6

Source: APT AllgasAccess arrangement informatioBctober 2010, p. 8.
a: The AER has converted nominal dollars to 2010eal dollars.

Figure 3.2 below shows the APT Allgas capex fromehrlier access arrangement
period and the proposed capex for the access amaarg period. There is a 5.1 per

cent increase in capex in the access arrangemeatipe

Figure 3.2: APT Allgas capital expenditure

EE Actual S Estimate —&— QCA allowance

APT Allgas forecast

Real $m 2010

2001- 2002- 2003- 2004- 2005- 2006- 2007- 2008- 2009- 2010- 2011- 2012- 2013- 2014- 2015-
02 03 04 05 06 07 08 09 10 11 12 13 14 15 16

Source: APT AllgasAccess arrangement submissi&@eptember 2010, pp. 39,46.
APT Allgas,Access arrangement informatiofebruary 2006, p. 21.
QCA, Revised access arrangement for gas distributiowaomrds: Allgas Energy
- final decision May 2006, p. 47.
QCA, Proposed access arrangements for gas distributitvarks: Allgas
Energy Limited and APT Allgas Limitediraft decision March 2001, p. 147.
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APT Allgas engaged independent consultant, PaiBanskerhoff (PB) to provide an
independent assessment of its forecast capexdadtess arrangement perfdeB
stated that it considered that the projects irptioposed capex program were justified
with regards to r. 79 and 74 of the NGR, and thatdstimates of costs were
reasonablé.

3.3.2.2 Adjustment of the capital base for inflation in theaccess arrangement period

APT Allgas has proposed an actual percentage chartbe consumer price index
(CPI) for the purposes of rolling forward the regjoly asset base. APT Allgas has
proposed a forecast annual inflation rate of 2 &0gent

3.3.2.3 Forecast depreciation allowance in the access arrgament period

APT Allgas’s proposed allowance for depreciatiothie earlier access arrangement
period is discussed in chapter 4.

3.4 Consultant review

The AER engaged Wilson Cook & Co Limited, enginegr@nd management
consultants, to review APT Allgas’s proposed caftle& Wilson Cook report)® This
includes a review of the capex for the earlier as@rangement period, as well as
APT Allgas’s forecast capex for the access arramgemeriod.

For the earlier access arrangement period, Wilsmk@oncluded that $116.2 million
($2010-11) of capex incurred, or projected to lweiired, may be accepted as being
prudent and efficient: Wilson Cook noted the followintf:

= APT Allgas’s plans and their accompanying documémtse suitable, in a general
sense, for the prudent management of its assets

= APT Allgas’s response to the global financial &i&FC) was sound
commercially and that its approach to optimisirsgcipex to maximise
connections whilst minimising connection cost wasrsl.

= APT Allgas’s approach to reduce expenditure on se@placement
commensurately with the relatively low level of UASEbetween 3 to 4 per cent
of gas input was sound

= the benchmarking of capex is not valid. This isduse it considers that the
networks of the businesses compared usually vargiderably along with the
nature of and timing of the capex requirementelation to thent?

" APT Allgas,Access arrangement submissi@ctober 2010, p. 47 and APT Allgas;cess
arrangement submissip@ctober 2010, appendix 4-5.

APT Allgas,Access arrangement submissi@ttober 2010, appendix 4-5, p. 20.

APT Allgas’s PTRM in an email to the AERE: Confidential information and material
outstanding 7 October 2010.

Wilson CookReview of expenditure of Queensland & South Auatrglas distributors: APT
Allgas Energy Pty Ltd (Queenslaridgcember 2010.

1 wilson CookReport — APT AllggsDecember 2010, pp. 12-13.

12 Wwilson Cook,Report — APT AllggsDecember 2010, pp. 9-10.
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For the access arrangement period, Wilson Cookleded that APT Allgas’s
proposed forecast capex may be accepted as beidgmirand efficient? In
particular it considered:

= the forecast expenditure on network renewal is @ntdnd efficient
= the planned growth related expenditure is prudestope and timing

= the proposed augmentation expenditure is prudestape but should be adjusted
to remove the contingency allowarce.

3.5 Submissions

No submissions were received from interested arédgarding APT Allgas’s
opening and projected capital base.

3.6 AER’s consideration

The AER has undertaken an assessment of the capjtahditure in the earlier access
arrangement period that APT Allgas has proposeditbto the opening capital baSe.
Whilst the AER is satisfied with the majority oftlkomponents of APT Allgas’s
opening capital base, the AER requires APT Allgaadcount for amendments to the
depreciation amounts used by APT Allgas to rolard its capital base to 1 July
2011. The AER has also undertaken an assessmAR{loAllgas’s proposed capex
for the access arrangement perib@he AER assessed APT Allgas’s projected
network renewal capex, customer requested capertard capex activities. The
AER'’s assessment of APT Allgas’s proposed capeldad a consideration of other
cost factors that impact on APT Allgas’s projectegital base including contingency
allowances, overheads and cost escalators. O#raeats that will affect APT
Allgas’s revenue in the access arrangement petok as capital contributions,
disposals and depreciation were also reviewed ®AHER.

3.6.1 Opening capital base

Two steps are required to calculate the openingatdmase as at 1 July 2011:

= first, the value of the capital base at 1 July 2i30@btained from the previous
access arrangement determination and a true-upde for any difference

between actual and estimated capex in 2005-06r @tligstments may be
necessary as circumstances require;

= second, the opening capital base at 1 July 2068lex] forward to 30 June 2011.
This involves:

» adding conforming capex over the earlier accesmgament period,;

13 APT Allgas Access arrangement informatiddeptember 2010, attachment 5-8 (confidential)

14 Wilson Cook,Report — APT AllggsDecember 2010, p. 16.
15 Wilson Cook,Report — APT AllggsDecember 2010, p. 19.
* NGR, . 77.

" NGR rr. 72 and 79.
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* removing regulatory depreciation;
»= removing any redundant capital and disposals; and,

= indexing the capital base and other componentseofdll forward for actual
inflation.

The following sections provide details on the isstiet emerge during these steps.

While the AER is satisfied with the majority of APllgas’s opening capital base,
the AER requires APT Allgas to amend the depremmaéimounts and inflation used
to roll forward its capital base to 1 July 2011.TARIIgas has used inflation rates that
are inconsistent with the approach used for theutating inflation in the tariff

control mechanism approved for the earlier accesmgement. As a result, the AER
does not consider that APT Allgas’s proposed openapital base is consistent with
r. 77 of the NGR. as it does not comply with thievant requirements of the NGR
and as such is not consistent with the nationabggective of the NGL. The AER
requires APT Allgas to make the amendments seinaeéction 3.8 of this draft
decision.

3.6.1.1 Opening capital base for the earlier access arrangeent period

The AER accepts that APT Allgas updated the opecapgtal base as at 1 July 2006
correctly. In particular APT Allgas has updated tapital base for the difference
between actual and forecast capex and disposa®O@i&-06. Together these
adjustments explain the bulk of the change fromojbening capital base forecast by
the QCA. Other adjustments (related to issues AR Allgas’s use of regulatory
account data) only have minor net impact on thenmygecapital base and the AER
considers these adjustments reasonable in thentstances. The adjustments to the
opening capital base as at 1 July 2006 are sumadanshe table 3.7.

Table 3.7: AER approved opening capital based as atJuly 2006 ($m, nominal)

As at 1 July 2006

QCA final approval (p.3) 303.1
APT Allgas’s adjustment for actual capex 1.9
APT Allgas’s adjustment for actual disposals -2.6
Other adjustments 0.3
AER approved opening capital base 302.7

3.6.1.2 Conforming capital expenditure in the earlier acces arrangement period

The AER is required to consider whether the capehe earlier access arrangement
is conforming. The relevant test is whether theeexjiture was justified and would
have been incurred by a prudent service providengefficiently, in accordance

with accepted good industry practice, to achieeddwest sustainable cost of
providing services. The AER considers that the xapeurred by APT Allgas over
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the earlier access arrangement period was compliaetefore, a total of $122.9
million ($2010-11) has been added to the openipgalease at 1 July 2006.

In reaching this view, the AER has considered dtiewing factors:

= One of APT Allgas’s responses to the Global FinalnCrisis (GFC) was to
maximise new connections whilst minimising custommnection cost Wilson
Cook considered that APT Allgas’s customer-requksspex incurred over the
previous access arrangement, influenced by thasegty, was prudent and
efficient. APT Allgas spent $73.5m ($2010-11) isttumer requested capex,
which was 11.1% less than the QCA forecast of $82Ver the course of the
previous access arrangement period. Although ARa&lunderspent in this
category, customer requested expenditure stillateal for the largest category
in APT Allgas’s overall capex makeup, as illustchte figure 3.3.

= Despite the higher average unit rate of $285 peren{®2009-10) for mains
replacement (from the QCA'’s forecast of $146 petre¢$2009-10)), this work
is contracted out through competitive practiceds@i Cook noted that the work
may not have been carried out in the same areaasforecast for the earlier
access arrangement periddhe AER has accepted APT Allgas’s network

renewal capex as prudent and efficient. In reah$e’APT Allgas spent an amount

equal to that forecast by the QCA for this categorgr the five years of the
earlier access arrangement period.

= The work that APT Allgas carried out for networlgawentation was contracted
out competitively, and the explanations of the @ct§ undertaken were
reasonableé? As such, the AER and its consultant Wilson Coaksidered that
the network augmentation capex was prudent andeifi** APT Allgas
underspent its network augmentation allowance dyrasiderable amount ($6.5m,
real 2010-11), mainly due to the prudent deferfal large augmentation project
for supply to the South Coast.

= APT Allgas underspent non-system capex, mostlytduke deferral of some IT
improvements. The non-system capex projects iednker access arrangement
period were justifiable, and the expenditure waslpnt and efficient?

®= The capex provided by APT Allgas for the year 2011Dis an estimate. This will
be updated in APT Allgas’s revised access arrangepreposal.

8 Wilson Cook,Report — APT AllgagsDecember 2010, p. 9.

19 Wilson Cook,Report — APT AllggsDecember 2010, p. 10.

APT Allgas,Access arrangement submissi@eptember 2010, attachment 4-4.
2L Wilson CookReport — APT AllgasDecember 2010, p. 10.

APT Allgas,Access arrangement submissi@eptember 2010, p. 40.

% Wilson CookReport — APT AllgasDecember 2010, p.10.
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Figure 3.3: Capital expenditure by category over th earlier access arrangement period
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3.6.1.3 Depreciation used in the roll forward model

The AER agrees with APT Allgas that forecast dejptean as approved by the QCA
at the last reset should be used as the basislfioigrforward the capital base to 1
July 2011. However, the AER considers that thesecfst amounts should be
adjusted for actual inflation, which APT Allgas hast done. The AER has amended
APT Allgas’s roll forward model, adjusting the depiation amounts for actual
inflation. The revised straight-line depreciationaunts are shown in table 3.8.
Compared to the depreciation amounts proposed GyAIgas, the impact on APT
Allgas’s opening capital base of the AER’s approgegdreciation is a reduction of
$0.3 million ($ nominal).

Table 3.8: AER approved depreciation for the earlieaccess arrangement period
($m, nominal)

2006-07 2007-08 2008-09 2009-10 2010-11
Straight-line 8.2 95 10.4 11.4 12.0
depreciation

APT Allgas 81 95 10.4 11.4 11.9

proposed
depreciation

Source: APT AllgasAccess arrangement informatioBeptember 2010, p. 6.

3.6.1.4 Adjustment to the capital base for inflation

The AER considers that the inflation rates (2009608010-11) used for calculating
the roll forward of the capital base should be stdjd from those proposed by APT
Allgas. The AER has adjusted the inflation ratesdu®r calculating the roll forward
of the capital base from June to June figures tecM& March figures to be
consistent with CPI figures used for the form ofttol over the earlier access
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arrangement period. These revised CPI figures aseréhe capital base from that
originally proposed by APT Allgas.

3.6.1.5 Capital redundancy policy in the earlier access aangement period

APT Allgas’s capital redundancy mechanism in thdieraaccess arrangement period
was established under the Gas Code. APT Allgasali¢onsider that any of its
assets became redundant during the earlier accasgi@ment period and that no
assets that were previously classified as redunderd re-used during the earlier
access arrangement perfdd.

The AER has reviewed APT Allgas’s proposal and picthat no adjustments for
redundant assets have been made by APT Allgas tpéning capital base.

3.6.1.6 Summary on the opening capital base

The AER has considered the components of APT Aga®posed opening capital
base. The AER requires an amendment to the openpitpl base to account for
amendments in depreciation and inflation for thdieraaccess arrangement period.
As a result, the AER does not consider that APa@sls proposed opening capital
base is consistent with r.77(2) of the NGR. APTgAH is required to amend its access
arrangement information as outlined section 3.8isfdraft decision.

3.6.2 Projected capital base

APT Allgas has proposed that its capex over thesearrangement period should be
higher than that incurred during the earlier acegsmngement period. In total, APT
Allgas has proposed a 5.1% increase in capexisliitoposed increase in capex is
undertaken, tariffs will increase. Compared to ARIGas’s proposed capex, the
capex estimated by the AER would increase the megtariffs by about 0.1 per cent
per annum. If capex were to be maintained at theedavel as over the earlier access
arrangement period, the proposed tariffs wouldrdg 0.2 per cent per annum higher
than those estimated by the AER (or 0.1 per cenapeum higher than those
proposed by APT Allgas). Figure 3.4 below showsARS Allgas capex from the
earlier access arrangement period and the promagexk for the access arrangement
period.

2 APT Allgas,Access arrangement submissi@eptember 2010, p. 45.
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Figure 3.4: APT Allgas capital expenditure
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Source: APT AllgasAccess arrangement submissi&@eptember 2010, pp. 39,46.
APT Allgas,Access arrangement informatiofebruary 2006, p. 21.
QCA, Revised access arrangement for gas distributiowaomrds: Allgas Energy
- final decision May 2006, p. 47.
QCA, Proposed access arrangements for gas distributetavarks: Allgas
Energy Limited and APT Allgas Limited - draft démis March 2001, p. 147.

The AER has examined APT Allgas’s proposed capegriam. The AER considers
that it is important that APT Allgas’s capex progbis consistent with the
requirements of the NGR and represents value foarepéor customers. The AER has
come to the conclusion that most elements of AR§a&ls capex program are
justified. While there are some aspects of the ranogthat are not adequately
justified, the AER considers that, overall, theweabf these were not sufficiently large
to reject APT Allgas’s capex proposal of $128.6lionl ($2010-11).

The AER undertook an assessment of the comportaatt&PT Allgas has proposed
to add to the projected capital base for the acaeasgement period.The largest
component of the capex program relates to custoeggerested capital expenditure.
Customer requested capex is required to meet fyecitg needs of new customers,
and includes assets such as mains, meters, arideséP\Figure 3.5 illustrates the
makeup of APT Allgas’s capex over the earlier as@sangement period and the
access arrangement period, and how the expendittinese categories has changed
(and is forecast to change) over time. The AERIssateration of the elements of
APT Allgas’s capex program is discussed below.

* NGR, r.78.
% APT Allgas,Access arrangement submissi@eptember 2010, p. 48.
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Figure 3.5: APT Allgas’s forecast capital expenditte by purpose — 2006—-07 to 2015-16
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3.6.2.1 Customer requested capital expenditure

APT Allgas’s proposed $80.2 million of customeruesgted capeis 15.7 per cent
higher than the $69.3 million ($2010-11) incurredtie earlier access arrangement
period?’ The AER observes that the customer requested gapgram comprises
expenditure on mains, meters and services, andrtbdbrecast customer requested
capex is directly related to forecasts of new austoconnection& APT Allgas has
forecast an increase in overall customer connegtiloming the access arrangement
period, and this is a major driver in the increimseustomer requested cap@xthis is
the largest item of capex forecast for the accessigement period.

As discussed in chapter 9, in considering advieefACIL Tasman, the AER does
not consider APT Allgas’s forecast decline in agergas consumption for volume
business class customers and the forecast of nemectons in the small business
sector to be appropriafe.

There has been a downward trend in small businegsmer connections over the
earlier access arrangement period. Despite thi$, Alljas has forecast a gradual
increase in small business customer connectionstbgeiccess arrangement period.
As discussed in chapter 9, the AER does not contideforecast to be reasonable.
As the customer requested capex program is linkeldet forecasts of customers, the
AER expects APT Allgas to reduce its customer retpeecapex program to reflect
the lower forecasts for small business customenections.

27

APT Allgas,Access arrangement submissi®@eptember 2010, p. 46.
28

APT Allgas,Access arrangement submissi@eptember 2010, p. 48 and attachment 4.2,
September 2010.

APT Allgas,Access arrangement submissi@eptember 2010, attachment 4.5.

%0 ACIL Tasman, p. 20.

29
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The AER also reviewed the cost estimates of thpgeed customer requested capex
program. Informed by advice from Wilson Cook, theRAhas considered the
following:

= the composition of the forecast unit rates, inalgdihe breakdown of rates in the
additional data received are within the range etque¢

= the length of mains extensions work related to nemnections proposed is within
the expected rang@ The lengths of mains extensions required has based on
historical data. For industrial and commercial ouostrs with annual consumption
below 10 TJ, a length of 20 meters has been allamel] in the case of customers
with greater demand, 100 meters has been alldived.

= the proposed unit rates for cost of meters, regtdand meter boxes are within
the range expected.

The AER considers that overall, the proposed custarguested capital is prudent in
scope and timing® The AER considers that the proposed customer séegie
expenditure results in a net benefit to customers.

On the basis of the information provided by APTgak and the advice of Wilson
Cook, the AER is satisfied the estimated costsqseg by APT Allgas are
reasonable. Consequently, the AER considers teatritposed customer requested
capex is justified, however, APT Allgas’s revisedgosal should take into account a
revised forecast of small business customer coimumecas discussed in chapter 9.

3.6.2.2 Network augmentation capital expenditure

APT Allgas has proposed $10.8 million ($2010-1T)rfetwork augmentation capex
over the access arrangement peffotihis expenditure is necessary to maintain
capacity to meet current customer demands whidbhdes safety and integrity of
supply®’ The AER is largely satisfied that this expenditisrgistified, subject to the
considerations below.

The AER considered the costs and justificatiorthierfive network augmentation
projects to be completed in the access arrangepeeiod.>® One of the projects that
APT Allgas described is due to be completed duttegearlier access arrangement
period and does not impact on forecast capex. Bas¢de submitted business cases
for each project, the AER considers that theresaoeirity of supply and network

31 Wilson Cook,Report — APT Allgasp. 16.

32 Wilson Cook,Report — APT Allgasp. 16.

3 Wilson Cook,Report — APT Allgasp. 16.

3 Wilson Cook,Report — APT Allgasp. 16.

% Wilson CookReport — APT Allgasp. 16.

% APT Allgas,Access arrangement submissi@eptember 2010, p. 46.

37 APT Allgas,Access arrangement submissi@eptember 2010, p. 48.

3 The augmentation capex projects that APT Allgappses includes, Upgrade Tingalpa gate
station ($497 222 (real 2010-11)), Augmentatiosugiply Surfers Paradise and Broadbeach
($2.41 million ($2010-11), South Coast supply peogage 2 ($7.32 million ( ($2010-11)),
Pressure upgrade for Cleveland pipeline ($165 B&12010-11 dollars), Broadbeach high
pressure polyethylene network augmentation ($124($2010-11)), and Minor network
augmentation projects (approximately $50 000 par y$2010-11)).
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integrity considerations that support the needtiar expendituré? The AER also
considers that the timing of expenditure for thgraantation projects is prudent on
the basis of current demand forecasts. The AERtiasluded that each project is
justified under the NGR. Wilson Cook also considetteat each project is justified
under the NGR?

The cost estimates for the network augmentatioeediure are based on historical
costs for similar projects.

The AER considers that the inclusion of non-spedintingency allowances into
expenditure plans is unsuitable for regulatory pags (see section 3.6.2.5).

On this basis, the AER considers that APT Allgas made the case for its network
augmentation programs, and that these progranmjasdieed. With the exceptions
referred to in sections 3.6.2.5 and 3.6.2.6, th& ABnsiders that the proposed
network renewal capex forecasts are justified.

3.6.2.3 Network renewal capital expenditure

APT Allgas’s proposed $30.1 million ($2010-11) atwork renewal capex is

$4.8 million ($2010-11) less than incurred in thelier access arrangement perfod.
APT Allgas submitted that network renewal capex poses mains replacement,
meter replacement and expenditure in relation ierasystem assetd.

APT Allgas has proposed 90 kfof mains to be replaced over the access
arrangement period, or 18 km per annum. APT Allges also submitted that the
majority of the expenditure in network renewal isroains replacement. Table 3.9
sets out APT Allgas’s mains replacement forecast.

Table 3.9:  Mains replacement forecast (km)

2010-11  2011-12  2012-13 2013-14 2014-15 Total

Total mains replacement 18 18 18 18 18 90

Source: APT AllgasAccess arrangement submissi@eptember 2010, attachment 4.3.

The annual rate of mains replacement for the aceasgement period is similar to
the final three years of the earlier access armaege period' Figure 3.6 illustrates
the actual, QCA approved and forecast mains replanerate.

39 APT Allgas,Access arrangement submissi@eptember 2010, attachments 4.2 and 4.8.

0" Wilson CookReport — APT Allgasp. 19.

“L " APT Allgas,Access arrangement submissi@eptember 2010, pg 48.

2 APT Allgas,Access arrangement submissi@eptember 2010, pp. 39, 46.

43 APT Allgas,Access arrangement submissi@eptember 2010, p. 50.

“  APT Allgas,Access arrangement submissi@eptember 2010, attachment 4.3.
% APT Allgas,Access arrangement submissi@eptember 2010, attachment 4.3.
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Figure 3.6: Mains replacement—APT Allgas
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Source: APT AllgasAccess arrangement submissi@eptember 2010, attachment 4.3.
ECG, Algas Energy Pty Ltd capital and operating expeuditreview
April 2006, p. 66.

The AER considers that a modest level of mainsacgwhent has been proposed by
APT Allgas for the access arrangement period, asals considered by Wilson
Cook**The objective of APT Allgas’s mains replacementgpam is to minimise
expenditure on this item while slowly reducing emtrmaintenance and UAG co#fs.
In the longer term, APT Allgas proposes to repl8® km of low and medium
pressure mains over the next 25 years, and submits rate of replacement of 18
km per year is appropriate to achieve ffiigvilson Cook noted that the mains
replacement program will address capacity limitatiat the same time while
reducing the level of risk in high-risk areas. WitsCook considered that the
proposed rate of mains replacement is well supganel prudent?

The AER further considers that there are real gafet! security of supply concerns
related to the aging nature of certain parts of Afi@as’s network’® Leaking gas in
certain areas will contribute to a risk of fireexplosion. The AER recognises that
modern gas appliances require higher pressurethahdlder networks may have
difficulty in delivering such pressures. In thegeumstances, the AER considers that
a prudent and efficient mains replacement progsajustified under the NGR.

The implied cost per metre of mains replacement theeaccess arrangement period
was calculated by Wilson Cook to be $244 per mesesompared to the implied rate
over the earlier access arrangement period of $2@2netre ($2010-125.This
appears to be a reduction in cost, however, fastach as the location of the mains
replaced and whether replacement work is condymtszEmeal or by block will

6 Wilson CookReport — APT Allgasp. 17.

7 Wilson CookReport — APT Allgasp. 17.

8 APT Allgas,Access arrangement submissi@eptember 2010, p. 51.

49 Wilson Cook,Report — APT Allgasp. 17.

0 APT Allgas,Access arrangement submissi@eptember 2010, attachment 4.3.
*1 Wilson CookReport — APT Allgasp. 18.
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influence this figure. The AER considers that aswlork is contracted out
competitively, the cost estimates are reasonaliie AER agrees with Wilson Cook
that the forecast cost of mains replacement isearuand efficient?

On this basis, the AER considers that APT Allgas inade the case for it network
renewal programs, and that these programs arégastiVith the exceptions laid out
in sections 3.6.2.5 and 3.6.2.6, the AER consitlesthe proposed network renewal
capex forecasts are justified.

3.6.2.4 Non-system capital expenditure

APT Allgas has proposed $7.6 million ($2010-11hofh-system expenditure
forecast over the access arrangement pétiod.

IT Systems

APT Allgas has proposed four IT projects upgradihgll applications ($0.4 million),
upgrading and renewal of IT infrastructure ($0.4liom), ‘road map’ initiatives ($3.6
million) and knowledge management ($0.6 millich).

The AER considers that IT expenditure is a necg$sita business of this type, and
that APT Allgas’s proposed expenditure is basegrajects and software upgrades
that contribute to the delivery of pipeline sergc@bsent appropriate IT systems, it is
likely that customers would experience securitgudply and safety issues. As such,
it is appropriate for APT Allgas to implement cageograms to upgrade and
reinforce its IT systems.

The AER considers that the process of estimatiagitin-system capex costs
undertaken by APT Allgas is prudent and efficiemig the projects nominated are
reasonable. However, as also noted by Wilson &pthte AER does not consider the
inclusion of contingency allowances in the proposegenditure to be reasonable.
Contingencies are discussed in more detail in@@&i6.2.5.

On the basis of its analysis, and informed by aglfiom Wilson Cook, the AER does
not consider APT Allgas’s proposed expenditureosyistems to be justified, due to
the inclusion of contingency allowances.

Other non-systems capital expenditure

The remaining items in other non-system capex amsaor$2.6 million ($2010-11).
This expenditure contains such items as SCADA sysi@nd miscellaneous tools,
equipment and other non-reticulation iteth§he AER considers that such items are
necessary for the operation of a gas distributetwark service provider.

2 Wilson CookReport — APT Allgasp. 18.
3 APT Allgas,Access arrangement submissi@eptember 2010, p. 51. Non-systems capex includes
costs associated with IT systems and software, nvetticles and plant and equipment that are not
part of the distribution network.

APT Allgas,Access arrangement submissi@eptember 2010, attachment 4-8.
% Wilson Cook,Report — APT Allgasp. 20.

®  APT Allgas,Access arrangement submissi@eptember 2010, p 54.

54
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In some cases, where the proposed expenditure enams relatively small, the
AER has undertaken a high level review of the pseplocosts to establish consistency
with the previous pattern of capex established Byf Allgas.

In its analysis of APT Allgas’s proposal, the AEBserved that APT Allgas’s
proposed expenditure on non-system capex overcttess arrangement period is
lower in real dollar terms than its actual expeumditin this category over the earlier
access arrangement period. The AER considers th&tAdigas’s other non-system
capex is prudent and efficient with the exceptideiled in sections 3.2.6.5 and
3.6.2.6. This view was consistent with Wilson Caoéttlvice to the AER’

3.6.2.5 Other adjustments to the proposed capital base

Overheads

Overhead costs include, for example, costs assacwith network planning,
procurement, fleet and other costs that are nate@lto specific capex categories and
are allocated across other capex categories. TleddBsiders that overhead costs
need to be directly referable to the delivery qfgiine serviced® APT Allgas has

proposed an overhead rate of, on average, 26 .@péper annum that is applied to
all forecast capeX’

In reviewing the proposed overhead costs, the A&iidered:

1. How the components of overheads costs relate tprthasion of pipeline
services

2. Whether any of the overheads cost would be recdwdsewhere — that is, the
potential for double counting

3. Whether the overhead costs proposed by APT Allgasemsonable

APT Allgas provided little detailed information @verheads in its access
arrangement proposal. On request from the AER, ARjJas provided information
detailing the costs that make up the capital ovatkeAPT Allgas submitted that its
forecast overheads are based on the regulatoryiaiiog principles and processes
used by Energe¥ It further submits that its capitalised overheeoisprise the
following costs:

= Support Departments, which includes the followinQ sategories:

= Finance and Administration;

* Human Resources;

= Operations Admin and Management;
= Business Support;

" Wilson Cook,Report — APT Allgasp. 20.

% NGL, s.2 and 23,

* APT Allgas, Email to AERRe. AER APT.16.9 November 2010, attachment.
8 APT Allgas, Email to AERRe. AER APT.16L9 November 2010, attachment.
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» Regional Operations at Toowoomba and Mansfield.

=  Support Functions, which includes the followindpsategories:

= Property;,

= Motor Vehicles;

= |nsurance,

=  Communication;

» Legal and other external services.

= Qverheads, including the following sub-categories:

= Local overheads
= Corporate overheads.

The AER accepts APT Allgas’s composition of theitmverheads and notes that
the cost categories described are those that vioeuidcurred for the delivery of
pipeline service&?

The AER also requested information from APT Allgeswhether the costs are
allocated to the APA Group or to APT Allg&5In response APT Allgas has
submitted that its overheads are not allocatedthire party®* The AER accepts that
APT Allgas’s capitalised overhead allocation is rappiate.

Wilson Cook noted that it is normal practice foedwads associated with putting
new fixed assets into service to be recognisedcastacomponent and added to the
regulatory asset ba§&Wilson Cook considered that given the increasbéncapex
program, the level of overheads should be apprmyiassesse® Wilson Cook
stated that:

It is an accounting matter to confirm whether theppsed level of
capitalisation of overheads is reasonable. If @astigation finds it not to be
so, the application rate should be reduced acogigdfh

The AER agrees with the advice from Wilson CookhAlgh the capitalised
overheads are associated with expenditure inctioredelivering pipeline services,
the AER considers that APT Allgas’s proposed fosetavels of overheads are
inappropriate.

The AER considers the overall capex incurred du2@@9—10 was efficient because
it was below the approved QCA expenditure levetcdise the AER considers APT
Allgas’s allocation of capitalised overheads israppate, it considers that the

¢ APT Allgas, Email to the AERRe. AER APT Allgas.166 December 2010.
62 NGL, s. 2 and s. 23.

8 AER, Email to APT AllgasAER APT.16&1717 November 2010.

& APT Allgas email to AERRe. AER APT.16.9 November 2010.

% Wilson CookReport — APT Allgasp. 21.

% Wilson CookReport — APT Allgasp. 21.

7 Wilson Cook,Report — APT Allgasp. 21.
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overheads incurred in 2009-10 of $5.2 milffb($2010-11) were also efficient.
Therefore the AER considers that these overheadatafficient levels and should
provide the basis for forecasting expenditure endbcess arrangement period.

The AER agrees in principle that the allocatiomweérheads applied to the forecast
capex proposed by APT Allgas complies with s. 2 sn2B3 of the NGL, but considers
that the rate of overheads as proposed by APT allgaot consistent with the
NGR®® The AER considers that $5.2 million of overheaasheyear is an appropriate
level of overhead costs for APT Allgas. This resutta total overhead cost of $26.1
million over the access arrangement period, congpiaréhe $26.7 million ($2010—
11) proposed by APT Allgas, a reduction of 2.2 qunt.

Contingencies

The AER recognises that the process for estimat@pgx, although expected to be
efficient and final, is not necessarily an exadgasss. The AER therefore considers
that a contingency allowance for a cost estimatiskfactor of the type proposed by
APT Allgas may be appropriate in some circumstanteggically, such circumstances
apply where the allowance is informed by speciigtances of actual past cost
increases where the inherent risks and some camtingk could be identified in the
determination of the base estimate. The Austradiampetition Tribunal’s (Tribunal)
formed such an opinion in respect of its decisinran application by East Australian
Pipeline Limited (EAPL). In that decision, the Tuital allowed a contingency factor
in the calculation of an optimised replacement ¢GRC) to cover construction cost
omissions as the Tribunal considered a prudennpateew entrant would allow for
contingencies and include them in its calculatibitsoORC to arrive at its “buy or
build” depreciated optimised replacement c8st.

The AER considers that in its application to thédtinal, EAPL provided significant
design and cost estimate details on its pipelineard based on experience and
knowledge of the network upon which its contingefaryomissions was based.
Further, the Tribunal considered the replacemesit aba complete pipeline which
the AER considers is likely to have significanthggter cost uncertainties and risks
than the capital projects proposed by APT Allgdssiystems).

APT Allgas’s proposed contingencies did not incldeégails on the justification of a
contingency. APT Allgas has substantial experiendhe construction, installation
and estimation of capex activities, including spabjects involving IT systems, and
should be able to identity and estimate all thewaht costs for these activities. It is
the view of the AER that APT Allgas’s capex estiesashould contain minimal cost
omissions.

% APT Allgas, Email to the AERRe. AER APT Allgas Overhead$ December 2010.

% NGR, r. 72(1)(c)(i) and r. 74(2)(b).

0 Australian Competition TribunaEast Australian Pipeline Limited [2004] ACompTragraph
50, 8 July 2004.
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In its review of APT Allgas’s capex Wilson Cook sithered that it was not
appropriate for non-specific contingency allowanicele added to expenditure
estimates in regulatory submissions for the follmyieasong*

®= The allowances constitute a provision

= Whilst a contingency allowance may need to be daillein some instances, such
allowances are unlikely to be called on generalitp their full extent; and to
argue that they would is to say, in essence, lieabtisiness concerned is unable
to estirg?te its costs accurately or that it dogsuieh any risk of cost overruns to
remain.

The AER agrees with Wilson Cook that the forecaséind budgeting processes
proposed by APT Allgas are sound, refined peridhi@and capable of producing
estimates that prove, in the event, to have beemraie’* Wilson Cook considered
that there is no reason why any general contingenogher such general allowance
ought to be agreed to for capex, as it has not beblished that it is necesséty.

Further, the AER considers that in some casesrogenicy allowances may be
symmetrical resulting in deductions from the forstaxpenditure. Without a detailed
analysis and review of each specific expenditejtsuch symmetries cannot be
identified. The AER considers that a general caygnty allowance, which is purely
based on estimates, will not show this.

The AER therefore considers that APT Allgas’s pigzbcapex on non-system capex
is excessive and not consistent with r. 79(2)(dhefNGR.

3.6.2.6 Cost escalators

The AER’s consideration of APT Allgas’s proposedtoescalators is discussed in
chapter 7. For the reasons outlined in chaptdre/AER is not satisfied that the
proposed cost escalators applied to APT Allgag'sdast capex comply with the
requirements of r. 79 and r. 74(2) of the NGR.

3.6.2.7 Conclusion on capital expenditure

The AER does not consider that the APT Allgas fastcapex complies with the
requirements of r. 79 of the NGR. That is, it dnesrepresent capex that would be
incurred by a prudent service provider acting efitly, in accordance with accepted
good industry practice, to achieve the lowest sngbde cost of providing services.

Further, the AER considers that the APT Allgas ps®al capex is inconsistent with
the national gas objective as it does not represfinient investment in, and efficient
operation and use of, natural gas services foloting:term interests of consumers of

™ Wilson Cook,Report — APT Allgaspp. 20-21.
2 Wilson Cook,Report — APT Allgaspp. 20-21.
3 Wilson Cook,Report — APT Allgaspp. 20-21.
" Wilson Cook,Report — APT Allgasp. 36.
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natural gas with respect to price, quality, safegliability and security of supply of
natural gag®

Table 3.10 shows the capex proposed by APT Allgaspared with the capex which
the AER considers satisfy the capex criteria ofNIGR .

Table 3.10: APT Allgas's proposed and estimated cépl expenditure for 2011-2016
($m, 2010-11)

2011-12 2012-13 2013-14 2014-15 2015-16 Total
Network renewal
APT Allgas proposed 5.66 5.61 5.94 6.63 6.30 30.13
AER forecast 5.67 5.56 5.82 6.38 5.93 29.36
Customer requested
APT Allgas proposed 14.78 15.49 15.91 16.63 17.35 0.18
AER forecast 14.80 15.37 15.59 15.99 16.35 78.10
Other capex
APT Allgas proposed 4.70 3.45 4.33 291 2.92 18.31
AER forecast 4.38 3.22 4.13 2.79 2.75 17.27
Total capex
APT Allgas proposed 25.14 24.55 26.18 26.17 26.56 28.4
AER forecast 24.85 24.15 25.55 25.16 25.03 124.73

The AER considers that the difference between tBR’A estimate of forecast capex
and that proposed by APT Allgas of $3.9 million@$2-11) is not large enough to
require APT Allgas to amend its capex proposalsThibecause while the AER does
not agree with the forecast costs of some elenwdritee capex program, overall the
forecast costs proposed by APT Allgas are not nadliiedifferent to those estimated
by the AER. The AER accepts that the process fimaing capex is not an exact
process and that there is some degree of impradisiestimating capex. Also, the
AER provides a business with a sufficient poolwifds to provide services to meet its
current and future customer’s requirements. It daeglirect a business how it should
allocate its approved capex allowance during tleessarrangement period. For these
reasons, the AER does not require APT Allgas torahiiis proposed forecast capex,
not withstanding the exceptions to APT Allgas’ pveal that the AER has identified.

> NGL, s. 23.
® NGR,r. 79.
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3.6.2.8 Capital contributions

The AER notes that APT Allgas has not proposedreimyconforming capital
contributions for the access arrangement pefidtbwever APT Allgas has proposed
that where capex does not comply with the requirgmset out under r. 79(2)(b) of
the NGR, capital contributions will be sought froine new users concern&dThe
AER notes that APT Allgas will be required to prd&ione-off payments made by
users.

APT Allgas has submitted that because it treatgalagontributions as revenue in the
year in which they are received, then this revaauemoved from the total revenue
requirement®The AER notes that this ensures that APT Allgasites no net

benefit in the form of return on or of capital frahre addition of the capital
contribution to the capital base. The AER consideas this is consistent with r. 82(3)
of the NGR. Therefore the AER is not proposing thir Allgas amend its access
arrangement proposal for capital contributions.

3.6.2.9 Depreciation
The AER’s assessment of APT Allgas’s forecast daatien allowance is presented
in chapter 4. Table 3.11 reproduces the concludians that chapter.

Table 3.11: AER approved depreciation for the accasarrangement period
($'000, nominal)

2011-12 2012-13 2013-14 2014-15 2015-16
Straight-line 8931 12,894 13,447 14,808 15,833
depreciation
Inflationary 10,681 11,398 12,035 12,737 13,442
gain
Regulatory 1750 1496 1412 2071 2391

depreciation

The AER requires APT Allgas to amend its forecagirdciation as outlined in
chapter 4 of this draft decision.
3.6.2.10 Forecast disposals

APT Allgas has submitted that it does not propasedisposals for the access
arrangement period.

The AER accepts the APT Allgas proposal that noe/&br disposals is forecast of
material value in the projected capital base ferahcess arrangement perfodh

" APT Allgas,Access arrangement submissi@eptember 2010, p. 55.

8 APT Allgas,Access arrangement submissi@eptember 2010, pp. 44-45 and APT Allgassess
arrangement submissipSeptember 2010, attachment 4.5.

' APT Allgas,Access arrangement submissi@eptember 2010, pp. 44-45 and APT Allgascess
arrangementSeptember, 2010, pp. 8-9.

8  APT Allgas,Access arrangement informaticBeptember 2010, p. 10.
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doing so the AER notes that the opening capita i@snext access arrangement
period commencing 1 July 2016 will be net of thiueaof any assets disposed of
during the access arrangement period.

3.6.2.11 Adjustment to the capital base for inflation

The AER’s consideration of the APT Allgas appro&zlestimating expected inflation
is discussed in chapter 5 of the draft decisiom.réasons discussed in chapter 5 the
AER uses a geometric average comprised of the RBA'st up to date short-term
inflation forecasts and the target range mid-pofr2.5 per cent to estimate an
inflation rate of 2.52 per cent over a 10 yearqefor the access arrangement period.

3.6.2.12 Summary for projected capital base

The AER has considered the components of the ARJaélproposed projected
capital base. The AER has determined that APT Alfgorecast depreciation and
adjustment of the capital base for inflation doesaomply with r.74(2) and r.78 of
the NGR. However, as noted above, the AER consitiatghe difference between
the AER’s estimate of forecast capex and that pegdy APT Allgas ($3.9 million
($2010-11)) is not large enough to require APT adlgo amend its capex proposal.

3.6.3 Closing capital base for the access arrangeme  nt period

With regard to r. 90 of the NGR, APT Allgas propdse continue to roll forward the
capital base using forecast depreciation, ratheer #ttual depreciation, at the next
reset’?

The AER considers APT Allgas’s proposal to usedast depreciation in establishing
the opening capital base for the access arranggmeeinotd commencing 1 July 2016
is consistent with r. 90 of the NGR. Forecast dejpt®n updates the depreciation
determined in this decision only for actual inftatti No adjustment is made to the
forecast depreciation for any difference betweeadast and actual capex over the
access arrangement peridthis approach is also consistent with the approach
outlined in the AER’s access arrangement guidéfine.

3.6.4 Other access arrangement proposal provisions relevant to the
capital base

3.6.4.1 Capital redundancy policy

APT Allgas proposes to retain its capital redunggmaicy included in the earlier
access arrangement period in addition to an additiprovision for costs associated
with a decline in the volume of sales of services/gled by means of its covered
network to be shared between APT Allgas and u$d¥sr the earlier access

81
82
83
84

APT Allgas,Access arrangement informatioBeptember 2010, p. 10.
APT Allgas,Access arrangement submissi@eptember 2010, p. 60.
AER, Access arrangement guidelin@arch 2009, pp. 61-62.

APT Allgas,Access arrangement submissi@eptember, 2010, p. 56.
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arrangement period, APT Allgas proposed that th& @@y reduce APT Allgas’s
capital base by an amount f&t:

® any assets that have ceased to contribute to tiveryeof services

® any assets that have been sold or disposed oklsetivice provider or the service
provider has entered into a binding agreementheir sale or disposal.

The AER considers that it is appropriate to retainsistency with the capital
redundancy policy that applied during the earlmress arrangement period and
therefore accepts the capital redundancy policp@sed by APT Allgas.

3.7 Conclusion

Opening capital base

The AER does not propose to approve the openingatéase proposed by

APT Allgas for the access arrangement period dsas not comply with r.77(2) of
the NGR and requires APT Allgas to make amendmes&et out in section 3.8 of
this draft decision.

Forecast capital expenditure
The AER proposes to approve the projected capétsd proposed by APT Allgas.

Closing capital base for the access arrangement per  iod

The AER proposes to approve APT Allgas’s propossatetiation on the basis of
forecast depreciation (based on forecast capitmditure) for establishing the
opening capital base as this complies with r. 9SthefNGR.

Other provisions of the access arrangement proposal
The AER considers that the proposed treatment wfoomforming capex is consistent
with rr. 81-84 of the NGR.

The AER proposes to approve the capital redundareghanism proposed by
APT Allgas to remove redundant assets from thetabpase proposed as it complies
with r. 77(2)(e) of the NGR and r. 85(1) of the NGR

3.8 Required amendments

Before the proposed access arrangement can betedcAPT Allgas must make the
following amendment:

Amendment 3.1:amend the access arrangement and access arrangefoenation
in order to be consistent with the following table:

8 QCA, Draft decision, Revised access arrangement fordigtsibution networks:Allgas Energy

December 2005, p. 51.
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Table 3.12: AER approved opening capital base ($mominal)

2006-07 2007-08 2008-09 2009-10 2010-11 2011-12

Opening capitalbase 5, 7 3571 3507 3740 3994 4238
Add gross capex 55 5 19.3 25.1 26.6 26.4
Add indexation 7.4 13.9 8.7 10.8 10.1
Less depreciation 82 95 10.4 11.4 12.0
Less capital

contributions
Less redundant assets

Less disposals 0.05 0.2

Closing capital base 357 4 350.7 374.0 399.4 4238
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4 Depreciation

Depreciation affects total revenue in two wayssEiit is a component of the
projected capital base, and second, it is a segadapreciation building block.

The AER accepts APT Allgas’s proposed standard &sse for the access
arrangement period. These lives are generally sitdhian those used during the
earlier access arrangement period.

APT Allgas made errors in its calculation of theeftast depreciation allowance.
These errors also affected the remaining asses igeat 1 July 2011. The AER
requires amendments be made to these asset liaeseasit.

The AER rejects APT Allgas’s proposed forecastel@ation allowance. The AER
determined a total of $65 million in straight-lidepreciation for the access
arrangement period. This total reflects the revisehaining asset lives and the
various factors that affect the capital base over &ccess arrangement period.

4.1 Introduction

This chapter sets out the AER’s consideration of MHgas’s proposed depreciation
schedule and asset lives for the access arrangg@eod against the requirements of
the NGR. No submissions were received on APT Aliggpsoposed depreciation
schedules.

4.2 Regulatory requirements

APT Allgas is required to provide a depreciatiohextule that sets out the basis upon
which the assets constituting the capital bas¢cee depreciated for determining
reference tariffs (r. 88(1) of the NGR). The scHedunay consist of a number of
separate schedules each relating to an assettmuparasset classes (r. 88(2) of the
NGR).

Rule 89(1) of the NGR provides that the depreamsichedule should be designed:

(@) so that reference tariffs will vary, over tinle a way that promotes
efficient growth in the market for reference seegcand

(b) so that each asset or group of assets is daprdover the economic
life of that asset or group of assets; and

(c) so asto allow, as far as reasonably practgdbi adjustment
reflecting changes in the expected economic lifa particular asset, or
particular group of assets; and

(d) so that (subject to rules about capital redangpg an asset is
depreciated only once (i.e. the amount by whichsset is depreciated over
its economic life does not exceed the value ofset as at the time of its
inclusion in the capital base (adjusted, if thecatding method approved by
the AER permits, for inflation)); and

(e) so as to allow the service provider's reasanabkds for cash flow to
meet financing, non-capital and other costs.
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Rule 89(2) states that compliance with r. 89(1) mmaplve the deferral of a
substantial amount of depreciation.

Clause 5(1)(d) of schedule 1 of the NGR, requinesAER, in deciding whether to
approve an access arrangement revision proposaldrvansitional access
arrangement, to take into account the deprecistbedule for the transitional access
arrangement under section 8.32 of the Code.

4.3 Access arrangement proposal

APT Allgas proposed estimating depreciation indbeess arrangement period using
a straight line method of depreciation. Table 4tk ®ut APT Allgas’s forecast
depreciation for the access arrangement period.

Table 4.1: APT Allgas’s proposed depreciation fortie access arrangement period
($'000, nominal)

2010-11 2012-13 2013-14 2014-15 2015-16

Regulatory

L 1911 986 911 854 1263
depreciatiorf

Source: APT AllgasAccess arrangement informatioBeptember 2010, p. 9.
€)) Regulatory depreciation is straight-line deton less the inflationary gain
(negative depreciation) on the capital base.

The forecast depreciation amounts for the acceaagement period are based on the
proposed remaining asset lives and standard (edohasset lives presented in

table 4.2. This table only presents the significeyreciable asset categories in

APT Allgas’s PTRM. It also does not present anyatggasset categories. For
example, APT Allgas continues to treat ‘Capex 20QGsystem’ as a separate asset
category in its modelling. APT Allgas has reviskd standard asset lives from those
used by the QCA in the earlier access arrangeneitdo

1 This clause is also relevant if the AER makesits proposal for revision of a transitional access

arrangement under r. 63 or r. 64 of the NGR.
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Table 4.2: APT Allgas’s proposed standard and remaing asset lives as at 1 July 2011

(years)
Asset Class Remaining life Standard Life
Network Pressure Control Facilities 27.5 40.0
HP Steel Mains 60.0 80.0
Distribution Mains 34.0 50.0
Distribution Mains - Steel Unprotected 17.6 50.0
Distribution Mains - PVC 28.2 50.0
Distribution Mains - Copper 34.7 50.0
M/LP Customer Services PE 351 50.0
M/LP Customer Services ST 35.2 50.0
Contract Metering Equipment 4.4 15.0
Tariff Metering Equipment 3.6 15.0
SCADA & Telemetry 4.7 15.0
Equipment & Others 3.3 10.0

Source: APT Allgas’s RFM in an email to the ABRE:: Confidential information and
material outstanding7 October 2010.

APT Allgas stated that the standard asset lived bgdehe QCA are the longest of any
gas network in AustraliaAPT Allgas stated that these economic lives didatiow

it to fund steady state network renew&ather than conducting its own technical
engineering assessment of the standard lives fefr€lift assets, APT Allgas based its
proposal on the standard lives for system assetp@®ved by the AER in its final
decision on ActewAGL's access arrangement for 208HThe exception to this is
district regulators (network pressure control iéies) for which APT Allgas proposed
a standard asset life of 40 years. Table 4.3 pesvadsummary of APT Allgas’s
assessment of its key asset categories again88Ré&s decision for ActewAGL and
its proposed standard asset lives for the accesmsgament period.

APT Allgas,Access arrangement submissi@eptember 2010, p. 58.
APT Allgas,Access arrangement submissi@eptember 2010, p. 58.

*  APT Allgas,Access arrangement submissi@eptember 2010, p. 59.
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Table 4.3: APT Allgas’s assessment of standard asdiges (years)

Asset Class Previous AA ActewAGL APT Allgas
approved proposed
HP steel mains 105 80 80
HP Services 105 50 50
Distribution mains and services PVC - 30 50 50
PE - 80
Steel — 45

Copper — 85

Castiron - 80
District regulators 50 15 40
Contract meters 30 15 15
Tariff meters 25 15 15

Source: APT AllgasAccess arrangement submissi&@eptember 2010, p. 59.

4.4  AER'’s consideration

In assessing the depreciation schedules proposé®byAllgas, the AER reviewed
the proposed:

= depreciation approach

= asset lives, used to determine the depreciati@en rat

= forecast depreciation allowance.

4.4.1 Depreciation approach

The AER considers that APT Allgas’s use of theiglrialine depreciation method is
consistent with r. 89(1)(a) of the NGR in allowifoy reference tariffs to vary over
time in a way that promotes efficient growth in tharket for reference services.
Over the life of an asset, straight-line deprecrateads to relatively smooth price
changes, which is appropriate as consumption dagaiservices is expected to grow
steadily over the access arrangement period.

4.4.2 Assetlives

The depreciation schedule reflects the asset ti¥ése various assets used to provide
the reference services. There are two types of hgss:

1. the standard asset lives to be applied to newsasaad

2. the remaining asset lives of existing assets.
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4.4.2.1 Standard asset lives

The AER considers that consistency in the econ@sset lives across access
arrangement periods will ensure that referencédarary over time in a way that
promotes efficient growth in the market for refereservices (r. 89(1)(a) of the
NGR). In the case of the ActewAGL decision, the A&dRepted the standard asset
lives proposed by ActewAGL on the basis that thesee the same asset lives as
approved by the ICRC for the previous access aemegt period.In the Jemena
decision, the AER also accepted the standard kgsetecause they were consistent
with the asset lives used for the previous accessgement period.

However, the AER is mindful that r. 89(1)(c) of tN&R allows (as far as reasonably
practical) for adjustment to the depreciation scitedo as to reflect changes to
expected economic lives. The AER accepts the stdradset lives used by the QCA
were relatively long compared to other gas netwarlk&ustralia. The standard asset
lives used for ActewAGL are considered to be cdaatswith r. 89(1)(b) of the NGR
that requires assets to be depreciated over tbeiroeic life. The standard asset life
proposed for district regulators is consistent wiindard asset lives approved by the
AER for Country Energy (Wagga Wagga) and the bissimase presented by
Envestra in Queensland for those as5@tse non-system standard asset lives are
generally consistent with standard lives used endarlier access arrangement period.
Therefore, the AER accepts the standard assetdsgsoposed by APT Allgas for

the access arrangement period.

4.4.2.2 Remaining asset lives

Clause 5(1)(d) of schedule 1 of the NGR requiresAER to take into account the
depreciation schedules from the earlier accesageraent. Consistency in the
remaining asset lives proposed by a service proviitd the asset lives used for
previous access arrangement periods has beenpragtite in other AER decisiofis.

The AER reviewed APT Allgas’s calculation of remamasset lives as at

1 July 2011, comparing them against its calculatibthe assets’ weighted average
remaining asset life using the asset lives apiiethe QCA in the earlier access
arrangement period. The AER found significant défeces between its calculations
and those of APT Allgas and invited APT Allgas toranent on these differences.
For example, the AER estimated a remaining adeetfi42.9 years for network
pressure control facilities, compared to the 2 2&ry proposed by APT Allgas.

In its response, APT Allgas stated there were siiroits model$® These errors were
in the calculation of the forecast depreciationwatince which used remaining asset
lives as determined at 1 July 2006, rather thamy20D11. Correcting for these errors

AER, Draft Decision: ActewAGL Access arrangement propémathe ACT, Queanbeyan and
Palerang gas distribution network,1 July 2010 -J8@e 2015November 2009, p. 54. The
standard asset lives did not change for the fipalsion.

AER, Draft Decision: Jemena, Access arrangement propfisaghe NSW gas

Networks, 1 July 2010 — 30 June 2pEBbruary 2010, p. 84.

EnvestraQld access arrangement informatjddctober 2010, p. 116.

See for example, AERraft decision: Country Energy Wagga Wagga, Nat@ak Distribution
Network Access arrangement proposal, 1 July 2020 June 2015November 2009, p. 39.

° AER, Email to APT AllgasAER.APT.15: 2011 remaining life calculatioi® November 2010.
10 APT Allgas, Email to the AERAER Depreciation2 December 2010.
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would (other things being equal) significantly ieased APT Allgas’s forecast
depreciation allowance, if the remaining assetlias originally proposed were to be
used.

In its proposal, APT Allgas had adjusted its renrajrasset lives because it
considered it was not receiving sufficient cashvffoom depreciation (r. 89(1)(e) of
the NGR). In response to the AER’s inquiry andghbsequent error that was
identified, APT Allgas recalculated the remainirsget lives using a weighted
average approach based on the asset lives uséd RQCA. It then applied an
adjustment factor to some of the asset categariagitve at revised remaining asset
lives, which would deliver (other things being eljube same projected depreciation
allowance as its original proposal. These revigedaining asset lives along with the
weighted average remaining asset lives and thess tiontained in its proposal are
shown in table 4.4.

Table 4.4: APT Allgas’s revised remaining assetves as at 30 June 2011 (years)

Asset Category Prqp_o Seq Weig_ht_ed ave. Re_v_ised_
remaining life remaining life remaining life
Network Pressure Control Facilities 27.5 42.9 35.8
HP Steel Mains 60.0 87.9 73.4
Distribution Mains 34.0 70.5 58.9
Distribution Mains - Steel Unprotected 17.6 11.1 309.
Distribution Mains — PVC 28.2 13.0 13.0
Distribution Mains — Copper 34.7 73.0 73.0
M/LP Customer Services PE 35.1 49.4 41.3
M/LP Customer Services ST 35.2 107.7 107.7
Contract Metering Equipment 4.4 22.8 19.0
Tariff Metering Equipment 3.6 19.9 16.6
SCADA & Telemetry 4.7 68.1 68.1
Equipment & Others 3.3 5.0 5.0

Source: APT Allgas’s RFM in an email to the ABRE:: Confidential information and
material outstanding7 October 2010, and APT Allgas, Email to the ABER
Depreciation 2 December 2010.

The AER does not agree that the standard assstusexd by the QCA were
necessarily contrary to APT Allgas’s reasonabléd¢lsv needs (r. 89(1)(e) of the
NGR). APT Allgas presented no analysis in this régad merely asserted its
position!* Excluding the impact of inflation on the capitaise (that is, the negative

1 APT Allgas,Access arrangement submissi@eptember 2010, p. 58.
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depreciation effect of inflation), the QCA’s modslows that the forecast
depreciation allowance APT Allgas received overdhdier access arrangement
period was more than one and half times larger tharcapex it was forecast to spend
on network renewal¥’

Despite these observations, the AER is mindful th@®(1)(c) of the NGR allows for
adjustment to the depreciation schedule so adlextehanges to asset lives. The
AER has accepted APT Allgas’s proposed changeaitalard asset lives for new
assets. Accordingly, the AER considers that somision to the remaining asset lives
is also warranted.

The AER does not accept the remaining asset livesiginally proposed by APT
Allgas. Rule 89(1)(a) of the NGR provides that dlepreciation schedule should be
designed so that reference tariffs will vary, otiere, in a way that promotes efficient
growth in the market for reference services. Is tegard, the AER considers that the
step up in prices (about 3.2 per cent per annuat)wbuld result if APT Allgas’s
proposed remaining lives were adopted would rifkieht growth of the market for
reference services. APT Allgas’s approach to catouj the revised remaining asset
lives appears to implicitly recognise such a cond®srscaling back only the weighted
average remaining asset lives by an amount suiftitccegenerate the same
depreciation allowance as originally proposed.

If the revised remaining asset lives calculated\By Allgas are used to determine
forecast depreciation, prices will be about 0.5qeat per annum higher than what
they would have been had the weighted average nimgaasset lives been used. The
AER considers that the size of this impact doegisktefficient growth of the market
for reference services. Therefore, the AER consitlat the revised remaining asset
lives in table 4.5 should be used to calculate MHgas’s forecast depreciation
allowance. These remaining asset lives achievdamt@in the considerations under
r. 89(1) of the NGR and clause 5(1)(d) of schedutd the NGR.

4.4.3 Forecast depreciation

Due to the changes in asset lives noted abovelarhes to the capital base noted in
chapter 3 of this draft decision, the AER has radated the forecast depreciation for
the access arrangement period. This revised farecalsown in table 4.6.

12 QCA, Allgas — Final model — adjusted for redundant asses

41



Table 4.5: AER’s draft decision of forecast depreeition for the access arrangement
period ($'000, nominal)

2011-12 2012-13 2013-14 2014-15 2015-16
Straight-line 8931 12 894 13 447 14 808 15 833
depreciation
Inflationary 10 681 11 398 12 035 12 737 13 442
gain
Regulatory -1750 1496 1412 2071 2391

depreciation

Regulatory depreciation is straight-line depreoiatnet of the inflationary increase in
the capital base for each year. As discussed ipteh&, the forecast inflation has
been set at 2.52 per cent per annum for each y¢lae access arrangement period for
the draft decision. This inflation forecast will bpdated for the final decision.

APT Allgas’s depreciation schedule is consisterthwi 89(d) of the NGR that
requires each asset is depreciated only once. féordeof depreciation under r. 89(2)
of the NGR is required in the present circumstances

4.5 Conclusion

The AER has accepted the depreciation approacthamstandard asset lives
proposed by APT Allgas. However, due to errors RiTAAllgas’s calculation of
forecast depreciation, the remaining asset liva® wecalculated. In addition, due to
changes in the capital base noted in chapter Beofitaft decision, the forecast
depreciation allowance for the access arrangeneitgphas been revised. The AER
therefore does not approve the depreciation schgatoposed by APT Allgas for the
access arrangement period as it does not compiyrws9(1) of the NGR.

4.6 Required amendments

Before its access arrangement proposal can betad¢c&PT Allgas must make the
following amendment:

Amendment 4.1:make all amendments necessary in the access amang proposal
and access arrangement information to take acaduatised remaining asset lives
in table 4.4 of this draft decision.

Amendment 4.2:make all amendments necessary in the access amang proposal
and access arrangement information to take acaduatised forecast depreciation
allowance in table 4.5 of this draft decision.
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5 Rate of return

The AER has rejected APT Allgas’s proposed ratetafn of 10.30 per cent, as it is
not commensurate with prevailing conditions in riierket for funds and the risks
involved in providing reference services. The A&Bfithe view that the rate of return
of 9.96 per cent is appropriate for the benchmamk/ge provider. The AER
considers that APT Allgas’s proposed rate of retisrderived using parameter
estimates that are inappropriate. The AER has uaten a number of
reasonableness checks to confirm the rate of raturas determined.

Incorporated in this decision are the AER’s consitiens that values of the equity
beta and MRP below those proposed by APT Allgasedlective of the risks involved
in providing reference services under prevailingrked conditions. Similarly, the
AER has also rejected APT Allgas’s proposed metiigetting the debt risk
premium, instead finding a combination of estimakesved from Bloomberg and the
APA Group’s BBB rated bond provide a debt risk gteamwhich is sufficient to
cover at least the efficient cost of debt, and ntbaa sufficient to cover APT Allgas’s
actual cost of debt.

The AER has calculated a rate of return of 9.96qaatt. This reflects market based
parameters (risk free rate and debt margin) estedaiver an indicative averaging
period of 7 December 2010 to 6 January 2011 antb&ilupdated for the final
decision.

5.1 Introduction

This chapter sets out the AER’s estimate of ariefit benchmark rate of return on
capital for APT Allgas over the access arrangerpenbd. The key issues considered
include the determination of the equity beta t@applied in the context of the capital
asset pricing model (CAPM) as well as the debt pigmium.

The AER’s consideration of the corporate taxatibomaance, including the value of
imputation credits (gamma), is set out in chapter 6

5.2 Regulatory requirements

Rule 72(1)(g) of the NGR requires that the accessmgement information for a full
access arrangement proposal must include the prdpate of return, the
assumptions on which the rate of return is caledland a demonstration of how it is
calculated.

Rule 74 of the NGR requires that any forecast tmade included in the access
arrangement information be arrived at on a readertasis, be supported by a
statement of the basis of that forecast or estinaaie represent the best forecast
possible in the circumstances.

Rule 87(1) of the NGR requires that the rate aimrebn capital is to be
commensurate with prevailing conditions in the neaflor funds and the risks
involved in providing reference services.
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Rule 87(2) of the NGR requires that in determirangte of return on capital, it will

be assumed that the service provider meets benkHewais of efficiency, uses a
financing structure that meets benchmark standaesste-gearing and other financial
parameters—for a going concern, and reflects ierathspects best practice. Further,
a well accepted approach that incorporates theat@sjuity and debt is to be used;
and a well accepted financial model is to be used. WACC is given as an example
of a well accepted approach, and the CAPM is gagean example of a well accepted
financial model.

5.3 Access arrangement proposal

APT Allgas proposed a nominal vanilla WACC approsxldetermine the rate of
return on its projected capital basa&PT Allgas proposed the use of the (standard)
Sharpe-Lintner CAPM to determine the cost of eqtiity

Consistent with past state regulator practice, ARgas included debt raising costs
in the cost of debt used to calculate the nomiaailla WACC. However, the AER
has separated debt raising costs from the costpifat as they do not directly reflect
a required return to investors but are more akioperating expenditureTable 5.1
presents APT Allgas’s proposed WACC with and withadebt raising costs.

1 The AER notes that APT Allgas labels its WACC mjgzh a ‘post tax nominal vanilla WACC’
and a ‘post tax nominal WACC'’ in its access arranget submission. The label ‘nominal vanilla
WACC' is used by APT Allgas in its access arrangenigformation, and the formula set out in
this document is the nominal vanilla WACC formud®T Allgas,Access Arrangement
Submission, Effective 01 July 2011-30 June 20X8ctober 2010, pp. 7677, APT Allgdgcess
Arrangement Information, Effective 01 July 2011J86e 20161 October 2010, pp. 17-18.

2 APT Allgas,Access Arrangement Information, Effective 01 J0Iy12-30 June 20168 October

2010, p. 17.

The AER includes a specific allowance in opeggrpenditure for debt raising costs. See

appendix F of this decision.
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Table 5.1: WACC parameters proposed by APT Allgas

WACC Parameter APT Allgas proposal
Nominal risk—free rate (%) 5.07
Inflation (%) 2.50
Real risk—free rafg%) 2.51
Equity beta 1.1
Market risk premium (%) 6.5
Debt risk premium (%) 3.85
Debt raising costq(%) 0.108
Gearing (%) 60

Cost of equity (%) 12.22
Cost of debt including debt raising costs (%) 9.03
Cost of debt (%) 8.92
Nominal vanilla WACC including debt raising cos®%)( 10.30
Nominal vanilla WACC (%) 10.24

Source: APT AllgasAccess Arrangement Submission, Effective 01 Julg-2D June
2016 1 October 2010, pp. 75, 76; APT Allg@s;cess Arrangement
Information, Effective 01 July 2011-30 June 20l ®ctober 2010, p. 18
(table 7.1); AER analysis.

€) The real risk—free rate has been derived fitoen®PT Allgas proposal using the
Fisher equation.
(b) Debt raising costs are reported as a WACC campbin the APT Allgas

proposal. The AER separately considers an operatiogiance for debt raising
costs in appendix F of this decision.

(c) Gamma does not directly enter the nominal l@mM/ACC equation—since in
this framework all adjustments for taxation are madcash flows—but is
listed here because it is linked to the other WA 2€ameters. The AER
considers the value of gamma in chapter 6 of thg@sibn.

In support of its proposal, APT Allgas submitteceport by Synergies Economic
Consulting (Synergies)In summary, APT Allgas’s and Synergies’ approachigis
respect to individual parameters were as follows:

® |nflation forecast — based on the RBA's latest éarsts, combined with the
midpoint of its target band out to a 10 year fos¢derizon.

Synergies Economic Consultirgstimating a WACC for the APT Allgas DistributioatiNork,
September 2010.
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= Averaging period and risk free rate — no period wagposed, however an
indicative risk free rate was calculated usingdheualised yield on 10 year
Commonwealth Government bonds over a period ofu3iness days ending 27
August 2010.

= Gearing ratio — a ratio of 60 per cent was proppsedsistent with the last QCA
and recent AER determinations, with Synergiesmgisoncerns this may not be
compatible with the BBB+ credit rating benchmark.

= Debt risk premium (DRP) — an average of CBASpectand Bloomberg fair
value estimates was proposed to calculate a premitimrespect to a 10 year,
BBB+ credit rating benchmark.

= Market risk premium (MRP) — 6.5 per cent is argt@tie a conservative
estimate given comparisons between the cost ofatebequity, and outcomes of
implied volatility analysis.

= Equity beta — a value of 1.1 is consistent with@@A’s determination for the
earlier access arrangement period, and also thethiet APT Allgas’s
Queensland operating environment exposes it teehigystematic risk than other
gas and electricity network service providers.

To support its claims with respect to the overalérof return and equity beta in
particular, Synergies Economic Consulting (SynexgpFesented analysis which
compares the historical difference between the aibdébt and equity, which is
greater than that resulting from the AER’s recestedninations.

With respect to the MRP, Synergies stated thatajlotarket conditions remain
unstable and this is likely to affect the leveligk in the Australian market. Synergies
stated that Officer and Bishop have estimatedaduaod looking estimate of 7—

8 per cent. Based on this, Synergies stated that per cent MRP is currently likely
to be a lower boundAPT Allgas submitted that Officer and Bishop estima MRP

of 7—8 per cent between 2011 and 20 THficer and Bishop estimated the historical
long term average MRP to be 7 per cent, howevey, tonsidered that current market
volatility (as at July 2010) is higher than volagillevels prior to the GFC. Officer and
Bishop submitted that if the MRP is assumed tontebeea long run average over
time, 8 ?er cent is the best estimate of the faM@oking MRP over a five year time
horizon:

> SynergiesEstimating WACC for the APT Allgas Distribution Wetk, September 2010, pp. 40—
41.

APT Allgas Access arrangement submissiSeptember 2010, p. 67. APT Allgas has not pralide
the Officer and Bishop paper referred to. Howetlegre is a more recent update of Officer and
Bishop’s work dated July 2010. In the first instanthe AER has referred to the July 2010 paper.
Officer and BishopMarket risk premium, Comments on the AER draftibigtion determination

for Victorian electricity distribution network sace providers July 2010.
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5.4 AER'’s consideration

The AER has not accepted APT Allgas’s proposedafteturn. In doing so, and in
determined a rate of return it considers best nteetsequirements of the NGR, the
AER recognises that there is no single precise anivat can be determined through
the mechanistic application of a mathematical fdenau parameter estimates
developed in isolation. In determining an apprdprrate of return the AER has been
required to review a variety of evidence and argusyeand ultimately exercise its
judgment to arrive at an outcome it determines tessts the revenue and pricing
principles and the national gas objective. To aravthis outcome, the AER has
compared the rate of return against high levelcatirs of reasonableness. These
indicators suggest that the rate of return choyethd AER is at least sufficient to
meet the objectives and requirements of the lawraled, and most likely in excess
of the value needed to meet these requirements.

The AER’s considerations are summarised in thefotlg main sections:
= an evaluation of why the rate of return set byAR&R is appropriate

= the market risk premium

= equity beta

=  the debt risk premium

= the method of inflation forecast

= the averaging period and risk free rate

= the gearing (debt to equity) ratio.

Further details on particular matters, including tiverall rate of return, equity beta,
MRP and DRP are contained in appendix C.

5.4.1 Evaluation of the overall rate of return

This section considers the reasonableness of talbvate of return resulting from
parameters assessed and determined by the AERhelsem this chapter. Such a
consideration is relevant in considering the adeygwé the rate of return in
accordance with section 24(2)(a) of the NGL whieuires the AER to provide a
service provider an opportunity to recover at léasefficient costs. Similarly, such
comparisons can be applied to assess the reasnasblef the rate of return proposed
by APT Allgas.

Recent regulated asset sales and trading rati@ggestuthat benchmark returns for
regulated entities have been at least sufficiemd @obably higher than needed) to
meet the cost of capital faced by regulated estifille AER has also considered the
analysis presented by APT Allgas regarding theiceiahip between the return on
equity and debt, finding that this does not suggagtinadequacy of the overall rate
of return set by the AER. These considerationsamemarised briefly here, with
further details in appendix C. This appendix algntains further analysis of the
Modigliani and Miller theorem and its implicatiofa the overall rate of return.
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5.4.1.1 Recent regulated asset sales

Over the past few years, regulated assets haveailgrigeen sold at a premium to the
regulatory asset base (RAB). The recent purchaS®montry Energy’s NSW gas
network by Envestra is one such example. Envesitehpsed the Wagga Wagga gas
network at a 25 per cent premium to the 2010 RA® Eh per cent premium to the
2011 RAB® Other recent sales have been at premiums of betd@and 119 per cent
to the regulated asset base and trading multipl&Ss t 73 per cent (see appendix C).

As supported by Grant Samuel, listed infrastructuntities should theoretically trade
at, and be acquired at, 1.0 times the RABowever, all recent asset sales have been
transacted at RAB multiples of greater than one.

A RAB multiple of greater than one is not necesgaonclusive of whether the
AER'’s weighted average cost of capital providess®ice provider with an efficient
return. For instance, a RAB multiple of higher tltare may be justified if the buyer
can:

= expect to achieve efficiency gains, reducing openat and capital expenditures
below that amounts allowed by the regulator

® increase the service provider’s revenues by engmgalemand for regulated
services

= benefit from a more efficient tax structure, highearing levels, and growth
options

= expect to achieve higher returns if regulatioreiaxed or

misjudge the true value of the business.

However, the trading and acquisition premiums Haaen substantial. The AER
considers the premiums of this magnitude are ulylitceebe explained by the factors
notes above alone. This suggests that the regutastdf capital has been at least as
high as the actual cost of capital faced by thénmsses, and most likely has been in
excess of the actual cost of capital. The AER amrsithat market transactions do not
support the view that regulated rates of returalteés under compensation with
respect to actual required rates of return.

Further, as part of the AER’s review of Envestasess arrangement proposal, the
AER has reviewed a number of the broker reportsegliby Envestra’s consultant
SFG. Through this review the AER is aware that brselhave been discounting
regulated utilities cash flows at rates signifitpidwer than the AER’s weighted

8 AER, Final decisionwagga Wagga natural gas distribution network, y2010-30 June 2015,
March 2010 and ASXEnvestra company announcemé,October 2010, viewed 27 January
2011, < http://www.asx.net.au/asxpdf/20101026/ddt81nblp4xqgc.pdf>

Grant Samuel & Associates Pty Limited, Finan8afvices Guide and Independent Expert Report
in relation to the Recapitalisation and RestrucafrBabcock & Brown Infrastructure, 9 October
2009, p. 77.
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average cost of capital. The AER considers thigribier evidence that the AER’s
return on capital does not under compensate thécegrrovider'

5.4.1.2 Relationship between return on equity and debt

APT Allgas presented analysis which it suggestedarestrated a predictable
relationship between the cost of equity and thé abdebt, which was not being
maintained by the AER in its recent decisionsrduad this implied the cost of equity
set by the AER was too low, in particular that tlest of equity must be 4.5 per cent
higher than the cost of debt.

The AER does not consider there to be an a peason to expect a constant
difference between the cost of debt and equity twes. Further, the 4.5 per cent
required difference between cost of equity and dslgroposed by APT Allgas is
over estimated as it is derived using parametatsatte not reflective of a regulated
utility. In particular:

= the return on equity is based on the All OrdinaAesumulation index, which has
a beta of one, rather than the beta of 0.8 seh&dAER

= the return on debt is based on the UBS Australiam@site Index, which is
likely to be of a higher credit grade than BBB+ alhithe AER has determined
reflects the rating of a benchmark service provider

5.4.2 Market risk premium

The MRP is the expected return over the risk-fege that investors require in order
to invest in a well diversified portfolio of riski@ssets. The MRP represents the risk
premium investors who invest in such a portfolia eapect to earn for bearing only
non-diversifiable (systematic) risk. The MRP is ¢oan to all assets in the economy
and is not specific to an individual asset or beism

The AER has accepted APT Allgas’s proposal to bseXAPM as a well accepted
model to estimate APT Allgas’s cost of equity. Viitthe CAPM framework, the

MRP is scaled up or down by the equity beta (chdiqular asset or business) to
reflect the risk premium—over and above the rigefrate—equity holders would
require to hold that particular risky asset or bass as part of the investor’s
diversified portfolio. The MRP is an expected amfard looking parameter within

the CAPM. It is the expected return on the marketfplio minus the risk free rate.
APT Allgas has proposed the use of the yield ogeldd Commonwealth Government
Securities (CGS) as the proxy for the risk free taThe AER has accepted the use of

10 See appendix C.1.2 of AERyaft Decision - Envestra Ltd Access arrangemenppsal for the

Qld gas networkFebruary 2011.

APT Allgas Energy Pty Limited\ccess Arrangement SubmissiSeptember 2010, p. 64 and
Synergies Economic Consultingstimating a WACC for the APT Allgas Distributioatiork,
September 2010, p. 35.

APT Allgas, Access arrangement submission, Septe2010, p. 65.

11
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the yield on 10 year CGS.To maintain consistency within the CAPM, the MRP
must be estimated for a 10 year investment horiZon.

The MRP is not observable because it is a forwao#lihg measure. There is a range
of evidence that can inform the best estimate @ftinward looking 10 year MRP. In
previous regulatory decisions the AER has usediiistl estimates, survey based
estimates, and qualitative data on expected madgetitions to inform the best
estimate. Historical data on realised excess maeketns may provide a starting
point. Surveys provide information on the expeotatiand practice of market
practitioners. Short term estimates of volatiligngrovide some information on the
expected MRP, but are highly variable. In additiohis, short term estimates are
unlikely to reflect a 10 year horizon.

The evidence used to estimate the MRP is impregidesubject to varied
interpretation, a point that is well recognisecaademic literatur® and in reports

put forward by regulated entitié8As a result, the AER and previous regulators have
had regard to a range of indicators, informed bysterstanding of the strengths and
weaknesses of each method. The available evidenogrecise and potentially
conflicting, which means a degree of judgment ¢uineed to determine the MRP that
is the best estimate in the circumstances and corsunate with prevailing conditions
in the market for fund¥’

For the purposes of determining the best estimfateedVIRP for APT Allgas, the

AER has considered the national gas objectiveehdhe National Gas Law

(NGL), which is to promote efficient investment and efficient operation and use of,
natural gas services for the long term interestaumers of natural gas with
respect to price, quality, safety, reliability aseturity of supply of natural gas. The
AER has also had regard to the revenue and prpringiples in the NGL, which

state a service provider should be provided withasonable opportunity to recover at
least the efficient costs the service provider indn providing reference servicts.
The value of the MRP is a highly contentious isso®ngst academics and market
practitioners and there is no definitive answewtrat the value of the unobservable
MRP should be. The AER has used its judgementltmba academic evidence and

13 See section 5.4.6. The AER considered the teriieofisk free rate in detail as part of the WACC
review. The AER estimated the weighted averageffeterm to maturity for the debt portfolio
of a benchmark efficient energy network business w87 years. This was after hedging was
taken into account. On this basis the AER consitlite previous regulatory practice of using the
yield on 10 year CGS as the proxy for the risk filde was appropriate. See AHRyal decision,
Electricity transmission and distribution networereice providers review of weighted average
cost of capital (WACC) parameters May 2009 (WACC review final decision), pp. 1123.

The Australian Competition Tribunal also noted tmportance of consistency between the term of
the risk free rate and the MRP. See Australian Caitipn Tribunal, Application by GasNet
Australia (Operations) Pty Ltd [2003] ACompT 6.

See for example Mehra R. and Prescott E.C., Thig¢ygopemium, A puzzle, Journal of Monetary
Economics, 15, 1985, pp. 145-161; Damodoran A.jtizdRisk Premiums (ERP), Determinants,
Estimation and Implications, September 2008, pdran J.S., Ronn E.I. and Goldberg R.S., A
simple model for time-varying expected returnstos $&P 500 Index, August 2005, pp. 2-3.
See for example Officer and Bishop, Market risknpitem, a review paper, August 2008, pp. 3—4;
SFG, The relationship between theta and MRP, RépoEnvestra, 27 September 2010, p. 5.

" NGRr. 87(2).

18 NGL, s. 24(2)(a).
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evidence from a range of other sources to achievaigcome which balances the
objectives set out in the NGL.

5.4.2.1 Previous regulatory practice

In regulatory decisions prior to the AER’s WACC iew final decision in 2004’ the
ACCC, the AER and state regulators maintained &eet as the best long term
estimate of the MRP in the Australian market. laraining those earlier decisions for
the purposes of the WACC review (in particular, sidering the MRP previously
adopted by various regulators), the AER noted tkequent set in 1998 by the ACCC
and the Victorian Office of the Regulator Gene@RG).

The ACCC'’s decision in 1998 was to reject the MRRig of 6.5 per cent proposed
by Transmission Pipelines Australia (TPA) for itssgaccess arrangements and
instead use a value of 6 per cent, taking into aatthe following evidence and
considerations:

=  TPA's consultant, CSFB, proposed 6.5 per cent gitierconventionally accepted
value was 6—7 per cent under the classical taxesyst

= the relatively stable inflationary environment paigwig at the time suggested that
the MRP was less than that observed over recens yea

= dividend growth model estimates produced by ProfeBavis suggested a MRP
within the range of 4.5—7 per cent

= the probable ran%e for the MRP is 4.5—7.5 per ardt6 per cent is a mid-point
within that rangé.

In making its 1998 decision for the Victorian gastibution businesses, the ORG
determined that a value of 6.5 per cent as propbgéke businesses was towards the
upper end of the feasible range. However, it carsid that 6 per cent was a more
reasonable estimate taking into account the folgwi

= research undertaken by Professor Officer suggéistedhe mean of historical
excess returns was in the range of 6.5 per cehptr cent over the period 1947
to 1991, depending on the specific period over tvieixcess returns were
measured

= adirect quote from Officer that he had consistenied an MRP of 6 per cent in
his own work, simply on the basis that he belieGgukr cent was consistent with
historical evidence

= dividend growth model estimates produced by Dghiswever the ORG
cautioned against placing too much weight on tlgggen the sensitivity to
assumptions employed)

¥ AER, WACC review final decisigh May 2009 (WACC review final decision).
20 ACCC, Final decisiomAccess arrangement for Transmission Pipelines Aliatand Victorian
Energy Networks Corporatigi©ctober 1998, p. 53.
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= comments by Davis that historical excess returf@utzed over a 30 year period,
once adjusted for imputation credits, were in trdeoof 5.5 to 6 per cent

= comments by Associate Professor Stephen Grayhbagdnerally accepted MRP
in the Australian market was in the range of 6 ¥ cent?

Further studies were commissioned after the ACGLQ@IRG’s gas network decisions
which factored into regulators’ considerationshed MRP. For example, in 2005,
Associate Professor Neville Hathaway produced artapcommending an MRP of
4.5 per cent. Associate Professor Hathaway’s etgimas based on a 6 per cent
geometric average of historical excess returnd835—-2005 that was adjusted by
145 basis points to take account of the increasigeiprice to earnings ratio after
19607 In 2005, Jim Hancock of the South Australian Cefior Economic Studies
estimated the historical equity risk premium todt&-5.0 per cerff. Hancock’s
estimate was based on an arithmetic average o6 R per cent for the period 1974—
2003 adjusted downwards by 1 per cent to take atadudeclining discount rates
and the large unanticipated initial market respdangbe introduction of dividend
imputation between July and September 1883ther studies suggesting a MRP
greater than 6 per cent should be adopted havéatoconsidered.

Rather than simply adopting the latest estimatesquted at the time, regulators
carefully considered the various arguments andditioins surrounding the forms of
evidence presented to them and used judgment vainenfy a view of the most
appropriate forward looking MRP. Decisions by the@C and state regulators
regarding point estimates of the MRP consistertityse a value of 6 per cent.

In the WACC review final decision, the AER also smtered the best estimate for the
forward looking 10 year MRP prior to the onsettu GFC was 6 per cent. This
estimate was based on a range of information imafuklistorical estimates, survey
estimates, cash-flow based measures and past t@yybaactice. However, the AER
acknowledged the uncertainty in the market atithe bf the WACC review final
decision. The AER considered one of two scenamosddchave explained market
conditions at that time:

®  The prevailing medium term MRP was above the lemmtMRP, but would
return to the long term MRP over time; or

2L ORG,Access arrangements — Multinet Energy Pty Ltd audtivet (Assets) Pty Ltd — Westar

(Gas) Pty Ltd and Westar (Assets) Pty Ltd — Stré@as) Pty Ltd and Stratus Networks (Assets)
Pty Ltd Draft decision, May 1998, pp. 211, 212.
%2 ORG, Access arrangements — Multinet Energy Pdyalid Multinet (Assets) Pty Ltd — Westar
(Gas) Pty Ltd and Westar (Assets) Pty Ltd — Stré@es) Pty Ltd and Stratus Networks (Assets)
Pty Ltd , Final decision, October 1998, p. 199.
HathawayAustralian market risk premiundanuary 2005, p. 28.
Hancock. The market risk premium for Australiagulatory decisions, April 2005, p. 13.
Hancock. The market risk premium for Australiagulatory decisions, April 2005, pp. 11-13.
See for example the studies referred to in EEI&Gtricity Distribution Price Review 2006-10
October 2005 Price Determination as amended in st@ace with a decision of the Appeal Panel
dated 17 February 2006 Final Decision Volume 1 &tant of Purpose and ReaspoRsbruary
2006, pp. 359-361 and ESCV, Review of Gas Accesmements Final Decision, October 2002,
p. 324.
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®= There had been a structural break in the MRP amfbtiwvard looking long term
MRP (and consequently also the prevailing) MRFoeva the long term MRP
that previously prevailed.

Due to the uncertainty about the effects of the @RQuture market conditions the
AER departed from the previously adopted forwarkiog MRP estimate of
6 per cent and increased it to 6.5 per éént.

Market conditions since the time of the WACC revieawe significantly improved
and now reflect a lessening of concerns about ¢tbenpial ongoing impact of the
GFC and a much more robust economic and financaakets outlook for Australia.
This suggests the uncertainty which justified theRAs departure from the long run
MRP value of 6 per cent is no longer a characteridtprevailing market conditions.
In this context the AER has re-examined the varfousis of evidence considered at
the time of the WACC review to inform its currenéw of the forward looking

10 year MRP. The AER’s analysis is set out below.

5.4.2.2 Historical estimates of the MRP

Historical excess returns represent the additicetarn that investors could have
earned in the past by investing in a diversifiedfpto of shares. Although not
forward looking, historical excess return estimdtage been reviewed under the
assumption that investors’ expectations of the &ditooking MRP are informed by
past experience.

Associate Professor John Handley has provided assrof historical excess returns
for three time periods up to 2010, which are oetliin table 5.2. These estimates are
arithmetic means and with data available to thead?010 provide a range of 6.1—
6.6 per cent.

Table 5.2: Historical excess return estimates (assing an imputation credit utilisation
rate of 0.65)

Historical excess returns 95% confidence interval
1883-2010 6.3% 3.4% - 9.2%
1937-2010 6.1% 1.5% - 10.7%
1958-2010 6.6% 0.4% —12.9%

Source: HandleyAn estimate of the historical equity risk premiwunthe period 1883
to 201Q January 2011, p. 8.

Estimates of average historical excess returna@empanied by very wide
confidence intervals and can also fluctuate comalag with the addition of new
observations for each year. This is illustrated@aible 5.3.

27 AER, WACC review final decisiori May 2009, p. 238.
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Table 5.3: Historical excess return estimates (assing an imputation credit utilisation
rate of 0.65)

2005 2007 2008 2009 2010

6.6% 6.1% 6.4% 6.3%

1883 6.4%
(1.4%) (1.5%) (1.5%) (1.5%)
6.4% 5.7% 6.1% 6.1%

1937- 6.1%
(2.3%) (2.3%) (2.3%) (2.3%)
7.2% 6.2% 6.7% 6.6%

1958 6.8%
(3.1%) (3.2%) (3.2%) (3.1%)

Source: AERWACC review final decisiotMay 2009, p. 215; Handleljemorandum:
Supplement to historical equity risk premiu2@ November 2008; Handley, An
estimate of the historical equity risk premium tfloe period 1883 to 2010,
January 2011, p. 8; Brailsford, Handley and MaheawaRe-examination of
the historical equity risk premium in Australia, @&nting and finance, vol. 48,
pp. 90-93; AER analysis.

Note:  The standard errors of the estimates areagwtt in the parentheses. Figures
for 2005 are from Brailsford et al. (2008) and hheen adjusted to reflect an
assumed imputation credit utilisation rate of 0 B&timates have not previously
been calculated for 2006, and the AER has notspéctively calculated figures
for 2006.

The reason for the sensitivity in these resulthasvariability in market returns in any
given year. This is illustrated in figure 5.1, wiigraphs realised historical market
returns minus the proxy for the risk free rate.

Figure 5.1: Historical realised excess market returs 1883-2008

Historical Realised Market Risk Premium
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Source: Officer and Bishop, Market risk premiuntttier comments, January 2009,
p. 4.

While the historical estimates summarised in t&aBewould suggest a forward
looking MRP of 6.1-6.6 per cent for the period eiga2010. These values are not
inconsistent with the estimates prior to the GFGngistent with past regulatory
practice the AER does not consider historical estta® of excess market returns
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should be applied mechanistically to give a postingate of the MRP or a restrictive
range for point estimates of the MRP since:

= the estimates are subject to wide confidence iaterand as a result there is low
statistical precision in the estimates

= jt could result in potentially significant changesthe MRP on the basis of what is
may be statistical noise, leading to investmeneuamty

= while this information would be taken into accobstinvestors, their expectations
of the long run forward looking MRP are unlikelydbange annually in response
to the latest historical estimates of the typeuwaled by Handley.

The historical excess return estimates outlined@laoe arithmetic means. Arithmetic
means are more appropriate when the excess reteach year is an independent
observation in a statistical sense. In contrasingric means are more appropriate
when yearly returns are related to each other tower (for example, if the return is
compounded and accumulates over a certain holdirigg). As long as returns vary
over time, a geometric mean will be less than &hraetic mean. The greater the
volatility in returns, the greater the differencgeen arithmetic and geometric
means.

In the WACC review, the AER noted that Blume, adl @& Dimson, Marsh and
Staunton have proposed methods that could be aseddulate an expected MRP
using a weighted average of arithmetic and geometeans’ If historical excess
returns are estimated as geometric means, Assétiatessor Handley’s latest
estimates of the MRP range from 4.1-4.9 per ceatilel5.4 illustrates the difference
between the historical excess returns estimatgg@setric means or arithmetic
means. The significant difference between thesesstionates further demonstrates
the variability of excess returns over time.

Table 5.4: Historical excess returns estimated usingeometric means and arithmetic
means (assuming an imputation credit utilisation rée of 0.65)

Historical excess returns Historical excess returns
(geometric means) (arithmetic means)
1883-2010 4.9% 6.3%
1937-2010 4.1% 6.1%
1958-2010 4.1% 6.6%

Source: Handley, An estimate of the historical ggusk premium for the period 1883
to 2010, January 2011, p. 8.

% The AER notes that expectations about market risikely to differ at any point in time based on

different economic and financial market circums&mddowever, this in itself makes estimates of
the actual MRP through time very difficult to estite with accuracy.
2 AER,WACC review final decisiorl May 2010, pp. 198—199.
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There is already a low degree of precision in his&b estimates of excess returns and
using a weighted average of geometric and arittmmeéians adds a further degree of
complexity that may not add any greater degregafipion. Therefore, rather than
using a complex weighted average approach, the édRiders that arithmetic
averages should be interpreted with the understgrtiat they may overstate the
expected forward looking 10 year MRP.

5.4.2.3 Historical estimates and the assumed value of impation credits

Officer and Bishop use a 7 per cent long term MRiRr&te in their ‘glide path’
analysis (which is examined further below). Offieed Bishop’s 7 per cent long term
MRP estimate is based on historical excess retlatesup to 2008" Officer and
Bishop have previously stated the main reasondopting an MRP of 7 per cent
over an MRP of 6 per cent was due to the valuenpliation credits, which they
stated had not been considered by Australian reayslin the past This issue was
considered in detail during the WACC review, whigre AER noted:

= previous regulators had taken into account theevafumputation credits in the
process of determining 6 per cent as the best atinf the MRP?

= within the Officer WACC framework, it is conceptlyavalid to take into account
the value of distributed imputation credits whetineating historical excess
returns by grossing up excess returns after 198théassumed utilisation rate
(theta) of imputation credif§.

The AER explicitly incorporated the value of impuda credits in its estimates of
historical excess returns, which at the time ofdkplanatory statement for the
WACC review produced a range of 5.9—-6.5 per ¢&At.the time of the WACC
review final decision, the range for historicaliesttes was 5.7—6.2 per céiBoth
of these ranges were ‘grossed-up’ using a utibsatate for imputation credits of
0.65. Neither of these ranges supports a MRP estiof& per cent’

The AER has considered historical excess returpbogtky ‘grossed-up’ for a
utilisation rate of 0.65, consistent with the gtifion rate estimate adopted by the
AER for estimating gamma. The excess return estisnaave first been estimated by
Associate Professor Handley and then adjustediffasaumed value of imputation
credits. Therefore, the historical excess retutimeges considered by the AER
should be ‘grossed-up’ for the utilisation rate ifaputation credits used by the AER

% The difference between geometric and arithmetiams is discussed further in appendix C.

3L Officer and BishopMarket Risk Premium, Estimate for January 2010-R0t4, Prepared for

WestNet EnergyDecember 2009, pp. 9-10

Officer and BishopMarket risk premium, a review pap&ugust 2008, p. 1.

33 AER,WACC review final decisiori May 2009, pp. 182—184.

3 AER,WACC review final decisiori May 2009, p. 209.

% AER, Explanatory statement, WACC reviedwgust 2008, p. 170.

% AER, WACC review final decisiorl May 2009, p. 209.

37 Officer and Bishop also use arithmetic meansthacefore may also overstate the expected
forward looking 10 year MRP. Officer and Bishop&imate uses the same data as Associate
Professor Handley for the period 1883-1958. CorsettyiOfficer and Bishop’s 7 per cent long
term estimate of the MRP also suffers from the daes outlined above.
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for estimating gamm& The latest historical excess return estimatessggd-up’ for
a utilisation rate for imputation credits of 0.2pide a range of 5.8—6.3 per céht.
While the AER has maintained that 0.65 is an apjeigvalue for the utilisation
rate, it highlights that changes in this value rafgct the interpretation of historical
excess returns when setting the MRP.

5.4.2.4 Implied volatility and Officer and Bishop’s glide path approach

Synergies submitted that Officer and Bishop havenesed the forward looking MRP
to be between 7 and 8 per c&hOfficer and Bishop submitted that an MRP of

8 per cent is appropriate over a five year perad16 based on a ‘glide path’
approach:

= Officer and Bishop estimated the volatility impli)dm the Black-Scholes
option-pricing formula for 12-month ASX200 indexlaaptions to be
11.9 per cent. This estimate assumed a markepeisknit of option implied
volatility of 0.5. It is a 1-year estimate of theR.

= Officer and Bishop then estimated the geometricayee MRP over five years
assuming the MRP would revert from 11.9 per cer20hl to a long run estimate
of 7 per cent within a five year peridd.

The AER does not consider Officer and Bishop’safsenplied volatility and their
‘glide path’ approach is a reliable method of estiimy a forward looking 10 year
MRP. The AER’s concerns are outlined in appendix C.

5.4.2.5 Survey evidence

Surveys of market practitioners and academicsatetite forward looking MRP
applied in practice. Survey results are subjectieeause market practitioners may
look at a range of different time horizons and they likely to have differing views

on market risk. However, survey based estimatéseoMRP are both forward

looking and reflect actual market practice. Fumhere, the fact that different surveys
and methodological designs tend to invoke sim#aponses indicates that there is no
reason to suspect bias in this type of evidenceréfbre, the AER is of the view that
survey based estimates should be considered wheragag the MRP for the
purposes of this access arrangement review.

In the WACC review final decision, the AER notedttsurvey based estimates of the
MRP prior to the onset of the GFC supported a fotM@oking estimate of
6 per cent:

In this regard, the AER notes the utilisatiorerfr imputation credits estimated by the AER is
under consideration by the Australian Competitioibdnal. The Tribunal’s decision in relation to
the AER’s estimate of the utilisation rate will @t the AER’s best estimate of the utilisation rate
in the future.

Handley An estimate of the historical equity risk premifiomthe period 1883-2010

January 2011, p. 6.

40" SynergiesEstimating a WACC for the APT Allgas netwd@kptember 2010, pp. 39-40.

41 Officer and BishopComments on the AER draft distribution deterniamafor Victorian

electricity distribution network service provideduly 2010, p. 19.
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®= Truong, Partington and Peat (2008) found that tiRPMidopted by Australian
firms in capital budgeting ranged from 3-8 per ceiith an average of
5.94 per cent. The most commonly adopted MRP wzex @ent.

= Capital Research (2006) found that the average BidRipted across a number of
broker dailies was 5.09 per cent.

= KPMG (2005) found that the MRP adopted in indepehé&pert valuation
reports ranged from 6—8 per cent. KPMG'’s results\ad that 76 per cent of
survey respondents adopted an MRP of 6 per Eent.

During the WACC review the AER had regard to theseveys in concluding that the
best estimate of the MRP prior to the onset oiGRE was 6 per cent. However, the
surveys were conducted before the onset of the @fREh was expected to affect
market practitioners’ views of the future.

The most recent survey based estimates of the M&® Fernandez and Del Campo
in May 2009 and May 2010 suggest that market vieitbe MRP did not
significantly differ from those expressed priotthe onset of the GFC:

= Fernandez and Del Campo (2009) found that the M&&id by Australian
academics in 2008 ranged from 2—7.5 per cent witav@rage of 5.9 per cefit.

= Fernandez and Del Campo (2010) found that the M&&@ by Australian analysts
in 2010 ranged from 4.1—6 per cent with an averdde4 per cent?

Independent valuation reports that were complet#adviing the GFC have also
adopted a MRP of 6 per celitFor example, Grant Samuel noted in 2009 it has
consistently adopted an MRP of 6 per cent andithatw of general uncertainty,

this continues to be a reasonable estirffaténe AER considers this provides some
indication that expectations of the forward lookittyyear MRP have not been
affected by the GFC, and that a structural breaketype considered at the time of
the WACC review has not occurrétMoreover, this evidence supports the view that

42 AER, WACC review final decisiorl May 2010, pp. 221-225.

3 Fernandez and Del Campdarket Risk Premium used by Professors in 2008ur&ey with 1400
Answers, IESE Business School Working Pap#?-796, May 2009, p. 7.

“  Fernandez and Del Campdarket Risk Premium Used in 2010 by Analysts ana@mies: A

Survey with 2400 Answers, IESE Business ScMmyf 21 2010, p. 4.

Grant Samuel and Associatéfmancial services guide and independent expedfwort in relation

to the recapitalisation and restructure of Babcackl Brown Infrastructure9 October 2009,

Appendix 1, p. 7; DeloitteArrow Energy Limited Independent expert’s regortl financial

services guide2 June 2010, p. 82. Grant Samuel and Associgiteancial services guide and

independent expert’s report in relation to the CooBhillips proposh 15 September 2008,

Appendix 4, p. 6. Grant Samuel and Associdtgsancial services guide and independent expert’s

report in relation to the proposed acquisition bétAlinta assets from Singapore Power

International Pty Limited5 November 2007, Appendix 1, p. 6.

Grant Samuel and Associatéfmancial services guide and independent expegfsort in relation

to the recapitalisation and restructure of Babcaeid Brown Infrastructure9 October 2009,

Appendix 1, p. 7.

AER, Final decisionReview of weighted average cost of capital patamsel May 2010,

pp. 237-238.
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6 per cent is the best estimate of the forwardilupkMRP in the current
circumstances.

5.4.2.6 Economic outlook and current market conditions

Synergies submitted that global market conditi@msain uncertain following the
GFC and this is reflected in statements by the Red®ank of Australia (RBA), the
World Bank, the Economist and the OrganisatiorBoonomic Co-operation and
Development (OECDY The relevant market for the purposes of determgittire

MRP is the Australian market. All of the views gedty Synergies relate to the
global economy. Global market conditions may aftbetAustralian market.
However, recent comments from the International &tary Fund (IMF), the OECD
and the RBA indicate that the market outlook foistalia in particular has improved
considerably since the GFC.

In a May 2010 paper titled tHeotential Growth of Australia and New Zealand ie th
Aftermath of the Global Crisishe IMF noted:

For Australia, investment barely fell in 2009, anerage investment growth
is expected to be slightly stronger over the medieim ... growth in the
capital stock is expected to be almost twice thellef New Zealand®

The global downturn had a fairly small impact oe fkustralian economy, as
real investment barely contracted in 2009 and tremployment rate went up
by less than 2 percentage points. Not surprisinhgtralia’s potential

growth is estimated to have declined by jdgtercent to 3.1 percent in 2009.
In comparison, New Zealand’s decline in potentralgh was only slightly
smaller than that of Canada and the U.S. in 2809.

In its November 2010 economic outlook summary fas#alia, the OECD forecast
robust economic growth in Australia. The OECD state

The Australian economy, fuelled by the mining boshguld grow robustly
in 2011 and 2012 at a rate of between 3%z and 4%n&growth, driven by
terms of trade gains and dynamic investment, wiluce unemployment.

In its November 2010 statement on monetary potloy,RBA forecast robust
economic growth in the Australian economy. The Ri3éted:

GDP is expected to expand by 3.5 per cent over 20dicthen by 3.75-

4 per cent over both 2011 and 2012. This forecastirrues to be driven by
the effects of the income boost flowing from theyeigh level of the terms
of trade and the expected substantial increasasmeéss investment,
particularly in the resource secfdr.

8 SynergiesEstimating a WACC for the APT Allgas netw®@kptember 2010, pp. 38-39.

49 Yan SunPotential Growth of Australia and New Zealand ie thftermath of the Global Crisis
IMF Working Paper, WP/10/27, May 2010, pp. 9-10.

Yan SunpPotential Growth of Australia and New Zealand ie #hftermath of the Global Crisis
IMF Working Paper, WP/10/27, May 2010, p. 19.

OECD, Australia economic outlook 88—country sumynadlovember 2010,
http://www.oecd.org/document/15/0,3746,en_2649 348%268687_1 1 1 1,00.html, viewed
23 December 2010.

RBA, Statement on monetary polidyovember 2010, p. 3.
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The OECD's financial conditions index gives an gadion of likely future GDP
growth. The OECD has noted that its financial ctads index for the United States,
Japan and the Euro area has stabilised since e ofithe GFC? This indicates a
positive global market outlook and is illustratedigure 5.2.

Figure 5.2: OECD financial conditions index

&} : 6
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OECD, Economic outlook no. 88: Press conferencesPE8 November 2010, p. 17.

The robust economic outlook in Australia, as ndigdgtatements from the IMF, the
OECD and the RBA suggest that market conditiongapim have stabilised to the
extent that investors are no longer factoring thiesgantial volatility experienced at
the height of the GFC into their expectations effilture. This is supported by survey
evidence and independent valuations presented abbeeefore the conditions that
underlined the AER’s reasons for increasing the M&E.5 per cent during the
WACC review appear to no longer be present

5.4.2.7 Conclusion — market risk premium

The MRP is an unobservable forward looking estimaie AER considers that the
MRP value chosen should be informed by a rangeideace, noting the particular
advantages and limitations of each source of in&bion.

In the WACC review, the AER considered the bestese of the forward looking 10
year MRP was 6 per cent based on historical estgnatirvey based estimates and
past regulatory practice. However, given prevailingertainty about the potential
impact on investor expectations of the GFC, the A&Brcised its judgment to
increase the MRP to 6.5 per cent. The latest egeElaow indicates the AER'’s
caution in raising the MRP to 6.5 per cent is ngkr warranted. The significant

% OECD Economic outlook no. 88: Press conference Pa@sNovember 2010, p. 17.
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uncertainty that characterised markets at the tireeAER made the WACC review
final decision has so substantially diminished that not reflected in prevailing
conditions in the market for funds, nor is it exjgecto form part of forward looking
expectations of returns over the next 10 years.

The latest long term historical estimates of excetgns produce a range of 6.1—

6.6 per cent (assuming an imputation credit utilisarate of 0.65). However,
consistent with previous regulatory practice, tieRAhas not mechanistically relied
on these figures. This is because such measuresvesastate the forward looking
MRP, are highly sensitive to additional years ofetvations and are also inherently
imprecise. The AER does not consider the latesbticsl excess return estimates are
inconsistent with the long term MRP value of 6 pent previously estimated by the
AER and other regulators.

Survey based estimates of the MRP indicate thabtiweard looking MRP expected

to prevail in the future has not changed as atre$tihe GFC. Survey based estimates
of the MRP both before and following the GFC suggesvalue of 6 per cent is
consistent with the views of market practitionexsademics and independent
valuation reports.

Comments from the OECD, the IMF and the RBA indicatrobust outlook for the
Australian economy, which further suggests thaéstor expectations of market
returns would now reflect those seen prior to theeb of the GFC.

Overall the available evidence on the MRP is imigeand as a result the MRP is
subject to a wide margin of variation. The AER haed its judgement to interpret the
evidence currently before it and considers thelalks evidence both prior to, and
following, the GFC supports 6 per cent as the bstsinate of the forward looking 10
year MRP in the current market circumstances. TBR Aonsiders that an MRP of
6.5 per cent proposed by APT Allgas is not the bssinate possible in the
circumstances (rule 74(2) of the NGR) and is noisgsient with the requirement that
the rate of return is to be commensurate with pliegaconditions in the market for
funds (rule 87(1) of the NGR).

The AER considers the MRP of 6 per cent meetsdafairements under the NGR. It
is also consistent with the revenue and pricinggiple set out in section 24(2)(a) of
the NGL, which states that the service provideusdhbe provided with a reasonable
opportunity to recover at least the efficient co$tse AER also considers the MRP of
6 per cent best meets the national gas objectikiEhwis to promote efficient
investment in, and efficient operation and usenafural gas services for the long
term interests of consumers of natural gas witheetsto price, quality, safety,
reliability and security of supply of natural gas.

5.4.3 Debt risk premium

The DRP is the margin above the nominal risk-fege that a debt holder would
require in order for it to invest in a benchmarkogént firm. When combined with
the nominal risk-free rate, the DRP representse¢hen on debt and is an input for
calculating the WACC.

The cost of debt varies depending on the firm'adefisk. The risk of default is
generally taken into account by a firm's creditngeind reflects both the operational
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and financial risks of the debt issuance. Typicalyower credit rating is associated
with a higher yield to maturity demanded by investd The cost of debt will also
vary depending on the term of the debt. Higherdgelre often associated with longer
terms of debt, reflecting the increased risk obadprovider defaulting at some point
over the life of a longer term bond.

Prior to the onset of the GFC, when market cond#tivere relatively robust and
liquidity was high, the AER placed heavy reliancetioe fair value estimates
produced by Bloomberg and CBASpectrum. Howeveridileg on the
appropriateness of these estimates with respeetd0 year BBB+ benchmark has
become increasingly difficult, and is the subjeics@veral applications for review to
the Australian Competition Tribunal. The decisign@BASpectrum to cease
publishing its estimates makes this task even miffieult, particularly as it reflects
on the reliability of Bloomberg’s estimates givéaey are based on the same type of
market information. To this end, the AER notes Blabmberg ceased publishing its
10 and 8 year BBB estimates in late 2007 and Au@089 respectively, and then
again in June 2010 stopped publishing 10 year A&tad estimates. For the BBB fair
values Bloomberg currently publishes, the AER lamroented previously that these
tend to reflect yield observations for bonds tradekbw a 7 year maturity. However
this assessment was in the absence of any altezrinchmark developed
independently of the regulatory process. Furtheemalbserved yield data on which
this assessment was made did not display any sgteralationship with respect to
maturity or credit rating, rather yields were ramdp distributed around the
Bloomberg curve?®

In this context, and as further detailed in appe@ithe AER has not placed sole
reliance on Bloomberg, and has instead averageextin@polated 10 year BBB
Bloomberg fair values margin with the margin cadtet! from the APT bontf. The
key considerations in reaching this decision are:

= there is some evidence to suggest that the behavidlne Bloomberg curve since
the onset of the GFC is somewhat counter intuitiveuding the extrapolated 10
year DRP derived from Bloomberg currently beingmall time high

= the characteristics of the APT bond closely mahasé of the benchmark
corporate bond set by the AER, namely BBB ratedapptoximately 10 year
maturity. As this bond has a lower credit ratingrththe BBB+ benchmark, its use
would be expected to result in a DRP that overstidite benchmark cost of debt

= the APA Group is an owner of various regulated amekgulated energy network
assets. The nature of the underlying risk and niaiikevhich the APA Group
operates resemble those of the benchmark gasmervice provider. To the
extent that credit ratings are an imperfect indicaf default risk, the APT bond

*  That s, investors would typically require a téglyield for a BBB bond, as distinct from the yield

required on an otherwise equivalent AAA rated bond.

See AERFinal decision Victorian electricity distributionetwork service providers Distribution
determination 2011-201®ctober 2010, p. 502.

The margin on the APT bond reflects a simple avedoth Bloomberg and UBS yields over the
20-day averaging period ending 6 January 2011.
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Is suitable for deriving a DRP that reflects theksiinvolved in providing
reference services

= arecently issued A- rated, 10 year bond by Stocktisplays yields that are
closer to the APT bond, and significantly below é&x¢rapolated Bloomberg 10
year estimates. This gives further support foring/yon the APT bond over
Bloomberg

= afurther 10 year BBB+ rated Dalrymple Bay Coalriiieral (DBCT) bond has
yields that are higher than Bloomberg’s BBB failues, however the AER has
discounted this observation for the purposes ofpataon given previous issues
with its owner and credit wrapper.

While the available evidence is limited, the AERsidlers that placing sole reliance
on Bloomberg estimates would result in a rate tfrrethat is excessive with respect
to the risks involved in providing reference seedcin particular, Bloomberg
estimates imply that prevailing conditions in defatrkets are more risky now than
during the GFC. This is counterintuitive, and otbeidence (such as that assessed in
section 5.4.2) indicates financial market condgitvave substantially improved since
this time.

In these circumstances the AER considers it prugteatiopt an approach which does
not place complete reliance on either BloombertherAPT bond. Accordingly the
AER has set the DRP as an average of the spredls ektrapolated Bloomberg 10
year, BBB fair value estimate and of the APT boraturing in 2020. Based on the
indicative averaging period for this draft decisitrese two information sources
produce margins over the risk free rate of 4.81ceat and 3.06 per cent, which the
AER has averaged to produce a DRP of 3.93 pertdiite AER considers this is the
best DRP estimate possible in the circumstancé$adfAllgas>® The AER has also
considered that the benchmark will provide APT Aiga comfortable margin with
respect to its expected actual cost of debt owefdtthcoming access arrangement
period.

Placing equal reliance on Bloomberg and the APTdlmmtrasts from the most
recent decision of the AER (for the Victorian etaxty distribution businesses) that
determined the DRP based on a 75 per cent weigtdiagtimates from Bloomberg
and a 25 per cent weighting to estimates from tR& Aond. The increased reliance
on the APT bond in this decision is primarily tlesult of Bloomberg’'s more recent
estimates being unusually high, and recent issuahttee Stockland bond. The AER
also notes that the Victorian decision is curretity subject of a merits review before
the Australian Competition Tribunal. The AER watinsider the outcome of the
merits review and the implications, if any, for DR®appropriate.

5.4.4 Equity beta

The equity beta measures the standardised coomrllagitween the returns on an
individual risky asset or business with that of dtverall market. It represents the

> As noted previously, the margin on the APT borftbets a simple average of both Bloomberg and UBS

yields over the 20-day averaging period endingrfudey 2011.
% Consistent with NGR, r. 74(2)(b).
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‘riskiness’ of the business’ returns compared \ihidt of the market. A beta estimate
of greater (less) than one implies that the busiresxposed to more (less) non
diversifiable risk than the overall market. Riskuks from the possibility that returns
will differ from expected returns—the greater thmeertainty around the returns of a
business, the greater its level of risk.

Consistent with the WACC review, the AER considamsequity beta estimate of 0.8 is
appropriate and will result in a rate of return coemsurate with the risk involved in
providing reference servicesh& AER considers that regulated utilities face lowe
systematic risk than the general market, whichimmaxily driven by the stable cash
flows of regulated utilities. The lower equity betaue of 0.8 is partly due to the
regulatory regime that provides protection to ratged businesses that are not
available to businesses in the competitive enviremiparticularly as:

= the tariff variation mechanism allows for the anm@ustment for inflation,
lowering exposure to inflation risk

= the roll forward of the capital asset base ocauis manner that lowers exposure
to cost overruns for capital expenditure

= the cost pass through mechanism allows for ceciasits to be passed on to
consumers during the access arrangement periodriluyvexposure to costs not
forecast at the commencement of the access arramjgrariod

= the access arrangement provides for acceleratitmreakview submission date on
occurrence of a trigger event

= aservice provider may submit an access arrangevaeation proposal for the
AER'’s approval.

In this context, the AER rejects APT Allgas’s prepd equity beta estimate of 1.1 as
it would result in a cost of capital which is exsi@e with respect to the risk involved
in providing reference services. Appendix C corddurther detail on particular
issues raised by APT Allgas in relation to beta.

Using information provided by Competition Econontsbup report for Envestra, the
AER considers that a beta estimate in the ran@edo&nd 0.7 is still appropriate for
this draft decision. Table 5.5 reproduces the rapgb date beta estimates from the
Competition Economist Group report. As is evidentable 5.5, the most recent beta
estimate from Australian comparable firms (with éxeeption of Hastimj) is within
the bound of 0.1 to 0.6.

% Given the take over bid, refinancing pressurestraip falls in the share price of HDF in 2009, the

AER considers caution should be used when inténgrétte Hasting beta estimate.
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Table 5.5: Competition Economist Group beta analysi

Competition
Economist Group

Company equity beta at 60% WACC review
gearing
Envestra 0.51 0.10-0.42
Hastings 1.64 0.49-1.01
Australian Pipeline 0.54 0.60-0.92
DUET 0.34 0.19-0.41
Spark Infrastructure 0.53 0.79-1.11
SP AusNet 0.14 n/a

Source: Competition Economist Grougstimating the cost of capital under the NGR A
report for EnvestraSeptember 2010, p. 49 and Olan T. HeBstimating beta,
23 April 2009, pp. 10-18.

Based on this information, the AER considers tima¢@uity beta of 0.8 is sufficient to
ensure that the service provider has the oppoyttmitecover at least its efficient
costs incurred in providing reference servicesmeéting regulatory requiremerifs.
The AER considers that a reduction in APT Allgdsssa from 1.1 to within a range
of 0.4 to 0.7 would be significant and potentiallydermine investment certainty for
regulated energy businesses. The AER is also nliidfas recently considered a
beta value of 0.8 to be appropriate, if not oveestafor other gas businesses. On the
basis of the information presented here, the AERIcales that a beta value of 0.8 is
appropriate. The AER considers that a value oflbds not provide the best estimate
of the equity beta given prevailing market condigf' and requires APT Allgas to
amend its access arrangement information as odtimamendment 5.1.

5.4.5 Inflation forecast

The expected inflation rate is not an explicit paeser within the WACC calculation.
However, it is used in the revenue model to forenaminal allowed revenues and to
index the capital base. It is an implicit componefiihe nominal risk-free rate, with
implications for the return on both equity and dédltte inflation forecast must be
consistent with the ten year investment horizothefrisk free rate.

APT Allgas’s method of calculating forecast inftatiwas to apply the RBA'’s short-
term inflation forecasts extending out for two yeand the mid-point of the RBA'’s
target inflation band (that is, 2.5 per cent) fug temaining eight years. The forecast
is the geometric average of the annual inflatiarefach of the ten years. This method

0 NGL, s. 24(2).
®1 NGR, r. 74 (2)(b) and r. 87 (1).
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is accepted by the AER as reasonable and is censisith its recent regulatory
determination§?

APT Allgas’s forecast of 2.53 per cent is slighdifferent from the 2.52 per cent
calculated by the AER, as presented in table $hé&.AER considers this difference is
due to an inadvertent error. For the purpose sfdhaft decision, the AER has
adopted an inflation forecast of 2.52% over a tear\period.

Table 5.6: AER inflation rate forecast

Jun- Jun- Jun- Jun- Jun- Jun- Jun- Jun- Jun- Jun- Geometric
12 13 14 15 16 17 18 19 20 21 average

AER
inflation 2.75% 2.50% 2.50% 2.50% 2.50% 2.50% 2.50% 2.50% 092.5 2.50% 2.52%
forecast

The AER considers that the estimate of expectddtioh should be updated to
incorporate the latest available data closer tdithe of the final decision. Inflation
forecasts can change in line with market sensdata and regulatory practice in
Australia has been to update these forecast valube time of making a decision.
The AER will update its estimate of inflation basedthe latest RBA forecasts as
close as is practical to the date of the final sieai.

5.4.6 Averaging period and risk free rate

The risk-free rate measures the return an invesboitd expect from an asset with
zero volatility and zero default risk. The yield lmmg-term Commonwealth
Government Securities (CGS) is often used as aydxhe risk-free rate because
the g?)sk of government default on interest and depayments is considered to be
low.

In the CAPM framework, all information used for miamg the rate of return should
be as current as possible in order to achieve brased forward looking rate and a
rate of return that is commensurate with prevaitingditions in the market for funds.
While it may be theoretically correct to use thetlom day rate as it represents the
latest available information, this can expose #reise provider and customers to
daily volatility. For this reason, an averaging heat is used to minimise volatility in
observed bond yield¥.

For the purposes of its access arrangement prqpaR@l Allgas proposed to
calculate the risk free rate as the annualisedlyieh 10 year CGS over an indicative
averaging period of 20 business days ending 27 £u@010°°APT Allgas did not

It should be noted that the AER has previousgdus market-based inflation forecast derived by
taking the difference between indexed and nomimah@onwealth Government Security (CGS)
yields. The AER notes the resumption of issuancereésury Indexed Bonds by the Australian
Office of Financial

8 AER, WACC review final decisiorl May 2009, pp. 128-174.

% AER, WACC review final decisiorl May 2009, pp. 128-174.

% APT Allgas, Access arrangement submission, effective 01 Julg-BD June 201,6ctober 2010, p. 65.
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propose a final averaging period which is a necgssanponent for the
determination of the rate of return as required.t87 of the NGR.

When asked about this omission, APT Allgas respdrtdat it intends to nominate an
averaging period in response to the AER’s draftsies®®

The AER considers that under r. 74 of the NGR,ap@sed final averaging period
must be submitted as part of the access arranggr@piisal to support the estimates
of WACC parameters (such as the risk free ratedatd risk premium), rather than
providing an intention to submit an averaging peiab a later date. Also as no final
averaging period was proposed, the AER does naidenAPT Allgas has
demonstrated that its proposed approach to caécthiatrate of return satisfies the
requirements of r. 87 of the NGR.

The purpose of allowing the service provider to im@te the final averaging period is
so that it can execute appropriate financing aearents prior to or during the
averaging period if it so chooses. This approagussfied under s. 24(2) of the NGL,
as it ensures that the service provider has oppitytto recover at least its efficient
costs. However, the AER considers that the finaraging period should not include
a date in the past. This is to prevent gaming efréfgulatory regime by deliberately
selecting an averaging period with a higher riglefrate that would not be consistent
with the requirement of r 87(1) of the NGR.

The AER requires that a final averaging periodségtig the following design criteria
should be adopted for the access arrangement period

1. The final averaging period should be nominateddvaace of the
commencement of the access arrangement periochanttisnot include a date
in the past.

2.  The final averaging period should be between 104fnbusiness days in
length.

The AER will accept a final averaging period thaats the averaging period design
criteria and falls within the following boundaries:

= The final averaging period is nominated by APT A#gio later than the
lodgement of its revised regulatory proposal

® The final averaging period starts on a day thatftisr notification to the AER of
the proposed period

= The final averaging period ends on or before Frig@dyApril 2011

* The final averaging period is between 10 and 4Gniess days in length

66
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APT Allgas,Email re: APT Allgas — averaging period for risleé rate received 12 October 2010.
Note that an averaging period of 40 business daydd use the entire available time, i.e. start on
3 March 2011 and conclude on 29 April 2011, as Arday (25 April 2011) falls on Easter
Monday, and no additional public holiday is grantedasmania. Accordingly, 26 April 2010 is a
business day as per s. 10 of the NGL.
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If APT Allgas does not nominate a final averagimgipd in its revised proposal, the
AER intends to assign a final averaging period thaéts these criteria. In this event,
the AER will notify APT Allgas in writing of the ped it will apply. For the purpose
of calculating relevant WACC parameters for thiagfddecision, the AER use an
indicative averaging period of 20 business daysngn@ January 2011, yielding a
nominal risk free rate of 5.68 per cent.

5.4.7 Gearing ratio

The gearing ratio is defined as the ratio of tHee®f debt to total capital (that is,
debt and equity), and is used to weight the cdstiebt and equity when formulating
the WACC.

The AER accepts APT Allgas’s proposed gearing raiti®0 per cent. This value is
consistent with the benchmark ratio determinedngyAER during the WACC
review, which was based on a variety of informasonrces and analysis of a wide
variety of firms across the gas and electricityteec®

5.5 Conclusion

The AER does not propose to approve the rate ofrrein capital proposed by APT
Allgas as it does not comply with r. 87 of the N@Rd requires APT Allgas to make
the amendments set out below.

5.6 Required amendments

Before its access arrangement proposal can betad¢PT Allgas is required to
make the following amendment:

Amendment 5.1:make all amendments necessary in the access amang proposal
and access arrangement information to take acajuhe rate of return calculated in
accordance with the following table.

% AER,WACC review final decisigiMay 2009, pp. 111-125.
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Table 5.7: WACC parameters for the access arrangeme period (units as stated)

Parameter

Nominal risk—free rate (%) 5.68
Inflation (%) 2.52
Real risk—free rate (%) 3.08
Equity beta 0.8
Market risk premium (%) 6.0
Debt risk premium (%) 3.93
Gearing (%) 60
Cost of debt (%) 9.61
Cost of equity (%) 10.48
Nominal vanilla WACC (%) 9.96
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6 Taxation

The AER has accepted the post-tax approach prodms@dPT Allgas for the access
arrangement as it is consistent with the AER’s Llaparoach. It has also accepted
the way that taxation is to be calculated (incluglthe use of a 30 per cent corporate
tax rate), the opening tax asset base as at 1204yl and the tax asset lives proposed
by APT Allgas. These matters were investigatetiéyAER and found to have been
appropriately determined by APT Allgas.

No tax loss carried forward is expected as at iy All11. The AER reviewed APT
Allgas’s assessment of its tax loss carried forweand considered it unlikely that
there would be any tax loss to be carried ovehwdccess arrangement period.

The AER rejected APT Allgas’s proposed approaatatotalised overheads as it is
inconsistent with the way the opening asset basedetermined.

APT Allgas’s estimate of the use of imputation itsdoly investors (gamma) of 0.2
has been rejected by the AER. Based on the cwyrawdlilable evidence, the AER
considers the best estimate for the value of gatorba 0.45.

The AER has determined that no forecast tax allo@as required for the access
arrangement period. This result is largely explairyy the AER’s draft decision to
require APT Allgas to expense its capitalised ogads. It also reflects the revised
revenue and cost figures presented in the varibapters of this draft decision.

6.1 Introduction

This chapter provides the AER’s assessment of ARJa&'s proposed approach to
establishing an allowance for taxation for the asa@rangement period. No
submissions were received on APT Allgas’s propdagdllowance.

6.2 Regulatory requirements

Rule 72(1)(h) of the NGR provides that the accesssigement information for an
access arrangement proposal must include the prdpusthod for dealing with
taxation, and a demonstration of how the allowdocéaxation is calculated.

Rule 76(c) of the NGR provides for the estimatest ©f corporate taxation as a
building block for total revenue insofar as thiggplicable.
6.3  Access arrangement proposal

APT Allgas proposed a post-tax approach for thessarrangement peridd.
APT Allgas proposed calculating the cost of corpwracome tax for each regulatory
year (ETG) using the following formul&:

ETC = (ETkxr) (1 -v)

APT Allgas,Access arrangement submissi@eptember 2010, p. 78.

2 APT Allgas,Access arrangement submissi@eptember 2010, p. 78.
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Where:

ETl, is an estimate of the taxable income for regujayear t that would be
earned by a benchmark efficient entity as a rashe provision of regulated
services if such an entity, rather than the serpioider, operated the
business of the service provider, such estimateghdetermined in
accordance with the AER’s post-tax revenue model

i is the expected statutory income tax rate for tbgtilatory year assumed to
be 30 per cent

v (gamma, the assumed utilisation of imputation its¢@ deemed to be 0.2.

APT Allgas proposed an opening tax asset base (B&Rt 1 July 2011 of
$113 million? A break down of APT Allgas’s proposed opening Ti&Bet out in
table 6.1°

Table 6.1: APT Allgas’s proposed tax asset base as1 July 2011

Asset Category Tax value Tax Remaining Tax Standard

($m, nominal) Lives (yrs) Lives (yrs)
Network Pressure Control Facilities 14.1 15.7 20.0
HP Steel Mains 20.7 9.2 20.0
Distribution Mains 62.8 8.1 20.0
Tariff Metering Equipment 11.9 6.1 15.0
SCADA & Telemetry 1.4 0.9 5.0
- 0.2 0.1 3.0

Source: APT Allgas’s PTRM in an email to the AEE: Confidential information and
material outstanding7 October 2010.

APT Allgas engaged Deloitte to review the procé$sd undertaken to calculate the
opening TAB as at 1 July 20¥Deloitte did not identify any significant issuehw
APT Allgas’s opening TAB.

APT Allgas did not provide an analysis of whethdrad any tax loss carried forward.
In response to an inquiry from the AER, APT Allgadbsequently provided an
analysis that showed there was not tax loss cafoieeard” APT Allgas’s tax
approach expenses overheads that it capitaligesregulatory capital base. It has
removed these capitalised overheads from the TABIguhe earlier access
arrangement period and expensed them in the taxchosied forward calculation.

APT Allgas,Access arrangement submissi@eptember 2010, p. 86.

This break down is not as extensive as for gsiia@ory capital base.

APT Allgas,Access arrangement submission, AttachmentSeptember 2010.

APT Allgas,Access arrangement submission, AttachmentSeptember 2010, p. 2.

APT Allgas, Email to the AERRE: AER.APT.10: tax losses carried forwaddNovember 2010.
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APT Allgas proposed an estimate of the use of impr credits (gamma) of 0%2As
per the approach adopted in recent AER determmsitidPT Allgas’s approach to
estimating gamma was to separately estimate itsosaponents, specifically the
payout ratio (the proportion of imputation credjenerated that are distributed to
shareholders) and the rate of imputation credisation (or theta). APT Allgas
submitted a range for gamma between zero and @Yanpoint estimate of 0.2.

APT Allgas submitted a Synergies report to suppergamma estimate, which
recommended a payout ratio of 70 per cent andsatitin rate range of 0 to 0.57. The
main arguments raised in support of APT Allgas@posal are:

= the AER’s estimate of a 100 per cent payout ratiplies that credits retained
within the firm are fully valued. Synergies idergg a number of issues with this
assumption

= the Beggs and Skeels (2006) study relied on byAER has not be subjected to
the same level of scrutiny as the alternative sprdguced by SFG, which has
been extended and enhanced in previous review gsesg/et has been
consistently rejected by the AER

= the AER’s reliance on post-2000 data only is basethe evidence provided in
the Beggs and Skeels study which is not sufficyergliable to enable one to
conclude there has been a structural break frosrtithie

= the AER’s has continued to rely on the Handley lsiatheswaran (2008) tax
statistics analysis despite Synergies’ assertiahghich analysis cannot be used to
value thetd.

APT Allgas submitted that if the AER continues klede evidence before it, at
worst there is no persuasive evidence to depart fhe precedent value of 0.5 for
gamma:’ APT Allgas noted that a number of merit review laggtions have been
submitted on this matter and the outcome of thppeals will be the key driver of
future decisions in relation to gamrha.

Table 6.2 sets out APT Allgas’s forecast tax alloweafor the access arrangement
period. These forecasts reflect all the proposesitnpact on the revenues/expenses
that APT Allgas expects to earn/incur over the as@rangement period.

Table 6.2: APT Allgas’s proposed tax allowance ($rmominal)

2011-12 2012-13 2013-14 2014-15 2015-16

Tax 25 2.4 2.2 2.1 2.5

Source: APT AllgasAccess arrangement submissi&eptember 2010, p. 87.

APT Allgas,Access arrangement submissi@eptember 2010, pp. 72-75.
APT Allgas,Access arrangement submissiSeptember 2010, pp. 72-73.
APT Allgas,Access arrangement submissiGeptember 2010, p. 75.
APT Allgas,Access arrangement submissiGeptember 2010, p. 72.

10
11
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6.4 AER'’s consideration

The AER accepts APT Allgas’s proposed post-tax @ggn for the access
arrangement period (r. 72(1)(h) of the NGR). Thipraach has been adopted in all
previous AER gas and electricity distribution deamms. The alternative pre-tax
approach has not been used by the AER to date.

In assessing the forecast tax allowance proposé&dyAllgas, the AER has
reviewed the proposed taxation calculation andctdmeponents that form part of that
calculation, including:

the opening tax asset base, used to determineefardation
the tax asset lives, used to determine the rati@xadepreciation

whether there is any tax loss carried forward ftbeearlier access
arrangement period that needs to be offset againse tax claims

4. the treatment of capitalised overheads
5. the use of imputation credits (gamma).

These issues are considered in turn below. Be#li@sg considerations, any other
component that affects revenues/costs will affeetforecast tax allowance.
Accordingly, a change to any of the proposed reeust components in this draft
decision will require the forecast tax allowancééorevised.

6.4.1 Opening tax asset base

There was no existing TAB for APT Allgas that coblel rolled forward from the
earlier access arrangement period to establisbpgéeing TAB as at 1 July 2011.
While the QCA used a post-tax approach for itsding blocks assessment, this
approach used the regulatory capital base to egtitar depreciation. Accordingly,
APT Allgas had to develop a TAB for the first tintéhis task was complicated by the
fact that the pipeline network changed ownershilawvember 2006. Energex was the
previous owner of the pipeline network and APT A#idhas no detailed knowledge of
Energex’s tax approach.

The approach adopted by APT Allgas to setting élxation asset base reflects the
approach outlined by the AER in its issue paperansitioning from pre-taxation to
post-taxation frameworkS.APT Allgas reconstructed the opening TAB as at

1 July 2001 for the Allgas entity. It then used the values associated with the Allgas
entity to roll forward this TAB. The AER reviewecdeditte’s assessment of APT
Allgas’s proposed TAB as at 1 July 2011 and themggions that had been used to
reconstruct the TAB as at 1 July 2001. The AER egthat there are no significant
issues with the approach adopted by APT Allgasterthine the TAB. Accordingly,
the AER accepts APT Allgas’s proposed TAB as ail§ 4011.

12 AER, Electricity Distribution Network Service ProviderEransition of energy businesses from

pre-tax to post-tax regulatigune 2007, p.12.
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6.4.2 Asset lives

Tax depreciation reflects the asset lives of th@oua tax assets. There are two types
of tax asset lives:

1. the standard tax asset lives to be appliedwoassets, and
2. the remaining tax asset lives of existing assets

The tax asset lives were reviewed by Deloitte asgdats assessment of

APT Allgas’s proposed opening TAB. The AER has eaed these lives and
Deloitte’s assessment and finds no issue withakesset lives as proposed. The
standard tax lives proposed by APT Allgas are ctest with the requirements of the
Income Tax Assessment Act 1997bm 1 July 2002, the effective lives of gas
distribution assets are subject to a statutoryof&® years:> APT Allgas’s proposed
standard tax lives are consistent with these Ciperefore, the AER accepts the
standard tax lives proposed by APT Allgas. The AH$® accepts the remaining asset
lives proposed by APT Allgas. These lives have ladtatted by the statutory cap
that was introduced and which has resulted in $iseta being depreciated at an
accelerated rate for tax purposes since 2002.

6.4.3 Tax loss carried forward

The AER reviewed APT Allgas’s analysis of whethdrad any tax loss carried
forward as at 1 July 2011. The analysis coveregénmd 2006-07 to 2009-10 and
showed that there was no tax loss carried forwedpite not presenting a
calculation for 2010-11, the positive tax paymenusr the preceding years (with the
exception of 2006-07) indicate that a tax lossQ@@®11 is unlikely. Therefore, the
AER is satisfied that no tax loss carried forwaeeas to be accounted for in the
assessment of APT Allgas’s forecast tax allowance.

6.4.4 Capitalised overheads

APT Allgas excluded $42 million in capitalised olweads from its opening TAB of
$113 million as at 1 July 2024 It did so based on the argument that overheads are
expensed for tax purposes. The lower TAB meansdégxeciation going forward is
lower and consequently the tax allowance is hidthet is, there are lower tax
expenses to offset against expected revenues)gGmiward, however, APT Allgas
has included capitalised overheads in the TAB ardepreciating them. The level of
tax depreciation associated with these overheaglgngicantly less than if the
overheads were expensed. The result is that ARJaglteceives a higher tax
allowance compared to the alternative of expengiagverheads over the access
arrangement period.

The positions adopted by APT Allgas across thedaaess arrangement periods are
inconsistent in terms of the treatment of capiealisverheads for tax purposest

13 Australian Taxation OfficeTaxation Ruling TR 2010/2 — ‘Income tax: effectifeeof depreciating

assets’' 2010, p.10.

14 APT Allgas, Email to the AERAER.APT.2: Questions regarding t&6 October 2010.

15 |ts treatment of overheads for the capital basmnsistent across the both access arrangement
period with these overheads being capitalised acidded in the capital base.
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acknowledged this inconsistency, but argued tr@MER’'s PTRM is not set up to
expense capitalised overheads for tax purptses:

The 2011-16 TAB roll forward is incorrect, in thaincludes overheads that
cannot be capitalised for tax purposes. This tesglifectly from the structure
of the PTRM

The AER considers that there should be no incarsistacross the two regulatory
periods in the treatment of capitalised overhe®dsle the PTRM is indeed set up to
roll capitalised overheads into the capital baskeBAB in a similar manner, there is
no reason why the model could not be amendeddw alapitalised overheads in the
capital base to be expensed for tax purposes.

The AER accepts APT Allgas’s position that capstadi overheads in the capital base
should be expensed for tax purposes. The AER dlteeePTRM to differentiate
between regulatory depreciation and tax depreciaial added a tax expense
category of ‘capitalised overheads’ to the tax ss®®nt. The net effect of this change
is a reduction in APT Allgas’s tax allowance, othi@ngs being equal.

6.4.5 Use of imputation credits (gamma)

Under the Australian imputation tax system, donedasirestors receive a credit for
tax paid at the company level (an ‘imputation crgthhat offsets part or all of their
personal income tax liabilities. For eligible shaotelers, imputation credits represent
a benefit from the investment in addition to angttdividend or capital gains
receivedUnder a post tax revenue building block framewbskalue of imputation
credits is recognised when determining the corparatome tax building block.

The AER and other regulators define the value gutation credits in accordance
with the Monkhouse definition, where ‘gammag) (s defined as a product of the
‘imputation credit payout ratio’ (F) and the ‘usiéition rate’ ). Gamma has a range
of possible values from zero to one.

Under the National Electricity Rules the AER isipdically required to consult on
and publish a Statement of Regulatory Intent (SGRting out values, methods and
credit rating levels relevant to determining thaghéed average cost of capital
(WACC) for electricity network service providers. May 2009 the AER completed
its first “WACC review” and published a SORI whiphescribes a gamma value of
0.65 for electricity transmission determinationsvidich the SORI is applicable. This
value has been applied in subsequent electricstyildution determinations, where the
AER has determined that there has been no persuagidence to depart from 0.65.

While the SORI has no direct or formal applicapitih gas access arrangements, the
AER’s WACC review and SORI were intended to provigiédance to the gas sector
on WACC related matters.

On 13 October 2010 the Australian Competition Tmidthanded down its decision
and reasons for decision with respect to the remgpéal by Ergon Energy, Energex
and ETSA Utilities of the AER’s South Australia aQdieensland distribution

16 APT Allgas, Email to AERRE: AER.APT.11: TAB overheadsNovember 2010.
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determinations in relation to gamma. The Tribuoaind errors by the AER in its
treatment of the imputation credit distributionioadnd the utilisation rate. However,
the Tribunal did not make a determination on theest value of gamma and directed
the AER to undertake further work and seeks a tdpmn the AER in relation to
various aspects of the calculation determinatiogashma. One element of this work
relates to the payout ratio, where on 24 Decem@&0 2he Tribunal issued a decision
finding that, on the basis of the information befdr a value of 70 per cent was
appropriate.

The gamma aspect of the application for reviewdigeha's New South Wales gas
network has also been stayed by the Tribunal. Ti®ifal is waiting for the outcome
of the review of the South Australia and Queenskdisttibution determinations in
relation to gamma before it makes a decision orgdmema to be applied in access
arrangement for the Jemena New South Wales ga®retw

The further work as part of the Tribunal proceedirggnot available for this draft
decision however the AER has made this decisiotheiasis of all relevant
information currently before it. The aforementiorigtbunal decisions in relation to
gamma may be before the AER when determining tied éecision for APT Allgas,
and will be taken into account by the AER at tinaetif available.

The following sections summarise the AER’s respsnseéAPT Allgas’s arguments
according to the following major areas:

= overall considerations with respect to gamma
= estimation of the payout ratio
= use of dividend drop off studies to estimate theta

= use of tax statistics to estimate theta.
6.4.5.1 Overall considerations on gamma

Determining the value of gamma is extremely difiti@s it requires various
assumptions at both the theoretical and empireadlf, and is also subject to other
issues in the development and interpretation ofiecapevidence.

The AER and other regulators have estimated egeiityns (of which gamma forms
part) using the capital asset pricing model, und@ch one must determine the value
of imputation credits to the particular (marginaNestor(s) that sets prices and
returns in the relevant market. The residenceisfitivestor is a crucial assumption
one must make as an Australian domestic investbralue imputation credits
whereas a resident in a country without a dividiemgutation system would not value
credits at all. During the WACC review the AER atigpa domestic CAPM
framework which recognised foreign investors togktent they influenced market
outcomes.

Estimation of gamma is typically done by separagstymating the ratio of credits
generated to those that are paid out, and theutiflgation rate of these distributed
credits (theta). Many studies have attempted ter ithfe value of theta from changes
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in share prices on ex-dividend days. These stadgsubject to numerous issues
given the many other known and unknown factors afffatct share prices, the variety
of measurement techniques available and the inflieh particular data examined.
Interpretation of results from dividend drop-offidies is also problematic given
differences in the personal tax arrangements avidhaial investors and their differing
risk perceptions regarding trading around the eidénd date.

Other studies attempt to infer a value of thet&akgmining data from the ATO which
is subject to issues of interpretation given theigalar conceptual framework
adopted.

Empirical evidence relating to the payout ratio aE® been the subject of debate
given the practice of companies retaining imputaticedits and questions about
whether and how these are valued by investors.

The method adopted by the AER to derive an estimiagamma in the SORI was to
assume a payout ratio of 100 per cent. The AERimate of theta was obtained by
averaging the values derived from the Handley aatiddwaran tax statistics study
(0.74) and from the Beggs and Skeels dividend dfbptudy (0.57). The AER took a
simple average of these two values to arrive hetatvalue of 0.65 on the basis that
bothmethodologies were somewhat uncertain in termsafiging a point estimat¥.

The resulting theta value of 0.65 was then muéiplby the assumed payout ratio of
100 per cent to derive a gamma estimate of 0.65.

6.4.5.2 Estimating the payout ratio

As noted above, an ongoing issue in relation tg#yeut ratio is the practice of
companies to not distribute all imputation cretlitst are created each year. The AER
has acknowledged its conclusions in the WACC reviegarding a 100 per cent
payout ratio were based on a misinterpretatioratd gresented during the WACC
review. The AER accepts that estimates of a panaiict of approximately 70 per cent
reflect total or average observations over theouartime periods considered, whereas
during the WACC review the AER interpreted theskies to be the amount of all
imputation credits created in a given year to Istrithuted to shareholders in that
same year. The correct interpretation of theseegalneans that the proportion of
credits in franking account balances (which argestibd to time value decay) is not
simply 30 per cent of total credits generated eyear and that the 70 per cent value
includes franking credits generated in a year and put in the same year, as well as
franking credits generated in previous years. Tdhere is no constant or
predictable relationship between the time a ciiedienerated and when it is paid out.

However, contrary to APT Allgas’s and Synergiegjuanents, the AER does not
consider this evidence supports an assumptiorreékeined credits have zero value.
There are strong theoretical grounds to supportdinelusion that investors place
some value on retained credits and reasonably expechis value may eventually
be passed back to them. A payout ratio of apprabain&0 per cent implicitly

I AER, Final decision, WACC parameteglay 2009, p. 468.
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assumes retained credits (which as at 2007 amotmt&#48 billion for Australian
businesséd) are worthless, which the AER considers to bexireme assumption.

For the purposes of APT Allgas’s access arrangepennd, the AER acknowledges,
however, that it is unlikely that there would bsignificant payout of retained
imputation credits in the immediate future.

Based on these considerations, the AER concludg¢s th

= consistent with previous decisions, the estimatddevof the payout ratio is
within a range of 70 to 100 per cent

= the 70 per cent payout ratio estimated from vargiudies reflects the average
payout ratio. These studies do not provide anymédion regarding the value of
retained credits

= the view that retained credits have value to shadehns and will therefore be
eventually distributed is supported by the AER’asadtants, and is also
supported on theoretical grounds given the ratierpkctation that businesses
will return this value to shareholders

= the empirical evidence currently before the AERpsuts a value of the payout
ratio of 70 per cent, which the AER has adoptethadest estimate possible
under the current circumstances in accordancerwith(2) of the NGR.

6.4.5.3 Use of dividend drop-off studies to estimate theta

Dividend drop off studies attempt to infer a vatiiehe imputation utilisation rate by
observing changes in share prices on ex dividetesgdthen decomposing this change
into the implied market value of dividends paid @my attached imputation credits.
There has been ongoing debate since the AER’s WAR@w about the study relied
on by the AER (Beggs and Skeels) and alternativdiess presented and revised by
SFG that the AER has not relied on.

The AER acknowledges that it has not been postid@ply the same level of
scrutiny to the Beggs and Skeels dividend drogstftly as to SFG’s studies.
However the AER has consistently maintained thatethante filtering approach
adopted by Beggs and Skeels is superior to th@stxgmd arbitrary method employed
by SFG. The different filtering methods employedi@mine the reliability of SFG’s
estimates and also magnify issues associated witticailinearity.

The AER recently re-examined SFG’s data in theexdnif its final decision for the
Victorian electricity distribution network serviggoviders, which illustrated the
sensitivity of SFG’s theta estimates to its filtlgriapproach and validated the AER’s
reluctance to rely on the study for this reason.

The AER replicated the result of a 0.23 value etaifrom SFG’s February 2010
study and applied the Cook’s D statistic to intgate the SFG 2010 data set. The
most influential observation identified was Angld@&déshanti (AGG), with a

18 synergiesEstimating a WACC for the APT Allgas Distributioatitork, September 2010, p. 79.
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Cook’s D statistic of 1.59. AGG is a CHESS Depaysitaterest (CDI) and represents
an interest in a foreign company. For a CDI itifi@llt to isolate the share price
change effect due to the stock going ex-dividendhfother factors and this may
represent a reasonable economic justification ttuele the AGG observation from
the SFG data set. In addition, AGG is highly prieed pays high dividend per share,
making it influential in the least squares-basepession. The AER conducted a
sensitivity analysis of SFG’s estimated theta usiegfollowing filtering options:

= if one AGG observation (19 February 2001) is exetlidhe estimated value of
franking credit is increased from 0.227 to 0.432

= jf all the 12 AGG observations are excluded from data, the estimated value of
franking credit is increased from 0.227 to 0.506

= if all the top one per cent influential observaidbased on Cook’s D-statistic) are
excluded from the data, the estimated value okirancredit is increased from
0.227 to 0.394?

The AER acknowledges that a thorough examinatiddrgs’s dataset would be a
costly and time consuming exercise, however antedfathis magnitude has already
been undertaken by Beggs and Skéels.

Multicollinearity is a symptom inherent in all ddend drop-off studies. Given the
presence of multicollinearity, measuring the imgh&lue of imputation credits
through dividend drop-off studies is uncertainitas difficult to isolate the effects of
cash dividends and imputation credits. Multicolingy makes the results of the study
more sensitive to a small number of observatiorikimihe relevant data set. That is,
the presence of multicollinearity underlines theartance of an appropriate data
filtering method to remove unreliable observatiofise sensitivity of results to a
limited number of observations was demonstratedeborelation to SFG’s data set.
Beggs and Skeels’ method of developing economiqaditified filters and applying
these ex ante to the entire data set contrasts$fe@is dividend drop-off study, and
therefore multicollinearity is expected to be legan issue for the Beggs and Skeels
study.

The AER maintains its view that the SFG dividendpdoff study should not be relied
upon and that theta value of 0.57 estimated by Bagd Skeels is the best available
estimate.

6.4.5.4 Issues in estimating theta from tax statistics

Tax statistics provide relevant information foriestting the value of imputation
credits. The distribution of franking credits regpgats a means by which a credit for
taxes paid by the company is passed onto sharekdldavestors will utilise such

19
20

We assume the same weights applied to samplevaitiems as per SFG February 2010, p. 5.
For example, the reported number of ordinarydsiud events for Beggs and Skeels (2006) was
5511 after filtering — see Beggs and Skelarket arbitrage of cash dividends and franking
credits 2006, p. 252. , while SFG’s data set (afterriittg) consisted of 3201 observations — see
SFG,Response to the AER draft determination in relatibgammaJanuary 2010, p. 2.

2L Handley Further Issues Relating to the Estimation of Gam@etober 2010, p. 17.
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credits to offset their taxable income, and redbeg tax liability, to the extent that
their tax status and domicile permits. As per a@sifon from the WACC review, the
AER considers that the theta estimate of 0.74 ddrfvom the Handley and
Maheswaran study is the most reliable estimatdablaifrom tax statistics.

APT Allgas’s arguments do not represent any subist@aissues with this study or the
AER’s use of its estimates.

The Handley and Maheswaran study estimates angagresduction in personal
taxes due to the aggregate receipt of frankingitsréignoring the time value loss of
money from receipt of the franking credit and rpteif the tax saviné® As it is
significantly unlikely that credits would be wontmore than this amount, the
redemption rate represents an upper bound on the va distributed imputation
credit (theta).

The AER'’s reliance on tax statistics is consisteitth previous advice obtained from
McKenzie and Partington who recommend the consiideraf information drawn
from multiple types of studies when estimating gaaAiiThe AER disagrees with
Synergies’ argument that tax statistics shoulddmeptetely ignored in this process
simply because it is not a “value based appro4th”.

The AER considers that the estimate of 0.74 woaltservatively reflect the time
value loss of money, given the lack of approprasta to undertake a more precise
calculation. As per Handley’s advice, the AER aisacludes that the holding period
rule would not have a material effect on the wtiisn rates estimated by Handley and
Maheswaran. The resulting value of the reductidikédy to be conservative when
considering the magnitude of time value loss asrile=d above, and the AER'’s
method of using information from tax statisticsl&rive a point estimate of theta is a
conservative and practical method which recogrisedimitations inherent in this
type of study. Based on these considerations, e aintains that the theta point
estimate of 0.74 produced from tax studies is @ipropriate.

6.4.5.5 Conclusion on the value of gamma

The AER considers that, based on the material otlyravailable, 0.45 is the best
estimate of gamma arrived at on a reasonable bagesntly available, as required by
r. 74 of the NGR. This is based on an assumed pagba of 70 per cent and a theta
estimate of 0.65. The estimate of theta refle@ssimple average of the values
derived from the Beggs and Skeels dividend drogtoifly (0.57) and the Handley
and Maheswaran tax statistics study (0.74). Inhi@acthis conclusion the AER has
considered the information submitted by APT Allgaspart of its access arrangement
proposal, as well as the advice of the AER’s cdasis. In summary, the AER
considers:

= the true value of the payout ratio is within a rarg 70 to 100 per cent, however
empirical evidence does not support a value optheut ratio above 70 per cent

22
23

Handley,Further Issues Relating to the Estimation of Gam@®etober 2010, p. 20.
McKenzie and Partingtovidence and submissions on gamiarch 2010, pp. 3-4.
2 synergiesEstimating a WACC for the APT Allgas DistributioatiNork, September 2010, p. 88.
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= given the material currently available, the AER siders that for this draft
decision, the theta value of 0.65 is still apprafi

= when the 70 per cent value of the payout ratimmlmned with a theta of 0.65,
the value of gamma is 0.45.

The AER considers that the adoption of a gamma4¥ & consistent with the
revenue and pricing principles set out in sectidrothe NGL and will or is likely to
contribute to the achievement of the national ggsative in s. 23 of the NGL.

However, the AER notes that the further work as pbthe Tribunal proceedings is
not available for this draft decision. Any Triburtgdcisions on this matter will be
taken into account by the AER at the time of it@fidecision for APT Allgas.

6.4.6 Forecast tax allowance

Due to changes discussed above and the variousabtheges that affected

APT Allgas’s proposed revenues/costs, the AER cetatied the forecast tax
allowance for the access arrangement period. THe B&S determined no tax
allowance for APT Allgas for the access arrangerpenibd, as shown in table 6.3.
The expensing of overheads for tax purposes lagglains this result.

Table 6.3: AER tax allowance for the access arranggent period ($m, nominal)

2011-12 2012-13 2013-14 2014-15 2015-16

Tax 0 0 0 0 0

6.5 Conclusion

The AER has accepted the tax approach proposedyMgas. However, due to
changes in the treatment of capitalised overhegdama and the various other
factors that impact on revenues and costs, thedstdax allowance for the access
arrangement period has been revised. The AER censsilis revised forecast tax
allowance can be included as a building block émenues under r. 76(c) of the NGR.

6.6 Required amendments

Before its access arrangement proposal can betad¢c&PT Allgas must make the
following amendments:

Amendment 6.1 make all amendments necessary in the accesgamamt proposal
and access arrangement information to take acaduhé treatment of capitalised
overheads as described in section 6.4.4.

Amendment 6.2 make all amendments necessary in the accesgamamt proposal
and access arrangement information to take acafngamma of 0.45.

Amendment 6.3 make all amendments necessary in the accesgamamt proposal
and access arrangement information to take acajuhe revised tax allowance in
table 6.3 of this draft decision.
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7 Operating expenditure

Operating expenditure (opex) refers to the opegtmaintenance and other costs of
a non-capital nature incurred by a service providtethe provision of distribution
pipeline services. This expenditure also includegscincurred in increasing long-
term demand for pipeline services and otherwiseldg@ing the market for pipeline
services.

APT Allgas has applied a base year roll forward moek of forecasting opex. It
proposed opex of $102 million ($2010-11) over tteeas arrangement period,
representing a real increase of 23 per cent on @ancurred expenditure in the
earlier access arrangement period. The increaseldegn principally substantiated
by expected changes in input costs, unaccountege®(UAG) and the need for
various types of non-base year costs to cover pigtances not reflected in the
earlier access arrangement period.

The AER reviewed APT Allgas’s forecast and its went components under its roll
forward method against the NGR and the NGL. The af&gdged independent
consultants Wilson Cook to provide expert engimggadvice on the prudence and
efficiency of APT Allgas’s proposed opex, and Ac&onomics to provide expert
economic advice on the reasonableness of foreabstul costs.

Having considered this advice together with intémuaalysis, the AER considers that
APT Allgas’s proposed opex is not prudent andiefitcconsistent with the NGR. The
AER requires various amendments to APT Allgas’sgsal, including replacement
of its input cost escalators, a reduction in theprassumptions used to derive UAG
costs, and amendments to various proposed stegeba@verall, these result in the
AER accepting $93 million ($2010-11) in opex oherdccess arrangement period,
which represents a 9 per cent decrease on propesgenditures. The accepted
amount represents a 12 per cent increase in realdecompared to expenditure over
the earlier access arrangement period.

7.1 Introduction

This chapter sets out APT Allgas’s operating exjgenel proposal, and the AER’s
consideration of the proposal and submissions fraerested parties.

7.2 Regulatory requirements

Rule 91 of the NGR provides that operating expemdimust be such as would be
incurred by a prudent service provider acting efity, in accordance with accepted
industry practice, to achieve the lowest sustamabkt of delivering pipeline
services.

The access arrangement information for an accessgament proposal must include
operating expenditure (by category) over the eaaleeess arrangement period and a
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forecast of operating expenditure over the acceasgement period and the basis on
which the forecast has been derived.

Any a forecast or estimate must be supported hgtaraent of the basis of the
forecast or estimateA forecast or estimate, must be arrived at oraaaeable basis,
and must represent the best forecast or estimatétpe in the circumstanc@s.

The access arrangement information must includ&eligoerformance indicators to
be used by the service provider to support expereltb be incurred over the access
arrangement periot.

7.3  Access arrangement proposal

Figure 7.1 compares APT Allgas’s actual opex wlidt tapproved by the previous
regulator, the Queensland Competition Authority K)@nd expenditures proposed
to the QCA in the previous reviews.

Figure 7.1: APT Allgas opex — historical (actuals ¥ forecasts) vs proposed

APT Allgas opex
L Actu?l & Estimate —&— QCA alowance —— Aligas's forecast

Real $'m 2010-11

T T T T T 1
2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 2015-16

Source: APT AllgasAccess arrangement informatiodovember 2001, pp. 6-8;
QCA, Allgas & Envestra gas distribution networks: Drdgcision
March 2001, pp. 207-219;
QCA, Allgas distribution network: Draft decisiopiecember 2005, pp. 76-82;
Allgas, Access arrangement information — Allgas Qld Netwdudne 2006, p. 4;
APT Allgas,Access arrangement submission — 01 July 2011-38 2006
30 September 2010, pp. 91-92.

7.3.1 Earlier access arrangement

APT Allgas overspent on its total opex allowancéh@ earlier access arrangement
period by 7.7 per cent. Table 7.1 disaggregatesetbgpenditures by category and
shows that APT Allgas’s overspend was driven ppalty by the categories of UAG
and marketing, with an underspend recorded fooferating and maintenance
category. However, effective comparisons betweémshincurred and approved

NGR, r. 72(1)(a)(ii) and r. 72(1)(e).
NGR, r. 74(1).

NGR, r. 74(2).

NGR, r. 72(1)(f).
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83



expenditures are made difficult given the significdifferences in cost categorisation
between the QCA'’s final decision and the preseop@sal. This is largely due to the
ownership change of the APT Allgas network in Nobem2006’

Table 7.1: APT Allgas allowed vs incurred opex ovehe earlier access arrangement
period ($m, 2010-1197

2006-07 2007-08 2008-09 2009-10 2010-11 Total

Allowed 13.6 14.4 13.6 12.8 12.5 66.8
Operating &
. Incurred 13.9 10.7 10.6 13.8 14.6 63.6
maintenance
Variance (%) 2.2 -25.6 -21.6 7.4 17.0 -4.8
Allowed 0.7 0.6 0.6 0.6 0.6 3.2
Marketing Incurred 0.0 2.8 3.2 1.3 1.1 8.3
Variance (%) -100.0 325.0 403.3 118.3 75.0 162.7
Allowed 1.7 15 15 1.3 1.2 7.2
Unaccounted
for gas Incurred 2.1 2.1 2.4 2.2 2.4 11.3
Variance (%) 25.3 40.0 61.4 67.7 103.3 56.6
Allowed 15.9 16.5 15.7 14.8 14.3 77.2
Total operating
) Incurred 16.0 15.6 16.2 17.3 18.1 83.2
expenditure
Variance (%) 0.4 -5.9 3.3 17.4 26.6 7.7

7.3.2 Forecasting method

For the access arrangement period, APT Allgas &stempex by applying the base
year roll forward method, which involved the follmg steps:

1. selecting an appropriate base year in which to orea=osts

2. modifying the base-year to ensure that all cosisired for future operation of
the network are added and all costs not relevattteduture operation of the
network are removed

3. modifying the costs to reflect anticipated changesustomer numbers,
demand, and input costs

4.  modifying the costs to reflect appropriate produittiimprovements.

APT Allgas proposed 2009-10 as the base year, $tifgrihat this year was chosen
as it represented the most recent financial inftionaand includes realised benefits

APT Allgas,Access arrangement submissi@eptember 2010, pp. 93—-94.
The AER has converted nominal dollars into $2Q10real dollars.

APT Allgas,Access arrangement submissi@eptember 2010, pp. 91-95.
APT Allgas,Access arrangement submissi@eptember 2010, pp. 101-102.
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of the synergies the APA Group has obtained thrgaigth management of the
APT Allgas and Envestra Queensland netwdrks.

7.3.3 Forecast operating expenditure

APT Allgas’s forecast opex for the access arrangeperiod is set out in figure 1.
From this figure it is evident that for this accassangement, like in its previous
proposal to the QCA, APT Allgas has proposed aifsigimt step increase in opex.
APT Allgas’s total opex proposal represents an@3cgnt increase on total incurred
opex and a 32 per cent increase on total appropexl io the earlier access
arrangement period.

Table 7.2 disaggregates APT Allgas’s opex propbgalategory. As previously
noted, comparisons are hampered by inconsistehtategorisation between the
earlier access arrangement period and the acaesgjament period.

Table 7.2: Proposed forecast opex for the accessamgement period ($m, 2010-119**

2011-12 2012-13 2013-14 2014-15 2015-16 Total

Controllable costs

Operating & maintenance 10.5 10.6 10.6 10.7 10.8 .2 53
Marketing 1.7 1.7 1.7 1.8 1.8 8.7
Administration & strategic planning 0.7 0.9 0.9 1.1 1.1 4.8

Non-controllable costs

Customer services 0.9 0.9 1.0 1.0 11 4.9
Unaccounted for gas 2.5 2.6 2.9 2.9 29 138
Government charges 0.5 0.6 0.6 0.6 0.6 2.9
Metering & billing 1.2 1.2 1.2 1.3 1.3 6.3
Corporate costs 1.4 1.4 1.5 1.5 1.5 7.3
Total operating expenditure 19.5 20.0 20.5 20.8 o1, 101.8

APT Allgas’s previous and forecast opex did notude debt raising costs, proposing
that these costs be included in the overall WACI& AER considers that such costs
should be categorised as an opex item. While fdteaces in this chapter to opex are
exclusive of debt raising costs, the total reveliguares set out in chapter 8 present
opex inclusive of debt raising costs. The AER’ssidaration of APT Allgas’s
proposed debt raising costs is set out in appdndix

®  APT Allgas,Access arrangement submissi@eptember 2010, p.103.

9" The AER has converted nominal dollars to 2010-ehl dollars.
1 APT Allgas,Access Arrangement SubmissiSeptember 2010, pp. 137-138.
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7.4  Submissions

The AER received a submission from Origin Energgsioning the reasonableness
of APT Allgas’s proposed network development exiteme and whether APT Allgas
as the distributor is best placed to deliver thegpams within this expenditurd.

7.5 Consultant review

The AER engaged Wilson Cook, engineering consdidatreview whether the
technical aspects of APT Allgas’s proposed opexpaudent and efficient. Wilson
Cook reviewed APT Allgas’s opex performance ine¢lagier access arrangement
period to provide context to the forecast expemdg#pand assess the selection of the
base year and the forecast expenditures as praposed

Wilson Cook noted that actual opex in the earl@reas arrangement period was 7.5
percent higher than the approved level, or 2.8gercigher if expenditure on UAG is
removed, with APT Allgas noting that changes ircitst structure occurred during
the period, after the change of its ownersfiip.

Wilson Cook considered the base year level of edipere to be efficient, based on
its analysis of comparative opex data for year 2008* In regard to forecast opex,
Wilson Cook made the following key recommendations:

= adjustments are required in some of the proposgdctanges
= the volumetric level of UAG that APT Allgas propdsee considered efficient

= APT Allgas should re-apply its opex real cost estiah using additional factors
to represent all the costs of the business as epgosusing a labour index alone.

7.6 AER’s consideration

7.6.1 Base year selection

APT Allgas proposed 2009-10 as an efficient base i@ forecasting opex in the
access arrangement period, except for the iterbbAG and leak repair costs.

The starting point when applying a base year myliverd method of forecasting
expenditure, also commonly referred to as the ledestficient cost method, is the
selection of a base year from a series of actyagmditure data. The general rationale
behind the adoption of this method is that manyafmms are largely of a recurring
nature—requiring only escalation for changes irutmgosts or scale, or step changes
for regulatory or business environment alterations.

2 Origin, Submission on Envestra (Qld) and APT Allgas acagssigement proposals

26 November 2010, pp. 2-3.

Wilson CookReview of expenditure of Queensland & South Auatrglas distributors:
APT Allgas Energy Pty Limite@ecember 2010, p. 2.

14 wilson CookReport — APT AllggsDecember 2010, p. 2.

15 APT Allgas,Access arrangement submissi@eptember 2010, p. 103.

13
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However, the rationale is based on various assomgtFirstly, that earlier
expenditure can be used as an indicator of likelyre expenditure. Secondly, that
the base year actually reflects efficient expemditn a previous period. To test these
assumptions, consistent with previous decisiomsjmaber of conditions are to be
considered, including:

®= The base year should not include substantial nonrrent expenditure—such
expenditure would not be reflective of expenditirée incurred over the forecast
period. Further, it would be a form of double congtf a business also proposed
opex related to non-base year costs of a non-retiunature.

=  The expenditure should reflect actual rather tlomedast or unrealised
expenditure—to reduce the possibility of artifityahflated expenditure figures.

®=  The base year should be as close as possible tordoast period—to present an
accurate reflection of a business’ operating agémisational circumstances.

Further, and importantly, the AER needs to be ctanfi that the expenditure realised
in the base year was efficient. This can be donednyparing its level with that
realised in other years of the earlier access gemaent period, and between
businesses if such data is available.

These conditions need not all be met, but rathesidered on balance as a basis on
which to assess the base year’s consistency wathetijuirements of r. 91 of the NGR.

The AER accepts that on balance, the reasons debriy APT Allgas for the
selection of 2009-10 as the base year are apptepria

Total opex for 2009—-10 was reported as being |divan the following year but
higher than each prior year of the earlier accassmigement period. While this
internal comparison raises some concern, certesnmistances might be adversely
influencing this figure. Since the sale of Allgasrh its previous owner Energex to
the APA Group, APT Allgas underwent a process aipaation to the APA Group’s
accounting and other operational systems, progregsinaking it difficult to
compare costs between years. In addition to theeoship change, the APA Group
further changed these accounting systems during-2f° The AER acknowledges
that these combined factors make it difficult tongare data between years in the
earlier access arrangement period, particularlgelad the beginning of the period. It
also lends support to the choice of a base yeardisafficiently close to the start of
the access arrangement period so as to be a esimbtator of current operational
and business circumstances and also avoid thesealaterns.

The AER has also considered the advice of WilsookCimcluding®’

=  APT Allgas has made adjustments to the base ygantove non-recurrent items
that are not expected to be incurred in the acieasgement period.

16 APT Allgas,Access arrangement submissi@eptember 2010, p.93.

7 wilson CookReport — APT AllggsDecember 2010, p.32.
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=  Benchmarking undertaken by Wilson Cook for 2008-+h8,most recent year for
which data from all companies in its sample waslabke, indicates that
APT Allgas’s opex is consistent with industry a\gra.

= Wilson Cook’s analysis of benchmarking submittedA®1T Allgas indicates that
APT Allgas’s opex is in line with industry averages

Therefore, the AER considers that on balance, 200%-an acceptable indicator of
the business and operational circumstances of AlRRjag\and should be accepted as
an appropriate base year on which to forecast opthe access arrangement period.

7.6.2 Roll forward forecasts

APT Allgas has applied the base year roll forwaetihrod to forecast all opex other
than unaccounted for gas and other specific yegehy forecast costs. While the
AER accepts that the method applied for derivirgngh escalation is arrived at on a
reasonable basis and produces the best forecasbleoss required under r. 74(2) of
the NGR, the AER does not accept the input costlasrs proposed by APT Allgas
as they are not consistent with r. 74(2).

7.6.2.1 Growth escalators

APT Allgas applied adjustments to certain costfimitts base year to account for the
impact of growth, including®

= Customer growth - Customer and call-centre seryioeser reading, meter leak
repairs and costs associated with meter maintenance

= Networkgrowth- Instrumentation, pressure control, pipeline rremance (in
proportion to steel pipeline length), leakage suryatrols, surveillance, repairs to
damaged assets

Wilson Cook reviewed the basis of application ofTA&lIgas’s growth adjustments,
considering these to be reasonable. The AER isfigatithat APT Allgas’s
application of its growth escalators provide a ogable basis for forecasting the
impact of network growth on opéX.

7.6.2.2 Input cost escalators

APT Allgas proposed applying one escalator toafsex and three escalators to its
opex, as set out in table 7.3 belthf’

8 APT Allgas,Access arrangement submissiSeptember 2010, p. 122.

9 Wilson Cook,Report — APT AllgagsDecember 2010, pp. 32—33.

20 Escalation rates from 2015-2016 were not incluideiPT Allgas’ access arrangement
submission. The AER clarified these figures in espondence with APT Allgas. See: APT Allgas,
Email to the AER, RE: AER.APT.18, 19 (part) and1ZMarch 2010.

2L APT Allgas,Access arrangement submissi@eptember 2010, p.47, p. 102.
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Table 7.3: APT Allgas’s proposed input cost escalats

2009-10 2010-11 2011-12 2012-13 2013-14 2014-155-261
Capex
Cost Escalation Rates - - 0.9 1.3 1.5 1.6 1.3
Opex
All components 1.1 1.0 0.9 1.3 15 1.6 1.3
Regulatory 20.0 20.0 10.0 1.3 15 1.6 1.3
Purchased gas 15 5/1 8.4 13.7 1.8 0.8 1.1

APT Allgas’s ‘cost escalation rates’ and ‘all compats’ escalators (referred to in
this decision as ‘general escalators’) were conghaseng data from a previous
Access Economics labour cost escalators reporapeddor the AER?

APT Allgas applied the ‘cost escalation rates’ é&xtoa to all capex, and the ‘all
components’ escalator to all opex, except for r@guy costs and UAG® The
‘regulatory’ escalator is proposed to reflect theetast cost in government charges
and fees, and is applied only to opex in the categbgovernment chargés.

AER’s consideration

The AER has had regard to the proposed methodrvirig input cost escalation
forecasts (including the data sources and indexsurea) and the method of applying
these escalators to its opex and capex and whitikhez met the NGR requirements.
The AER considers that for it to be satisfied floa¢cast opex or capex meet the
requirements of r. 91 and r. 79(1) of the NGR, eea} cost escalation must be
forecast on a reasonable basis, represent th@besible forecast in the
circumstances and be supported by a statemene tiaisis of the forecast.

The NGR does not require that real cost escal&igoapplied to a business. Under the
control mechanism applied to APT Allgas, X-fact@meents reflect the path of real
costs and CPl is used to transform real costsnaininal values. Where the AER
does not accept real cost escalation, input costestalated in line with CPI under
the control mechanism.

General escalators

The AER does not accept APT Allgas’s proposed ‘esstlation rates’ and ‘all
components’ escalators as consistent with r. #ti@NGR. APT Allgas has not
demonstrated any basis to support the applicafianabour cost forecast across the
entirety of opex and capex, including non-labounponents, contrary to r. 74.

It is not reasonable to assume that forecast growitkbour costs will reflect the cost
pressures on materials. A non-zero escalator fiobawed materials and labour

Access Economic§orecast growth in labour costs — March 2010 repbdtarch 2010, p. ix.
APT Allgas,Access arrangement submissi@eptember 2010, p. 47 and p. 102.

2 APT Allgas,Email response to the AER, AER.APT.06 — Qp@&XOctober 2010.

% R. 74 of the NGR.
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components of expenditure would be inconsistert e AER’s approach to date to
real cost escalation. The AER considers that ARg@a&ls ‘general escalators’ have
not been estimated on reasonable grounds and gwauhice the best forecast
possible in the circumstances, as required undet of the NGR, and therefore
should not be accepted.

However, with specific regard to labour costs, @uhd be reasonable to expect non-
zero real cost escalation over the access arranggragod. While the AER agrees
that labour escalation should apply, this is onkagis that any such escalators are
applied only to the labour cost components of cgueck capex. APT Allgas’s
proposed general escalators demonstrate thataptecthe general methodology
applied by Access Economics. However, the AER atrsithat the Access
Economics labour cost report utilised by APT Allgmsow outdated® An update

has been prepared for the AER for this access@emant review. As such the AER
considers that for the purpose of forecasting laloosts, the escalators proposed by
APT Allgas do not represent the best forecasténcircumstances as required under
r. 74(2)(b), and that they should be replaced withess Economics’ most recent
update of productivity adjusted real growth in laboosts.

Application of labour escalators

While the AER accepts the notion that labour cesakation should be applied,

APT Allgas did not provide a breakdown of laboud amaterials costs across its opex
and capex proposal. In lieu of these breakdowmrsAER has sought the technical
advice of Wilson Cook as to a set of reasonabldéicgion rates for both labour and
materials across all of APT Allgas’s costs. Wil€omok’s advice was that the
application rates applied by Envestra in its Quisertsnetwork expenditures would

be reasonable having reviewed the applied propwtud labour and materials as
consistent with industry practice. The AER acceipés these would represent the best
estimate of APT Allgas’s application rates in tireemstance$’

The individual capex and opex categories propogdernvestra and APT Allgas are
not entirely consistent. As such, the AER consideas the best estimate possible in
the circumstances is achieved by calculating weidjlaiverages of cost escalator
application rates to total opex and total capexsc8shese final weightings are set
out in table 7.5. The AER considers that Accessboucs’ forecast productivity
adjusted growth in the real labour price index, whpplied based on the AER’s
derived weighted average application rates, praslfarecasts arrived at on a

% Access Economics, Forecast growth in labour cesterch 2010 report, March 2010, p. ix.

27 Wilson Cook, Email to the AERAllgas Cost Escalator80 November 2010.
% The application rates were calculated as follows:
1.Total cost-category expenditure for the periddtal operating/capital expenditure
e.g. (total network development expenditure +toagrating expenditure)
2. Output of (1) * the cost-category applicatioterfor specific cost escalators
e.g. (output of (1) x application rate of genewdur to network development expenditure).
3. For each cost escalator, sum of (2) for all-castgories in operating/capital expenditure
e.g. output of (2) + [(total marketing expendituréotal opex) x application rate of general
labour to marketing expenditure] + ...
4. Perform (3) for each labour cost escalatorefrh of operating and capital expenditure
e.g. application rate of EGW labour to total opagplication rate of EGW labour to total
capex, application rate of general labour to tobglex etc.
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reasonable basis and represents the best forexsssbie in the circumstances, as
required by r. 74 of the NGR.

Regulatory escalator

The AER considers that APT Allgas’s proposed ‘ratpy’ escalator has not been
arrived at on a reasonable basis and does not @edta best estimate possible in the
circumstances of its expected increases in regylatusts over the access
arrangement period. The proposed escalator nedmsdmended to reflect the likely
anticipated increase in costs and to comply wiir.

While APT Allgas provided documentation from theeg@asland Government
Department of Employment, Economic Developmentlandvation (DEEDI) to
support its proposal that regulatory costs wilk@ase over the access arrangement
period?® the AER did not find this supported the escalattes proposed. APT Allgas
forecast an increase in real terms of 58.4 periocemgulatory costs between 2009—-
10 and 2011-12. From 2012-13, APT Allgas proposezttalate regulatory costs
mirroring the ‘all components’ escalator. Howeweamntrary to these figures, the
documents submitted by APT Allgas suggest that DEEE3 only indicated that an
increase of 30 per cent in regulatory fees wagtmtsoduced in 2009-10 in relation
to the previous yeaf. While the information submitted by APT Allgas inetes that
it will be subject to new yearly inspections anbestaudits, the advice does not
indicate how the fees are to progress over thesaa@angement period.

APT Allgas’s data for the last two years of thelieaaccess arrangement period
demonstrate that it had already applied a yeadglason of 20 per cent for increases
in regulatory costs. As 2009-10 is the year prop@sel accepted by the AER as
being the base year, this 20 per cent increasesits evould already be incorporated in
APT Allgas’s roll forward forecasts. As the baséade rolled forward, the AER
considers that based on the evidence provided,angdditional 8.3 per cent growth
in 2011-12 should be accepted, to arrive at treeaB80 per cent-

Given the information from DEEDI, the AER consid#érat APT Allgas’s regulatory
escalator has not been arrived at on a reasonabig #nd does not reflect the best
estimate of regulatory costs possible in the cistammces as required by r. 74(2)(b).
The AER considers that it should be amended suattotily an 8.3 per cent increase
is added to the first year of the access arrangepeiod.

AER conclusion on input cost escalators

The AER considers that APT Allgas’s proposed reat escalators have not been
estimated on a reasonable basis nor produce thébesast in the circumstances
faced by APT Allgas. In particular, the AER consgle

. applying labour costs to forecast non-labour coneptsof opex and capex is not
appropriate

= the report utilised by APT Allgas to escalate laboosts is outdated

29
30
31

DEEDI, Proposed audit and inspection fee review sumpidarch 2010, attached table 1.
DEEDI, Proposed audit and inspection fee review sumpidarch 2010, attached table 1.
This figure has been arrived at by calculatirgeffects of compounding the 20 per cent
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= the regulatory cost escalator is not estimated i@asonable basis as it does not
reflect the evidence provided as to cost increases.

The AER does not approve APT Allgas’s real cosakdors and requires that
amendments be made such that:

= |abour escalation be only applied to the labour ponent of opex and capex

= |abour escalation can only be reasonably estimateapplying Access
Economics’ updated forecast on labour costs, adged for the AER

= |abour escalation be applied according to the AERslication rates, unless a
more reasonable application method is advancedly Allgas.

The AER’s amended input cost escalators are sehaable 7.4.

Table 7.4: AER conclusion on APT Allgas’s real inpticost escalators (per cent)

2011-12 2012-13 2013-14 2014-15 2015-16

EGW labour -0.3 0.1 0.2 -0.8 -1.6
General labour -1.1 -0.7 -0.2 -1.0 -1.7
Construction labour (capex only) 0.7 0.6 0.5 -04 1.2-
Regulatory 8.3 0 0 0 0

The AER requires that in the absence of an altemand reasonable application
method that APT Allgas apply labour escalationaocadance with the labour
escalators and application rates provided in tatie

Table 7.5: AER conclusion on APT Allgas real inputost escalator application rates

(per cent)
Opex Capex
EGW labour 0.63 0.09
General labour 0.14 0.01
Construction labour 0 0.76

7.6.3 Specific year by year forecasts

7.6.3.1 Unaccounted for gas

The AER does not accept that APT Allgas’s foretdsG opex represents an
efficient level of expenditure as required undé&dlr.of the NGR. While accepting
APT Allgas’s forecast UAG volumes, the AER consgdigs assumption as to gas
price is not reasonably based as required undéi(2)(a) of the NGR.
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UAG is defined by APT Allgas as the volume of gagcted into the distribution
system less the volume of gas billed to custorffeitssubmitted that the majority of
UAG can be attributed to gas leakages particufaoiy cast iron and unprotected
steel mains and services in its network.

APT Allgas proposed a total of $13.3 million oviee taccess arrangement period in
order for it to purchase gas to compensate fotages in the network.Its forecast

is based on certain assumptions as to the forpdastof gas and the likely volume of
UAG that is expected, as set out in table 7.6.

Table 7.6: APT Allgas’s proposed UAG opex and asmptions®

2011-12 2012-13 2013-14 2014-15 2015-16

Volume (GJ) [Text removed - c-i-c]
Price ($) [Text removed — c-i-c]
Total UAG opex ($m) 241 2.53 2.80 2.78 2.73

AER considerations

The AER reviewed the volume and price assumptiattswAPT Allgas’s forecast of
UAG opex, with Wilson Cook engaged to provide eegiting advice on the former.

UAG Volume

Wilson Cook noted that APT Allgas’s forecast all@afer a rate of leakage reduction
due to its proposed mains replacement programapprbpriately factored in the rate
of leakage from the remaining mains. Wilson Cooksidered that the assumptions
provided have been reasonably baSéthe AER considers APT Allgas’s forecast of
UAG volumes to be arrived at on a reasonable lzagigepresents the best estimate
possible in the circumstances, consistent witl rofthe NGR.

UAG Price

APT Allgas forecast a price required for it to fumse gas over the access
arrangement period to compensate for gas lossek Al§as has predominantly
based its price on forecasts of delivered gas pticdrisbane, derived from a report
prepared by McLennan Magasanik Associates (MMA}HierQueensland
Government's annual gas reviétv.

The MMA report presents a reasonable basis andesieforecast possible of
wholesale gas prices delivered to Brisbane. HowekerAER considers that APT
Allgas has not advanced any justification to sulttsiée why its addition of a [c-i-

32
33

APT Allgas,Access arrangement submissi@eptember 2010, p. 90.

APT Allgas,Access arrangement submission: Opex business dd#&s-September 2010, p. 8
(confidential).

APT Allgas, Access arrangement submission: Megptacement strategic plan, September 2010,
p. 13; and APT Allgasiccess arrangement submission: Attachment 4.8: ®psixess cases —
UAG, September 2010, p. 8 (confidential).

% Wilson CookReport — APT AllgasDecember 2010, p. 32.

% APT Allgas,Access arrangement submission: Attachment: APTRANYAG cost assumptions
November 2010, p. 1 (confidential).

34
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c] per cent margin to the MMA forecast deliverett@represents a reasonable
estimate and produces the best forecast possikie icircumstances as required
under r. 74 of the NGK.

In addition, in previous gas distribution decisiotee AER has only approved price
assumptions for the purpose of UAG opex based aneshle delivered gas pricés.
The AER considers that APT Allgas has not provideidience to support a departure
from this approach in these circumstances.

The AER requires that APT Allgas’s forecast UAG xpe amended to reflect only
the price forecasts provided in the MMA report, dmat the [c-i-c] per cent margin be
removed. The result of the AER’s required amendmarg set out in table 7.7.

Table 7.7: AER conclusion on APT Allgas’s UAG opex$2009-10)

2011-12 2012-13 2013-14 2014-15 2015-16

Volume (GJ) [Text removed — c-i-c]
Price ($) [Text removed — c-i-c]
Total UAG opex ($m) 1.91 2.02 2.23 2.21 2.16

7.6.3.2 Non-base year costs

APT Allgas proposed 10 items as being step andescbanges in relation to its base
year opex to apply in the access arrangement pegmésenting a total of

$10 million ($2010-11), or 10 per cent of total ep€hese are referred to here as
proposed step changes, or non-base year costs.

AER considerations

The AER considers that any proposal for opex, wérettbe contained in a base year
or as a step change, necessarily needs to be edsegsnst the NGR and NGL, in
particular r. 91 and r 74, and s. 24 of the NGL.

The AER would expect that as APT Allgas has chasapply a base year roll
forward method, in which it has also proposed nasebyear costs such as step
changes, any expenditures proposed as being sdegeh from the base year should
reflect certain circumstances and allow the AERdtermine if they are indeed
reasonable additions to a base year.

Firstly, the AER needs to assure itself that tlee shanges are to reflect changes in
costs that are not reflected in the base year.réiy,cstep changes should relate to
exogenous changes in costs associated with eitlagiges in the operating
environment, or changes resulting from new or medifegulatory obligations. Both
of these matters would reflect circumstances irchviitiis not reasonable to assume

37 APT Allgas,APT Allgas UAG cost assumptigméovember 2010, p. 1 (confidential).

3 AER, Final decision: Jemena Gas Networks, access arramege proposal for the NSW gas
networks 1 July 2010 — 30 June 20d6ne 2010, p. 275; and AERnal decision: Access
Arrangement proposal ACT, Queanbeyan and Palerasgdistribution network 1 July 2010 — 30
June 2015March 2010, p. 85.
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that a service provider’s base year expenditurédwireflective of future
requirements or pressures.

However, the AER has also considered whether aW\Pdt Allgas’s proposed step
changes, that do not have the characteristicseod¢loond point, are otherwise
required in order for APT Allgas to provide pipaigervices in a prudent and
efficient manner, consistent with the NGR and NGL.

The AER sought the expert advice of Wilson Cookelation to whether APT Allgas
would be a prudent service provider acting effidyewith respect to its proposed step
changes. The AER’s considerations of each of tlitiual business cases for these
items against the NGR and NGL having regard taathace of its consultant are set
out in table 7.9. Overall the AER considers that the 10 proposed step and scope
changes (non base year costs) are not consistdntheiNGR and are not approved.
The AER’s required amendments are summarised la a8 and detailed in table
7.10.

Table 7.8: AER conclusion on APT Allgas’s step andcope changes ($m, 2010-11)

Step and scope changes 2011-12 2012-13 2013-14 -A®4 2015-16 Total
Total APT Allgas proposed 1.79 2.06 2.05 2.07 2.07 10.05
AER amendment -0.71 -1.02 -1.04 -1.05 -1.09 -4.93
Total AER approved 1.08 1.04 1.01 1.02 0.98 5.12
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Table 7.9: AER consideration of APT Allgas’s non bse year costs ($m, 2010-11)

Item of expenditure Allgas's Wilson Cook recommendation AER consideration
proposal

Appointment of revenue 0.3 The benefit was claimed to be a resulting  The AER acknowledges that UAG levels are causedhbipus factors other than leakages. However,

protection officer — reduction in UAG, therefore the expenditure while this project was substantiated by the neddvestigate matters that have a bearing on UAG,

monitoring and has been shown to be prudent and effictfént. APT Allgas has proposed to the AER a mains replacgmrogram that is supported by assumptions

investigating metering as to the effects on reducing UAG levels and in tysex for UAG compensation. Further, the AER

anomalies?® notes that APT Allgas has had prior experienceeivetbping these assumptions, having undertaken
mains replacement programs and dealt with issutlA& in earlier access arrangement periods.
Therefore, the AER considers that APT Allgas hasdemonstrated that the expenditure proposed
for a revenue protection officer is to be spenestigating matters of which it is not currently agva
or which is not otherwise already reflected in lase year. The AER considers that this expenditure
is therefore neither prudent nor efficient as regghiiunder r. 91 of the NGR.

Replacement of lids on 0.1 Wilson Cook noted that the original lids have The AER accepts Wilson Cook’s recommendation thateixpenditure is a prudent and efficient

district regulator been found inadequate leading to water response to an identified network safety risk damlid be approved as consistent with r. 91 of the

stations™? ingress, and the buckled lids pose a potential NGR.

public hazard?

Bridge crossing 0.9 The program and expenditure is a prudent anthe AER accepts Wilson Cook’s recommendation thafrogram is a prudent and efficient

maintenance program — efficient response to an identified safety 8k. response to an identified safety risk and theretuaé expenditure should be approved as consistent

installations where high with r. 91 of the NGR.

pressure pipelines are

fixed to bridges or other

structured?

Condition monitoring of 1.3 Wilson Cook noted that current practice has The AER accepts Wilson Cook’s recommendation thafprogram represents a prudent and efficient

cased pipeline®.

been to put certain pipes in casings but the response to mitigate an identified network safistly and that it should be approved as being
pipes do not have cathodic protection in the consistent with r. 91 of the NGR.
casings'?®

39

APT Allgas,Access arrangement submission: Attachment 4.8: ®psixess cases — Revenue protection offideptember 2010, pp. 1-11.

40" Wilson CookReport — APT AllggsDecember 2010, pp. 35-36.

41

APT Allgas,Access arrangement submission: Attachment 4.8: ®psxess cases — Cocon lid replacem8aptember 2010, pp. 1-8.

2 Wilson CookReport — APT AllgasDecember 2010, p. 36.

43

APT Allgas,Access arrangement submission: Attachment 4.8: Opsixess cases — Maintenance of bridge crossBepstember 2010, pp. 1-8.

4 Wilson CookReport — APT AllggsDecember 2010, p. 36.

45

APT Allgas,Access arrangement submission: Attachment 4.8: ®psixess cases — Condition monitoring of casedlipigs,September 2010, pp. 1-12.

6 Wilson CookReport — APT AllggsDecember 2010, p. 36.

96



Leakage survey and 2.6
repairs?’

IT costs — opex associated 0.7
with the “roadmap
initiative” capex project®

Knowledge management— 0.6
development of a more

formal document

management process.

The program and expenditure is a prudent anthe AER accepts Wilson Cook’s recommendation thafirogram is a prudent and efficient
efficient response to an identified safety risk, response to an identified safety risk and enswegptiance with a regulatory obligation and should
and ensures compliance with a regulatory  therefore be apprové.

obligation.

While efficiency improvements have been  The AER accepts Wilson Cook’s advice that as API§ad has not demonstrated or quantified the
submitted as resulting from the project, no  claimed efficiency improvements associated withghgect, the expenditure cannot be approved as
evidence has been demonstrated as to these being efficient as required under r. 91 of the N&R.

efficiencies.

Usually such projects result in significant The AER accepts the advice of Wilson Cook thatificies for such a project need to be

business efficiency improvements and this wademonstrated. Further, the AER considers that vimitevledge management is good business

given as one of the project’s benefits. practice, APT Allgas should already be applyingspractices through the earlier access

However, the expenditure was not arrangement period and that related costs shoutdyteired in the base year. The AER therefore
demonstrated to be efficient as no allowance does not approve APT Allgas’s proposed opex on kedge management as it does not comply with
was made for efficiency improvements. r. 91 of the NGR.

Recommend the project be rejectéad.

Item of expenditure

Allgas’s
proposal

AER consideration

Market rule changes — an 0.3
additional FTE to support
participation in the

(STTM).

Electricity-to-gas hot 2.0
water changeover program

— promotion and provision

of incentives for uptake of
conversions to gas hot

water systems’

The gas Short Term Trading Market (STTM) ib¢ointroduced into Queensland and will place greatgohasis on the quality and reliability of the
metering data that participants provide to the miarkhe AER considers that this expenditure isual@nt and efficient response by APT Allgas to a
new external obligation and should be accepteaasistent with r. 91 of the NGR.

APT Allgas’ rationale for this programme ismitigate falling average residential consumptio®ineensland® However, the demand forecasts
proposed by APT Allgas, and considered in chapteof't appear to the AER to show evidence of amkelge between this program and demand in
the access arrangement period.

Also, the AER considers that insufficient evidehes been submitted to demonstrate that the expeaditindeed efficient. APT Allgas has not
provided a substantiated estimate or forecaskelfiuptake over the period to warrant the overgfienditure of $2.0 million, nor information

47

APT Allgas,Access arrangement submission: Attachment 4.8 Opsiress cases — Extension of Leakage survey pm@retober 2010, pp. 1-7.

8 Wilson CookReport — APT AllgasDecember 2010, p. 37.

49

APT Allgas,Access arrangement submission: Attachment 4.8 Opsiress cases — Roadmap initiatjv@stober 2010, pp. 1-28.

0 Wilson CookReport — APT AllggsDecember 2010, pp. 37-38.

51

APT Allgas,Access arrangement submission: Attachment 4.8 Opsiress cases — knowledge managen@atober 2010, pp. 1-12.

2 Wilson CookReport — APT AllggsDecember 2010, p. 38.

53
54

APT Allgas,Access arrangement submission: Attachment 4.8: ®psixess cases — Market rule chan@eptember 2010, pp. 1-6.
APT Allgas,Access arrangement submission: Attachment 3.1.@twdik Development Plan: Electricity to gas hot-evathangeover progranQctober 2010pp. 1-12.
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Development and
deployment of new
technology —
establishment of a New
Technology Group to
facilitate deployment of

evolving gas technologies.

13

suggesting that the proposed $500 incentive has lbesed on an economically efficient level andefl the lowest sustainable cost, as required
under r. 91 of the NGF¢,

Further, the program was described as an existiogram undertaken in the earlier access arrangepeeioid®’ As such, it is not evident to the AER
the extent to which the proposed expenditure isadigta step change on expenditure currently irbéee year.

For these reasons, the AER considers that thisnelipee does not meet the requirements of r. 74ra@tl of the NGR.

Origin Energy in its submission to the AER digesed the appropriateness of such expenditur@estimg that it was not aware of any new gas
technologies in the medium term. It further questih whether a gas distributor is even best plazevelop or market such technologies.

While the program’s benefits were submitted ind¢batext of mitigating average consumption in Quéserds the AER cannot find evidence
suggesting that a link was advanced by APT Allgatoahe likely impact of these programs on its adedhforecast® The business case for this project
does not advance a basis on which the likely ecombenefits of the expenditure have been assesgbfbeecast. As such, and in accordance with the
requirements of r. 74 and r. 91 of the NGR, the Ateies not approve the expenditure for the propdsedlopment and deployment of new
technology program.

®  APT Allgas,Access arrangement submission: Attachment 3c®ber 2010pp. 1-4.
*  APT Allgas,Access arrangement submission: Attachment 3c&ber 2010p. 8.
> APT Allgas,Access arrangement submission: Attachment 3dctber 2010p. 7.

58

Origin, Envestra (QId) and APT Allgas access arrangemeop@sals November 2010, pp. 2-3.

*  APT Allgas,Attachment 4.8 Opex business cases — Developmeepl&yment of new technolgdyctober 2010, pp. 1-10.
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7.7 Conclusion

The AER proposes to not approve APT Allgas’s prepogpex as it does not comply
with the relevant requirements of the NGR and & $sinot consistent with the
national gas objective of the NGL. The AER requdésl Allgas to make the
amendments set out in section 7.8 of this drafisi@at.

Overall, the AER approves $93 million in opex othex access arrangement period as
consistent with the NGR, which represents a 9 pet reduction on proposed
expenditures. The total approved opex againstttgtosed is set out in figure 8.2.

At the subsequent access arrangement review, tievilErequire that APT Allgas
demonstrate that the non base year costs acceptdds access arrangement period
have been removed from the year proposed as bHeriggise year.

Figure 8.2: APT Allgas’s historic opex vs forecasand allowed

APT Allgas opex
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7.8 Required amendments

Amendment 7.1: amend the access arrangement proposal and acaasgeanent
information as necessary to reflect the adjustmenatde to proposed opex for the
access arrangement period set out in table 7.1aaqapendix F.
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Table 7.10: AER required amendments to APT Allgas forecast opex

2011-12 2012-13 2013-14 2014-15 2015-16 Total

APT Allgas forecast

X . 19.48 19.99 20.50 20.81 21.12 101.90
operating expenditure

AER specific amendments

UAG -0.60 -0.59 -0.58 -0.60 -0.66 -3.04
Revenue and protection 005 005  -005  -005  -0.05  -0.25
officer

Electricity to gashotwater 549 040  -041 041 042  -204
changeover

Development and

deployment of new -0.26 -0.27 -0.27 -0.27 -0.28 -1.33
technology

IT roadmap opex 0.00 -0.15 -0.16 -0.17 -0.18 -0.68
Knowledge management 0.00 -0.15 -0.15 -0.15 -0.16 0.63-
Total AER specific 131 -1.62 -1.63 -1.66 -1.75 -7.98
amendments

Forecast operating

expenditure less specific 18.17 18.37 18.87 19.15 19.37 93.93
amendments

Effect of input cost 010 014  -022  -019  -040  -1.05

escalator amendments

Total AER approved

. - 18.07 18.23 18.66 18.96 18.96 92.88
operating expenditure
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8 Total revenue

The AER has calculated a total revenue requirerf@mAPT Allgas over the access
arrangement period of $345 million, compared to $aTillion proposed by

APT Allgas. The main reasons for this differencethe reductions required by the
AER to APT Allgas’s proposed WACC, forecast capelxfarecast opex for the
access arrangement period.

Based on the AER approved revenues and demandé$isethe tariffs for haulage
services for both volume and demand customersxqrecéed to rise in real terms by
about 3.6 per cent per annum (on average). Théfsaor ancillary services will
increase each year only by the rate of change ih CP

8.1 Introduction

This chapter provides the AER’s estimation of ammnexzenue requirements for

APT Allgas for the provision of pipeline services tach year of the access
arrangement period. It draws on the adjustmern#d® Allgas’s proposed building
block components discussed in the preceding claptier submissions were received
on APT Allgas’s proposed revenue requirement.

8.2 Regulatory requirements

Rule 72(1)(m) of the NGR provides that the accesmhgement information for a full
access arrangement proposal must include therestahue to be derived from
pipeline services for each regulatory year of tteeas arrangement period.

Rule 76 of the NGR provides that total revenu® ibdé determined for each
regulatory year of the access arrangement periog tise building block approach.
The building block components are:

= areturn on the projected capital base for the year

= depreciation on the projected capital base foyta

forecast operating expenditure for the year
= the estimated cost of corporate income tax forytdas (if applicable)

= any penalty/reward from the operation of an inaenthechanism.

8.3  Access arrangement proposal

APT Allgas proposed a total revenue requireme®3a2 million over the access
arrangement perioiThe break down of this amount (including the amaetated to
ancillary services) is provided in table 8.1. Ttaikle also provides information on
APT Allgas’s proposed smoothing of these revenueistle resulting X factors for
both haulage and ancillary services. The same difa¢that is, a single price path)

1 APT Allgas,Access arrangement submissi@eptember 2010, pp. 145-148.
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were proposed by Envestra to apply to all volunst@mand customers of haulage

services.

Table 8.1:  APT Allgas’s proposed annual revenue ragrement and X factors

($m, nominal)

2011-12  2012-13  2013-14  2014-15 2015-16
Return on capital 435 46.0 48.7 51.6 54.6
plus regulatory depreciatidn 1.9 1.0 0.9 0.9 1.3
plus operating and maintenance 20.0 21.1 22.1 23.1 23.9
plus corporate income tax 25 2.4 2.2 2.1 2.5
Total revenue 67.8 70.5 73.9 77.6 82.2
less forecast capital contributions 0.6 0.6 0.6 0.7 0.7
less ancillary services revenue 0.6 0.6 0.7 0.7 0.7
Total haulage services revenue 66.6 69.3 72.6 76.3 80.8
Smoothed haulage services revenue 58.7 66.3 74.9 .582 86.7
X factors”
Haulage reference services (%) -11.27 -8.00 -8.00 5.00- 0.00
Ancillary service fees (%) 0 0 0 0 0

Source: APT AllgasAccess arrangement submissi@eptember 2010, pp. 145-148.
APT Allgas, Email to the AERAPT Allgas demand summai October 2010.
(a) Regulatory depreciation includes the negatareciation impact of inflation

on the capital base.

(b) Negative values for X indicate real price irases under the CPI-X formula.

8.4 AER’s consideration

In making this draft decision, the AER has had réga the national gas objective

and the revenue and pricing principles in ss. 2BZhof the NGL respectively. The
AER has examined the various components of APTa&lkyproposed revenue

requirement against these provisions as well assip@irements of the NGR. The

assessment of the various revenue componentst(m#ervice provider’s proposal
and any alternative value determined by the AER)paesented in the various

chapters of this draft decision.

One outstanding matter not discussed in other enad the ancillary services
revenues (for special meter reads, disconnectiodseconnections) forecast by
APT Allgas. The AER reviewed APT Allgas’s calcutatiof these figures and
considers them to be reasonable. The forecastsaaszl on APT Allgas’s proposed
ancillary services tariffs for 2010-11, historida&imand (adjusted for expected
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growth in these services) and the expected incsdadbese tariffs over the access
arrangement period.

Bringing the various revenue components togetherAER’s draft decision results in
a total revenue requirement over the access amageperiod of $345 million,
compared to $372 million proposed by APT Allgase Thain reasons for this
difference are the reductions required by the A&RRT Allgas’s proposed:

=  WACC for the access arrangement period
= opex for the access arrangement period
= tax allowance for the access arrangement period.

The total revenue requirement is smoothed and ¢t/ tariffs using the forecast
demand figures approved by the AER. The annuaheeequirements and annual
price changes (as indicated by the X factors) anensarised in table 8.2. The AER
accepts that the same X factors will apply to alume and demand customers, as
discussed in chapter 11.

2 APT Allgas,Access arrangement submissi@eptember 2010, pp. 152—153.
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Table 8.2:  AER’s conclusion on APT Allgas’s annualevenue requirement and
X factors ($m, nominaly’

2011-12 2012-13 2013-14 2014-15 2015-16

Return on capital 42.2 45.0 47.6 50.3 53.1
plus regulatory depreciatibn -1.8 15 1.4 2.1 2.4
plus operating and maintenance 18.8 19.5 20.4 21.3 21.8
plus corporate income tax 0 0 0 0 0
Total revenue 59.3 66.0 69.4 73.7 77.3
less forecast capital contributions 0.6 0.6 0.6 0.7 0.7
less ancillary services revenue 0.6 0.6 0.7 0.7 0.7
Total haulage services revenue 58.0 64.7 68.1 72.3 75.9
Smoothed haulage services revenue 57.4 62.7 67.8 A73 78.6
X factors®
Haulage reference services (%) -7.89 -4.00 -3.00 .00-3 -2.00
Ancillary service fees (%) 0 0 0 0 0
€) Numbers may not add due to rounding.
(b) Regulatory depreciation includes the negatimgredciation impact of inflation

on the capital base.
(c) Negative values for X indicate real price irases under the CPI-X formula.

The X factors indicate there will be real increagkabout 4.0 per cent per annum (on
average) in haulage reference service tariffs teaccess arrangement period.
There are no real price changes for ancillary ses/fees, which will be indexed by
the change in CPI each year.

8.5 Conclusion

The AER does not approve the annual revenue reqamts proposed by APT Allgas
as these do not comply with r. 76 of the NGR.

8.6 Required amendments

Before its access arrangement proposal can betad¢c&PT Allgas must make the
following amendment:

Amendment 8.1:make all amendments necessary in the access amang proposal
and access arrangement information in order torporate the values noted in
table 8.2 of this draft decision.
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9 Demand forecasts

Demand forecasts are used to calculate the refer¢axiffs and also influence
forecast capital and operating expenditure linkeahétwork growth.

The AER considers APT Allgas’s general approaattetmand forecasting is
reasonable.

However, the AER considers that two amendmenteesded in order for the
forecasts to be accepted. First, the forecast®hfme business customer numbers
should be adjusted to reflect lower levels of etgrbbusiness connections. Second,
residential consumption in the western region stidnd adjusted to account for
weather sensitive space heating demand.

The AER considers the forecasts for volume bustwegsmer numbers and
residential consumption in the western region stidod amended to the levels set out
in tables 9.3 and 9.5 respectively. This represargx per cent upward revision to
the total residential consumption forecast, aneéees per cent downward revision to
volume business customer numbers forecast ovexcttess arrangement period.

9.1 Introduction

This chapter sets out the AER’s consideration efghs demand forecasts submitted
by APT Allgas to apply over the access arrangermeriod.

9.2 Regulatory requirements

Rules 72(1)(a)(iii) and 72(1)(d) of the NGR provitkat the access arrangement
information for a full access arrangement propésah distribution pipeline must
include:

= usage of the pipeline over the earlier access geraent period showing, for a
distribution pipeline, minimum, maximum and averagenand, and customer
numbers in total and by tariff class

= to the extent that it is practicable, a forecagtipéline capacity and utilisation of
pipeline capacity over the access arrangementgarnd the basis on which the
forecast has been derived.

Rule 74(1) of the NGR provides that any informatiothe nature of a forecast or
estimate must be supported by a statement expdpih@basis of the forecast or
estimate.

Rule 74(2) of the NGR provides that a forecaststingate must be arrived at on a
reasonable basis and represent the best forecastimate possible in the
circumstances.

9.3 Access arrangement proposal

APT Allgas proposed to separate its customerstimdotariff classes. The volume
customer class (Tariff V) includes residential anghll business customers with
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annual consumption less than 10 TJ. The demandroestclass (Tariff D) includes
large business customers with annual consumptieater than 10 T3.

The following factors were identified by APT Allgas influencing gas demand over
the access arrangement perfod:

= performance of the Queensland economy

= dwelling and population growth

= more stringent building code improving the enerfiiciency of new dwellings
=  APT Allgas marketing programs

= government policy initiatives

= efficiency gains in gas appliances.

APT Allgas developed its residential and small bass customer numbers forecasts
based on the historical disconnection rate and iHguadustry Association (HIA)
long term outlook for new dwelling starts in Qudans|?

Average consumption is forecast by APT Allgas tolide over the access
arrangement period. This is driven by efficiencingan hot water heating and space
heating appliances, with the latter relevant tovilestern region due to cooler weather
conditions compared to other parts of the netlokeT Allgas estimated that the
overall impact of appliance upgrades on residentasumption is a reduction of

5128 GJ per year. It is stated that this is eqaivatio replacing 4000 storage hot water
heaters with instantaneous water heaters per anmiimeach replacement reducing
annual gas consumption from 10 GJ to 8.7 GJ (drdbper cent.

APT Allgas provided a detailed demand forecast rhiodespreadsheet to show how
the assumptions and inputs have been incorponatedhie forecasting model. The
actual and forecast customer numbers and consumipyitariff categories are
presented in table 9.1.

APT Allgas,Access arrangement submission, attachment 3.1 fayadast September 2010,
pp. 7-8.

APT Allgas,Access arrangement submissi®eptember 2010, pp. 24-29.

APT Allgas,Access arrangement submission, attachment 3.1 fayadast September 2010,
pp. 11-13.

APT Allgas,Access arrangement submission, attachment 3.1 fayadast September 2010,
pp. 14-19 and 26.

APT Allgas,Access arrangement submission, attachment 3.1 favadast September 2010,
p. 25.
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Table 9.1: APT Allgas historical and forecast demaah, 2006—07 to 2015-16

2006-07  2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 2015-16

(Actual) (Actual) (Actual) (Estimate) (Forecast) (Forecast) (Forecast) (Forecast) (Forecast) (Forecast)
Tariff V
'C\'J‘STobmeg of residential 68 076 71242 74 624 76 983 79420 2183 84 953 87 824 90 766 93 801
Residential customer 801 766 805 785 781 789 799 809 831 854
consumption - TJ
Numbers of small business 5580 5280 4860 4739 4870 5016 5166 5319 5477 5640
customer
Small business customer 2094 2154 2107 2015 2063 2119 2185 2253 2323 2395
consumption - TJ
Tariff D
Demand class customer 108 109 114 102 101 102 103 104 105 106
numbers
(DTeJ';‘a”d customer consumption 7,4 7679 7565 7666 6955 6970 6985 7000 7015 7030
Maximum daily quantity 34 473 35 087 37 282 37 319 34847  9mn 35 047 35147 35 247 35 347
(MDQ) - GJ/Day
Maximum hourly quantity 2592 2606 2988 2846 2703 2713 2723 2733 2743 2753

(MHQ) - GJ/Hour

Source: APT AllgasAccess arrangement submissiattachment 3.1, Load forecasaple 2-6, table 3-2, table3-4 and appendix C.
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9.4 Consultant review

The AER engaged ACIL Tasman Pty Ltd (ACIL Tasma®emand forecasting
consultants, to assess the reasonableness of ABdsAl proposed demand forecasts
(the ACIL Tasman repoft) This included an assessment of the actual demand
compared to forecasts in the earlier access amaegfeperiod.

ACIL Tasman considered the overall approach tocasgéng the various elements of
gas demand was systematic and supported by dgenefally good quality. ACIL
Tasman considered that the resultant demand fdsawase for the most part
reasonablé.

In its report, ACIL Tasman highlighted two areasanhthe demand forecasts could
be improved. In particular, ACIL Tasman recommentted®

= given the strong downward trend in volume busimessomer numbers over the
period 2006-07 to 2009-10, the proposed forecastttve access arrangement
period should be reduced to the level equal tattezage over the period 2006 to
2010 (5094 customers).

= where appropriate the methodology for forecastwvayage residential
consumption in the western region should be adjsteluding an assessment of
the potential impact of weather on observed redustin residential demand in
the western region.

9.5 AER’s consideration

9.5.1 Introduction

The AER considers that for the most part, the fasemethodology and the resultant
demand forecasts proposed by APT Allgas are reasanehe AER accepts that

APT Allgas’s residential customer numbers, MDQ 8MtdQ forecasts are

reasonable. However, the AER does not accept thymped residential consumption
forecast in the western region and the volume lessicustomer number forecast. The
amendments required for these aspects of the ftrexche accepted as the best
possible forecasts in the circumstances are disduassections 9.5.3 and 9.5.5.

9.5.2 Residential customer numbers

The AER considers APT Allgas’s forecasting methodglfor residential customer
numbers based on the HIA long term dwelling stimscast is reasonable given the
historical data shows reasonable correlation betweenbers of dwelling starts and
residential customer connectiohs.

ACIL TasmanReview of demand forecasts for APT Allgas for twess arrangement period
commencing 1 July 201December 2010.

" ACIL TasmanReview of demand forecasts for APT Allgascember 2010 p. 35.

8 ACIL TasmanReview of demand forecasts for APT Allgascember 2010 pp. 35-36. .
APT Allgas,Access arrangement submissiattachment 3.1, Load forecaSeptember 2010,
p. 13
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During the review, some data issues have beenifigeinind subsequently corrected
by APT Allgas for the forecast numbers of residantistomers® The updated
forecast is set out in table 92.

Table 9.2: APT Allgas updated residential customenumbers forecast

2011-12 2012-13 2013-14 2014-15 2015-16

APT Allgas updated forecast 82 355 85 261 88 240 2% 94 439

APT Allgas original forecast 82 153 84 953 87 824 90 766 93 801

Source: APT Allgas, Email to the AERPT Allgas Load Forecasts, attachment, 20101130 -
Demand Summary - CONFIDENTIAL (AERv3).88 November 2010.

The AER reviewed APT Allgas’s demand forecast mintigkpreadsheet, and is
satisfied that the forecasting methodology has loeerectly applied in the calculation
of the forecasts.

The AER found that the forecast growth in customenbers is broadly in line with
the dwelling growth projection released by the Qustend Office of Economic and
Statistical Research (OESK)and that the forecast is also in line with thedrisal
trend’® Given the link between numbers of dwellings arsidential customer
numbers, the AER considers APT Allgas’s residermiietomer numbers forecast is
reasonable.

9.5.3 Volume business customer numbers forecast

Based on ACIL Tasman’s regression analysis, the AB$trves that APT Allgas’s
volume business customer numbers forecast showesseof the historical trend
over the last four years as presented in figuré®.1

10 APT Allgas, Email to the AERRE: AER.APT.12 plus ACIL Tasman questit November 2010.

1 APT Allgas, Email to the AERRE: AER.APT.12 plus ACIL Tasman questit November 2010.
APT Allgas, Email to the AERAPT Allgas Load Forecast80 November 2010.

12 OESRHousehold projections by household type by red?606 to 20312008, viewed at
http://www.oesr.gld.gov.au/products/tables/housetmrbj-household-type-region/index.php
Household and dwelling projections Queensland lgmlernment area®008, viewed at
http://www.oesr.gld.gov.au/products/publications/behold-dwel-proj-gld-lga/index.php

13 See, ACIL TasmarReview of demand forecasts for APT Allgascember 2010, pp. 19—20.

14 ACIL TasmanReview of demand forecasts for APT Allgascember 2010, pp. 20-21.
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Figure 9.1: APT Allgas historical and forecast volme business customer numbers
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Source: ACIL TasmarReview of demand forecasts for APT Allgascember 2010,
p 20.

In response to a question from the AER regardiegsthnificant increase in forecast
numbers of volume business customers, APT Allgsgareded that:

While APT Allgas remains of the view that it is seaable to forecast a per
capita proportion of Volume business customersdi@mple, hairdressers,
dry cleaners, food outlets, etc), it is possibk the proportion of Volume
business customers may not be completely corretatessidential growth

(for example, plastics fabricators, panel beatty, Considering in
conjunction with the observed reduction in Volunusipess customers, it
would be reasonable to reduce the number of nemdéss customers forecast
to connect to the network over the forecast period.

The AER accepts that the arguments put forward By Allgas have some merit.
However, in the absence of detailed supportingrmédion, the AER considers it is
reasonable to take a cautious approach. Based tin Pe@man’s advice® the AER
adjusted the new volume business customer connefctiecast to reflect a steady
increase in total numbers of customers to the legahl to the average over the
period 2006 to 2010 (5094 customers) for the acagasgement period. The AER’s
draft decision on forecast volume business custometbers is set out in table 9.3.

Table 9.3: Volume business customer numbers foredas

2011-12 2012-13 2013-14 2014-15 2015-16

Volume business customer
numbers — APT Allgas 5026 5182 5341 5505 5674
Volume business customer

numbers — AER 4857 4917 4976 5035 5094

Source: APT Allgas, Email to the AERPT Allgas Load Forecasts, attachment, 20101130 -
Demand Summary - CONFIDENTIAL (AERv3).88 November 2010.

5 ACIL TasmanReview of demand forecasts for APT Allgascember 2010, p. 35.
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9.5.4 Demand customer (Tariff D) numbers forecast

The AER observes that APT Allgas forecast a nat gabne additional Tariff D
customer per year for the access arrangement peviodh is in line with the
historical trend®

The AER acknowledges that large new demand cussomiértypically approach gas
network providers at the planning stage of a ptd@eascertain the cost and the
availability of gas at a particular site. The AERJerstands that APT Allgas has not
currently received any inquiries for large load mections for the access arrangement
period’ In the absence of such evidence, the AER acceatAPT Allgas's demand
customer numbers forecast, developed based onstogital trend, is reasonable.

9.5.5 Residential customer consumption forecast

Forecasts of average or per customer consumpomhiced with customer numbers,
are the basis on which residential gas consumjti@tasts are calculated. The AER
observes that total residential consumption isdaseto grow on average by

1.4 per cent per year over the period 2010-11 16206. The forecast growth is
predominantly driven by 3.5 per cent annual gromtbustomer numbers, partially
balanced out by a 2 per cent decline in averagsuroption per year

As noted in section 9.3, the decline in averagesgomption for the central and the
southern regions is linked to the expected sanngnsumption from replacement of
storage gas hot water heaters with more energyiaitisystems. The AER accepts
that the adjustments are reasonable for the fotigweasons:

= the assumed annual replacement rate of 4000 stbhodgeater heaters with more
energy efficient instantaneous systems appearsimabie based on analysis of
household hot water heating energy use data relénstne ABS®, and
Equipment Energy Efficiency Committee analysis lom @average life of gas hot
water heatefS

= the assumed energy efficiency gain of 13 per gem feplacement of a storage
hot water heater with an instantaneous gas hotrwatger is broadly in line with
the expected improvement in energy efficiency stting of appliances from 3.5
to 5 stars! This assumption appears reasonable given thev@zsanprovements
in star ratings for water heaters certified in reggears compared to systems

6 ACIL TasmanReview of demand forecasts for APT Allgascember 2010, pp. 29-31.

1 APT Allgas, Email to the AERRE: AER.APT.12 plus ACIL Tasman questjons

18 November 2010.

APT Allgas,Access arrangement submission, attachment 3.1 fayadast September 2010,

pp. 22 and 33.

ABS, catalogue number 4602.®ueensland Water and Energy Use and Conservation
October 2009.

Equipment Energy Efficiency CommitteRegulatory impact statement — Proposal to introdaice
Minimum Energy Performance Standard for Gas Wateatdrs October 2009, p. 17.
Calculated based on the methodology outlinedguifinent Energy Efficiency Committee,
Regulatory impact statement — Proposal to introdaddinimum Energy Performance Standard
for Gas Water Heater€ctober 2009, pp. 6-7.

18

19

20

21
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certified in 1990s and early 2000s as illustratefigure 9.2%? In coming to this
view, the AER has also considered the expectedygrsaving from hot water
conservation, and the replacement of conventiooaiater heating systems with
solar boosted systems.

Figure 9.2: Energy efficiency star ratings for a skected list of the gas hot water heaters
by type and date of certification
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Source: Equipment Energy Efficiency CommittRegulatory impact statement —
Proposal to introduce a Minimum Energy Performaftendard for Gas Water
Heaters October 2009, p. 6.

While the AER accepts APT Allgas’s consumption éargs for the central and
southern regions, the AER does not accept thedstewerage consumption in the
western region. Based on a projection of the relsmbrical trend, APT Allgas
forecast residential customer average consumpti¢imei western region (Toowoomba
and Oakey) to decline over the access arrangeneeioddo a level similar to the
central and southern regions as presented in fi@®% The AER considers the
magnitude of the decline projected by APT Allgasvsrstated, as the reduction of
market share and appliance efficiency gains angelglto completely eliminate

space heating loads in the region.

22 Higher star rating indicates higher energy edficiy. Equipment Energy Efficiency Committee,

Regulatory impact statement — Proposal to introdaddinimum Energy Performance Standard
for Gas Water Heater€ctober 2009, p. 6.

% APT Allgas, Email to the AERRE: AER.APT.12 plus ACIL Tasman questions, attachm
20101117 Response to ACIL Tasman load forecastegupdf 18 November 2010.
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Figure 9.3: Average residential consumption by regin — GJ/year
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Source: APT Allgas, Email to the AERPT Allgas Load Forecasts, attachment,
20101130 -Demand Summary - CONFIDENTIAL (AERv3).xls
30 November 2010 (confidential).

APT Allgas based its forecast on raw consumptidafarhe AER expects weather
conditions to have a material impact on gas consiomn the western region.
Table 9.4 and figure 9.4 demonstrate the stron@thegcorrelation (-0.98) between
average annual minimum temperature and the difteréetween average
consumption in the western and other regions of ARJas’s network.

Figure 9.4: Average annual minimum temperature andlifference in average
consumption per residential customer between westerand other regions

6.00 T T 13.20

=+ 13.00
5.00 +

T 12.80
4.00 +

T 12.60

Degree

T 12.40

2.00 +

T 12.20

T 12.00

0.00 + + + 11.80
2006-07 2007-08 2008-09 2009-10

FY

‘+ Difference in average consumption —€— Financial year average minimum temperature ‘

Source: APT AllgaEmail to the AERAPT Allgas Load Forecasts, attachment,
20101130 -Demand Summary - CONFIDENTIAL (AERv33dsNovember
2010 (confidential); and Bureau of Meteorology, iy minimum
temperature data viewed [tp://www.bom.gov.au/climate/data/

2 APT Allgas, Email to the AERRE: AER.APT.12 plus ACIL Tasman questions, attaohme
20101117 Response to ACIL Tasman load forecastesupdf,18 November 2010.
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Table 9.4: Average annual minimum temperature and @erage consumption per
residential customer by region

Average
Average consumption Difference in Average
consumption (Central, average minimum
(Western region) Southern consumption — temperature -
— Gllyear regions) — Gllyear Degrees
Gllyear
2006-07 15.44 10.84 4.60 12.61
2007-08 14.87 9.75 5.12 12.24
2008-09 14.33 9.93 4.40 12.55
2009-10 13.07 9.52 3.55 13.01

Source APT Allgas, Email to the AERPT Allgas Load Forecasts, attachment,
20101130 -Demand Summary - CONFIDENTIAL (AERv3).xls
30 November 2010 (confidential); and Bureau of Medogy, monthly
minimum temperature data viewedhdtp://www.bom.gov.au/climate/data/

Based on its analysis, the AER has adjusted theuroption forecast for the western
region to the level presented in table 9.5, deriveidg weather normalised historical
consumption data.

Table 9.5: Residential consumption forecasts — wesh region

2011-12 2012-13 2013-14 2014-15 2015-16

Total consumption (Western) =TJ— 173, 1644 1551 146.8 148.2
APT Allgas proposal
Weather normalised total consumption

(Western) — TJ — AER draft decision 204.9 205.8 206.8 207.8 208.9

Source: APT Allgas, Email to the AERPT Allgas Load Forecasts, attachment,
20101130 -Demand Summary - CONFIDENTIAL (AERv3).xls
30 November 2010 (confidential).
Weather normalised annual average consumptioma&sd by the AER.
Weather normalised total consumption calculatetheyAER using
APT Allgas’ demand forecast mod20101130 -Demand Summary -
CONFIDENTIAL (AERv3).xls

The AER considers that the proposed total resideodinsumption should be revised
upward to the level set out in table 9.6 to accdontveather sensitive space heating
demand in the western region. The AER considersetised forecast derived on this
basis represents the best forecast possible iirtwemstances. Figure 9.5 compares
the consumption forecast for residential custorasrproposed by APT Allgas and
approved by the AER.
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Table 9.6: Residential consumption forecasts

2011-12  2012-13 2013-14 2014-15 2015-16

APT Allgas proposal - TJ 789 799 809 831 854

AER draft decision - TJ 824 846 868 891 914

Source: APT Allgas, Email to the AERPT Allgas Load Forecasts, attachment,
20101130 -Demand Summary - CONFIDENTIAL (AERv3).xls
30 November 2010 (confidential).

Figure 9.5 APT Allgas proposal and AER draft deci®n residential consumption
forecasts
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Source: APT Allgas, Email to the AERPT Allgas Load Forecasts, attachment,
20101130 -Demand Summary - CONFIDENTIAL (AERv3).xls
30 November 2010 (confidential).

9.5.6 Volume business customer consumption forecast

Based on ACIL Tasman’s regression analysis, the Ag$trves that the proposed
volume business customer consumption forecasteamepted in figure 9.6 lies above
the historical trend.
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Figure 9.6 Actual and forecast volume business gasnsumption — GJ
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Source: ACIL TasmarReview of demand forecasts for APT Allgascember 2010,
p. 28.

In light of potential improvements in the Queendl@sonomy as evident from the
GSP forecasts from a number of sources as presentaiole 9.7, the AER accepts
that a corresponding increase in business actwatiel therefore volume business gas
consumption does not appear unreasonable.

Table 9.7: Queensland GSP forecasts from various w@es

BIS KPMG Access ABS
Shrapnel Econtech  Economics
Average growth o
2005-06 to 2009-10 3.1%
Average growth 4.1% 4.3% 4.4%

2010-11 to 2015-16

Source: ABS, cat 5220Australian National Accounts: State Accounts, Qs&aTd;
Gross state product: Chain volume measures
BIS ShrapnelReal Cost Escalation Forecasts to 2015/16 — Quaedsind
South AustraliaAugust 2010, p. 12.
KPMG EcontechANSIO report December 2010, p. 108.
Access Economic$;orecast growth in labour costs: Queensland andti®ou
Australia, December 2010, p. 10.

9.5.7 Demand customer MDQ and MHQ forecast

Demand customers are billed based on their demapatty measured by MHQ and
MDQ instead of actual consumption. The AER obsetlias APT Allgas’s MHQ
forecast is statistically consistent with the histal trend” while the MDQ forecast
as presented in figure 9.7 shows a step decli@@10-11, reflecting the loss of two
large customers.

% ACIL TasmanReview of demand forecasts for APT Allgascember 2010, pp. 34-35.

117



Figure 9.7: Demand customer MDQ forecast — GJ
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Source: ACIL TasmarReview of demand forecasts for APT Allgascember 2010,
p. 34.

Based on ACIL Tasman’s advice, and given ther@iexpected increase in large
demand customer numbers as noted in section & MAER considers APT Allgas’s
MDQ and MHQ forecasts are reasonable and repreentsest forecasts possible in
the circumstances.

9.5.8 Minimum, maximum and average demand

Rule 72(1)(a)(iii) of the NGR requires that the e&x arrangement information for a
distribution pipeline must include minimum, maximamd average demand for the
earlier access arrangement. The AER considersatiaepdovided by APT Allgas in its
access arrangement information, and reproduceable 8.8 below, meets the
requirement of r. 72(1)(a)(iii) of the NGR.

Table 9.8: Minimum, maximum and average demand 20096 to 2010-11 (TJ per day)

2005-06 2006-07 2007-08 2008-09 2009-10 2010-11

Actual Actual Actual Actual Actual  Estimate
Minimum demand — TJ/day 11.83 12.28 12.77 14.38 243. 12.14
Maximum demand — TJ/day 36.52 42.29 42.15 41.72 1%40. 38.52
Average demand — TJ/day 27.48 29.60 30.22 29.87 1230. 27.99

Source: APT AllgasAccess arrangement informatiddeptember 2010, p. 5.

9.5.9 Forecast pipeline capacity and utilisation

Rule 72(1)(a)(iii) of the NGR requires that, to #wdent practicable, the access
arrangement information should include forecaselone capacity and utilisation of
pipeline capacity over the access arrangementgeFize AER considers the data

% APT Allgas Access arrangement informatjd®eptember 2010, p. 5.
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provided by APT Allgas in its access arrangemeifarmation, reproduced in
table 9.9 below, meets the requirement of r. 72aj1i){) of the NGR.

Table 9.9: Forecast pipeline capacity and utilisatin

2010-11 2011-12 2012-13 2013-14 2014-15 2015-16

Pipeline capacity (TJ per day) 52.44 53.86 54.40 944 59.06 59.65

Utilisation of pipeline capacity (%) 73.5% 71.8% .8% 71.7% 67.3% 67.1%

Source: APT AllgasAccess arrangement informatioBeptember 2010, p. 12.

9.6 Conclusion

Based on ACIL Tasman’s advice and its own assessthenAER accepts that

APT Allgas’s demand forecasts for residential costes in the central and southern
regions and Tariff D customers are reasonable epietsent the best forecasts
possible in the circumstances. For the reasonsigbed in sections 9.5.3 and 9.5.5,
the AER adjusted the small business customer nigvibercast, and residential
consumption forecast for the western region tdekiels set out in tables 9.3 and 9.5
respectively.

The AER does not approve APT Allgas’s proposed daehfiarecasts as they do not
meet the requirements of r. 74 of the NGR.

Overall, the AER’s amendments to the proposed ddrf@ecast will lower the X-
factor by 0.14 per cent on average over the aareasgement period. In other words,
the maximum allowed increase in weighted averagepior all customers is
reduced by approximately 0.14 per cent on averagetbe access arrangement
period.

9.7 Required amendments

Before the proposed access arrangement submissnomecaccepted, APT Allgas
must make the following amendments

Amendment 9.1:amend the access arrangement information to desdtke 4.1 and
replace it with the following table:

Table 9.10: AER draft decision on APT Allgas’s demad forecasts

2011-12 2012-13 2013-14 2014-15 2015-16

Volume class customer numbers 87 213 90178 93 21896 327 99 533
Demand class customer numbers 102 103 104 105 106
Volume class consumption — TJ 2945 3036 3129 3225 3233
Demand class consumption — TJ 6970 6985 7000 7015 0307
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10 Reference tariffs

An access arrangement is required to set out hegereice provider intends to charge
for reference services. The NGR requires that #sesbfor setting reference tariffs be
explained. This is done by defining the tariff sesand comparing the revenue to be
raised by each reference tariff with the cost ailing each individual reference
service.

APT Allgas has proposed the same tariffs it offeneitie earlier access arrangement,
including a volume tariff, 10 demand tariffs acrdssr regions, and tariffs for three
ancillary services. APT Allgas also provided a rargf information in support of its
proposed tariffs in order to meet NGR requiremeifitsut the formulation of
reference tariffs.

The AER considers that the tariffs proposed by ARJas meet many requirements
of the NGR. However, the AER considers that APJaslhas not adequately
supported its proposal to categorise volume andatehtustomers based on their
maximum demand. The AER also considers that ARasAtlid not adequately
separate the allocation of revenue between referesecvices and other services. In
addition, APT Allgas did not include ancillary se®s in its demonstration of
transaction costs and customer responses, andriamgnarginal costs. Finally, the
AER considers that APT Allgas did not provide sigfit information to support the
prudent discounts it proposed for four customers.

In revising its reference tariffs to address mattier this chapter, APT Allgas is

required to incorporate the various amendments meglby the AER in other
chapters of this draft decision.

10.1 Introduction

This chapter sets out the AER’s consideration of MHgas’s tariff proposals about
the structure of tariffs and allocation of revenaher than the level of tariffs against
the requirements of the NGR. APT Allgas’s accessngiement proposal addressed
the key aspects of its proposed tariff structureluding:

= the number of tariff classes, tariffs, and chargpagameters

= the share of total revenue to be recovered frorh &adf class

= the cost-reflectiveness of tariffs and chargingapsaters.

10.2 Regulatory requirements
With respect to reference tariffs, the NGR requA€3 Allgas to:

= specify the tariffs for each reference servicd®(1)(d)(i) and (ii))

= demonstrate that total revenue is allocated betwefenence and other services
on the basis of costs allocated according to gepanciples (r. 93(1) and (2))
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= divide reference service customers into tariff séss(r. 94(1)) that are
economically efficient and avoid unnecessary tretisa costs (r. 94(2))

= describe the proposed approach to the settingiféfstancluding the method used
to allocate costs, and demonstrate the relatiortsttyween tariffs and costs and
provide a description of any applicable pricingpiples (r. 72(1)()))

= demonstrate that revenue expected from each téad6 is within certain lower
and upper thresholds (r. 94(3))

= demonstrate that each tariff and its charging patara must take into account
long run marginal costs, transaction costs andoust responses to price signals
(r. 94(4))

= demonstrate that prudent discounts offered to ocusts are necessary for
competition or efficiency reasons and that thid kikely lead to lower tariffs for
other customers (r. 96).

10.3 Access arrangement proposal

APT Allgas’s tariff proposals are described in &ab0.1. In summary, APT Allgas
proposed a volume tariff, 10 demand tariffs acfoss regions, and three ancillary
services. The tariff classes proposed APT Allgasatly reflect the reference services
it proposed, as discussed in chapter 2 of thig deafision.

APT Allgas’s general approach to tariffs in its @es arrangement proposal is
unchanged from the earlier access arrangementifispkyg, APT Allgas retained the
same tariff classes, number of tariffs in eacHftalass, and tariff parameters for each
tariff. The thresholds at which different consuroptcharges apply also remain
unchanged.

Table 10.1: APT Allgas’s proposed tariff classesariffs and tariff parameters

Tariff classes Tariffs Tariff parameters

Volume services Volume tariff Fixed standing charge
Stepped variable consumption
charge

Demand services Demand tariffs for: Fixed standing charge (based on

. customer’s demand
Brisbane — 3 zones )

Toowoomba — 2 zones Stepped variable demand charge
Oakey — 2 zones

South Coast — 3 zones

Ancillary services Inlet disconnection Fixed charge
Inlet reconnection

Special meter read

Source: APT AllgasAccess arrangement submissi@eptember 2010, pp. 146-147.
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While the tariff structures proposed by APT Alldes/e not changed, the relative
magnitude of tariff parameters has changed frone#nker access arrangement
period. Specifically, APT Allgas has slightly reldwaced charges, with more revenue
to be recovered by fixed base charges and lowdesfetonsumption and demand. In
addition, APT Allgas proposed significantly lowercdlary services tariffs than those
in the earlier access arrangement. Also, APT Aljgaposed categorising customers
as volume or demand customers based on their cqutgsumand maximum demand
Ievels,las opposed to just their consumption lewelke earlier access arrangement
period:

APT Allgas proposed to base its reference seragég on the cost allocation
method used in the earlier access arrangementpéuib the access arrangement
proposal omitted ancillary services and capitatiibations? APT Allgas’s proposall
did not include any information regarding the nelaship between costs and tariffs.

Table 10.2: APT Allgas expected revenue compared svoidable and stand alone costs
for volume and demand tariff classes, 2011-12 ($mominal)

Avoidable cost Expected revenue Stand alone cost
Demand class 0.3 17.3 23.6
Volume class 351 41.4 58.4

Source: APT AllgasAccess arrangement submissi&@eptember 2010, p. 150.

10.4 Submissions
A submission was received from AGL.

AGL noted APT Allgas’s proposal to categorise costes as volume or demand
customers based on their consumption and demaegt$)enstead of just their
consumption levels, as in the earlier access aerapgt period. AGL cited concerns
with the new definitions of volume and demand comss proposed by APT Allgas
and stated they were not in the interests of nétweers and end-use consunters.

AGL also stated it was unclear whether a speciaénread fee was to be applied per
site visit or applied per meter read at the presaed requested that APT Allgas
specify the circumstances under which the feelwelbpplied.

10.5 AER’s considerations

The following outlines the AER’s consideration oPA Allgas’s proposal for its
compliance with the NGR. The AER has identifiedsthelements of APT Allgas’s
proposal that meet the NGR requirements and tHeseeats that require amendment
in order to sufficiently demonstrate that certainft characteristics comply with the
NGR. In addition, the AER has identified that tereed to be recalculated to reflect
the adjustments made to revenue and demand, asskstin chapters 8 and 9.

APT Allgas,Access arrangement submissi@eptember 2010, table 9-2, p. 146.
APT Allgas,Access arrangement submissi@eptember 2010, pp. 147-148.
AGL, APT Allgas’s access arrangement submissidovember 2010, p. 2.

AGL, APT Allgas’s access arrangement submissidovember 2010, p. 3.
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10.5.1 Tariff classes and tariffs

APT Allgas has proposed to divide customers foraterence services into the same
reference tariff classes used in the earlier aceeasgement period. The AER
considers that this is in accordance with the memoents of r. 48(1)(d)(i) and r. 94(1)
of the NGR to specify tariff classes.

APT Allgas considered a range of factors that tBRAconsiders relevant to the
economic efficiency of providing reference serviees the associated transaction
costs, including for example:

= bases for grouping customers, such as consumgpaitberps and quantities,
connection and meter types, and location

= customers’ impact on pipeline costs

= customers’ response to price sigrrals.

It is clear from APT Allgas’s access arrangemefadrimation and access arrangement
submission that tariff classes (and tariffs) wesgaedoped with some regard to
economic efficiency and transaction costs.

However, the AER notes that APT Allgas did not pdevthe reasons for its proposal
to categorise customers as volume or demand custdiased on their demand levels
in addition to their consumption levels as in thdier access arrangement. As a
result, it is unclear whether APT Allgas had regaréconomic efficiency and
transaction costs in proposing the new basis ftagoaising volume and demand
customers. On this basis the AER considers thattiifé classes proposed by

APT Allgas do not meet the requirements of r. 94f2he NGR.

10.5.2 Allocation of total revenue and costs to tar iff classes

The NGR includes requirements at two levels of nexeeand cost allocation — the first
between reference services and non-reference e€raitd the second between
reference servicés.

10.5.2.1 Allocation of revenue and costs between referencersices and other services

APT Allgas stated that its cost allocation approacsures that the revenue derived
from the application of the reference tariffs imiabto the total revenueHowever, in

a confidential attachment, APT Allgas indicated @ssets associated with negotiated
services are included in APT Allgas’s regulateceabsise and that the revenue
received for the negotiated services is includediRT Allgas’s total revenu®,

APT Allgas did not demonstrate how much revenwexgected to be recovered from
negotiated services and how it relates to the adqisoviding the negotiated services,
as required by r. 93(1) of the NGR. In additionjl&PT Allgas described cost

APT Allgas,Access arrangement submissi@eptember 2010, pp. 144-147.

APT Allgas,Access arrangement informatic®eptember 2010, pp. 23—-24.

NGR, r. 93.

NGR, r. 72(1)(j)(i).

APT Allgas,Access arrangement submissi@eptember 2010, p. 148.

APT Allgas,Access arrangement submissi@eptember 2010, confidential attachment 9.1, p. 6

© O N o O
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allocation between reference services (as discusssttion 10.5.2.2), it did not
describe cost allocation between reference and s#reices (including negotiated
services), as required by r. 93(2) of the NGR.tRese reasons, the AER considers
that APT Allgas has not adequately addressed N@&neaments on how total
revenue is allocated between reference and othacss.

10.5.2.2 Allocation of revenue and costs between referenservices

APT Allgas proposed to base its reference seragég on the cost allocation

method used in the earlier access arrangementpéoigether with uniform

escalation of tariffs for all tariff classéSIn its proposal, APT Allgas stated that it
took this approach because its network configunadiod customer profile was largely
the same as when the cost allocation process whstaken for the earlier access
arrangement’ The AER considers that APT Allgas’s descriptiorttaf cost

allocation process used to calculate tariffs iqadée, but that it omits two elements —
ancillary services and capital contributions:

= ancillary services are reference services andfitrerenust be included in
APT Allgas’s response to r. 72(1)(j)(i) of the NGR

= capital contributions are deducted from APT Allgasital revenue requirement
(along with ancillary services revenue) in ordedé&bermine revenue to be
recovered from volume and demand tariffé\s a result, capital contributions
need to be addressed to provide an accurate acobtn@ basis of reference
tariffs as required by r. 72(1)(j)(i).

APT Allgas did not include any information that demstrated the relationship
between costs and tariffs, as required under 4.){2() of the NGR. In its revised
access arrangement proposal, APT Allgas shoulddecancillary services and
capital contributions. APT Allgas should also addranconsistent information about
tariffs and costs for demand customers that itiplexvto show that tariff revenue is
below stand alone costs. Specifically, APT Allgtexd that demand customers’
tariffs were based on group stand alone cisttowever, APT Allgas’s estimate of
group stand alone costs for demand customers (#2dmhis significantly higher
than the tariff revenue APT Allgas expects from dachcustomers ($17 milliorj.
The AER considers that APT Allgas could demonstitagerelationship between costs
and tariffs by quantifying the step-by-step cokicdtion process for calculating
tariffs that it provided in its access arrangensiitmission (amended to include
ancillary services and capital contributions). R expects this demonstration will
explain why ancillary service tariffs proposed by RAllgas for 2010-11 are to fall
so much relative to the earlier access arrangepesiad.

APT Allgas included its discussion of the basist#uiffs, including cost allocation, in
its access arrangement submission. Rule 72(1){HeoNGR requires that this
material be included in APT Allgas’s access arramgt information. The AER

11
12
13
14
15

APT Allgas,Access arrangement submissi@eptember 2010, pp. 147-148.
APT Allgas,Access arrangement submissi@eptember 2010, p. 148.
APT Allgas,Access arrangement submissi@eptember 2010, p. 148.
APT Allgas,Access arrangement submissi@eptember 2010, p. 147.
APT Allgas,Access arrangement submissi@eptember 2010, p. 150.
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considers that the access arrangement informatibnav be acceptable unless it
includes all discussion of the basis for tariffguieed under r. 72 of the NGR,
including cost allocation and the demonstratiothefrelationship between costs and
tariffs.

10.5.3 Tariff class revenues and parameters

Rule 94 of the NGR imposes limits on the revenag tlan be recovered for each
reference tariff class and includes requiremenéeé to the nature of tariffs and
tariff parameters.

10.5.3.1 Tariff class revenue limits

For each tariff class, r. 94(3) of the NGR requites tariff revenue lie between the
stand alone cost of supplying customers and thelable cost of not supplying them.
The AER has reviewed APT Allgas’s definitions obalable and stand alone costs
for volume and demand tariff classes and consithengsare acceptable for assessing
APT Allgas’s compliance with the NGR for these ffatlasses. APT Allgas’s
estimates of avoidable and stand alone costsvelttiexpected revenue for volume
and demand tariff classes are shown in table 10.2.

Compared to the earlier access arrangement, tiffs ®&IPT Allgas proposed included
slightly re-balanced charges, with a greater sharevenue to be recovered from
fixed base charges and low levels of consumptiahdmmand. This re-balancing is
permissible under the revenue limits imposed aff tdasses under the NGR. As
shown in table 10.2, the revenue APT Allgas expectecover from volume and
demand customers lies well within the broad rarfgevoidable and stand alone costs
for each tariff class. However, as discussed iti@@d0.5.2.2, APT Allgas provided
inconsistent information about the relationshipAesn expected revenue and stand
alone costs for demand customers. This inconsigtenses doubt about the accuracy
of the estimates presented in table 10.2. APT Aligaequired to address this
inconsistency in its revised access arrangememission in order for the AER to
assess compliance with r. 94(3).

10.5.3.2 Tariffs and charging parameters

The NGR requires that each tariff and its chargiagameters must take into account
to long run marginal costs, and must be determitaethg regard to transaction costs
and customer responses to price sigHaiss discussed in section 10.5.1, the AER
considers that APT Allgas has not adequately addesequirements on transaction
costs in proposing to categorise customers as \@hhmiemand customers based on
their maximum demand levels. Aside from this isshe, AER considers that

APT Allgas’s formulation of tariff classésshows adequate consideration of
transaction costs and customer responses for vaduntheélemand services but not for
ancillary services. This is because ancillary smyiwere not included in

1% NGR, r. 94(4).
17 See section 10.5.1.
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APT Allgas’s discussion of transaction cd8&snd customer responses were not
included in the discussion of ancillary servicgs.

The AER also considers that APT Allgas appropnaeseicounted for long run
marginal costs in constructing volume tariffs, dechéariffs and volume tariff
parameters, based on its review of section 9.8ehtcess arrangement submission,
which includes LRMC estimates for residential aethdnd customers. However,
APT Allgas did not address how tariffs for ancylaervices and charging parameters
for demand tariffs take account of long run marbouwsts. APT Allgas is therefore
required to address these omissions in its re\asedss arrangement proposal.

10.5.4 Prudent discounts

APT Allgas proposed prudent discounts for fourtsfdemand customef$The
Queensland Competition Authority approved prudéstalints for the same four
customers in its 2001 and 2006 decisions on APga&lk access arrangemefitShe
AER reviewed the confidential information provideg APT Allgas against the
requirements for approving prudent discounts und@g of the NGR. Based on this
review, the AER is satisfied that:

= each discount is in response to the potential lsypBAPT Allgas’s network in
favour of another pipeline service provider or gryesource (r. 96(2)(i))

= each discount is likely to lead to reference taiiiféing lower than otherwise
because the revenue from the discounted tariffeedsthe variable costs of
servicing the customer. As a result, each custeamiecontribute to APT Allgas’s
fixed costs (r. 96(2)(b)).

10.5.5 Other considerations

The AER notes that APT Allgas uses a ‘seasonadityol’ to calculate maximum

daily quantity (MDQ) for demand customers withauterval meter$® APT Allgas
proposed to increase this factor from 1.1 in théie¥aaccess arrangement to 1.3 in the
access arrangement proposal. APT Allgas indicdiaovery few customers’ MDQ

will be calculated using a seasonality factor (acbone each yeafj.APT Allgas
indicated that the factor was increased from 1L 3ao better reflect the overall
network load factof? Based on the information provided by APT Allgde AER is
satisfied that the proposed adjustment to the sadispfactor is appropriate.

10.6 Conclusion

The AER considers that the tariffs proposed by AH@as meet many of the
requirements of the NGR, including r. 48(1)(d)(i)94(1), r. 96(2)(i) and r. 96(2)(b).

18
19
20

APT Allgas,Access arrangement submissi@eptember 2010, p. 146.

APT Allgas,Access arrangement submissi@eptember 2010, p. 152.

APT Allgas,Access arrangement submissi@eptember 2010, Attachment 9.1, Prudent discounts
(confidential).

QCA, Final Decision, Revised Access Arrangement for Biatibution Networks: Allgas Energy
May 2006, pp. 114-115.

APT Allgas,Access arrangement proposappendix B, see footnotes to tables 2 — 5.

2 APT Allgas,Email response to AER question AER.AP;T280ctober 2010.

2 APT Allgas,Email response to AER question AER.AP;T280ctober 2010.
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However, the AER proposes not to approve the falgvaspects of APT Allgas’s
access arrangement proposal, as they do not comighiyne NGR and requires
APT Allgas to make the amendments set out in sedi@7.

= all reference tariffs—all reference tariffs requarmendment to reflect
amendments to total revenue and demand set obapters 8 and 9

= definitions of demand and volume customers basezbosumption and
demand—APT Allgas’s access arrangement proposal miatecomply with
r. 94(2) of the NGR

= allocation of revenues and costs to reference #met services—APT Allgas’s
access arrangement does not comply with r. 93(dPa&(2) of the NGR

= allocation of revenue and costs between tariffsdas—APT Allgas’s access
arrangement proposal does not comply with r. 7P(1))6f the NGR

= other factors influencing tariffs and charging paesers—APT Allgas’s access
arrangement proposal does not comply with r. 9d{4he NGR.

10.7 Required amendments

Before the access arrangement proposal can bevaguhr@PT Allgas must make the

following amendments.
Amendment 10.1:amend the access arrangement information to:
® include all discussion of the basis for tariffsuggd under r. 72 of the NGR

® include discussion of ancillary services and capatributions in the cost
allocation description

= demonstrate the relationship between costs arféstancluding for ancillary
services, and to address the treatment of capitdfibutions.

Amendment 10.2:amend the access arrangement submission to

= demonstrate that APT Allgas has had regard to enanefficiency and

transaction costs in proposing the new basis ftegoaising volume and demand

customers

= demonstrate that revenue is allocated betweerergferand other services in the

ratio in which costs are allocated between refexemd other services

= demonstrate that costs are allocated between nefe@nd other services
according to r. 93(2) of the NGR

= clarify the relationship between expected revemestand alone costs for
demand customers
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® include consideration of transaction costs andotast responses for ancillary
services

= address how tariffs and charging parameters foratheintariffs take account of
long run marginal costs.

Amendment 10.3:amend the access arrangement proposal to:

= exclude all references to MDQ as a basis for caisigg customers as volume or
demand customers.
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11 Tariff variation mechanism

An access arrangement is required to set out hoiffganay be varied during the
access arrangement period. APT Allgas has propadediff variation mechanism that
allows tariffs to be adjusted by inflation and, wapplicable, an ‘X’ factor each year.
In addition, APT Allgas has proposed a mechanisnadjusting tariffs in the event of
an approved cost pass through.

The purpose of the tariff variation mechanism mmpagst other things, to permit the
building block revenues to be recovered over tleess arrangement period smoothly
and to take account of actual inflation.

The AER does not propose to approve the tariffatimm mechanism proposed by
APT Allgas as it does not properly constitute aghited average price path as the
formula it has used is not appropriate. The AERstbers that APT Allgas’s tariff
variation mechanism does not comply with r. 92¢2Zhe NGR as the initial reference
tariffs from reference services and ‘X’ factors o amended to reflect the changes
to the forecast total revenue identified in otheapters of this draft decision.

The AER has accepted the inclusion of a cost p@sagh mechanism. However, the
AER does not accept APT Allgas’s proposed genesdlgass through event and
considers that cost pass through should only beniged where the costs of an event
exceed a materiality threshold of one per cennwdathed revenue.

11.1 Introduction

This chapter sets out the AER’s consideration of Aflgas’s tariff variation
mechanism. The purpose of the tariff variation na@tém is to permit tariffs to be
adjusted during the access arrangement periodeTddgastments are to account for
actual inflation whilst maintaining the proportiohrevenue to be recovered from
different reference services. The mechanism alsoramodates other tariff
adjustments that may be required, such as for proaed cost pass through event. The
tariff variation mechanism also sets administrapuecedures for the approval of any
proposed changes to tariffs.

11.2 Regulatory requirements

Rule 72(1)(k) of the NGR requires that the accesshgement information for a full
access arrangement proposal must include the sgsxawider’s rationale for any
proposed reference tariff variation mechanism.

Rule 92(1) of the NGR requires that a full accessrgement must include a
mechanism for variation of a reference tariff othex course of an access arrangement
period. Rule 92(2) of the NGR provides that therefice tariff variation mechanism
must be designed to equalise in present value tEnmasast revenue from reference
services over the access arrangement period armbthen of total revenue allocated
to reference services for the access arrangemeantipe

Rule 97(1) of the NGR requires that a referena#f taariation mechanism may provide
for variation of a reference tariff in accordandéwva schedule of fixed tariffs; or in
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accordance with a formula set out in the accessgement; or as a result of a cost
pass through for a defined event; or a combinatidhor more of these operations.

Rule 97(2) of the NGR provides that a formula fariation of a reference tariff may
(for example) provide for variable caps on the reseto be derived from a particular
combination of reference services; or tariff bagkate control; or revenue yield
control; or a combination of all or any of thesettas.

In deciding whether a particular reference taréfiation mechanism is appropriate to a
particular access arrangement, the AER must h@yggddo the various factors inr.
97(3) of the NGR including the need for efficieatitf structures; and the possible
effects of the reference tariff variation mechan@madministrative costs; and the
regulatory arrangements (if any) applicable tortdevant reference services; and the
desirability of consistency between regulatory rgeaments for similar services; and
any other relevant factor.

Rule 97(4) of the NGR requires that a referend#f taariation mechanism must give

the AER adequate oversight or powers of approvat gariation of the reference tariff.
11.3 Access arrangement proposal

APT Allgas has proposed two reference tariff vawmimechanisms as part of its access
arrangement proposal:

= an annual scheduled reference tariff adjustmentar@ésm, which applies in
respect of each year of the access arrangementperi

® a cost pass though reference tariff variation meisna

APT Allgas has submitted that all rates and chafgieseference services will be
adjusted on 1 July 2012 and on each subsequemy ihlccordance with the approach
set out in section 4.5.2 of the access arrangement.

11.3.1 Annual tariff variation formula mechanism

APT Allgas has proposed an annual tariff variafiarmula mechanism that is largely
consistent with the formula applied in the eardiecess arrangement period. However,
an additional parameter for demand and volume mustaariffs has been added to
adjust for UAG costs.

Revised Rate = Rate(1 + CPly, — X/oumg*A
Revised Rate = Rate(1 + CPly, — Xpemand*A
Where

Xvoume IS the tariff adjustment factor applicable for gear from the adjustment date
for volume class tariffs

APT Allgas,Access arrangement submissi@eptember 2010, pp. 154-159.

2 APT Allgas,Access arrangement propos&keptember 2010, pp. 11-13.
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Xpemand IS the tariff adjustment factor applicable for tfear from the adjustment date
for demand class tariffs

A is the unaccounted for gas (UAG) cost adjustmegtbfacalculated as follows
A = [R + (UAG, - UAGH*UAGy] / R
Where

R forecast tariff revenue (volume and demand) forabelicable tariff
year

UAG, actual contracted UAG cost for the applicable tydfar in $/GJ
UAGs forecast UAG cost for the applicable year in $/GJ
UAG, forecast UAG volume for the applicable tariff yeaiGJ

CPly, is (CPI,_CPl..1)/ CPI,

CPIl, isthe CPI published in the quarter immediatelyobethe adjustmemate

CPl..1 is the CPI published in the equivalent quartehm year before the adjustment
date

The proposed tariff variation formula mechanism lddaad to an annual adjustment to
reference tariffs for demand and volume customedices by:

= the change in the CPI

= the difference between forecast and actual UAGuyaent costs for the coming
year

= an X factor.

APT Allgas stated that the CPI adjustment formelaains unchanged from the earlier
access arrangement and leads to a simple CPIl edjpste path over the access
arrangement period. The UAG adjustment factortsnded to account for differences
between forecast and actual market prices incloye®lPT Allgas in procuring UAG
over the access arrangement pefiod.

APT Allgas has retained the X factor adjustmeritsrannual tariff variation
adjustment formula. The X factor applies to demand volume customer service
tariffs and smooths required tariff increases dlieraccess arrangement period to
minimise annual price increases experienced byents.

APT Allgas has proposed to adjust the charge ®réfierence ancillary services in
accordance with CPI only.

®  APT Allgas,Access arrangement submissi@eptember 2010, pp. 154—156.
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11.3.2 Cost pass through tariff mechanism

APT Allgas has included a cost pass through mesham its access arrangement
proposal in order to recover incremental costsltiegurom material unforeseen or
uncontrollable eventSAPT Allgas did not define any specific cost pas®uigh
events, opting instead for a general pass throeghuse if:

= avoided the limitations of the foresight requireccomprehensively define events
= reflected recent regulatory practice by the AER

® |s consistent with the revenue and pricing priresgh the NGR.
APT Allgas proposed two materiality thresholds pplg to cost pass througfis:

= for events where costs can be readily verified—etienge in costs sufficient to
change reference tariffs by the smallest increment

= for all other events—one per cent of APT Allgastsoethed revenue requirement
for the years in which the costs are incurred.

11.3.3 Annual tariff variation approval

APT Allgas has proposed a tariff variation prooebgreby annual changes in tariffs
are notified to the AER at least 40 business daysrb they are scheduled to take
effect. This notification may also include the impaf one or more cost pass through
events, however cost pass through events may alsotified to the AER at any other
time. APT Allgas submitted that the AER must no#y T Allgas of its decision in
respect of a tariff variation notification withiddusiness days of receiving a
notification.

APT Allgas has proposed that if the AER does ndtereadecision within 30 business
days, the relevant reference tariffs be automdyiealried in accordance with the
notification given by APT Allgas. However, if theER subsequently decides against
all or part of the variation, the AER may requirBRAllgas to amend reference tariffs
to take account of the AER'’s decision.

APT Allgas indicated that each tariff variation ification will include information on
how the change in reference tariffs has been catied] and if applicable, how any
relevant change in costs associated with a costthasugh event have been derived or
estimated. APT Allgas submitted that its proposeiftvariation process is consistent
with r. 97(3) and r. 97(4) of the NGR.

11.4 Submissions

AGL Energy (AGL) submitted that the APT Allgas’soposed timing for approval of
annual tariff variations implies retailers receordy 10 business days notification for

APT Allgas,Access arrangement submissi@eptember 2010, p. 157.

APT Allgas,Access arrangement submissi@eptember 2010, pp. 157-159.
APT Allgas,Access arrangement submissi@eptember 2010, pp. 159-161.
APT Allgas,Access arrangement submissi@eptember 2010, pp. 161-163.
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the adjustment of tariffs, which it considered was sufficient time® AGL suggested
the final approved network tariffs should be pr@ddo all users at least 30 business
days before 1 July, to allow sufficient time fot@@nining new retail tariffs.

AGL also indicated that APT Allgas’s access arranget should include a requirement
for APT Allgas to notify the AER for approval of wations to ancillary service tariffs.
AGL suggested this notification should occur asteane month prior to the
commencement of the variations.

11.5 AER’s consideration

11.5.1 Annual tariff variation formula mechanism

11.5.1.1 Revenue equalisation

The purpose of the annual tariff variation mechangser the access arrangement

period is, amongst other things, to equalise isgmevalue terms the building block
costs associated with reference services and tti@paof total revenue allocated to

reference services.

The AER considers that APT Allgas’s annual tardfiation mechanism does not
complies with r. 92(2) of the NGR, as the initiafarence tariffs from reference
services must be amended as set out in amendmdn(This is required to reflect the
changes to forecast total revenue in the acceasgament period which occurs as a
result of changes to the building block componémas make up total revend.
Further, amendment in forecast revenue is requdreeflect changes to forecast
demand. The changes in total revenue are outlméuki total revenue chapter 8 and
changes to forecast demand are outlined in the wiéctzapter 9 of this draft decision.

11.5.1.2 Annual tariff variation formula

Specification of the tariff variation formula

While APT Allgas has presented the volume and dehtastomers as having separate
price paths, in practice they do not. Instead Xliactors are the same for both types of
customers due to the way APT Allgas has calculdteX factors. In the earlier access
arrangement period, APT Allgas’s tariff variatioohanism had two separate price
paths for volume and demand customers.

While APT Allgas has described its proposed priathg as weighted average prices,
the mathematical formula setting out the price palkbes not represent a weighted
average price approach. Indeed, were the pricés pajproved in their current form, it
is unclear how the formulas would be applied. B@neple, how the quantities are to
be used to weight the average prices is not pravidein the formula. In the absence
of this information, potentially, each existingitacomponent would have to be
adjusted by the same amount, which is not whaf#R considers was intended by
APT Allgas. Furthermore, APT Allgas may not be aboleebalance its tariffs in any

8 AGL, Submission: Envestra access arrangement 2010-2@18pvember 2009. 4 (AGL,
Submission to the AER6 November 2010).

® NGR, r.92(2).

1 NGR, 1.76.
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way or introduce new tariff structures during tloeess arrangement period. The AER
considers, therefore, that the proposed tariffatemn formula is not specified correctly.

APT Allgas has included in its tariff variation foula an annual adjustment to account
for any variance between the forecast price ofugasl to calculate UAG and the actual
price. The AER considered similar adjustments twahtariffs to account for UAG
costs proposed by the ActewAGHt In its draft decision, the AER rejected the
ActewAGL’s proposal as it was overly complex andswikely to reduce the
transparency for users about the cause of thé taowements from year to year.
However, the AER proposed that difference betweeschst and actual costs
associated with UAG be treated as a low materithitgshold cost pass through
event? Since the release of this draft decision, the ABR reviewed its position on
such adjustments. The AER considers that APT Allgether than network users, is
better placed to manage the risks associated \arihhility of gas prices and how these
may impact on the cost of UAG. Consequently, th&RAEBquires APT Allgas to

remove the annual tariff variation for the actuasts of UAG.

Side constraints

APT Allgas did not propose a side constraint bdiago its tariff variation
mechanism. The AER is concerned that without a ihstraint, APT Allgas would be
able to rebalance tariffs in such a way that mgwiicantly affect individual customers
in a manner that is not consistent with the objettse NGL*® In particular, a side
constraint would restrict year to year tariff adjnents and therefore avoid creating
undesirable price volatility.

In order to address this issue, the AER requires ARyas to use a rebalancing
variation formula that includes a side constramtow much tariffs may change within
tariff classes in any one year of the access agraegt period, as outlined in
amendment 11.2(a).

The AER has had regard to the factors in r. 97{3h@NGR and for the reasons
outlined above does not accept the proposed teifation mechanism. The AER
requires APT Allgas to use an alternate tariff aaon mechanism as outlined in

amendment 11.2.

The AER notes the side constraints contained imghalancing variation formula does
not apply for the first year of the access arrarg@mperiod. The AER considers that
APT Allgas should consult with its customers oriftaebalancing in the first year of
access arrangement following the release of the’s\BRft decision. This would
ensure customers are not surprised by one off largéincreases in 2011-12 (changes
in tariffs in the following years of the accessaagement period are limited by side
constraints).

1 AER, Draft decision, ActewAGL access arrangement propiasahe ACT, Queanbeyan and

Palerang gas distribution network, 1 July 20103ad2015 November 2009., pp. 120, 154-162
(AER, ActewAGL draft decisigriNovember 2009).

12 AER, ActewAGL draft decisigrNovember 2009, pp. 120, 154—162.

13 NGR, r. 97(3)(a).
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11.5.1.3 Annual tariff variation approval

As outlined in amendment 11.3(i), APT Allgas isuiggd to provide a proposed tariff
variation to the AER a minimum of 50 business dag®re the variation is to
commence on 1 July. This means APT Allgas is reguio provide a proposed tariff
variation on or around 15 April or the next clodassiness day. This will provide the
AER with approximately 30 business days to assessariff notification and users
with 20 business days to implement the tariff clemngd his will address the AGL'’s
concern that a 10 business day notification peioodetailers does not provide users
sufficient time to adjust retail tariffs. This isa consistent with other regulatory
arrangements for similar servicés.

However, this is a short period of time for the AERapprove a tariff variation if an
application is incomplete or information in it istrsubstantiated. As a result, the AER
considers the access arrangement must be amendatliasd in amendment 11.3(i) to
include a requirement to extend the decision making period when the AER
requests further information from APT Allgas. Theaagements to extend the decision
making time is not new and a similar arrangemergt alowed under the Code.

APT Allgas has proposed that if the AER does ndtereadecision within 30 days, the
reference tariffs be automatically varied in acem@e with the notification given by
APT Allgas’® The AER considers that an automatic tariff adjsttris inappropriate
as this does not provide the AER with sufficieneight or powers of approvafor
the annual tariff variation and needs to be amerrdeaoltlined in amendment 11.3().

APT Allgas has proposed to use CPI data publishéka quarter immediately
preceding the scheduled tariff change (on 1 Juth g=ar):® Consistent with its
approach in other chapters of this draft decisioa, AER requires APT Allgas to use
March quarter CPI data for its annual tariff vadas® CPI calculation approach is
outlined in the amendment 3.2.

An important input in the proposed annual tariffiggaon mechanism is the use of past
gas quantities to weight each tariff component&® ARR considers it is appropriate
that APT Allgas be required to provide an independéatement to support the actual
gas quantities to allow the AER to verify the quized used in the tariff variation
mechanism, and to ensure it is applied consistentyy yeaf® The independent
verification statement should provide for audited/erified quarterly and annual
guantities for the year consistent with the propgageganges in CPI. This information
will likely be collected as part of annual repogirequirements (audit requirement to
be set out in RIN). The information to be reportieding the access arrangement period
is outlined in appendix E. The AER requires APTgal to amend its access
arrangement proposal as outlined in amendmentif)1.3(

¥ NGR, r. 97(3)(d).

5 Code, annex D, section 8.3D (b)(ii).

16 APT Allgas,Access arrangement submissi&eptember 2010, p. 162.

" NGR, r. 97(4).

18 APT Allgas,Access arrangement submissi@eptember 2010, pp. 154—155.
YNGR, r. 97(3)(e).

2 NGR, r. 97(3)(e).
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Further, the AER considers that APT Allgas shoulnvjale its workings,

demonstrating how the proposed tariffs have bekmleded in accordance with the
tariff variation mechanism. This will allow the ABRB more easily assess whether the
tariff variation mechanism has been applied colyextd facilitate the administrative
efficiency of the approval proce$sThe AER requires APT Allgas to amend its access
arrangement proposal as outlined in amendmentilL1.3(

11.5.2 Tariff variation mechanism for cost pass thr  ough

The AER considers a pass through mechanism shpplopriately balance the risk of
material and unexpected events that impact onvecsgprovider with the long term
interests of consumers. In particular, the AER @ers there should be incentives for a
service provider to bear some risk of unexpecteshesy as this will encourage the
service providers to manage or mitigate the caste@ated with such events. The AER
also considers that any pass-through mechanismdshelsymmetric, such that
customers will benefit from unexpected events thaterially reduce the costs faced by
a service provider. The AER also considers thaiss phrough mechanism should seek
to minimise any administrative costs.

11.5.2.1 Proposed cost pass through event

The AER does not accept APT Allgas’s proposed pass through mechanism. APT
Allgas proposed a general pass through eventadsteproposing defined everits.
The AER has approved a general cost pass throwggtt Bvprevious decisiorf.In
developing the definition of the general pass thlhoavent in those decisions, the AER
acknowledged that certain events were uncontra@lahtl unforeseeable, as noted by
APT Allgas?* This was based on an interpretation of ‘foresegas being about the
probability of an event rather than the naturdype, of event. This is discussed in the
AER'’s decision for the Victorian electricity didittion network service providers
distribution determination (Victorian DNSPS).

The AER acknowledges that not accepting the geresdlpass through event
proposed by APT Allgas is not consistent with igidion to approve a general cost
pass through for NSW gas service providétdowever, as the AER noted in its final
decision for the Victorian DNSPs, any change imetpulatory approach necessarily
results in some inconsistency across jurisdictions finite period. As noted at the
time, this is because regulatory control periodsl @pplicable distribution
determinations) are not concurrent across jurismistand do not have uniform
commencement dates. The AER considers that itdentaking its first cycle of
distribution determinations and that the positi;meched may take some time to settle
as its regulatory approach evolves over tfifithe AER considered that it was
appropriate to reject a general pass through emehe Victorian distribution

2L NGR, r. 97(4).

2 APT Allgas,Access arrangement submissi@eptember 2010, p. 157.

% AER, Draft decision, Queensland distribution determinatiNovember 2009, pp. 326-348; AER,

Final decision, Queensland distribution determinatiMay 2010, pp. 223-242

APT Allgas,Access arrangement submissi@eptember 2010, p. 157.

% AER, Draft decision, Victorian distribution determinatioJune 2010, pp. 711-712.

% AER, Draft decision, Jemena access arrangement prodosahe NSW gas networkSebruary
2010, p. 297.

27 AER, Final decision, Victorian distribution determinatioOctober 2010, p. 795.

24
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determinatiorf® The AER indicated that—unless there was good refiscthe
reintroduction of such an event, the AER intended its rejection of the general pass
through event would apply in future distributiorteteninations’® Similarly, the AER
considers that the general cost pass through gvepbsed by APT Allgas should not
be accepted.

The AER considers that firmly defining cost pagetigh events in advance would
minimise regulatory uncertainty during the accesargement period. This would
mitigate the possibility of a high magnitude evpatting the financial viability of

APT Allgas at risk’® The AER considers that this aim is achieved byonény the
general pass through event and replacing it wifmelé cost pass through eveftslhe
AER considers this approach—together with the nateith pass through events listed
below—uwill capture all high magnitude uncontrollatmosts. This was the intent of the
previous general nominated pass through eventciaades greater regulatory certainty
for service providers, including APT Allgas.

The AER’s decision to reject the general pass djiindor Victorian DNSPs was also
based on the AER’s view that the general pass gfirommdermined the incentive
arrangements within the regulatory regifién coming to this view, the AER noted—
and maintains—the following concerns about gengaas throughs held by the ESCV:

= it would be difficult to accurately assess the scopgeneral pass through events
should they occur

= information asymmetry between the DNSP and thela¢guwould make it
extremely difficult to identify where exogenous obas had resulted in a cost
decrease for a distributor. Intrusive and heavydedrregulation and monitoring
would need to be introduced to identify any costrdases and ensure that the full
effects of these were passed through to custombiswould impose large
resource costs on the distributors and on the asguf

APT Allgas stated that its proposed general pasaith event is consistent with
arrangements in the earlier access arrangementhiah cost pass through events were
not specifically defined® The AER does not accept this statement, becaes@@h
required APT Allgas’s pass through events to benddfas follows:

® achange in taxation or other statutory charges

% AER, Final decision, Victorian distribution determinatioOctober 2010, pp. 794—795.
29 AER, Final decision, Victorian distribution determinatioOctober, 2010, p. 795.

30 AER, Draft decision, Victorian distribution determinatioJune 2010, pp. 718-720.

3L AER, Draft decision, Victorian distribution determinatioJune 2010, pp. 719.

32 AER, Draft decision, Victorian distribution determinatioJune 2010, pp. 722.

% AER, Draft decision, Victorian distribution determinaticJune 2010, pp. 719.

3 AER, Draft decision, Victorian distribution determinaticJune 2010, pp. 721.

% APT Allgas,Access arrangement submission, Septer2d#0, p. 158.
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= any other major change in government policy, faregle, costs associated with
the introduction of full retail contestability.

The AER considers these events are broadly consisith what the AER considers to
be a ‘defined’ event. As a result, the AER consdhaat its decision not to accept
APT Allgas’s proposed general cost pass througosistent with the cost pass
through provisions of the earlier access arrangenidé® AER has regard to previous
regulatory arrangements in deciding whether a@adr reference tariff variation
mechanism is appropriate as required by r. 97(®f(the NGR. Under r. 40(3) of the
NGR, the AER has full discretion to withhold appabef a proposed element if it
considers a preferable alternative exists that dies\with applicable requirements and
criteria under the NGL.

11.5.2.2 Defined pass through events

The AER considers that clearly defined eventsratbe long term interests of service
providers and users of gas distribution networkise AER'’s final decision for the
Victorian DNSPs set out a framework of defined gassugh events, based on the
AER’s updated and preferred approach to assesssfieast pass through everifsThe
AER had regard to the need to provide a clearfsetents that balanced the
distribution of risks between the service provided network users, while avoiding
ambiguity, excessive administrative costs and ayeoff events. The AER considers
that a clearly defined framework of cost pass tgloevents is effective in promoting
the national gas objective and the NGL revenuepaitihg principles’® For the
purposes of this access arrangement, the evenitaefs have been updated to reflect
the services provided by gas distributors

However, the AER notes that the retailer of lasbre(ROLR) event included in the
Victorian decision is not directly applicable to ARllgas. Nonetheless, APT Allgas
faces the clearly defined risk of network usernia| and that a network user failure
may affect APT Allgas’s ability to provide referenservices. Such a failure is likely to
be out of APT Allgas’s control; and is not othergvigovided for in the NGR, or by
other elements of the access arrangement. In toygeeserve long term security and
reliability of gas supply, the AER considers iajgpropriate to provide some protection
for APT Allgas against network user failure. Thetiwmork users’ relevant to APT
Allgas will generally be gas retailers. The AER siolers that the ‘network user failure
event’ set out below mirrors the effect of a ROLWRM®, and addresses the risk of
network user failure as it is relevant to APT Ag&or these reasons, the AER
considers this event promotes the national gastbge and satisfies the NGR revenue
and pricing principles?

The AER considers the following cost pass througimés are preferable to the general
event proposed by APT Allgas, and should applylacgof APT Allgas’s proposed
events for the access arrangement period:

% QCA, Draft decision, Revised access arrangement fordigtsbution networks: Allgas Energy

December 2005, p. 34
37 AER, Draft decision, Victorian distribution determinaticJune 2010, pp. 716-717.
3 NGL s. 23 and NGL s. 24 respectively.
3 NGL s. 23 and NGL s. 24 respectively.
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= Regulatory change event-means:
A change in a regulatory obligation or requiremémet:
(@) occurs during the course of a regulatory cohferiod; and

(b) substantially affects the manner in which ARI§as provides reference
services (as the case requires); and

(c) materially increases or materially decreases tiosts of providing those
services.

= Service standard event-means:
A legislative or administrative act or decision tha
(@) has the effect of:

() substantially varying, during the course offeulatory control period,
the manner in which APT Allgas is required to pdava reference service;
or

(i) imposing, removing or varying, during theurse of a regulatory
control period, minimum service standards applieata prescribed
reference services; or

(i) altering, during the course of a regulatocgntrol period, the nature or
scope of the prescribed reference services, proMiyeAPT Allgas; and

(b)  materially increases or materially decreades tosts to APT Allgas of
providing prescribed reference services.

= Tax change event-means:

A tax change event occurs if any of the followioguos during the course of a
regulatory control period for APT Allgas:

(@) achange in a relevant tax, in the applicatmrofficial interpretation of a
relevant tax, in the rate of a relevant tax, othe way a relevant tax is
calculated;

(b) the removal of a relevant tax;
(c) the imposition of a relevant tax; and

In consequence, the costs to APT Allgas of progighescribed reference services are
materially increased or decreased.

=  Terrorism event—means:

An act (including, but not limited to, the usea@tt or violence or the threat of force
or violence) of any person or group of persons (Wwheacting alone or on behalf of in
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connection with any organisation or government)iclirom its nature or context is
done for, or in connection with, political, religis, ideological, ethnic or similar
purposes or reasons (including the intention téuerice or intimidate any government
and/or put the public, or any section of the publicfear) and which materially
increases the costs to APT Allgas of providingfarence service.

= Network user failure event—means:

A network user failure event means the occurre@m@vent whereby an existing
network user is unable to continue to supply gasstoustomers, and those customers
are transferred to another network user, and whitdterially increases the costs of
APT Allgas providing reference services.

® |nsurer credit risk event—means:

An event where the insolvency of the nominatedenswf APT Allgas occurs, as a
result of which APT Allgas:

(@) incurs materially higher or lower costs folsirance premiums than those
allowed for in the access arrangement; or

(b)  in respect of a claim for a risk that wouldviedbeen insured by APT Allgas’s
insurers, is subject to a materially higher or lavegaim limit or a materially
higher or lower deductible than would have apphligdier that policy.

® |nsurance cap evert—means:

An event that would be covered by an insurancepdblut for the amount that
materially exceeds the policy limit, and as a res®T Allgas must bear the amount of
that excess loss. For the purposes of this cos faeugh event, the relevant policy
limit is the greater of the actual limit from tinb@time and the limit under APT
Allgas’s insurance cover at the time of making #usess arrangement. This event
excludes all costs incurred beyond an insurancetbapare due to APT Allgas’s
negligence, fault, or lack of care. This also erelsi all liability arising from the APT
Allgas’s unlawful conduct, and excludes all liglgiend damages arising from actions
or conduct expected or intended by APT Allgas.

= Natural disaster event—means:

Any major fire, flood, earthquake, or other natudgsaster beyond the control of APT
Allgas (but excluding those events for which extkmmsurance or self insurance has
been included within APT Allgas’s forecast opergtaxpenditure) that occurs during
the forthcoming regulatory control period and maady increases the costs to APT
Allgas of providing reference services.

The AER notes that the event definitions have breeised to the least extent possible,
in order to reflect the appropriate participantd sarminology of gas distribution
services. In particular, the AER notes that theéviroek user failure event’ is defined to
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mirror the effect of the ROLR event approved in Wietorian final decisiori? to the
extent it applies to APT Allgas.

11.5.2.3 Materiality thresholds

APT Allgas proposes to apply a materiality threghafl one per cent of smoothed
revenue to some cost pass through evEritmwever, the AER does not accept APT
Allgas’s lower proposed materiality threshold foeddily verifiable’ cost pass through
events’? The fundamental purpose of the cost pass-througgthemism is to offer
protection to service providers, where unexpectehis place the financial viability of
the service provider at risk. It is not intendedéoover all costs that a business would
otherwise be expected to absorb. The AER consaleisAllgas’s lower proposed
materiality threshold is too low, and would redtice incentive for APT Allgas to
mitigate the risk and costs of a pass through event

Under r. 97(3), and r. 97(4) of the NGR, the AERstrhave regard to the regulatory
arrangements in place in the previous tariff vasiamechanisit and the desirability
of consistency in the mechanism, within and beythiedrelevant jurisdictiof? In its
most recent decision for the Victorian DNSPs, ttieRAconsidered the role that pass
throughs should play in the regulatory regithnds part of this review, the AER
considered the appropriate risk sharing that shoctdir between customers and
service providers, and the extent to which costshfunexpected events need to be
recovered by service providers. To summarise, tBR Bonsidered that:

= the fundamental function of the pass through regsibkat some costs from
unexpected events be passed through to network tesprotect DNSPs’ financial
viability

= providing 100 per cent recovery for all costs imedris not consistent with
promoting the national electricity objective, iroproting the long term interests of
consumers with respect to price. To permit the ahpass through of all costs
incurred would create a price volatility which isdesirable for customers (where
non-recovery of those costs does not present atisituwhere the security or
reliability of the network is undermined)

= such a cost of service regime may impact on theieficy incentives of the
DNSPs, because it would remove the incentive foEBBIto mitigate costs from
unexpected events

= full recovery of costs would be inconsistent witle revenue and pricing principles,
particularly s.7A (3) of the NEL, which compels tAER to provide incentives for
DNSPs to act efficientl§’

“0" AER, Draft decision, Victorian distribution determinatioJune, 2010, pp. 724.

“L APT Allgas, Access arrangement Submiss®eptember 2010, p. 161.

*2 APT Allgas,Access arrangement SubmissiGeptember 2010, pp. 159-161.

3 NGR . 97(3)(c).

“ NGR r. 97(3)(d).

% AER, Draft decision, Victorian distribution determinatioJune 2010, pp. 761-765.
% AER, Final decision, Victorian distribution determinatipOctober 2010, 760-775.
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The AER considers that the national gas and etitytobjectives are very similéf.
Likewise, the AER considers the revenue and pripmagciples under the NGL and
NEL are consisteri As such, the AER considers that its reasoningenrhateriality
thresholds in its Victorian DNSPs decision, sums&tiabove, is applicable to this gas
access arrangement review. The AER considers tRatAMlgas’s materiality threshold
for readily verifiable events is too low, and lisithe efficiency incentives for

APT Allgas to mitigate the costs of such eventsndteriality threshold of one per cent
better accommodates these efficiency incentives batter promotes the revenue and
pricing principles under the NGE.

The AER notes that all of APT Allgas’s cost pas®tigh events have previously been
subject to a materiality threshold of ‘one per aafforecast annual revenu®'In
addition, one per cent materiality thresholds vwagglied by the QCA, and by IPART
in previous energy determinatiotfsSeveral businesses including Ergon Energy and
Country Energy have accepted a one per cent mitietimeshold for specified cost
pass through events. The AER is not aware of arwceeproviders that have failed to
meet service obligations due to the operation eftiateriality threshold, and the
resultant inability to pass through costs to custi@1f

APT Allgas has proposed that a low materiality shiidd should be applied to readily
verifiable events. The AER acknowledges it has apgal a low materiality threshold in
previous decision® At that time, the AER considered that a lower maliey

threshold should apply to events for which theceghit costs can be readily verified, as
noted by APT Allgas? However, as noted earlier the AER has since uakient
significant analysis of its approach to cost passugh, and no longer considers this
lower threshold is appropriate. The AER acceptsgbme inconsistency across
jurisdictions for a finite period is inevitable vgin regulatory periods are not
concurrent. The AER considers that its preferrqur@gch to cost pass through—and
specifically materiality thresholds—is preferaleAPT Allgas’s proposed approach
under the NGL and NGR. Specifically, the AER coessda one per cent materiality
threshold best promotes the national gas objedcive the revenue and pricing
principles under the NGE>

Under r. 40(3) of the NGR, the AER can withhold iqwal of proposed cost pass
through arrangements where the AER considers anatdé alternative exists. A
preferable alternative must comply with applicat@lguirements and criteria under the
NGL. As part of this discretion, the AER is ablestt defined cost pass through events,
and to set a materiality threshold for those evéhEor the reasons discussed, the AER

" NGL, s. 23; NEL, s. 7.

*® NGL, s. 24; NEL, s. 7A.

* NGL, s. 24.

0 QCA, Final decision, Revised access arrangement fordigtsibution networks: Allgas Energy
May 2006, p. 36.

®L  QCA, Final decision, Regulation of electricity distriliom, April 2005, p. 50; IPARTNSW
Electricity distribution pricing 2004—-05 to 2008-0Rune 2004, p. 29.

2 AER, Final decision South Australian distribution determinatiaday 2010, p. 236

3 AER, Final decision, Australian Capital Territory disbution determination, 2009—10 to 201314

April 2009, p. 130.

APT Allgas,Access arrangement submissi@eptember 2010, p. 160.

NGL, s. 23 and s. 24 respectively.

® NGR,r.97.
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considers that the one per cent revenue threshoftbped by APT Allgas for non
readily-verifiable events should apply to all pgg®ugh events. The AER considers
the materiality threshold should be defined a®setn amendment 11.5.

11.5.2.4 Cost pass through assessment criteria

In the access arrangement proposal, APT Allgasdthiat reference tariffs may be
varied if one or more cost pass through eventsrpocuare reasonably expected to
occur®’ Likewise, APT Allgas proposed that the impact vémts that ‘are expected to
lead to changes in costs’ can be passed throtifie AER does not accept these
descriptions, and considers that the cost pasaghrmechanism only applies to events
that have occurred. The AER considers the purpbsest pass through is to provide
service providers the ability to recover efficiensts incurred in events that could be
firmly defined in advance, but where the timing agdpe of the events were not
foreseeable. Reimbursement of businesses for ispizat have not yet occurred would
not achieve this purpose.

The AER considers that APT Allgas’s proposed desiom of cost pass through
arrangements is not sufficiently clear to end uskinge AER considers that the access
arrangement proposal should set out factors the AER take into consideration when
assessing whether an event is a cost pass throegh @hese are:

® the costs to be passed through are for the delivigpipeline services
= the cost are incremental to costs already allowedthfreference tariffs
= the total costs to be passed through are buildmgkltomponents of total revenue

= the costs to be passed through meet the relevaRt dtieria for determining the
building block for total revenue in determiningeefnce services

= any ogger factors the AER considers relevant amsistent with the NGL and
NGR.

APT Allgas’s access arrangement proposal also neddslude a requirement to
provide the AER with a statement verifying that tosts of any pass through events
are net of any payments made by an insurer or garty which partially or wholly

offset the financial impact of that event (inclugliself insurance). This is to ensure that
only the net financial impact of an event is corsédl for pass through, as the financial
impact of some events may be partially or whollypnpensated or reimbursed by
insurers or third parties as outlined in amendnéam.

57
58
59

APT Allgas,Access arrangement propos8eptember 2010, p. 13.

APT Allgas,Access arrangement propos8leptember 2010, p. 13.

AER, Draft decision, Jemena access arrangement profosdahe NSW gas networks
February 2010, p. 301; NGR, r. 97(3)(e).
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11.5.2.5 Oversight procedures and powers of approval for theost pass through tariff
variation mechanism

Under r. 97(4) of the NGR, the reference tariffiadon mechanism must give the AER
sufficient powers of oversight or approval. The A#ées not consider APT Allgas’s
proposed procedures for cost pass through vargtieet this requirement.

The AER considers that it must be notified of asgasough event within 90 business
days of the costs being incurred. The AER considestsould notify APT Allgas of its
decision on any cost pass through application wiglti days, except where the AER
considers the pass through application is sufftfezomplex as to require an
extension. The AER will notify APT Allgas where $his the case—and of the
anticipated duration of the extension—within 90ibass days of being notified of the
pass through application. Time periods for thefiatiion of cost pass through events
are mandated under r. 6.6.1 of the NER. The AERidens that there is no reason to
expect that cost pass through applications fortetety service providers should be any
less complex than those for gas service providdrs.AER considers the time frames
described above should balance the need for aytirasponse, with the flexibility to
make a complete and informed assessment of a assttiprough application.

The AER considers that procedures for the variadiforeference tariffs due to cost pass
through events should be separated from the getdisralssion of procedures for tariff
variation as set out in amendment 11.5. The AERsidens this will improve the clarity
of the process and requirements for APT Allgasfandietwork users.

11.6 Conclusion

The AER does not propose to approve the tariffatem mechanism proposed by
APT Allgas as it does not comply with r. 97 of ti&R, and requires APT Allgas to
make the amendments set out below.

The AER also does not accept APT Allgas’s propagateral cost pass through event.
The AER considers that defined cost pass throughteshould apply to APT Allgas,
all subject to a materiality threshold of one pentoof the smoothed forecast revenue
specified in the final decision in the years of tegulatory control period that the costs
are incurred. These events are defined in amendbieht

The AER considers the description of the mateyiakiteshol§, and the description of
the cost pass through mechanisshould be defined in the access arrangement as set
out in section 11.6.

11.7 Required amendments

Before the access arrangement proposal can betadc&® T Allgas must make the
following amendments:

Amendment 11.1 amend the access arrangement proposal to debdés t1-6 of the
tariff schedule 2011-12 and replace with the follmwpdated tables:

80 section 11.5.2.3.
61 Section 11.5.2.4.
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The initial reference tariffs are expressed in nahterms and first annual tariff

variation is made for the year commencing 1 Juli20

Table 1: Volume Tariffs for 2011-12 - GST exclusiveollars

Network Charges
Base Charge ($/day) 0.5410
Up to 1.7 GJ of gas delivered per day ($/GJ/day) 8990
Next 8.3 GJ of gas delivered per day ($/GJ/day) 2525
All gas delivered over 10 GJ per day ($/GJ/day) 5838

Table 2: Demand Tariffs for 2011-12 — Brisbane Regn - GST exclusive dollars

Network Charges Zone 1 Zone 2 Zone 3
Dz01 Dz02 Dz03

Base Charge (MHQ ($/GJ of 2.1140 3.0076 2.5112
MHQ/day)

MDQ of 50GJ or less ($/day) 1.5530 2.2479 2.5377

Greater than 50GJ but not greater ($/day) 0.8612 1.6009 2.5726

than125 GJ of MDQ

Greater than 125GJ but not greater thai$/day) 0.6073 1.3249 1.9101

275 GJ of MDQ

Greater than 275GJ but not greater thai$/day) 0.2650 0.6183 1.0489

525 GJ of MDQ

Greater than 525GJ of MDQ ($/day) 0.2319 0.2429 8112

Table 3: Demand Tariffs for 2011-12 — South Coasté&yion -GST exclusive dollars

Network Charges Zone 4 Zone 5 Zone 6
DZ04 DZ05 DZ06

Base Charge (MHQ ($/GJ of 1.8728 3.7928 3.7979
MHQ/day)

MDQ of 50GJ or less ($/day) 3.1211 3.1195 3.2708

Greater than 50GJ but not greater ($/day) 2.8265 2.9811 3.1467

than125 GJ of MDQ

Greater than 125GJ but not greater | ($/day) 2.4290 2.5726 2.6940

than275 GJ of MDQ

Greater than 275GJ but not greater thai$/day) 2.0426 2.2082 2.3076

525 GJ of MDQ

Greater than 525GJ of MDQ ($/day) 1.7776 1.9211 0250
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Table 4: Demand Tariffs for 2011-12 — Toowoomba Régn - GST exclusive dollars

Network Charges Zone 7 Zone 8

(Exclusive of GST) Dz07 Dz08

Base Charge (MHQ ($/GJ of 2.1219 3.9041
MHQ/day)

MDQ of 50GJ or less ($/day) 1.2015 1.5568

Greater than 50GJ but not greater ($/day) 0.3975 0.8391

than125 GJ of MDQ

Greater than 125GJ but not greater | ($/day) 0.3202 0.6514

than275 GJ of MDQ

Greater than 275GJ but not greater thai$/day) 0.2650 0.4416

525 GJ of MDQ

Greater than 525GJ of MDQ ($/day) 0.2429 0.2539

Table 5: Demand Tariffs for 2011-12 — Oakey RegionGST exclusive dollars

Network Charges Zone 9 Zone 10

(Exclusive of GST) DZz09 DZ10

Base Charge (MHQ ($/GJ of 1.9338 2.0647
MHQ/day)

MDQ of 50GJ or less ($/day) 1.2655 2.7649

Greater than 50GJ but not greater ($/day) 0.5079 2.5946

than125 GJ of MDQ

Greater than 125GJ but not greater | ($/day) 0.4196 2.0867

than275 GJ of MDQ

Greater than 275GJ but not greater thai$/day) 0.2981 1.2808

525 GJ of MDQ

Greater than 525GJ of MDQ ($/day) 0.2429 0.5521

Table 6: Reference Ancillary Services charges for@11-12 - GST exclusive dollars

Reference Ancillary Service Charges
Special Meter Read ($/each) 18.96
Inlet Disconnection ($/day) 52.05
Inlet Reconnection ($/day) 66.14
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Amendment 11.2 amend the access arrangement proposal to delgters4.5.2 and
replace it with the following:

The Service Provider will implement its CPI-X pripath for the Financial Years
commencing on or after 1 July 2012 using the Anfaaiff Variation
Mechanism specified as the following formula:

Tariff Control Formula

n m

22 P al,

(CPIt)((l_ xt)2 =1

n m

Z Z ptij—l ¢ qtij—z

i=1 j=1

where:

CPI, is calculated as the CPI for the year ending 3tcManmediately
preceding the start of year t, divided by the GRIthe year ending 31
March immediately preceding the start of year t-1;

X, is defined by the alignment of the Service Provglbuilding block revenue
requirement with the NPV of its forecast revenuas ia determined to be:

X is -0.04 for 2012-13
X, is-0.03 for 2013-14
X, is-0.03 for 2014-15
X, is-0.02 for 2015-16
n
m

is the number of different Reference Tariffs
is the different components, elements or variaptesnponents’)
comprised within a Reference Tariff

p!  is the proposed compongrif Reference Tariff in yeart

pl, is the prevailing componepbf Reference Tariff in yeart—1, and

g, Isthe quantity of componepbf Reference Tariff that was sold in year
t—2

Amendment 11.2(a) amend the access arrangement proposal to deldters4.5.2
and replace it with the following:

Rebalancing Control Formula

Z ptj ¢ qtj—Z

cPL)a-x)a+y)="  i=1..n
(P )(a-x)a+vy=-=

Zptj—l.qtj—z

j=1

where:
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CPI, is calculated as the CPI for the year ending 3tichanmediately

preceding the start of year t, divided by the GRlthe year ending 31 March
immediately preceding the start of yedr,

X; is defined by the alignment of the Service Provilbuilding block
revenue requirement with the NPV of its forecaseneies and is determined to

be:

X, is-0.04 for 2012-13
X, is-0.03 for 2013-14
X, is-0.03 for 2014-15
X, is-0.02 for 2015-16
Y is 0.02

is the number of different Reference Tariffs

is the different components, elements or variaptesnponents’)
comprised within a Reference Tariff

p!  is the proposed compongrif Reference Tariff in yeart

35

pl, is the prevailing componepbf Reference Tariff in yeart—1, and

), Is the quantity of componepbf Reference Tariff that was sold in year

t—2
Price Adjustments for Reference Ancillary Services

The charge for the Reference Ancillary Service$ baladjusted in accordance
with CPI.

Revised Rate = Rate * (1+ CB)

All revised Reference Tariffs will be rounded t@ ttame number of decimal
places for that Reference Tariff as provided in é&giix B of this Access
Arrangement.

Amendment 11.3 remove references to ‘Cost Pass-through everusi fection 4.5.4
in the access arrangement proposal and amencetttisrs as follows:

(i) delete section 4.5.4 and replace it with foliog

APT Allgas will notify the Regulator in respectaiy Reference Tariff
variations, such that variations occur on the fifsiuly of any year. The
notification will be made at least 50 business dasfere the date of
implementation and include:

(a) the proposed variations to the Reference Fautffid

(b) an explanation and details of how the propasedtions have been
calculated.

If APT Allgas proposes variations to the Referemaeffs (otherwise than as a
result of a Cost pass through event) and thosewshave not been approved
by the next 1 July then the Reference Tariffs dlvaried with effect from that
next 1 July by the same percentage increment gedwmt as occurred on the
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previous 1 July, until such time as variations tddRence Tariffs are approved
by the Regulator.

If it appears that any past tariff variation contaa material error or deficiency
because of a clerical mistake, accidental slipmission, miscalculation or
misdescription, the AER may change subsequenfgaafaccount for these
past issues.

Within 30 Business Days of receiving the Servicevitter's Variation Notice,
the AER will inform the Service Provider in writiraf whether or not it has
verified the proposed Haulage Reference Tariff anHaulage Reference
Tariff Components in the Service Provider's VanatiNotice as compliant
with the Annual Tariff Variation Mechanism.

The 30 Business Day periods may be extended fdirtteetaken by the AER to
obtain information from the Service Provider, obtekpert advice or consult
about the notification. However, the AER must assesost pass through
application within 90 Business Days, including &xyension of the decision
making time.

(i) APT Allgas will include a statement to supptite Gas Quantity inputs in the
tariff variation formula. The statement will be sjendently audited or verified
and the Quantity input must reflect the most reeetal annual quantities
available at the time of tariff variation assesst&he actual Quantity will be
provided as four quarters of Gas Quantity datameiting to an annual total
Quantity of Gas.

Amendment 11.4 insert a new section after section 4.5.3 befdnatws currently
section 4.5.4 in the access arrangement as follows:

4.5.X Procedure for Cost Pass through Event Variatin in Reference Tariffs

APT Allgas will notify the AER of Cost Pass-througlents within 90 business
days of those costs being incurred, whether theseesuld lead to an increase or
decrease in Reference Tariffs.

When making a notification to the AER, APT Allgagdiyrovide the AER with a
statement, signed by an authorised officer of ARgas, verifying that the costs
of any pass through events are net of any paynmeat® by an insurer or third
party which partially or wholly offsets the finaatimpact of that event
(including self insurance).

The AER will endeavour to make its decision on \eetAPT Allgas should vary
Reference Tariffs due to the occurrence of a Cassfhrough within 90 business
days of receiving a notification from APT AllgasoWever, if the AER
determines the difficulty of assessing or quamtifyihe effect of the relevant Cost
Pass-through requires further consideration, thR Atay require an extension of
a specified duration. The AER will notify APT Allgaf the extension, and its
duration, within 90 business days of receiving @fication from APT Allgas.
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Amendment 11.5:amend the access arrangement proposal to del¢i@sé®.3 in the
access arrangement and replace it with the follgwin

Subject to the approval of the regulator undeMNfER, Reference Tariffs may be
varied after one or more Cost Pass-through Eventsrs, in which each
individual event materially increases or materialécreases the cost of providing
the reference services. Any such variation wilktakfect from the next 1 July.

In making its decision on whether to approve thappsed Cost Pass-through
Event variation, the AER must take into accountfthiewing:

® the costs to be passed through are for the delivigpipeline services
® the costs are incremental to costs already alldmeih reference tariffs

= the total costs to be passed through are buildimgklzomponents of total
revenue

= the costs to be passed through meet the relevdiandhGas Rules criteria
for determining the building block for total revenin determining reference
services

= any other factors the AER considers relevant amgistent with the NGR and
NGL.

For the purpose of any defined event, an everdnsidered to materially increase
or decrease costs where that individual event hasipact of one per cent of the

smoothed forecast revenue specified in the finalstten, in the years of the
regulatory control period that the costs are inetur

Cost Pass-through Events are:
= aregulatory change event
= aservice standard event

= atax change event

= aterrorism event

= a network user failure event
® aninsurer credit risk event
® aninsurance cap event

®  a natural disaster event

Where
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‘Regulatory change everitmeans:
A change in a regulatory obligation or requirentat:
(@) occurs during the course of a regulatory controiloge and

(b) substantially affects the manner in which APT Afigaovides reference
services (as the case requires); and

(c) materially increases or materially decreases tsesaaf providing those
services.

‘Service standard everitmeans:
A legislative or administrative act or decisionttha
(@) has the effect of:

(i) substantially varying, during the course of a ragudy control period,
the manner in which APT Allgas is required to pdev/a reference
service; or

(i)  imposing, removing or varying, during the courseaégulatory control
period, minimum service standards applicable tga@ibed reference
services; or

(i) altering, during the course of a regulatory conpeiiod, the nature or
scope of the prescribed reference services, pragleAPT Allgas; and

(b) materially increases or materially decreases tkesdo APT Allgas of
providing prescribed reference services.

‘Tax change everitmeans:

A tax change event occurs if any of the followirggars during the course of a
regulatory control period for APT Allgas:

(&) achange in a relevant tax, in the applicationfficial interpretation of a
relevant tax, in the rate of a relevant tax, ah@mway a relevant tax is
calculated;

(b) the removal of a relevant tax;
(c) the imposition of a relevant tax; and

In consequence, the costs to APT Allgas of progdgirescribed reference
services are materially increased or decreased.

‘Terrorism event’ means:

An act (including, but not limited to, the use ofde or violence or the threat of
force or violence) of any person or group of pess@hether acting alone or on
behalf of in connection with any organisation ovgmment), which from its
nature or context is done for, or in connectiorhwgolitical, religious,
ideological, ethnic or similar purposes or reagimduding the intention to
influence or intimidate any government and/or et public, or any section of
the public, in fear) and which materially increaties costs to APT Allgas of
providing a reference service.
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‘Network user failure event means:

A network user failure event means the occurrefie@n @vent whereby an
existing network user is unable to continue to $ppps to its customers, and
those customers are transferred to another netusak and which materially
increases the costs of APT Allgas providing refeesservices.

‘Insurer credit risk event’ means:

An event where the insolvency of the nominatedr@suof APT Allgas occurs,
as a result of which APT Allgas:

(@) incurs materially higher or lower costs for insuwampremiums than those
allowed for in the access arrangement; or

(b) inrespect of a claim for a risk that would haverm@sured by
APT Allgas’s insurers, is subject to a materialigtter or lower claim limit
or a materially higher or lower deductible than Vdoave applied under
that policy.

‘Insurance cap eventmeans:

An event that would be covered by an insurancecpdilut for the amount that
materially exceeds the policy limit, and as a re8®#T Allgas must bear the
amount of that excess loss. For the purposes ®fbst Pass-through Event, the
relevant policy limit is the greater of the actliadit from time to time and the
limit under the APT Allgas’s insurance cover at timee of making this access
arrangement. This event excludes all costs incuyes®nd an insurance cap that
are due to APT Allgas’s negligence, fault, or latkcare. This also excludes all
liability arising from the APT Allgas’s unlawful emluct, and excludes all liability
and damages arising from actions or conduct exgextentended by

APT Allgas.

‘Natural disaster event means:

Any major fire, flood, earthquake, or other natudslaster beyond the control of
APT Allgas (but excluding those events for whicheeral insurance or self
insurance has been included within APT Allgas’®&ast operating expenditure)
that occurs during the forthcoming regulatory cohperiod and materially
increases the costs to APT Allgas of providing nexfiee services.

Materiality threshold is defined as:

For the purpose of any defined event, an everdnsidered to materially increase
or decrease costs where that event has an impaoegfer cent of the smoothed
forecast revenue specified in the final decisiarthe years of the regulatory
control period that the costs are incurred.

Amendment 11.6:Amend the access arrangement information to redle@ndments
to reflect amendmentkl.1-11.5as appropriate.
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Part C — Other provisions of an access
arrangement
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12 Non-tariff components

APT Allgas access arrangement sets out proposetstand conditions that are not
directly related to the nature or level of tariffaid by users, but which are important
to the relationship between the network servicevioler and users. Some of the terms
and conditions vary from those included in the iearhccess arrangement.

The AER proposes to approve some of the termsamditions of APT Allgas’s
access arrangement proposal. However, the AER pegpoot to approve a number
of the terms and conditions. The AER considersatrended provisions for these
terms and conditions better promote the nationa ghjective in s. 23 of the NGL.
The AER considers that the national gas objecexiires the AER to balance the
interests of the service provider and users.

The AER accepts APT Allgas’s proposals in relatimgueuing requirements and the
review commencement date proposed by APT Allghsthameet the requirements of
the NGR and the NGL. The AER also proposes to apph@T Allgas’s proposal not
to include queuing requirements in its access ageanent proposal.

The AER proposes not to approve a number of thdardhcomponents of

APT Allgas’s access arrangement proposal, includiapacity trading requirements;
extensions and expansions policy; the review sidiomslate; and the lack of a
trigger event for the acceleration of the reviewsission date. The AER considers
that amended arrangements for these componenty lpettimote the national gas
objective in s. 23 of the NGL.

12.1 Introduction

This chapter sets out the AER’s consideration efrtbn-tariff components of APT
Allgas’s access arrangement proposal. In ordeetoahstrate compliance with r. 48
of the NGR, APT Allgas’s access arrangement prdgoshkudes:

= the terms and conditions that form the basis oféfetionship between
APT Allgas and its customers;

= capacity trading arrangements that allow usergattster contracted capacity to
other users;

= apolicy that addresses whether any extensior exmansion of, the network will
be treated as part of the covered pipeline and thieaimpact on tariffs will be;
and

= dates for reviewing the proposed access arrangsmaadtcommencing the next
access arrangements.
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12.2 Terms and conditions

12.2.1 Regulatory requirements

Rules 48(1)(d)(i) and 48(1)(d)(ii) of the NGR rea full access arrangement to
specify the reference tariff and other terms anwldens on which reference services
will be provided.

There are no specific rules in the NGR that gulleAER’s assessment of proposed
non-tariff terms and conditiolsHowever, in considering APT Allgas’s proposed
terms and conditions the AER has had regard tol@@eof the NGR.

Rule 100 requires that an access arrangement Isestamt with the national gas
objective and the rules and procedures in forcewthe terms and conditions of the
access arrangement proposal are determined oedeviibe national gas objective is
to promote efficient investment in, and efficiepieoation and use of, natural gas
services for the long term interests of consumérsatural gas with respect to price,
quality, safety, reliability and security of supmf/natural gas.

The AER has full discretion in assessing APT Allgasoposed terms and
conditions. Full discretion means that the AER &alscretion to withhold its
approval to an element of an access arrangemepogawbif, in the AER’s opinion, a
preferable alternative exists that:

= complies with applicable requirements of the NGO &GR
* s consistent with applicable criteria (if any) stebed by the NGL and NGR.

12.2.2 Access arrangement proposal

APT Allgas’s proposed terms and conditions arechtd to the access arrangement
and form the basis of the access agreement betR€mllgas and a usér.

While APT Allgas proposed some changes to its teantsconditions, APT Allgas
submitted that they remain largely unchanged froencurrent terms and conditions.
The proposed revisions relate to:

= MDQ overruns (clause 3.2)

= requests for reductions in MDQ (clause 3.3)

= pass through of costs (clause 9).

This contrasts with section 3.6 of the Code, Wisipecifically required the regulator to assess
whether the terms and conditions were reasonable.

NGL, s. 23.

NGR, r. 40(3).

APT Allgas,Access arrangement propos8kptember 2010, Terms and conditions.

APT Allgas,Access arrangement submissi@eptember 2010, p. 13.

a B~ W N
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The terms and conditions relating to requestsdductions in MDQ are new
provisions. APT Allgas submitted that these newnteand conditions formalise
arrangements by which users can request a reduntidDQ.°

12.2.3 Submissions

Submissions were received from AGL and Origin, cmgeseveral aspects of
APT Allgas’s proposal.The submissions relate not only to APT Allgas'sgused
amendments, but also to existing terms and comditior which APT Allgas
proposed no revisions.

12.2.4 AER’s consideration

The AER’s assessment of APT Allgas’s proposed temasconditions and issues
raised in submissions is set out in detail in agpeb.

In assessing APT Allgas’s proposed revisions andl’A@nd Origin’s submissions
the AER has had regard to the national gas obgclike AER considers that in order
to achieve the national gas objective the interask®th consumers and gas pipeline
service providers need to be taken into accounth®mne hand, charges and non-
price terms and conditions that unduly favour the pipeline service providers are
not consistent with the promotion of efficient ist@ent in and efficient operation of
natural gas services and are not consistent watlthotig term interests of consumers.
On the other hand, if tariffs, other charges anapiice terms and conditions are
weighted in favour of users without due regarchminterests of gas pipeline service
providers, service providers may be unwilling tokenadequate investment in the
network or provide adequate services. This wouldoedn the long term interests of
natural gas consumers.

Origin submitted that a number of terms and coadgishould be reciprocal. The
AER considers that it is fair and reasonable fons@f these terms and conditions to
be made reciprocal. Accordingly, the AER requiregain amendments.

Overall, the AER considers that taken in aggretfaderms and conditions are
weighted too much in favour of APT Allgas. To catréhis imbalance the AER
requires APT Allgas to amend a number of termsamdlitions. The remainder of
this section summarises the proposed terms andtmorsdwhich the AER requires to
be amended.

12.2.4.1 Determination of a customer

Clause 2.2 provides that APT Allgas will determirem time to time whether an end

user is a volume customer or a demand customerddteemination is binding on the
8

user.

The AER considers that clause 2.2 is ambiguousvamdbe construed as giving
APT Allgas absolute discretion. APT Allgas is regdito amend its access

APT Allgas,Access arrangement submissi@eptember 2010, p. 13.

" AGL, APT Allgas’s access arrangemeNpvember 2010; OrigirEnvestra (Qld) and APT Allgas
access arrangement proposaiovember 2010.

All references to ‘clauses’ relate to the termd aonditions of APT Allgas’s access arrangement
proposal, unless otherwise stated.
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arrangement to provide that clause 2.2 is subjeckatuses 2.1.1 and 2.1.2 of the
access arrangement (which set out the criteriddtgrmining the status of an end
user)? as set out at amendment 12.1.

12.2.4.2 Requestsfor reduction in MDQ

For demand customer delivery points, clause 3.3drtvides that, prior to

APT Allgas agreeing to a user’s request for a radnén MDQ, the user’s customer
must not have taken delivery of a quantity of ggsadto or in excess of 90 per cent
of its MDQ for at least 12 months. Clause 3.3.8thassame time period with respect
to requests for subsequent reductions in MDQ. @&u3.9 provides that if a request
is refused, the user must wait at least six mobéfigre lodging a further request.

The AER considers that APT Allgas should clarifgtta new demand customer does
not have to wait up to 12 months for the MDQ atrglevant delivery point to be
reduced. APT Allgas is required to amend its teams conditions to clarify that
nothing in clause 3.3 prevents a new MDQ for a defr@istomer delivery point to

be agreed on when the demand customer at the dgieent changes, as set out at
amendment 12.2, 12.3 and 12.4.

Clause 3.3.6 provides that, if requested by a ugeT, Aligas will provide an
explanation for rejecting a request for a reduciitoNDQ. The AER considers that
APT Allgas should respond in a timely manner. ARTgds is required to amend its
terms and conditions to provide that it will resgdo such requests as soon as
practicable, as set out at amendment 12.5.

12.2.4.3 Delivery point pressures

Clause 5.2.1 requires APT Allgas to deliver gaa mtinimum pressure of 1.125 kPa,
but always within the pressure range specified B\l Allgas from time to time.

The AER considers that APT Allgas’s ability to sigthe delivery pressure range
should be subject to any pressure range presdojpéaiv. APT Allgas is required to
amend clause 5.2.1 as set out at amendment 12.6.

Clause 5.2.2 sets out the circumstances under wiikdhAllgas is excused from
liability for a breach of clause 5.2.1. APT Allgasexcused from liability irrespective
of whether or not APT Allgas was aware of thoseumstances.

The AER requires an amendment to clarify that ARIgas is not relieved of its
obligations if the failure to deliver gas withirethange of pressures is due to its
negligence, as set out at amendment 12.7.

12.2.4.4 Incorrect tax invoices
Clause 8.7 provides that a user may not claim #é Allgas any amount
overcharged if more than 12 months has elapsed sivecdate of the invoice.

The AER considers it appropriate that any clainag ¢huser is required to pursue by
law should not be subject to the 12 month timeqeerAPT Allgas is required to

®  APT Allgas,Access arrangement proposélctober 2010, pp. 5-6.
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amend clause 21 to exempt any claims a user isreelw make by law on behalf of
a customer, as set out at amendment 12.8.

12.2.4.5 Cost passthrough of new or changed obligations

APT Allgas proposed revisions to the terms and itmms$ associated with an
increase or decrease in the costs of an obligéfitwrexample, a tax) imposed on APT
Allgas (a cost pass through event).

The AER requires APT Allgas to amend clause 9 aoifgl that the reference to a cost
pass through event is consistent with the definidontained in the access
arrangement. The AER also requires an amendmetdrify that the mechanism
reasonably determined by APT Allgas must be aputdyethe AER. APT Allgas is
required to amend its terms and conditions aswgettcamendments 12.9 and 12.10.

12.2.4.6 Information and assistance

Clause 10 provides that a user is required to geotPT Allgas with whatever
information, assistance and cooperation APT Allgéght reasonably require.

The AER considers that it is reasonable for thessngements to be reciprocal. The
AER considers it appropriate that either party sth@uovide the other party with
whatever information and assistance it reasona&lgjeires. APT Allgas is required to
amend clause 10 as set out at amendment 12.11.

12.2.4.7 Insurance

Clause 13 sets out the terms and conditions rgl&tithe insurance policies that users
are required to take out. Those terms and condifilociude a requirement for users to
obtain APT Allgas’s approval of all the terms otkansurance policy

(clause 13.1(b)). They also provide that, whenesasonably requested by

APT Allgas, users must give APT Allgas:

= copies of the insurance policy (clause 13.1(c)(i))

= certificates of currency (clause 13.1(c)(ii))

= other information (clause 13.1(c)(iii)).

Clause 13.2 requires users to consult with APTa&dIgn insurance claims.

The AER does not consider that it is reasonable@ders to be required to provide
copies of insurance policies to APT Allgas. In diddi, the AER does not consider
users should be required to seek APT Allgas’s aggraf the terms of insurance
policies. The AER requires APT Allgas to deleteuskes 13.1(b), 13.1(c)(i) and
13.1(c)(iii) of its proposed terms and conditioas,set out at amendment 12.12.

The AER also requires APT Allgas to amend claus@ fi3clarify that the claim must
relate to APT Allgas’s network only, and to delelause 13.2(c), as set out at
amendment 12.13.
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12.2.4.8 Consequential loss

Clause 14.1 provides the neither APT Allgas noruger is liable for ‘Consequential
Loss’.

It appears that it is APT Allgas’s intention thlagétterm ‘Consequential Loss’ should
be a defined term. APT Allgas is required to updgtglossary to include a definition
of ‘Consequential Loss’, as set out at amendmerit412

12.2.4.9 Warranties, indemnities and limitation of liability

Clause 14.3 provides that any claim by a user ag&RT Allgas is limited to
$100,000 in any one year.

The AER considers that this arrangement shouleéttienocal and it is appropriate
that any claim by ATP Allgas against a user shalgg be limited. APT Allgas is
required to amend clause 14.3 as set out at amendrad 5.

Clause 14.4(c) provides that nothing in an accge=ement excludes or limits the
application of any provision of any statute (inchgitheTrade Practices Act 1974

The AER considers that clause 14.4(c) needs tgbatad to reflect that the
Competition and Consumer Act 20Eplaced thdrade Practices Act 197dn
1 January 2011. APT Allgas is required to amendsddl4.4(c) as set out at
amendment 12.16.

12.2.4.10Confidentiality

Clause 15 sets out the obligations on the partR¥ Allgas and users concerning
confidentiality. Clause 18 sets out those termsamdiitions that will survive on
termination of an agreement. The confidentialitpyisions are not included.

The AER considers that it is appropriate that aendtiality provisions should survive
on termination or expiration of an agreement ineottd protect confidential
information. APT Allgas is required to amend clai$® and 18, as set out at
amendments 12.17 and 12.18.

12.2.4.11Termination

Clauses 18.1 and 18.2 set out the conditions umdieh APT Allgas and users may
terminate an access agreement. Clause 18.1(a9 gtateAPT Allgas may terminate
an agreement if the user becomes insolvent.

The AER considers that it is reasonable for thes/{gion to be reciprocal and that it is
appropriate that users have the same right. APgaalls required to amend its terms
and conditions to provide that a user may terminataccess agreement in the event
that APT Allgas becomes insolvent, as set out areiment 12.19.

Clause 18.4 allows APT Allgas to treat any cosésoaably incurred by APT Allgas
in remedying a default as a liquidated debt payailthe user. Origin submitted that
it should be clarified that the clause only appifeke user default® The AER

9 Origin, Envestra (Qld) and APT Allgas access arrangemenp@sals November 2010, p. 11.
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considers it reasonable that users should pay AIRJB#'s reasonably incurred costs
in rectifying defaults by users. The AER considée this is the likely intent of the
clause. The AER does not consider, however, traswshould pay APT Allgas’s
costs in remedying its own defaults. The AER reggiAPT Allgas to amend its terms
and conditions to clarify clause 18.4, as set banandment 12.20.

Clause 18.5 provides that the termination rights rmedies available to APT Allgas
are in addition to, and not in substitution fory ather rights or remedies available to
APT Allgas under the access agreement, at lawquityeor otherwise.

The AER considers that it is appropriate that ubexse the same rights and remedies
as APT Allgas on termination of an agreement. ARI§as is required to amend
clause 18.5 as set out at clause 12.21.

APT Allgas is required to make a similar amendnveitih respect to clause 22.3
(rights powers and remedies), as set out at ameamdi2e?2.

12.2.4.12Conclusion

The AER considers that taken in aggregate the tandsonditions are weighted too
much in favour of APT Allgas and do not comply witi00 of the NGR. To correct
this imbalance the AER requires APT Allgas to amamiimber of terms and
conditions.

12.2.5 Amendments required to the access arrangemen t proposal and
access arrangement information

Before the access arrangement proposal can bevegahdPT Allgas must make the
following amendments.

Amendment 12.1: amend clause 2.2 of the terms and conditionkeatcess
arrangement proposal by inserting the words ‘iroed@nce with clauses 2.1.1 and
2.1.2 of the access arrangement’ after the worésn@&hd Customer’.

Amendment 12.2: amend the terms and conditions of the access amaef
proposal by changing existing clause 3.3.7 to @&u8.7(a).

Amendment 12.3: amend the terms and conditions of the access amaef
proposal by inserting new clause 3.3.7(b):

‘Nothing in this clause 3.3 prevents a new MDQdddemand Customer Delivery
Point to be agreed on when the Demand Custombe&&mand Customer Delivery
Point changes.’

Amendment 12.4: amend clause 3.3.8 and clause 3.3.9 of the terths@rditions of
the access arrangement proposal by inserting theéswimr the same Demand
Customer’ between the words ‘further request’ aodAPT Allgas’.

Amendment 12.5: amend the terms and conditions of the access amaef
proposal by inserting the words ‘as soon as praiok& at the end of clause 3.3.6.

Amendment 12.6: amend clause 5.2.1 of the terms and conditionse&tcess
arrangement proposal by inserting the words ‘@adocordance with any pressure
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range prescribed by law, if applicable,” betweemlords ‘specified by APT Allgas’
and ‘from time to time’.

Amendment 12.7: amend the terms of conditions of the access geraent proposal
by inserting the words ‘and the failure is not doi¢he negligent act or omission on
the part of APT Allgas (or any officer, servanteat contractor or other person for
whom APT Allgas is liable)’ at the end of claus2.3.

Amendment 12.8: amend clause 8.7 of the terms and conditions ohtless
arrangement proposal by inserting the words ‘extmpny claims that the User is
required to pursue by law on behalf of a customéhe User’ at the end of the
paragraph that commences with the words ‘The Ussrmot claim’.

Amendment 12.9: amend the terms and conditions of the access amagrf
proposal by deleting clause 9.1 and replacingtit wie following:

‘If a Cost Pass-through Event occurs that increA$€E Allgas’s costs, APT Allgas is
entitled to recover an amount from the User, adogrtb a mechanism reasonably
determined by APT Allgas and approved by the AERcivins equitable and is
designed to ensure APT Allgas will not enjoy a wWalldoenefit. Any proposed
increase must be material and must be approvelediER in accordance with
clause 4.5.3 of the Access Arrangement.’

Amendment 12.10: amend the terms and conditions of the access aamaeraf
proposal by deleting clause 9.2 and replacingtit wie following:

If a Cost Pass-through Event occurs that decre@B&sAllgas’s costs, APT Allgas
shall pay the User an amount, according to a mestmareasonably determined by
APT Allgas and approved by the AER which is equéadnd is designed to ensure
APT Allgas will not enjoy a windfall benefit. Anyrpposed decrease must be material
and must be approved by the AER in accordanceadlatlse 4.5.3 of the Access
Arrangement.

Amendment 12.11: amend the terms and conditions of the access aamaeraf
proposal by deleting clause 10 and replacing ihwhe following:

‘Each party will provide to the other party at nmstand in a timely manner whatever
information, assistance and co-operation the qihgly might reasonably require
from time to time in connection with this Accessrégment.

The User will procure the User’s End Users, or Sraission Pipeline Operator, to
provide to APT Allgas at no cost and in a timelynmer whatever information,
assistance and co-operation APT Allgas might reasigirequire from time to time in
connection with this Access Agreement.’

Amendment 12.12: amend the terms and conditions of the access amaengt
proposal by deleting clause 13.1(b), clause 13i)@)d clause 13.1(c)(iii) of the
terms and conditions of the access arrangemenbpabp

Amendment 12.13: amend clause 13.2 of the terms and conditionseohtcess
arrangement proposal by inserting the words ‘agi§iom an event in relation to the
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Network’ between the words ‘against the insurarmep and ‘maintained by the
User’ and deleting clause 13.2(c).

Amendment 12.14: amend the glossary in the access arrangementhyling a
definition of the term ‘Consequential Loss’, whigppears in clause 14.1 of the terms
and conditions of the access arrangement propamsalternatively revise the term
‘Consequential Loss’ to lower case ‘consequentis$’l.

Amendment 12.15: amend the terms and conditions of the accessgamaent
proposal by deleting clause 14.3 and replacingtft the following:

‘Notwithstanding any other provision of this Accesgreement, any claim or claims
by one party against the other party arising owtrah connection with this Access
Agreement shall be limited to $100 000 in totahity one calendar Year during the
Term.’

Amendment 12.16: amend clause 14.4(c) of the terms and conditibiiseoaccess
arrangement proposal by deleting the woildade Practices Act 1974nd replacing
them with the wordsCompetition and Consumer Act 2010

Amendment 12.17: amend the terms and conditions of the accessgemaent
proposal by inserting new clause 15.4:

‘This Part 15 will survive the termination or exatiion of the Access Agreement.’

Amendment 12.18: amend clause 18.3(a) of the terms and conditibtisecaccess
arrangement proposal by inserting the number ‘Edvieen the words ‘Parts 8, 14’
and ‘and clause 18.6.

Amendment 12.19: amend clause 18.2 of the terms and conditionkeohtcess
arrangement proposal by inserting the words ‘saféer Insolvency Event or’ between
the words ‘If APT Allgas’ and ‘defaults in the perinance’.

Amendment 12.20: amend clause 18.4 of the terms and conditionseohtcess
arrangement proposal by deleting the words ‘this P& and replacing them with the
words ‘clause 18.1".

Amendment 12.21: amend clause 18.5 of the terms and conditionkeohtcess
arrangement proposal by deleting the word ‘APT &dfgand replacing it with the
words ‘each party’.

Amendment 12.22: amend the terms and conditions of the accessgamaent
proposal by deleting clause 22.3 and replacingtft the following:

‘Each right, power and remedy of each party undisrAccess Agreement is in
addition to any other right, power and remedy ahggarty under this Access
Agreement or at law. The exercise by a party of@mg right, power or remedy will
not preclude the simultaneous or subsequent erentiany other right, power or
remedy.’
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12.3 Capacity trading requirements

A capacity trading policy allows a user to transfentract capacity to another user. In
doing so, it enables a secondary market with mffi@eant price signals and levels of
usage. As service providers do not gain directiynficapacity trading, the NGR
protects users’ rights to trade flexibly and lintiie service provider’s power to deny
this right. The AER notes that APT Allgas has psgabits requirements for changing
receipt and delivery points under the heading @fg&xity Trading™ For

consistency, the AER has also addressed the cludmgeeipt and delivery points in
this section.

12.3.1 Regulatory requirements

Under clause 48(f) of the NGR, capacity tradinguregments are to be included in a
full access arrangement. Rule 105(1) of the NGRireq that capacity trading
requirements must provide for capacity transferscicordance with the rules or
procedures of the relevant gas market, if the serprovider is registered as a
participant in a particular gas market. If the ss\provider is not registered, or the
rules or procedures do not address capacity tratheg capacity trading
requirements must comply with r. 105 of the NGR.

Rules 105(3) and 105(2) of the NGR concern thestearof capacity trading
requirements with and without the service provigdeonsent. Capacity trading
requirements may specify conditions under whichseotwill or will not be given,
and the conditions to be complied with if consaengiven. A service provider is
precluded from withholding its consent unless & heasonable grounds, based on
technical or commercial considerations, for doing’s

The terms and conditions for changing receipt altvery points are to be included
in a full access arrangeméntRule 106 of the NGR requires that an access
arrangement must provide for the change of a receigelivery point with the
service provider’'s consent. The service providgrecluded from withholding its
consent unless it has reasonable grounds, bastedlomcal or commercial
considerations, for doing so. The access arrangemay specify conditions under
which C?Psent will or will not be given and condits to be complied with if consent
is given.

12.3.2 Access arrangement proposal

Where users are registered participants under AEBMR@tail Market Procedures,
APT Allgas proposed that capacity transfers shbeldubject to those procedures.
Where users are not registered participants, ARJa8lproposed that capacity
transfers should be subject to r. 105 and r. 1G6@NGR, and part 5 of the access
arrangement’

1 EnvestraAccess arrangement informatioBctober 2010, p. 211.

12 NGR, r. 105(4).

* 'NGR, . 48.

" NGR, r. 106.

5 APT Allgas,Access arrangement proposSleptember 2010, p. 16.
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APT Allgas proposed conditions under which userg make bare and non-bare
transfers, change delivery and receipt points,ahdr procedures and conditions of
transfers and assignment#\PT Allgas also set out the relevant definitions fo
chapter 5 in the access arrangement glosgary.

12.3.3 AER’s considerations

The AER considers that APT Allgas’s proposed capacading requirements are
largely similar to those approved by the QCA in ¢aglier access arrangeméht.
However, the AER notes that APT Allgas’s previoaparcity trading requirements
provided references to examples within the Codeekample, clause 5.2 of APT
Allgas’s earlier access arrangement stated thpdaieples of the basis by which
Allgas could refuse a transfer are contained itige®.11 of the Code” The AER
notes that the NGR does not contain comparable gbegbut considers such
examples are important for end users’ referenceuadérstanding. Consequently the
AER proposes to include an appropriate exampleinvitie access arrangement
proposal. The AER does not consider that the immtusf such examples will affect
the operation of APT Allgas’s proposed capacitdittg requirements. Rather, the
AER considers that examples will provide greatetasety to users, and therefore
better promote the national gas objective outlimesl 23 of the NGL.

12.3.4 Conclusion

The AER proposes not to approve APT Allgas’s preposapacity trading
requirements. The AER considers amended requirencendd better promote the
national gas objective in s. 23 of the NGL.

12.3.5 Required amendments
Before the access arrangement proposal can bevaoh®PT Allgas must make the
following amendments.

Amendment 12.23: amend section 5 of the access arrangement proge$allows:

Insert the sentence ‘An example might be, if APTgA$ would not receive at least
the same amount of revenue it would have receieéoré the change’, at the end of
the first paragraph in section 5.3.

Insert the sentence ‘An example might be, if a ciida in the amount of the service
provided to the initial delivery point will not re in a corresponding increase in
APT Allgas’s ability to provide that service to thkernative delivery point’, at the
end of the first paragraph in section 5.4.

12.4 Extensions and expansions policy

An extensions and expansions policy sets out thteadedor determining whether
extensions or expansions to the covered pipeli@¢cabe covered by the access

16
17
18

APT Allgas,Access arrangement propos8leptember 2010, p. 16.

APT Allgas,Access Arrangement Propos8leptember 2010, p. 16.

QCA, Draft decision-Revised access arrangements for gas distributiowarés: Allgas Energy,
December 2005, p. 18.

9 APT Allgas,Access arrangement proposSleptember 2010, p. 16.
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arrangement. Where an extension or expansioneésrdeted to be covered, the policy
determines how the use of that extension or expangill be priced.

12.4.1 Regulatory requirements

Under r. 48 of the NER extension and expansionireauents are to be included in a
full access arrangemefitRule 104(1) of the NGR requires that extension and
expansion requirements may state whether the apdi@access arrangement will
apply to incremental services provided as a regdtparticular extension or
expansion or outline how this may be dealt with &ter time. If the requirements
provide that an access arrangement applies tomasrl services, r. 104(2) of the
NGR states that the requirements must deal witleffieet of the extension or
expansion on tariffs.

12.4.2 Access arrangement proposal

APT Allgas’s proposed extension and expansion pasicimilar to that in APT
Allgas’s earlier access arrangement. SpecificdlBT Allgas proposed that
‘significant extensions’ of the network should bsihed to the AER before they
come into operation, but only for the high presswtvork rather than significant
extensions for any part of the network as in teailier access arrangeméht.

APT Allgas would indicate whether it considers éxtension should be covered
under the access arrangement, and why the exteissi@eessary. The AER would
then have 20 business days to make a decision dnA§as’s proposal. APT Allgas
proposed that all other extensions and expansidhbexcovered by defauff

APT Allgas further note that all other extensiongxpansions of the network, which
are not considered ‘significant extensions’ shdaddcovered by the access
arrangement unless the AER and APT Allgas agraetieg should not be coveréd.

Where extensions and expansions are covered, Agasiproposed to offer services
on that pipeline with no change in the referencié$a APT Allgas may levy a
surcharge on users to recover non-conforming dapifzenditure in accordance with
the NGR?*

12.4.3 Submissions

AGL submitted that APT Allgas should provide a kdsr the calculation of
surcharges and a complete list of events which evtrigger a surcharge. AGL also
requested that surcharges be approved by the ABRtptbeing chargetf

12.4.4 AER’s considerations

The AER does not accept APT Allgas’s proposed esxberis and expansions
requirements. Under r. 40(3) of the NGR, the AER tudl discretion to impose
preferable extension and expansion requiremerda Bccess arrangement review

2 NGR, r. 48(1)(q).

2L APT Allgas,Access arrangement proposakptember 2010, p.18.

22 APT Allgas,Access arrangement propos8eptember 2010, p. 18.

2 APT Allgas,Access arrangement propos8leptember 2010, p. 18

24 APT Allgas,Access arrangement proposSieptember 2010, p. 19.

% AGL, Submission on APT Allgas’s access arrangement galpovember 2010, p. 3.
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where they also comply with applicable requirememis criteria under the NGL and
the NGR. The AER considers that an amended vedid# T Allgas’s access
arrangement proposal would better promote the maltigas objectivé®

Consistent with its previous decisiéhghe AER considers that all extensions to high
pressure pipelines, rather than just ‘significdmgh pressure extensions as proposed
by APT Allgas, should be assessed on a case-bybeasefor coverage. This is
because high pressure pipelines have similar cteststecs to transmission pipelines,
and could be used either as viable bypass optmasd users, or to support the
existing network. The AER does not consider thgttagh pressure pipeline
extensions should be covered by default. The AERIders this should allow for
sufficient oversight of whether extension costsustide borne by reference service
customers. The AER considers this will better prtaribe national gas objective than
APT Allgas’s approach, which could result in cusewspaying for investments in
high pressure pipeline extensions to be used tadsythe network.

In contrast, the AER considers that low and meduessure pipeline extensions are
more likely to support the existing network thaghpressure pipelines and should
therefore be covered by default. If low or mediuragsure pipeline extensions are not
covered under the access arrangement, the AERderaghat the service provider
has scope to exercise monopoly power by chargingealeference prices, with cross-
subsidisation from the existing network. For thesssons, the AER considers that all
low and medium pressure pipeline extensions shioelicovered by default.

Unlike extensions to the network, the AER consideas all expansions to the
network should be covered by default. Network exspars involve the augmentation
of pipeline capacity within the existing networkydaare likely to be used largely by
existing network customers. Relative to networleagtons, they are much less likely
to serve a new or isolated customer or group aicoers as a bypass option. As
such, it is appropriate that any network expansarscovered as reference services
under the access arrangement.

The AER considers that APT Allgas should notify &t€R of all extensions or
expansions completed or in progress at the endaif #nancial year. The AER
considers this level of transparency is necessasgtisfy the national gas objectite.
The AER notes that APT Allgas’s proposal contaiosuach provisions, and the AER
requires APT Allgas to amend the access arrangeatentdingly.

The AER notes AGL’s submission on APT Allgas’s regoents when proposing to
levy a surcharge on uncovered high pressure pgebtensions. Under r. 83(2) of the
NGR, APT Allgas must notify the AER of proposedcharges, which may be levied
subject to the AER’s approval. The AER will onlypapve a proposed surcharge
subject to r. 83(4) of the NGR.

% NGL, s. 23.

2 For example: AERJemena Gas Network draft decisiéfebruary 2010, pp. 348-350; AEARGtew
AGL draft decisionNovember 2009, pp. 185-186; AE®yuntry Energy draft decision
November 2009, pp. 140-141.

%% NGL, s. 23.
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12.4.5 Conclusion

The AER proposes not to approve APT Allgas’s prepaosxtensions and expansions
policy proposed. The AER considers an amendedypwlauld better promote the
national gas objective in s. 23 of the NGL anddyedtihere to the pipeline coverage
criteria in s. 15 of the NGL.

12.4.6 Required amendments

Before the access arrangement proposal can bevegahidPT Allgas must make the
following amendments.

Amendment 12.24: amend section 6.1 of the access arrangement pigmogalows:

If APT Allgas proposes a high pressure pipelineeegion of the covered pipeline, it
must apply to the AER in writing to decide whetkiex proposed extension will be
taken to form part of the covered pipeline and idlcovered by this access
arrangement.

For the purposes of this section 6, a high pregsipedine extension means a pipeline
that exceeds one kilometre in length and is prapptsde built to a postcode area
previously not serviced by reticulated gas.

A notification given by APT Allgas under this clau6.1 must:
a) be in writing

b) state whether APT Allgas intends for the propdsigh pressure pipeline extension
to be covered by this Access Arrangement

c) describe the proposed high pressure pipelirensidn and describe why the
proposed Extension is being undertaken and

d) be given to the AER before the proposed higkguree pipeline extension comes
into service.

APT Allgas is not required to notify the AER undkis clause 6.1 to the extent that
the cost of the proposed high pressure pipelinensibn has already been included
and approved by the AER in the calculation of Rafee Tariffs.

After considering APT Allgas’s application, and enking such consultation as the
AER considers appropriate, the AER will inform ARITlgas of its decision on APT
Allgas’s proposed coverage approach for the higissure pipeline extension.

The AER’s decision referred to above, may be madsuch reasonable conditions as
determined by the AER and will have the effectextah the decision.

Amendment 12.25: amend section 6.2 of the access arrangement pigmogalows:

Any extensions to and expansions of the capaciti@Network which are not high
pressure pipeline extensions within the meaningjafse 6.1 will be treated as part of
the Network and covered by this Access Arrangement.
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All extensions of low or medium pressure pipelinag expansions of the capacity of
the Network carried out by the Service Providet ba treated as covered under this
Access Arrangement. No later than 20 Business [dlgsving the expiration of its
financial year, APT Allgas must notify the AER df extensions of low or medium
pressure pipelines and expansions of the capaicibhed\etwork during that financial
year, including all expansions commenced, in pregend completed. The notice
must describe each extension and expansion amdisehy this was necessary.

Amendment 12.26: insert the following new paragraph at the end ofisa 6.3 of
the access arrangement proposal:

APT Allgas will notify the AER to seek approval afily proposed surcharge to be
levied on users of incremental services, and desligo recover non-conforming
capital expenditure or a specified portion of n@maming capital expenditure (non-
conforming capital expenditure which is recovergdrieans of a surcharge will not
be rolled into the capital base). Surcharges wily ®e approved subject to rule 84(4)
of the NGR.

12.5 Queuing requirements

Queuing can be used to determine access to anepélt is fully, or close to fully,
utilised. Typically, new users will be able to lammodated because, unlike
transmission pipelines, distribution networks do oyerate close to full capacity. If
use at one point in the network is nearing capaaitlgmentation of the network will
normally be undertaken to meet the needs of prospadsers.

12.5.1 Regulatory requirements

Queuing requirements are to be included in a ftdeas arrangement only if the
access arrangement is for a transmission pipetfiifelee AER has notified the
service provider to include queuing requireméts.

12.5.2 Access arrangement proposal

APT Allgas’s access arrangement proposal did ratide any references to queuing
requirements.

12.5.3 AER’s considerations

APT Allgas is not required to include queuing regmients in its access arrangement
proposal as it operates a distribution pipeline thiedAER has not required APT
Allgas to include queuing requiremeritsThe AER notes that APT Allgas did not
propose queuing requirements in the earlier aca@aagement period and that the
QCA did not require any to be included. The QCA eamthis conclusion because it
accepted APT Allgas’s argument that queues wel&ealnlto form due to a lack of
capacity in the network:

2 NGR, r. 103(1).

% NGR, r. 103(1).

31 QCA, Final Decision, Revised Access Arrangement for Biagibution Networks: Allgas Energy
2006, p. 22.
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12.5.4 Conclusion

The AER proposes to approve APT Allgas’s proposalto include queuing
requirements in its access arrangement proposal.

12.6 Review dates

The NGR includes a general rule that the proposedss arrangement period will
apply for at least five years and be reviewed déier years®? or sooner in the event
of certain triggers® A five year period between reviews provides regulacertainty
for service providers, in terms of the commerceigmeters they operate within, as
well as for users, in terms of the price and coondg of access to the regulated
network.

12.6.1 Regulatory requirements

Rule 49(1) of the NGR requires that a full accesarement that is not voluntary
must contain a review submission date and a reavistonmencement date and must
not contain an expiry date.

In general, a review submission date will fall fgears after the current access
arrangement took effect or the last revision comrearent date, and a new revision
commencement date will fall one year latefhe AER is required to accept a service
provider’s proposed review submission and commepoeuhates if these are made in
accordance with the general rule set out in r.f3®NGR > It may also approve
dates that do not conform to the general ruleid gatisfied that the dates are
consistent with the national gas objective andrévenue and pricing principlé8.

The review submission date may advance on that fix¢he access arrangement if a
specified trigger event occut§Rule 51(2) of the NGR provides examples of possibl
trigger events in an access arrangement. The ABRms#st on the inclusion of
trigger events and may specify the nature of tiggér events®

12.6.2 Access arrangement proposal

APT Allgas proposed a review submission date doefore 30 September 2015 and a
revision commencement date of the later of 1 JAli62and the date on which the
AER'ggapprovaI of the revisions to the access gearent takes effect under the
NGR.

12.6.3 AER'’s analysis and consideration

The review submission date of 30 September 201pgsed by APT Allgas is later
than the 1 July 2015 date indicated by the gemalalunder r. 50(1) of the NGR. The
AER considers that a 30 September 2015 review sgiom date would allow

2 NGR, r. 50.
¥ NGR, . 51.
% NGR, r. 50(1).
% NGR, r. 50(2).
% NGR, r. 50(4)
37 NGR, r. 51(1).

¥ NGR, r. 51(3).
39 APT Allgas,Access arrangement proposSleptember 2010, section 1.4.
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significantly less time for the AER to make its &mn on the access arrangements
for APT Allgas compared to the 1 July 2015 datedatkd by the general rule in the
NGR. The AER considers that a truncated reviewgssenay reduce its ability to
adequately consider the access arrangements, wibudth result in an outcome that is
not consistent with the national gas objective tii@nbasis of this the AER rejects the
30 September 2015 review submission date propos@dPh Allgas.

As the revision commencement date proposed by ARJa#\is consistent with the
general rule under r. 50(1)(b) of the NGR, the AfaRst accept it.

The AER notes that the retail energy and gas cdiomscframeworks are expected to
be introduced during the access arrangement pérfaeke frameworks may impact
on the terms and conditions of access for usergatahtial users, such as the credit
support provisions proposed under the National gn€ustomer Framework
(NECF). In these circumstances, the AER considetd trigger event should be
included to enable the AER to review the approeeohs and conditions of access for
consistency with the arrangements proposed undsethew frameworks.

12.6.4 Conclusion

The AER proposes not to accept APT Allgas’s progasgiew submission date. The
AER considers an amended date could better protheteational gas objective in

s. 23 of the NGL. The AER accepts the review conuasrent date of 1 July 2016
proposed by APT Allgas.

12.6.5 Required amendments

Before the access arrangement proposal can bevaoh®PT Allgas must make the
following amendments.

Amendment 12.27: amend the access arrangement proposal to
1) delete the first paragraph of clause 1.4 antheegt with the following:

APT Allgas will submit revisions to this Access Angement to the AER on or before
1 July 2015.

2) include the following new clause 1.5:

The AER may require APT Allgas to revise its acaasangement for inconsistencies
between the proposed terms and conditions and @ied¥ NGR.

The revisions submission date stated in clausefltide access arrangement proposal
will advance on the occurrence of a trigger evasicdbed below. For the purposes of
this clause, a 'trigger event’ occurs if:

(a) there is an amendment to the National Gas LraweoNational Gas Rules, or the
National Energy Retail Law or National Energy RleRiles commence operation in
Queensland; or

(b) the STTM does not operate as anticipated ame@dehess arrangement does not
effectively accommodate the STTM; and
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(c) the AER provides APT Allgas with a notice stgtthat the circumstances
described in (a) or (b) are significant. An amendteg the commencement in
Queensland of the National Energy Retail Law ondtetl Energy Retail Rules is
significant if it affects reference tariffs. Thevneeview submission date will be the
date 6 months from the date of the notice provigethe AER under this clause.

(c) the AER provides APT Allgas with a notice stgtthat the circumstances
described in (a) or (b) are significant. An amendtee the commencement in
Queensland of the National Energy Retail Law oridietl Energy Retail Rules is
significant if it affects reference tariffs. Themeeview submission date will be the
date 6 months from the date of the notice provigethe AER under this clause.
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A. Confidential averaging period
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B. Actual cost of debt (confidential)
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C. Detailed WACC issues

This appendix outlines the AER’s consideration etladled issues in relation to
APT Allgas’s proposed rate of return, under théofeing general categories:

= OQverall rate of return
= Equity beta

= Debt risk premium

= Market risk premium

This appendix should be read in conjunction witaptkr 5.

C.1 Overall rate of return

C.1.1 Recent sale of regulated assets

The AER considers that recent sales of regulateetasan provide useful
information regarding the extent to which the AER/@ighted average cost of capital
adequately compensates regulated service provitleesAER’s consultant, Professor
Kevin Davis stated:

... if access prices are set using the correct dasdpmtal such that expected
future net cash flows provide both the requirednreto capital and the full
return of capital, the market value of equity pliebt will (at the start of the
regulatory period) equal the book (regulatory) eatfi assets. With the
regulatory period, the valuation may differ becaofananticipated changes
in risk premia or cash flows. In principle, if matkvalue exceeds book value,
this suggests that the regulatory rate of retuabisve that required by
investors, and the converse when book value exaeadset valué.

Professor Kevin Davis also stated various factaayg nause market and book values
to differ at the date of the regulatory determimiasi. For instance, the market value
can exceed the book value as regulated entitiesatsaybe involved in other non-
regulated activities (which are able to earn excegsns), AER’s financial and
operating structure maybe sub optimal and possipiergies associated with
mergers. Professor Kevin Davis states that the lvable may exceed the market
value if regulatory risk is high.

While other factors may be present, the AER do¢sowsider that they fully explain
the purchase price of regulated utilities beingp80cent more than the regulated
asset base.

One of the most recent sales of regulated asseatsh@gEnvestra purchase of Country
Energy’s NSW Gas Networks business. Informatioatie to this sale was

1
2

Kevin Davis,Cost of Equities — A Report for the AER,January 2011, p. 7.
Kevin Davis,Cost of Equities — A Report for the AER,January 2011, p. 7.
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contained in a market presentation released t&8¥ on 26 October 2010 and is
summarised as follows:

= purchase price of $107 million
® regulated assets represent 70 per cent of purghigse

= the RAB was $59.6 million as at 30 June 2010 anekcfast to be $63.2 million at
30 June 2011.

The purchase of Country Energy’'s NSW Gas Netwotssrizss was a public tender
and it is therefore reasonable to assume the sakenepresents an approximate of the
true market value. In addition, Envestra had theaathge of knowing the outcome of
the AER'’s final decision on the access arrangerfwgrthe covered pipeline,

including the cost of capital and the cash flonsoagted with that rate of return. The
premium paid by Envestra relative to Country En&rdRAB suggests that the AER’s
weighted average cost of capital does not undeipensate the service provider.
Envestra purchased Country Energy’s regulated sasefpproximately 26 per cent
(19 per cent if the 2011 RAB forecast is used) alibve RAB value.

The AER recognises that Envestra may justify thyh lpiurchase price due to potential
synergistic gains. However, the AER does not cardite 26 per cent premium can
be justified on these grounds alone. The AER canmsithat synergies can be
primarily driven by a minimisation of operating exyituré which is only 34 per

cent of total building block revenue in Envestreése. Even if Envestra was able to
reduce Country Energy’s operating expenditure bfy(lmapossible scenario), this
would not justify the 26 per cent premium paid.

As demonstrated in table C.1 below, all regulatedd have been purchased at RAB
multiples of greater than one, with a RAB multipfeat least 1.2 times.

AER, Final decisionWWagga natural gas distribution network 1 July 2030-June 2015March

2010, p. 5 and ASXgnvestra company announcemet,October 2010, viewed 27 January 2011
<http://lwww.asx.net.au/asxpdf/20101026/pdf/31tdpraxqgc.pdf>

The benefit associated with minimising capital exgiture is limited as it only relates to the return
on capital for difference between actual and fasecapital expenditure for the outstanding year of
the access arrangement period. This being duesttath that actual capital expenditure and not
forecasted capital expenditure is used to deterth@®pening regulated asset base. Further, other
synergistic gains exist, but they are small in niagie.

175



Table C.1: RAB multiplefor recent regulated asset sales

Date Acquirer Target RAI(?:[imZIS';ipIe
Dec 06 APA DirectLink 1.45
Oct 06 APA Allgas 1.64
Aug 06 APA GasNet 2.19
Apr 06 Alinta AGL Infrastructure assets 1.41-152
Mar 06 APA Murraylink 1.47
Aug 04 DEUT/Alinta/Alcoa Dampier to Bunbury Natuk@ahs Pipeline 1.20
Aug 04 APA Southern Cross Pipeline and Parmelia Gas 1.47
Apr 03 Alinta/AMP/Aquila Alinta Gas Network 1.35
Apr 03 Alinta/AMP/Aquila Multinet Gas 1.44
Apr 03 Alinta/AMP/Aquila United Energy 1.52
Aug 02 CKI/HEH Citipower 1.69
Oct 00 Consortium ElectraNet 1.37
Sep 00 CKI/HEH Powercor 1.71
Jun 00 Singapore Power PowerNet 1.49
Dec 99 CKI/HEH ETSA Utilities 1.26
Jul 99 CKI 19.97% of Envestra 1.49
Jun 99 GPU GasNet 1.72
Mar 99 Envestra/Boral Stratus Networks 1.99
Jan 99 Texas Utilities Westar 1.86

Source: Grant Samuel & Associates Pty Limitedancial Services Guide and

Independent Expert Report in relation to the Retedisation and Restructure
of Babcock & Brown Infrastructur® October 2009, p. 78 and Grant Samuel &

Associates Pty Limitedndependent Expert Report in relation to the

Acquisition of the Alinta Assets November 2007, p. 65.

Table C.2 presents analysis from Grant Samuel wshichvs listed infrastructure
firms being traded at premiums significantly abosgulated asset values.
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Table C.2: RAB multiples of regulated assets using recent market data

Entity Average RAB asat 30 June Average RAB asat 30 June

2009 2010
SP AusNet 1.50 1.40
Spark 1.81 1.73
DUET 1.21 1.15
Envestra 1.28 1.21

Source: Grant Samuel & Associates Pty LimitedaRaial Services Guide and
Independent Expert Report in relation to the Rdeaéipation and Restructure of
Babcock & Brown Infrastructure, 9 October 20097p. Based on share prices
at 29 September 2009 and average nominal RAB fevaat year. RAB is
based on the respective regulatory determinatircsp for DUET which
allows for the $908 million expenditure on the &&d\ and 5B expansion of
the Dampier to Bunbury Natural Gas Pipeline.

Further, the AER considers the broker reports glediby Envestra also support the
proposition that regulated utilities trade andarquired at RAB multiples in excess
of one.

C.1.2 Cost of equity vs. cost of debt

Contrary to the Synergies proposal, the AER do¢smasider that the difference
between the estimate return on debt and equityl$tmuat least around 4.5 per cnt.

There does not appear to be any a priori reasergect to see a constant difference
between the cost of debt and equity. This shouleMi#ent given the recent and
significant impact of the GFC which predominantfieated debt markets. This has
been reflected in the higher debt margins set ByAIBR during and since this time.
An alternative conclusion from the information mreted by Synergies and APT
Allgas is that the cost of debt set by the AER rbayoo high.

The AER has also identified more specific issudal Biynergies’ analysis. Synergies’
estimated “required” difference between the retunrequity and debt (at least
4.5 per cent) is a mid point 8f:

= the average difference between the return on e{Ldty per cent, based on the
All Ordinaries Accumulation index) and debt (8.4 pent, based on the UBS
Australian Composition index) from 1990 to 2007 jethwas 6.07 per ceht

= the average difference between the return on e@iiy8 per cent, based on the
All Ordinaries Accumulation index) and debt (8.4 pent, based on the UBS

APT Allgas Energy Pty Limitedhccess Arrangement SubmissiSaptember 2010, p. 64.
APT Allgas Energy Pty Limitedhccess Arrangement SubmissiSaptember 2010, p. 64.
APT Allgas Energy Pty Limiteddccess Arrangement SubmissiBeptember 2010, p. 64 and
Synergies Economic Consultingstimating a WACC for the APT Allgas Distributioatiork,
September 2010, p. 35.
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Australian Composition index) “during a period tiratludes the effects of the
current global financial crisis”, which was 2.85 pent

The 4.5 per cent difference is an overstatemert rgpect to the benchmark service
provider as:

= the return on equity is based on the All OrdinaAesumulation index, which has
a beta of one and so should be adjusted to reflbeta of 0.8, which the AER
considers appropriate for a benchmark service gesviSuch an adjustment
would decrease the “required” 4.5 per cent diffeesbetween cost of equity and
debt to 3.3 per cent

= the return on debt is based on the UBS Australiam@site Index, which is
likely to be of a higher credit grade than BBB+ alhthe AER has determined
reflects the rating of a benchmark service provitience the return on debt
should be increased to reflect a BBB+ credit ratimgch will decrease the
4.5 per cent further.

APT Allgas submitted that the return on debt iskeeted on prevailing market rates at
the time of the regulatory reset, whereas two efrttain components of the return on
equity, being beta and the MRP, are assumed todoe stable through time and
hence to be based on long-term averdgesa result, APT Allgas considers the
return on equity will provide equity investors wittadequate compensation for the
risks they bear in the market environment thakseeted to prevail over the course
of the regulatory control peridd.The AER does not agree with this proposition.
Historical data is only used to the extent that reflective of (or informs the decision
on the best estimate for) an expected rate ofmatnran ex ante basis. Both the cost
of equity and cost of debt adopted by the AERsraltowed WACC are the best
estimates of market returns expected over the a@esngement period. Arguments
relating to the methodology in deriving the besineste for different parameters used
in determining the cost of equity and debt, altHouduitively attractive do not
necessarily mean that the outcome is unreasonHtefollowing sections of this
chapter set out reasons for rejecting APT Allgasppsed parameters (where
relevant) and the AER’s best estimates (and unideyiyethodologies).

C.1.3 Modigliani and Miller theorem

Consistent with Synergies’ analysis, the AER comsdhe Modigliani and Miller
approach can be used in a frictionless market tergiéne the optimal capital
structure (trade-off between tax deductibility drahkruptcy costs) and explain the
relationship between the cost of equity and costetit.

Professor Kevin Davis and Associate Professor Han@andley) both caution the
use of the Modigliani and Miller theorem to implyedationship between the cost of

APT Allgas Energy Pty Limited\ccess Arrangement SubmissiSeptember 2010, p. 64 and
Synergies Economic Consultingstimating a WACC for the APT Allgas Distributioatiork,
September 2010, pp. 33-35.

APT Allgas Energy Pty Limited\ccess Arrangement SubmissiSeptember 2010, p. 63.

10 APT Allgas Energy Pty LimitedAccess Arrangement SubmissiSeptember 2010, p. 63.
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debt and equity* Handley considers the Modigliani and Miller thearin the
presence of risk debt is based on the assumptairetjuity and debt are priced in the
(same) integrated market, rather than being piicéseparate) segmented markets.
Handley states that when this assumption is assamedact relationship between
the firms cost of debt and equity can be estallishHewever, when this relationship
is violated this could imply that equity and debpriced in:

= an integrated market and the equity risk premiutoaeslow/high
= an integrated market and the debt risk premiuraadaw/high

= in segmented markets and so the Modigliani ande¥itieorem cannot be used to
infer that the equity is mispriced relative to thebt?

The AER considers the Modigliani and Miller progdam 2 can be used to
demonstrate that the AER’s weighted average cosamifal does not under
compensate APT Allgas. According to the Modigliand Miller proposition two, the
weighted average cost of capital can be calculasettie return on equity of a firm
with zero leverage. Removing the financial risknedat from APT Allgas’s proposed
equity beta of 1.1 results in an asset beta estiofad.44. Therefore, using the
parameters in APT Allgas’s proposal, the returrequity on a zero is:

r,=r, +58*(MRP)
r, = 507+ 044* (6.5
r,=r, =793

The WACC as implied by the Modigliani and Millergposition 2 using APT
Allgas’s parameters is 7.93 per cent. This corgrassthe AER’s weighted average
cost of capital in this draft decision:

r,=r, +58*(MRP)
r, = 568+ 08* (6.0)

r, = 1048

E D
r.=r,(=)+r,(—
o] e(V) d(V)

r,(AER) = 1048* (04) + 961* (0.6)

r,(AER) = 996

1 Kevin Davis,Cost of Equities — A Report for the AER,January 2011, p. 19 and John Hanley,

Peer Review of Draft Report by Davis on the CosE@diity, 18 January 2011, pp. 9-10.
12 John HanleyPeer Review of Draft Report by Davis on the Co&afity,18 January 2011, p. 9-
10.
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As is evident, the AER weighted average cost oitab(®.96 per cent) is significantly
higher than the WACC implied by Modigliani and Mitlproposition 2 using APT
Allgas’ parameters (7.93 per cent). The AER doddntend to set APT Allgas’s
WACC based on Modigliani and Miller propositiontfywever notes that this
analysis demonstrates that the AER’s return ontalaghoes not under compensates
APT Allgas.

C.2 Equity beta

The following section addresses issues raised bly AlRjas in regards to the beta
estimate.

C.2.1 Systematic risk

APT Allgas submitted that a higher proportion gftittal demand comes from
industrial and commercial customers, in comparisoother distribution networks.
Given that industrial and commercial demand wiltda higher correlation with
economic activity’, APT considered that its network is exposed toamsystematic
risk in comparison to other distribution networklawever, the AER considers that
APT Allgas may not be exposed to any more systemig than other distribution
networks for the following reasons:

= a high proportion of demand customers (user thaswme more than 10 TJ per
annum) does not expose APT Allgas to any volatritated to overall economic
activity, as demand users pay for gas based orcitgaad not throughput. The
users’ capacity does not change in the short termrasult of economic activity,
but does change in the longer term. However, indhger term (or at least once
every five years) this is risk is mitigated by tleeisiting of forecast capacity use
as part of the access arrangement review process

= alarge proportion of the revenue that APT Allgeseives from volume
customers (users that consume less than 10 Thpema is derived from fixed
charges. Residential customers are not expectigconnect from the network as
a result of changes in economic activity. Some cencial customers under the
10 TJ threshold may cease operations and discodneog periods of sustained
economic slowdown, however this only presentskatdghe extent any revenue
impacts are not forecast at the time of the acessw, and so may arise in the
latter years of the access period where forecaayshm less accurate.

The AER considers that having a higher proportibreeenue derived from
throughput charges may expose the service progidevenue to more economic
activity. For instance a negative shock to the eapnmay cause the actual
throughput of customers to decrease, resultings@raice provider recovering less
revenue from throughput charges. However, the A&hsiclers that APT Allgas has
not demonstrated that market volatility that causesnue volatility directly effects
share price volatility.

13 Any risk arising from fluctuations in revenue doesconomic activity (which affects the market

portfolio) maybe systematic in nature.
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Assuming that revenue volatility results in sharegvolatility, APT Allgas’s
revenue is exposed to the least amount of econeotadility out of all service
providers assessed under the NGR. As demonstrated LAPT Allgas has the
smallest proportion of revenue recovered from tghguut charges.

Table C.3: Percentage of Revenue derived from throughput char ges

Per centage of Per centage of Total
throughput Revenuethat is Per centage of
customersrevenue derived Customers Revenue potentially
that isderived from  that pay for gasusage exposed to market
fixed (standing) based on throughput volatility
charges charges
Allgas (Brisbane) 38 % 68 % 0.68*(1-0.38) = 42 %
Jemena 19 % 93 % 0.93*(1-0.19) = 75%
ActewAGL 12 % 96 % 0.96*(1-0.12) =85 %

Country Energy 40 % 95 % 0.95%(1-0.40) =57%

Source: All this data relates to the 2010-11 faialnyear. For APT Allgas this data was
obtained from the annual tariff variations andadifier firms this data was
obtained from confidential regulatory models. Tigisores the revenue received
from ancillary and metering services.

APT Allgas submitted that gas is a ‘fuel of choieed therefore is exposed to
competition from alternative energy sources, incigeelectricity which is a fuel of
necessity:! However, the AER considers that this competitioasinot expose APT
Allgas to more systematic risk. For instance, tdoispetition risk could be mitigated
by an investor who holds both electricity and gasridbution stocks.

Furthermore, the AER is not satisfied that theof@ihg risks identified by APT
Allgas are systematic in nature as they also camibgated through diversification of
investments:

= competition is particular intense in the Queenslasidential market, where gas
has a relatively low penetration compared to ottates®

* higher volume risk under the price ¢&p
* competition from solar and hear pump technologlyeat water’

=  demand and cost are not related

14
15
16

APT Allgas Energy Pty Limitedh\ccess Arrangement SubmissiSaptember 2010, p. 69.

APT Allgas Energy Pty Limitedhccess Arrangement SubmissiSaptember 2010, p. 69.

APT Allgas Energy Pty Limitedhccess Arrangement SubmissiSeptember 2010, p. 71. In the
WACC review the AER considers there was no compgléividence to suggest that the equity beta
should differ based on the form of control (l.ezawue vs. price cap). AERjnal decision: WACC
Review,1 May 2009, p. 341.

7 APT Allgas Energy Pty LimitedAccess Arrangement SubmissiSeptember 2010, p. 71.
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" in Queensland, less than 1 per cent of dwellingl gses for heating
= higher penetration of revenue cycle air conditisner

= only 12.5 per cent of dwelling utilise main gas,iethis notably lower than the
other state'

= one customer accounts for 14 per cent of totalcfmsedemand for the demand
tariff class, and the top five customers accountfose to 30 per cent of forecast
demand.

Some of the issues above are not uncommon for gdsedistribution service
providers and therefore to do not justify a deparfrom a beta of 0.8 which the AER
has determined to be appropriate for these buseess

APT Allgas submitted that the recent drought haslted in a permanent reduction in
water usage (due to the introduction of the effitghower heads) and therefore
resulted in lower demand for gas hot water servidesvever, to the extent that a
permanent reduction in demand has been taken éctwuat in the forecasts
underlying the access arrangement mitigates tkeofia service provider not
recovering its building block revenue. Only an ymested movement in demand will
affect systematic risk.

C.2.2 Data issues

Synergies submitted that paucity of relevant atidblke data has precluded it from
being able to draw any robust conclusions regardif@ Allgas’ equity beta based
on an updated empirical analydiHowever as discussed in the WACC review, the
AER has been able to draw a conclusive robustdstimate range from empirical
analysis. Through the WACC review the AER took iotmsideration the following
comparable businesses and estimated a forwardngdigta estimate of 0.4 to 0.7:
= Alinta

= The APA Group

= Australian Gas Light

®= The DUET Group

®  Envestra

= GasNet Australia Group

8 synergies Economic Consultingstimating a WACC for the APT Allgas DistributioatiNork,

September 2010, p. 57.

Synergies Economic Consultingstimating a WACC for the APT Allgas Distributioatiork,
September 2010, p. 55.

Synergies Economic Consultingstimating a WACC for the APT Allgas Distributioatiork,
September 2010, p. 3.
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= Hasting Diversified Utilities Fund
=  SP AusNet, and

= Spark Infrastructure.

The AER also had regard to beta estimates fromseeasrjurisdictions, however
placed limited weight on these and used the foreggimates to confirm the upper
bound of the domestic equity beta estinfaf€o the address the issue of short trading
histories of Australian comparable companies, tBf&RAestimated the beta using
weekly observations (as opposed to monthly obsens)

Synergies suggested that betas are mean reveniihgvar time, all betas of all firms
will gradually move towards the equity beta of tharket which is oné® As
discussed in the WACC review, the AER considers dldgusting the beta for mean
reversion to one (Blume adjustment and Vasiceksijant) is not appropriatéFor
instance, the Blume adjustment considers a firnolmes more diversified over time
and therefore its beta approaches unity over titogvever, the AER considers in a
regulatory setting, the beta is determined on plag basis and therefore the beta can
not be estimated on a diversified entity. Furtieg regulatory setting the Blume
adjustment is not an appropriate method to addngscision of beta estimat&s.
The AER considers that an adjustment for mean seu@ito one is likely to introduce
an upward bias in the beta estimate. As outlinglenWWACC review, the issue of
precision can be better addressed through othdraudgtvhich are unlikely to
introduce a bia&®

C.2.3 Regulatory consistency

Synergies noted that differences in market powee lpgeviously influenced
regulatory decisions in relation to bé{sSynergies submitted that the ACCC
determined a higher asset beta for ARTC Inter®atgsion (0.65) in contrast to the
Hunter Valley (0.5), due to ARTC having less man@iver as it is exposed to
intermodal competition. As a result, Synergies sitbthat APT Allgas is exposed to
more competition from alternative energy sourcesointrast to other distribution
networks and therefore APT Allgas should receivgaer beta estimate in contrast

2L AER, Final decision: Electricity transmission atigtribution network service providers: Review

of the weighted average cost of capital (WACC) paeters, 1 May 2009, pp. 128-174 (AER,
Final decision: WACC Review, 1 May 2009).

AER, Final decision: Electricity transmission atlidgtribution network service providers: Review
of the weighted average cost of capital (WACC) paters, 1 May 2009, pp. 128-174 (AER,
Final decision: WACC Review, 1 May 2009).

Synergies Economic Consultingstimating a WACC for the APT Allgas Distributioatiork,
September 2010, p. 45.

2 AER, Final decisionWACC Reviewl May 2009, p. 293.

% AER, Final decision: Electricity transmission arigtdbution network service providers: Review
of the weighted average cost of capital (WACC) paeters, 1 May 2009, p. 298 (AER, Final
decision: WACC Review, 1 May 2009).

AER, Final decision: Electricity transmission aristdbution network service providers: Review
of the weighted average cost of capital (WACC) paeters, 1 May 2009, p. 307 (AER, Final
decision: WACC Review, 1 May 2009).

Synergies Economic Consultingstimating a WACC for the APT Allgas Distributioatiork,
September 2010, p. 69.
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to other distribution businesses. The AER consitteasAPT Allgas is not exposed to
intermodal because the cost of switching energlydoerces is significant in
commercial and industrial production and in somsesanot possible. Consequently,
the AER considers that the high switching costsafgas user implies that APT
Allgas would have a higher degree of market powarther, intermodal competition
is not the only reason why the ARTC beta estinmathe Interstate Decision is larger
than in the Hunter Valley Decision. For instante ACCC considered that ARTC’s
risk was mitigated by a number of factors including

= the use of long term contracts which provide catyaio ARTC on a significant
proportion of its revenue, and consequently thditykbo insulate itself from both
volume and asset stranding risks

= the steady demand for coal over the medium term
= the use of loss capitalisation in Pricing zone 3

* short asset live®

In addition to this, APT Allgas submits that regalg consistency requires some
weight be given to the equity beta of 1.1 that egabin the earlier access arrangement
period (under the QCA). The AER considers subsahngw empirical analysis has
been undertaken since the QCA'’s final decisionctviprovides a more up to date
estimation of the equity beta for prevailing margenditions as required by the
NGR 2 The NGR requires the AER to determine a rate irnethat reflects

prevailing market conditions.

C.3 Debt risk premium

The AER considers that the DRP should be basea @ustralian corporate bond
issuance with a term to maturity of 10 years aBdB8+ credit rating. The 10 year
benchmark reflects consistency with the term ofrislefree rate, while the BBB+
credit rating reflects what the AER determined dgtihe WACC review following
consideration of comparable energy busine¥ses.

APT Allgas's regulatory proposal did not explicithscuss the benchmark
characteristics on which to base estimates of fRE Dnder the NGR: Implicit in
APT Allgas's proposal, however, is that the DRPusthoeflect debt issued for a
period of 10 years, with a BBB+ credit rating.

The methodology proposed by APT Allgas for estimgithe DRP is infeasible since
CBASpectrum has ceased publication of its 10 y@BB+ fair value yield curve.
APT Allgas more recently submitted to the AER that:

% ACCC,Position Paper in relation to the Australian RaitdEk Corporation’s proposed Hunter

Valley Rail Network Access Undertakijrf December 2010, pp. 105-112.
29 For particular details, see AER, Final decision: @@\review, May 2009 and NGR, r. 87(1).
30 While the SORI has no status under the NGR, & in&nded to provide guidance to the gas
sector.
3 NGR, . 87(2).
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...the Fair Value Curves developed by Bloomberg rertta best source of
information on which the AER can base its assestofehe cost of debt
“commensurate with prevailing conditions in the kearfor funds”?

Accordingly, the AER has considered APT Allgas'sen@cent proposal to rely on
Bloomberg as a sole estimate, as well as examaiteghative sources of information
for estimating the DRP. In particular, the AER kassidered the relevance of the 10
year, BBB rated bond issued by the APA Group aedihrated Stockland bond as
alternative sources of information when settinglilbechmark cost of debt.

C.3.1 Bloomberg

The AER has considered that Bloomberg's fair vaktanates provided one
independent and potential source of yield infororabn corporate bonds with a
BBB+ credit rating and maturities up to 7 yedrslowever, CBASpectrum's decision
to cease publication of its fair value yield curtes given the AER cause to question
the reliability of Bloomberg's estimates as they@durce of information when setting
the DRP, particularly given that both Bloombergid &BASpectrum's estimates rely
on similar input data.

In exploring the performance of Bloomberg's estesathe AER has compared them
to the CBASpectrum yield curve and the value ofSkendard and Poor's ASX 200—
a broad based Australian share market index. Tdtseare illustrated in figure C.1.

FigureC.1: Changesin debt risk premiain comparison to the ASX S& P 200
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Source: Bloomberg, CBASpectrum, RBA, AER analysis.

32 APT Pipeline LimitedSubmission in response to AER notice under sedfi®)(a) of the

National Gas Law14 January 2011.
AER, Victorian electricity distribution network servigeoviders, Distribution determination
2011-2015, Final decisiqiOctober 2010, pp. 505-506.
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In viewing this figure, one should generally obsgetire DRP moving inversely to
returns in the equity market. That is, during d mdrket when equity returns are
strong, the risk of default on debt should be campzely low. Conversely, as the
equity market falls, and the risk of default acrtigs market increases, the debt risk
premium demanded by investors should logicallyease** While both the
CBASpectrum and Bloomberg series increased inviitle deteriorating equity
market returns, Bloomberg’s spreads continueddeease with improving conditions
in the equity market (implying increasing defaugk). Indeed, the Bloomberg DRP
was actually higher in December 2010 than at ang th recent history, including
periods spanning the GFC. In contrast, the CBASpatfair value yield curve
gradually declined in accordance with improved ggoiarket conditions.

The significant divergence of estimates derivedhfidloomberg data and from
CBASpectrum over the timeframe including and sitmeeGFC is also difficult to
explain. The AER considers it is likely, howeverrelate to the different proprietary
methods employed by the data service providerantitod of extrapolating
Bloomberg estimates to a comparable 10 year mgatauiid the general paucity of
lower rated, long dated bonds.

To some extent, the limited market data that hesnity become available further
suggests that Bloomberg's series may not be regegse of bond spreads beyond 7
years. Specifically, in July 2010 the Australiapdtine Trust—the financing arm for
the APA Group—announced the issuance of a new af) 8B rated corporate
bond (APT bond) with a yield to maturity well beldhat indicated by Bloomberg's
fair value estimates. Similarly, property firm Stéand recently issued a 10-year, A-
rated bond (Stockland bond) with a yield that isently over 100 basis points below
the extrapolated Bloomberg fair value curve.

The paucity of corporate bonds with credit ratiagsr close to BBB+ with maturities
greater than 5 years currently trading in the manks been acknowledged by both
APT Allgas and the TribunaF. For the indicative averaging period for this draft
decision, the AER has compared all bonds with ticeseacteristics, as reported on
UBS and Bloomberg. These bonds are shown in fiQuPe along with Bloomberg's
fair value estimates for 5 and 7 years, and arapatation to 10 years (using the
AER's extrapolation method, discussed below).

3 In practice, the interaction between debt andtgauarkets is more complicated than this, but

generally, heightened financial risk translateteer share prices and a higher DRP.

% APT Allgas,Access Arrangement submission, effective 01 Julg-280 June 201,8ctober 2010,
pp. 65-66; Australian Competition TribunApplication by ActewAGL Distribution [2010]
ACompT4 17 September 2010, paragraph 75, 77.
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FigureC.2: Australian corporate bondswith maturities greater than 5 yearsand credit
ratings ranging from BBB to A-
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Source: Bloomberg, UBS, AER analysis.

Of the bonds plotted in this figure, the threerofriediate interest are the APT,
Stockland and DBCT bonds, which are consideredrim below.

C.3.2 APA Group bond

The yields on the APT bond are likely to providel@se match to those of the
benchmark corporate boftiSpecifically, the AER considers that the APT bond—
with a BBB credit rating and 10 year term to mdguriclosely resembles the
characteristics relevant to the benchmark corpdratel adopted by the AER in both
electricity and gas determinations. To the extleat tredit ratings reflect the risk of
default, use of the APT bond would be expectedverapmpensate APT Allgas with
respect to the BBB+ rated benchmark cost of debt.

However, credit ratings are not a perfect indicafaihe risks involved in investing in
the provision of reference services. As noted lan&ard and Poor's:

...Standard & Poor’s ratings opinions are not intehdg guarantees of credit
quality or as exact measures of the probability shparticular issuer or
particular debt issue will default. Instead, rasirgxpress relative opinions
about the creditworthiness of an issuer or credtlity of an individual debt
issue, from strongest to weakest, within a univefseredit risk. The
likelihood of default is the single most importdattor in our assessment of
creditworthiness!

% AER, Draft approach for measuring the debt risk premjBeptember 2010, p. 3.
37 standard and Poor's, Guide to credit rating esden2010, p. 4.
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Investors use means in addition to credit ratingdetermine the risks associated with
investing in particular firms. Consequently it @mamon to observe different yields on
bonds with the same credit rating.

The fact that investors take into account infororatther than credit ratings when
assessing the risk of default is supported by rtemealysis prepared for the AER by
Oakvale Capital. In particular, when explaining tineergence in yields on bonds
with similar credit rating, Oakvale suggested flaators such as industry (for
example, infrastructure versus financial institotimnds) and liquidity are relevatit.
Similarly, a report by Associate Professor Johndteystated that empirical
evidence may suggest factors other than simplyitaried (as reflected in the
assigned credit rating) are taken into accountieynarket in pricing bond®.

In this context, the AER regards factors specdicdgulated energy networks
affecting the APT bond to be relevant considerationsetting the benchmark cost of
debt. In particular, the default risk of APA Grasipperations reflect its large, fixed
investments whose returns are set in part undeetlimes administered by the AER
under the NGR and NER. The key features of thegienes (with respect to
investment risks in unregulated sectors) includeKéd in" asset values and periodic
resets of prices with respect to updated salesdsts. Hence, to the extent that
investors consider industry specific charactessiticaddition to the assigned credit
rating, the yields on the APT bond would be expdtbeproduce a rate of return that
is commensurate with the risks involved in provglieference services in the case of
APT Allgas.

C.3.3 Stockland bond

In November 2010, Stockland issued a 10 year, #edraorporate bond. Similar to

the APT bond, the tenor and credit rating of te@iance are comparable to the AER's
benchmark. However the nature of Stockland's assetshe industry in which it
operates differ markedly to that of APT Allgas.

This notwithstanding, the AER considers that theddyon the Stockland bond
provides a point of reference to assess the rebkaress of Bloomberg's BBB fair
value estimates and also of the APT bond. In #gsurd, the yield on the Stockland
bond is over 100 basis points below the extrapdla@eyear Bloomberg fair value
estimate, while only 10 basis points from the ARRd. The difference from the
extrapolated Bloomberg fair value estimate (ushiyAER's extrapolation method) is
likely to be substantially driven by its lower crieting, however the size of this
difference is such that other factors are likelpeéorelevant. Where APT Allgas's
method of extrapolation is applied, this differemcgreater still.

Overall, while the Stockland and APT bonds prowdé two points of reference,
they both indicate that the extrapolated Bloombianmgvalue may not be
representative of longer dated, low rated bonds.

3 Qakvale CapitalReport on the cost of debt during the averagingguefThe impact of callable

bonds February 2011, pp. 2-3.
39 John HandleyComments of the CEG Report: Estimating the 10 &+ cost of debt
11 February 2011, p. 6.
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C.3.4 Dalrymple Bay Coal Terminal (DBCT) bond

The characteristics of the DBCT bond maturing i@2énatch the benchmark

10 year, BBB+ corporate bond. The AER, however,drasiously expressed
concerns over the reliability of this bond in comaiave analysié’ Specifically,
Bloomberg has intermittently published observatiftmmnghe DBCT bonds in the past
and they have been previously excluded from Bloowibédair value estimates given
divergent data feedSs.

Further, while the voluntary trading suspension sigsequent market
recapitalisation of BBI occurred in the past, magerceptions of the BBI/DBCT
bonds may have shifted, despite the official creating assigned by Standard and
Poor's remaining unchang&This consideration was supported by Oakvale Clapita
who noted that for the period between April and NM&y0, the uncertainty
surrounding the issuer and the future status oisthige were likely to have been key
contributors to the higher yield on the DBCT bdido the extent that these factors
persist—and the large spread on the DBCT bond (aré00 basis points) compared
to the smaller spreads on the APT and Stocklandseupports this—the AER
considers that they limit the reliability the DB®®dnd for the purpose of assessing
the benchmark cost of debt.

In summary, the lack of corporate bonds with BBBttngs and maturities of 10
years makes it difficult to reliability ascertalmetappropriate benchmark cost of debt.
For the reasons outlined above the AER considergtis a positive case for placing
greater reliance on the APT bond in setting the Df¥ieticularly as the
reasonableness of the spreads on this bond arearosborated by the issuance of
the Stockland bond. In recognising the risks itirsgia DRP on such limited
information, the AER has adopted a cautious appréarcthe purposes of this
decision and considered equally the spreads afttrapolated 10 year, BBB fair
value derived from Bloomberg and of the APT bonawketting the DRP.

C.3.5 Actual cost of debt

Given the limited data available in setting the DR AER considers it prudent to
consider the actual costs of debt currently inaibe APT Allgas. This information
has enabled the AER to better consider the ap@tgmess of applying its DRP. APT
Allgas’s actual cost of debt reaffirms that:

= the benchmark cost of debt set by the AER usingiBleerg and the APT bond is
consist with providing APT Allgas with a reasonabfgportunity to recover at
least the efficient costs (section 24(2) of the NGL

= the benchmark cost of debt set by the AER is ctarsisvith setting APT Allgas’s
reference tariff at a level that allows a returmaaensurate with the regulatory
and commercial risks involved in providing the refece service (section 24(2))

0 AER, Final decision October 2010, pp. 505-506.

*1 pwC,Debt risk premium over the approved averaging gebeginning 2 August 2010
October 2010, pp. 8-10.

42 Application by ActewAGL Distribution [2010] ACoript, p. 22, paragraph 70.

43 Oakvale CapitaReport on the cost of debt during the averagindgaerThe impact of callable
bonds February 2011, pp. 20-22.
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= the benchmark cost of debt set by the AER is appatgpfor APT Allgas having
regard to the economic costs and risks of undeaedinvestment (section
24(2)).

To ascertain APT Allgas's actual cost of debt, AER issued a notice under section
42 of the NGL requesting information on debt instants with remaining maturities
of greater than 5 yeaf$ This information is presented in the confidensippendix B.

In supplying this information, APT Allgas submittéehat*

= information on the actual cost of debt is not ralevto determining a benchmark
cost of debt as it is neither a benchmark or réflef prevailing conditions

=  as some debt instruments are not traded it iscdiffto ascertain their current
market price, and subsequently, their yields

= information published by independent and respegtediders, such as
Bloomberg, provided the best information on pramgiconditions

= as the regulatory regime, reflected in rule 87¢2he NGR, encourages
businesses to outperform benchmarks, basing thehbeark cost of debt on
actual costs undermines this incentive.

The AER has not based the DRP on the actual cts{pdavided by APT Allgas. The
AER considers that prevailing conditions have bediected in the use of data on the
APT bond and Bloomberg fair value estimates overihllicative averaging period
used for this decision. This data will be updatedeflect prevailing market
conditions at the time of the final decision.

Similarly, the AER has maintained the incentive A®T Allgas to achieve
efficiencies in its cost of capital by using a bemark rather than referencing its
actual cost of debt.

While the AER recognises that it has obtained hisiaformation, a certain
proportion of its debt portfolio was issued durthg GFC. Hence, the AER expects
APT Allgas's overall cost of debt to decrease &sdabt is retired and new, cheaper
debt is raised or refinanced over the forthcomiogeas arrangement period.

C.3.6 Extrapolation method

Since Bloomberg only publishes BBB fair value esties to 7 years, the AER and
service providers have been required to extraptiggecurve to a 10 year tenor for
the purposes of setting the DRP. The AER has neasintly considered that in lieu of
Bloomberg publishing a 10 year, BBB rated fair waéistimate, the spread on
Bloomberg's AAA rated estimates from 7 to 10 yesdasuld be added to Bloomberg’s
7 year, BBB rated fair value curf&The AER considers that this extrapolation

*  AER,AER notice under section 42(2)(a) of the Nationas Gaw December 2010.

4 APT Pipeline LimitedSubmission in response to AER notice under sedf¢®)(a) of the
National Gas Law14 January 2010.

% AER, Final decision October 2010, pp. 510-511.
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approach provides a better estimate of the 10 &8, rated yields than an approach
based on linear extrapolation, as proposed by ARJas

Specifically, the AER has previously demonstrateat & linear extrapolation of
Bloomberg's BBB curve (using the change in spreddiéen the 5 and 7 year
estimates, and projecting this to 10 years) ovepsorsates network service
providers, both on theoretical grounds (given theld curves are not linear) and with
respect to testing against earlier reported obsensaof Bloomberg's 10 year BBB
fair value estimate¥. Further, a linear extrapolation of Bloomberg'seay, BBB fair
value curve results in a 10 year yield estimatectvis greater than the observed yield
on the DBCT bond, for which the AER has previowstpressed its doubts over.

Bloomberg, however, has not published 7 or 10 y&®AA fair value estimates since
June 2010. Regardless, the AER considers that tis¢ isasonable extrapolation
approach is to add the spread on Bloomberg's AAddrastimates from 7 to 10
years—as averaged over the last 20 trading daya Wiese estimates were available,
ending 22 June 2010—to the most recent estimatB®omberg’'s 7 year, BBB rated
fair value curve. This approach implicitly assurtiest the spread between
Bloomberg’'s 7 and 10 year, AAA fair value estimatas remained relatively
constant over the period since June 2010. Figudel@low, supports this
assumption.

FigureC.3: Yield curve movements
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Source: Bloomberg, AER analysis.

Notably, Bloomberg’s 7 year, BBB rated fair valuge has historically moved
consistently with Bloomberg’s 7 and 10 year, AAAedhfair value curves. Further,
these yield estimates have all moved consistenitly thhe Australian dollar interest
rate swaps and the Australian CGS. Accordingly AB® considers it reasonable to

4" AER, Final decision October 2010, p. 490.
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infer that had Bloomberg continued to publish 7 a@d/ear, AAA rated fair value
curves, these curves would likely have continueshéwe in line with those examples
provided above. It follows that the spread betwBkromberg's 7 and 10 year, AAA
rated curves reflects as reasonable an extrapolatethod now as it did in

June 2010.

For these reasons, the AER considers that APT &lkgerapolation methodology
does not provide for a rate of return on capitat th reasonably consistent with
benchmark levels of efficienéy.In contrast, the AER considers its extrapolation
approach provides the best estimate possible initbemstances of APT Allgas.
Substitution of APT Allgas’ method with the AER]spaioach results in a reduction in
the DRP of approximately 35 basis points (basethenndicative averaging period
ending 6 January 2011).

C.3.7 Conclusion — debt risk premium

The AER acknowledges that Bloomberg is a well disadd and independent data
service provider, and that Bloomberg's fair valieddycurves have been relied upon
by the AER in previous regulatory determinationewdver, given the concerns
raised throughout this section, the AER does nosicter that, in the current
circumstances, complete reliance can be placedaoniberg's fair value estimates.

The AER has also considered other information witichnsiders relevant to setting
the benchmark BBB+ 10 year bond yield. In particullae AER considers that the
credit rating, maturity and similarities betweer thperations of the APA Group and
APT Allgas are likely to result in the spread oa &P T bond being reflective of the
default risk associated with investment in the miow of reference services.
However, the AER has taken a cautious approacldaesl not consider that full
reliance can be placed on any one individual bdheé. AER's decision to consider
equally the APT bond and Bloomberg has been sulistath to some extent by
observations from the DBCT bond (which the AER &gsressed doubts over) and
the Stockland bond.

The AER therefore considers that an average ofBhmyg's 10 year, BBB fair
estimate curve and the APA Group bond represeatbébt DRP estimate possible in
the circumstances of APT Allg43Specifically, in exercising its discretion, the RE
has given equal weight to both Bloomberg's faiuealield estimates, and the APA
Group bond. This results in a DRP of 3.93 per o#et the indicative averaging
period ending 6 January 2011.

The AER also considers that this DRP is appropt@sgpply in the case of
APT Allgas, having regard to its expected actuat ab debt.

4 Consistentvith NGR, r. 87(2).
49 Consistent with NGR, r. 74(2)(b).
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C.4 Market risk premium

C.4.1 Time periods for historical excess returns

Table C.4: Historical excessreturnsestimated using geometric means and arithmetic

means (assuming an imputation credit utilisation rate of 0.65)

Historical excessreturns Historical excessreturns
(geometric means) (arithmetic means)
1883-2010 4.9% 6.3%
1937-2010 4.1% 6.1%
1958-2010 4.1% 6.6%

Source: Handley, An estimate of the historical ggusk premium for the period 1883

to 2010, January 2011, p. 8.

The starting points for each sample period in t&hkeare consistent with those
considered by the AER during the WACC review. THeRAconsidered the sample
periods noted above for the following reasons, Whvere mostly based on the
findings of a study by Brailsford, Handley and MaWwaran:

The period 1883 to 2010 provides a large samplé&whcorporates many years
of excess returns data as well as large negatid@asitive market events.
However, for the period up to 1937 there is a neddy small sample of stocks
available and periods of government stock pricerots

The period 1937 to 2010 provides a slightly smaliember of observations than
the 1883 to 2010 period, but it incorporates a isbastly larger sample of stocks
and avoids the problems associated with data fwih©37.

The two time periods above both incorporate datmfthe Lamberton data series
up to 1958, which is likely to overstate historieacess returns prior to 1958. The
Lamberton data series uses an equal weighted ithidrervalue weighted average
of stock returns, which results in a bias towargs lyielding small stocks. In
addition to this, the Lamberton data series coraprdividend paying stocks only,
which results in an overstatement of the marketaayee This is because not all
stocks pay dividends. In estimating historical esscesturns, Brailsford et. al.
adjusted pre-1958 data by a factor of 0.75 and dasoProfessor Handley
incorporates this adjustment also. However, itnisautain what the exact
adjustment factor should be. Therefore, it is usefeonsider estimates using
data from 1958 onwards as wall.

50

51

Brailsford, Handley and Maheswardtg-examination of the historical equity risk premiin
Australia, Accounting and Finance, vol. 48, pp. 78-79.

Officer and Bishop appear to incorporate thisismipent in their long-term estimates. See Officer
and BishopComments on the AER draft distribution determinafar Victorian electricity
distribution network service providerduly 2010, p. 21.
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=  The period 1958 to 2010 provides a smaller numbebservations, but it avoids
the issues associated with data prior to 1958.

C.4.2 The difference between arithmetic and geometr ic means

Table C.5: Historical excessreturnsestimated using geometric means and arithmetic
means (assuming an imputation credit utilisation rate of 0.65)

Historical excessreturns Historical excessreturns
(geometric means) (arithmetic means)
1883-2010 4.9% 6.3%
1937-2010 4.1% 6.1%
1958-2010 4.1% 6.6%

Source: Handley, An estimate of the historical gausk premium for the period 1883
to 2010, January 2011, p. 8.

Table C.50utlines Associate Professor Handley&slatistorical excess returns
estimates calculated as arithmetic and geometranmel he difference between these
estimates demonstrates the variability of excessme over time.

Arithmetic means are more appropriate when obsenaare considered
independent in a statistical sense. In contrasingéric returns are more appropriate
when observations are related to each other aver tior example, if yearly excess
returns are the relevant observations, returndeaxpected to accumulate over
time). As long as returns vary over time a georoetréan will always be less than an
arithmetic mean. The greater the volatility in regj the greater the difference
between arithmetic and geometric means.

The difference between arithmetic and geometricnraé®comes apparent through a
simple example. Suppose an index starts at 108,téa80 and then increases again to
100, the arithmetic mean return is 2.5 per Géfthe geometric mean return is zéto.
The arithmetic mean return contemplates two possibénarios—the index falls by
20 per cent or the index rises by 25 per cent.géwmetric mean return contemplates
the accumulated return over two years (if the itmelsad a two year investment
horizon, the return over that horizon would be }e€ltas clear that over a two year
investment horizon, the arithmetic mean would oaesthe return. However, if the
investment horizon was one year, the arithmetiernetvould be the correct estimate.
To form an expectation about one year in the fub&ged on historical evidence we
would look at what is possible over a one yearZworj which could be either a loss of
20 per cent or a gain of 25 per cent. In this ceegeometric mean would be an
underestimate of the forward looking return.

The historical excess returns used in AssociatéeeBsor Handley's estimates are
calculated on a yearly basfsTherefore, for a 10 year horizon the arithmeti@amef

2 Afall of 20 per cent plus a rise of 25 per cefivjded by 2.

3 The square root of (1-0.20)*(1+0.25), minus 1.
* Handley, An estimate of the historical equitknsemium for the period 1883 to 2010,
January 2011, pp. 3-4.
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yearly excess returns in each of the sample pe(iizis years, 73 years, and 52 years)
will overestimate the historical return on a 10nj@aestment. In contrast, the
geometric mean for each of the samples will undienase the historical return on a

10 year investment because the data reflects alativeureturn over the entire

sample period.

It may seem appropriate to estimate a 10 yearmretithin each of the sample periods
outlined above. However, without any overlap infgeabservations this would
significantly reduce the number of observationse mMhmber of observations within
each of the samples considered would fall from ¥37and 52 yearly observations to
approximately 13, 7, and 5 observations.

Therefore, it is not easy to calculate excessmstaover a 10 year investment horizon
with the available data. Arithmetic means are galheused in estimating expected
values and it is also likely that investors ‘thimk’terms of annual returns, which the
AER noted in the WACC review final decisidhHowever, the issues outlined above
suggest that the arithmetic mean of yearly excessns is likely to overstate the
excess return over a 10 year horizon.

In the WACC review, the AER noted that Blume, a$l @& Dimson, Marsh and
Staunton have proposed methods that could be asmddulate an expected MRP
using both arithmetic and geometric me&tshe results from these weighted
averages produce different results, which makkeariier to determine which form of
adjustment is best. Rather than using a compleghwed average or an adjustment
approach, which may not add a greater degree ofgowa to historical estimates, the
AER considers that arithmetic averages should teepreted with the understanding
that they may overstate the expected forward lapkid year MRP to some extent.

C.4.3 Implied volatility and Officer and Bishop’s glide path’
approach

The current level of volatility in the stock marlaan be estimated using the volatility
implied by the Black-Scholes option-pricing formutéowever, implied volatility
varies significantly and provides only a very shertm view of market volatility at
any point in time. This can be seen in figures &hd C.5.

55

AER, Final decision, Review of weighted averagstof capital parameters, 1 May 2010, p. 199.
56

AER, Final decision, Review of weighted averagst©f capital parameters, 1 May 2010, pp.
198-199.
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FigureC.4: Implied volatility from option prices asreported by Bloomberg
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FigureC.5: Implied volatility on S& P/ASX200 as reported by the ASX
S&P/ASX 200 VIX
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viewed 13 January 2011.

Officer and Bishop submitted that an MRP of 8 petds appropriate over a five
year period to 2016 based on a ‘glide path’ apgroac
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= Officer and Bishop estimated the volatility impligdm the Black-Scholes
option-pricing formula for 12-month ASX200 indexlaaptions to be
11.9 per cent. This estimate assumed a markepesknit of option implied
volatility of 0.5. It is a 1-year estimate of theR.

= Officer and Bishop then estimated the geometricaaye MRP over five years
assuming the MRP would revert from 11.9 per cer2(hl to a long run estimate
of 7 per cent within a five year period.

Officer and Bishop implicitly assumed there wasstractural break in the MRP as a
result of the GFC because the MRP is assumed &striva long run MRP estimate
of 7 per cent? In a previous report, Officer and Bishop advocatsitg a long term
estimate due to the variability in data on marketims>° However, Officer and
Bishop still incorporate the short term 11.9 pertagtion implied volatility into their
estimate of the MRP, rather than simply advocatiragy long term MRP estimate of
7 per cent. Officer and Bishop have previouslyestahat due to abnormally high
levels of volatility, it is appropriate to estimdtee forward looking MRP using the
current level of implied volatility and a ‘glide mapproach’. Figures C.3 and C.4
show that implied volatility has dropped signifitigrsince the onset of the GFC. It
does not seem reasonable to continue to applyde‘ghth’ approach rather than
applying a long term historical estimate of the MRP

The AER also has a number of concerns with theotisaplied volatility in
providing the best estimate of the MRP over a 1 yiene horizon. Officer and
Bishop’s 11.9 per cent estimate of the 1-year M&Ies on an assumption that the
market risk per unit of option implied volatilitg constant at 0.5. Officer and Bishop
have previously claimed that this approach is figstibased on empirical and
theoretical support from a paper by Doran & &lowever, Doran et al found that
short run volatility had a surprisingly small impan the medium term MRP.
Specifically, they found that short term volatiliyly has a 10% weight in
determining the medium term volatility and suggésist investors focus more on
long-term volatility and are relatively insensitit@short term volatility swings*
Doran et al also found that their implied risk aggmh produced a negative implied
equity risk premium from S&P 500 index option paaturing periods of “irrational
exuberance® Other research also suggests that option impléatility is an
unreliable estimator of the expected MRP.

" Officer and BishopComments on the AER draft distribution determimafir Victorian

electricity distribution network service provideduly 2010, p. 19.
8 The AER has noted above that Officer and Bish@ger cent historical MRP estimate is an
arithmetic average and is subject to the data ssslated to long term historical MRP estimates
outlined above.
Officer and BishopMarket risk premium, A review pape&kugust 2008, pp. 36—37.
James Doran, Ehud Ronn and Robert Goldbergnplsimodel for time-varying expected returns
on the S&P 500 index, working paper, UniversityTekas, June 2005. See Officer and Bishop,
Market risk premium, further commendganuary 2009, pp. 7-8.
James Doran, Ehud Ronn and Robert Goldbergnpalsimodel for time-varying expected returns
on the S&P 500 index, working paper, UniversityTekas, June 2005. See Officer and Bishop,
Market risk premium, further commendsnuary 2009, p. 17.
James Doran, Ehud Ronn and Robert Goldbergnpalsimodel for time-varying expected returns
on the S&P 500 index, working paper, UniversityTekas, June 2005, p. 19.
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Santa-Clara and Yan studied the ex ante risk pmasimplied from S&P 500 index
option prices. Santa-Clara and Yan'’s research stioatsoption implied volatility is
much higher than realised market risk. Santa-GlarhYan state®

...the average premium that compensates the inviesttire risks implicit in
option prices, 11.8%, is about 40% higher tharptigenium required
compensating the same investor for the realiseakilitf in stock market
returns, 6.8 per cent.

Chernov studied the role of risk premia in volgtifiorecasting and explained why at-
the-money option implied volatility is a biased andfficient forecast of future
realised volatility>*

Based on the research from Doran et al, Santa-alada’an, and Chernov, the AER
considers that option implied volatility is too hlg variable to be used as a basis for
estimating the forward looking 10 year MRP.

Officer and Bishop’s ‘glide-path’ approach incoratas a highly variable 1-year
estimate of implied volatility and then combinegvith a long term historical estimate
of 7 per cent over a five year time horizon. Agdssed in chapter 5 and outlined in
figure 5.1, realised excess market returns fluetsanificantly between a positive
and a negative MRP. It is quite possible that ia pear realised excess market
returns will be below their long term estimate giet cent (or 6 per cent), but this is
not considered in Officer and Bishop’s analysid.thdt is considered is a level of
implied volatility measured as at July 2010, whikdnds downwards to a long term
historical estimate. However, the realised MRP ddod below long term estimates in
some years (for example, below 6 per cent). Offecet Bishop do not take this into
account in their ‘glide path’ analysis. The AER swmiers that the significant
variability in the short term MRP derived from irgd volatility measures makes
such estimates an unreliable source of evidence wéiing a MRP for a 10-year
investment horizof>

% Ppedro Santa-Clara and Shu Yan, ‘Crashes, voyatiind the equity premium lessons from S&P

options,” Review of Economics and Statistics, 9223y 2010, p. 450.

Mikhail Chernov, ‘On the role of risk premia iolatility forecasting, Journal of Business and
Economic Statistics, October 2007, vol. 25, nqpt, 411-426.

Officer and Bishop’s approach also looks speaifjcat a five year, rather than a 10 year time
horizon. Within the CAPM, the MRP is calculatedias expected return on the market portfolio
minus the risk free rate. For the purposes ofahizess arrangement review the AER has used the
yield on 10 year CGS as a proxy for the risk fie.rAs a result the MRP needs to be estimated
for a 10 year time horizon as well. Therefore,ddition to other problems with Officer and
Bishop’s ‘glide-path’ approach, Officer and Bishognsider a time horizon that is inconsistent
with the assumed 10 year period for the risk fege.r
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D. AER’s consideration of proposed non-tariff terms and conditions and
Issues raised in submissions
Matter Description of terms and conditions, submis®ns and AER’s consideration férgﬁirrlgénent
Clause 2.2provides that APT Allgas will determine from tirteetime whether an end user is a
volume customer or demand customer. The deterroméibinding on the user. Clauses 2.1.1 and

Determination of
customer
(clause 2.2)

2.1.2 of the access arrangement itself set outritexia for determining whether an end user is
entitled to the demand customer service or theraelaustomer service.

Origin submitted that clause 2.2 should stipulbtg the determination will be made according to
the principles outlined in clauses 2.1.1 and 2of the access arrangemént.

The AER agrees with Origin’s submission. The AERsiders that clause 2.2 is ambiguous and
may be construed as giving APT Allgas absoluterdigm. APT Allgas is required to amend its

access arrangement to the effect that clause 2ubiject to clauses 2.1.1 and 2.1.2 of the acces
arrangement.

Amendment 12.1.

MDQ overruns
(clause 3.2)

APT Allgas proposed that it will adjust nominated® if actual MDQ exceeds nominated MDQ
twice in a 12 month period (a change from the curterms and conditions that specify two billin
periods in a contract year).

gNone.

All references to ‘clauses’ in this appendix telt the terms and conditions of APT Allgas’s ascarrangement proposal, unless otherwise stated.
APT Allgas,Access arrangement proposélctober 2010, pp. 5-6.

3

Origin, Envestra (QId) and APT Allgas access arrangemenp@sals November 2010, p. 9.
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APT Allgas submitted that the changes clarify ainoptify the provisions.

AGL submitted that it acknowledges the proposedhgba to clause 3.2. However, AGL submitted
that what constitutes the 12 month period shouldléefied?>

The AER considers that clause 3.2 is clear andmendment is required.

APT Allgas proposed new terms and conditions fquessts for reductions in MDQ. APT Allgas
submitted that the new provisions formalise arramgr@s by which users can request a reduction in
MDQ and include relevant considerations for APTgaAB when it receives such a reqdest.

AGL submitted that the development of a protocadomunicate information should not occur

Reduction in within an access arrangement. Instead, it shoulefieered to the appropriate reference group Amendments 12.2
MDQ within the industry, specifically the AEMO. This widl allow the adoption of agreed industry 12.3 12.4. and 1'2 5
(clause 3.3) practice to ensure consistency among participardsaaross jurisdictions. e -

The AER considers that formalising these arrangésngmould result in timely reduction in MDQ
and free up spare capacity for prospective userhe absence of any industry wide arrangements,
the AER considers that it is appropriate for areas@rrangement to contain such terms and
conditions.

*  APT Allgas,Access arrangement submissiSeptember 2010, p. 13.

> AGL, APT Allgas’s access arrangemeNpvember 2010, p. 5.

®  APT Allgas,Access arrangement submissiSeptember 2010, p. 13.

" AGL, APT Allgas’s access arrangemeNpvember 2010, p. 6.

8 AGL, Envestra’s Qld gas network access arrangemidniember 2010, pp. 7-11.

®  EnvestraResponse to AGL's submissi@ecember 2010, pp. 7-8.

AER, Draft Decision Envestra access arrangement proposal for the Q&lrgawork February 2011, s. 13.2.4.1.

AER, Draft Decision, Envestra access arrangement prapfis the Qld gas networkebruary 2011, s. 13.2.4.1; AERraft Decision, Envestra access arrangement
proposal for the SA gas netwoikebruary 2011, s. 13.2.4.1.
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A condition before a user may request a reductidiDQ is that for a period of not less than
12 months the user’s customer must not have ta&kvedy of gas in excess of its MDQ
(clause 3.3.1(b)).

In a submission relating to Envestra’s Queenslatdiork concerning a similar provision, AGL
submitted that is unfair for new customers to haveait for up to 12 months before the MDQ is
reduced In a response to AGL'’s submission, Envestra subthitew customers do not have to
wait 12 months for a reduction as they are unreltieexisting customers.

In that matter the AER requires Envestra to amenterms and conditions to clarify that is the
case™’ The AER requires APT Allgas to make a similar adreant to its terms and conditions.

Clause 3.3.6 provides that upon request APT Aligast give a user an explanation of its decisian
to reject a request for a reduction in MDQ. Howewetause 3.3.6 does not stipulate a time period
for APT Allgas to respond.

The AER considers that it is appropriate for APTgAs to respond in a timely manner. APT Allgas
is required to amend its terms and conditions ecefifiect that if will provide an explanation as 8op
as practicable. The AER requires Envestra to mam#ar amendment with respect to its
Queensland and South Australian networks in resptinan issue raised by AGL in its
submissiort!

Quantity
received
(clause 3.7)

Clause 3.7 provides that APT Allgas may determiveequantity of gas delivered through a receipli\Ione

point for a user on a reasonable basis, and tleerdetation binds the user.
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Metering
(clause 4)

Clause 4 provides that APT Allgas is required toect previous meter readings.

Origin submitted that the terms and conditions &hoantain mechanisms that would allow a use

to query the quantity of gas delivered and the mmuof meters?

The AER notes that nothing in the proposed ternascamditions precludes a user from making
such inquiries of APT Allgas. The AER does not liegjan amendment. As discussed below, the
AER requires an amendment to clause 10 (informatimhassistance) so that APT Allgas is oblig
to give a user whatever information and assistéme@iser reasonably requires.

D

=

yed

Delivery point
pressures:

APT Allgas’s
obligation
(clause 5.2.1)

Failure to
comply
(5.2.2)

Clause 5.2.1 requires APT Allgas to deliver gaa mtinimum pressure of 1.125 kPa, but always
within the pressure range specified by APT Allgasf time to time.

The AER considers that APT Allgas’s ability to sipgthe delivery pressure range should be
subject to any pressure range prescribed by law. AlRjas is required to amend its terms and
conditions accordingly.

Clause 5.2.2 sets out the conditions under whiclh ARgas is excused from liability for a breach
of clause 5.2.1. This includes due to ‘the technmactical and physical limitations of the
Network’ (clause 5.2.2(a)).

Origin submitted that clause 5.2.2(a) should beteel Origin submitted that it is so broad thad it
difficult to see under what circumstances APT Adlgauld be held to its obligations under claus
5.2.1. Origin further submitted that the physiaadl @ractical limitations of the network are factor
that should be taken into account when determidiliyery point pressurés.

Amendment 12.6 and
12.7.

Ur—(D

IS

The AER notes Origin’s submission. However, the A¢eRsiders that clause 5.2.2 reflects matte

12
13

Origin, Envestra (QId) and APT Allgas access arrangemenp@sals November 2010, p. 9.
Origin, Envestra (Qld) and APT Allgas access arrangemenp@sals November 2010, pp. 9-10.
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that are outside APT Allgas’s control. Regardinggdris submission concerning the technical,
practical and physical limitations of the netwadiie AER agrees that these are factors that shou
be taken into account when APT Allgas determindisely pressures under clause 5.2.1. HoweV
the AER requires an amendment to clarify that ARIgas is not relieved of its obligations if the
failure to deliver gas within the range of pressusedue to its negligence.

d
er,

Invoicing
(clause 8.3)

Clause 8.3 sets out the provisions by which APDadlIwill invoice users. Clause 8.3(c) provide
that an invoice will describe each item with suéfirc information to enable a user to reconcile

‘Charges’ at an individual level. The definition‘@harges’ has been revised to now include non
reference service$.

AGL submitted that it sought justification for exjghng the term to include non-reference
services-’

The AER considers that the definition of the watitharges’ has been expanded to reflect that ar
invoice may specify amounts due in respect of betérence services and non-reference service
The AER does not require an amendment.

)

None.

Incorrect tax
invoices
(clause 8.7)

Clause 8.7 provides that a user may not claim &t Allgas any amount overcharged if more
than 12 months has elapsed since the date of them

Origin submitted that an exception should be ma@wigin is required by law to pursue a claim @
behalf of a customer, as there is no time limitatiothese circumstancés.

rﬁmendment 12.8.

a

The AER agrees with Origin’s submission. The AERsiders it appropriate that any claims that

14
15
16

APT Allgas,Access arrangement proposélctober 2010, Appendix A, p. 2.
AGL, APT Allgas’s access arrangemghNtovember 2010, p. 6.
Origin, Envestra (Qld) and APT Allgas access arrangemenp@sals November 2010, p. 10.
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user is required to pursue by law should not bgestibo the 12 month time period. APT Allgas is
required to amend clause 21 to exempt any claioseris required to make by law on behalf of
customer.

Cost pass
through
(clause 9)

APT Allgas proposed revisions to the terms and itmms$ associated with an increase or decreal
in the costs of an obligation imposed on APT Allgasost pass through event). Clause 9.1
provides that APT Allgas is entitled to recover amgrease in costs according to a mechanism
reasonably determined by APT Allgas ,which is ethlé and ensures that APT Allgas does not
enjoy a windfall gain. Any proposed increase musirtaterial and approved by the AER in
accordance with the provisions set out in the acaesngement (clause 4.5'8).

APT Allgas submitted that the revisions were maal¢éhat they are consistent with the proposed
revisions to cost pass through provisions in tfeess arrangement propo$al.

The AER received no submissions on this matter.

The AER requires APT Allgas to amend clause 9 aoifgl that the reference to a cost pass throu
event is consistent with the definition containedhe access arrangeméhfhe AER also requires
an amendment to clarify that the mechanism reaspdabermined by APT Allgas must be
approved by the AER.

Amendments 12.9
and 12.10.

gh

Information and
assistance
(clause 10)

Clause 10 provides that a user is required to geotPT Allgas with whatever information,
assistance and cooperation APT Allgas might reddgmaquire. Further, a user must obtain fron

] Amendment 12.11.

its end users and the transmission pipeline opevdiatever information, assistance and

17
18
19

APT Allgas,Access arrangement propos&eptember 2010, p. 20.
APT Allgas,Access arrangement submissiGeptember 2010, p. 13.
APT Allgas,Access arrangement propos&keptember 2010, p. 20, appendix A, p. 3.
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cooperation APT Allgas reasonably requires fronséhentities.

Origin submitted that this clause means that nétwsers could be obliged to pay the network fa
any assistance but cannot request payment in réduigin submitted that clause 10 should be
reciprocal or removet?.

The AER agrees with Origin’s submission and considieat it reasonable for these arrangement
be reciprocal. The AER considers it appropriate dither party should provide the other party w
whatever information and assistance it reason&ojeires. APT Allgas is required to amend its
terms and conditions accordingly.

-

s to
th

Insurance
(clause 13)

Clause 13.1(a) requires users to take out cemaurance policies. Clause 13.1(b) requires users
obtain APT Allgas’ approval of the terms of eachurance policy. Clause 13.1(c) requires users
give APT Allgas (whenever reasonably requested BY Allgas); copies of insurance policies
(clause 13.1(c)(i)), certificates of currency (dau.3.1(c)(ii)), and any other information

APT Allgas requests (clause 13.1(c)(iii)).

Clause 13.2 requires users to consult with APTa&dIgn insurance claims.

Origin submitted that the proposed clauses conegrinsurance are unworkable in practice. Orig
submitted that its insurance policies are configénEurther, Origin submitted that timing would
prevent it obtaining APT Allgas’s approval of tleerhs of its insurance policies. Origin submitteq
that APT Allgas should not have to be consulted alems that do not relate to APT Allgas.
Origin also submitted that it is unrealistic touag a user to consult with APT Allgas about any
claims as the terms of settlement are confidefitial.

b

)

to

Amendments 12.12
and 12.13.

in

20
21

Origin, Envestra (Qld) and APT Allgas access arrangemenp@sals November 2010, p. 10.
Origin, Envestra (Qld) and APT Allgas access arrangemenp@sals November 2010, pp. 10-11.
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The AER agrees with Origin’s submission. The AERgInot consider that it is reasonable for users

to be required to provide copies of insurance pegitco APT Allgas. In addition, the AER does not

consider users should be required to seek APT &Bgapproval of the terms of insurance policie
The AER also considers that clause 13.1(c)(iitbs broad. The AER requires APT Allgas to del
clauses 13.1(b), 13.1(c)(i) and 13.1(c)(ii)) ofpt®posed terms and conditions. The AER also
requires APT Allgas to amend clause 13.2 to clah#t the claim must relate to APT Allgas’s
network only and to delete clause 13.2(c).

S.
ete

Consequential
loss
(clause 14.1)

Clause 14.1 provides the neither APT Allgas noruser is liable for consequential loss.

Origin submitted that the intention of clause 1i4.that neither party is liable for consequeniiais],
but this should be clarifiet.

The AER considers that clause 14.1 is clear thiéhereparty is liable for consequential loss. The
AER does not require an amendment.

Origin submitted that clause 14.1 is contradictasyit commences with the words ‘Notwithstandi
anything in this Access Agreement’ and ends withwlords ‘except as provided for elsewhere in
the Access Arrangemerf?.

The AER does not consider that clause 14.1 is adittiory. Origin may be confusing the access

arrangement with an access agreement between ABasAdnd a user. The AER does not require

an amendment.

Origin also submitted that the term ‘Consequernigads’ appears to be a defined term but is not

némendment 12.14.

22
23

Origin, Envestra (Qld) and APT Allgas access arrangemenp@sals November 2010, p. 10.
Origin, Envestra (Qld) and APT Allgas access arrangemenp@sals November 2010, p. 10.
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actually defined”

It appears that it is APT Allgas’s intention thlagtterm ‘Consequential Loss’ should be a defined
term. APT Allgas is required to update its glossaegordingly, or alternatively revise the term
‘Consequential Loss’ to lower case ‘consequentis$’l.

Clause 14.3 provides that any claim by a user ag&RT Allgas is limited to $100,000 in any on

11

Warranties,

indemnities and | Y°2"

limitation of The AER considers that this arrangement shouleétigrocal and it is appropriate that any claim|by

liability ATP Allgas against a user should also be limitéwe AER requires amendments to similar

Limit of liability arrangements for Enyegtra’s Queensland and Sowtraian networks, in response to a

(clause 14.3) submission from OrigiR: Amendments 12.15
' and 12.16.

Clause 14.4(c) provides that nothing in an accgsseanent excludes or limits the application of any
provision of any statute (including the Trade Fras Act 1974).

Implied
warranties
(clause 14.4)

The AER considers that clause 14.4(c) needs tgtated to reflect that tHt@ompetition and
Consumer Act 201feplaced thdrade Practices Act 197@n 1 January 2011. APT Allgas is
required to amend clause 14.4(c) accordingly.

Clause 15 sets out the obligations on the partR¥ Allgas and users concerning confidentiality.
Clause 18 sets out the terms and conditions tHesuvivive on termination of an agreement. The
confidentiality provisions are not included.

Amendments 12.17
and 12.18.

Confidentiality
(clause 15)

24
25

Origin, Envestra (Qld) and APT Allgas access arrangemenp@sals November 2010, p. 10.
AER, Draft Decision, Envestra access arrangement prapfis the Qld gas networkEebruary 2011, s. 13.2.4.2; AEBraft Decision, Envestra access arrangement
proposal for the SA gas netwoikebruary 2011, s. 13.2.4.2

% Origin, Envestra (Qld) and APT Allgas access arrangemeop@sals November 2010, p. 11.
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Origin submitted that confidentiality obligationsagild outlive an access agreement in order to
protect confidential informatioff.

The AER agrees with Origin’s submission and consideat it is appropriate that confidentiality
provisions should survive on termination or expmatof an agreement. APT Allgas is required tg
amend clauses 15 and 18 accordingly.

Clause 16 sets out the procedures that the pamtissfollow to settle any disputes.

Disputed tax AGL submitted that the source document associatédohause 16 should be includ&d.

invoices None.
(Clause 16) It is not clear to the AER what AGL means wherutbmits that the source document should be
included. The AER does not require an amendment.
Clauses 18.1 and 18.2 set out the conditions umdeh APT Allgas and users may terminate an
access agreement. Clause 18.1(a) states that ABdsAhay terminate an agreement if the user
becomes insolvent.
Termination The AER considers that it is reasonable for th@s/sion to be reciprocal and that it is appropriateAmendments 12.19 t
(clause 18) that users have the same right. APT Allgas is regluio amend its terms and conditions to proviga2.22.

that a user may terminate an access agreemerd @vémt that APT Allgas becomes insolvent. The
AER requires amendments to similar arrangementgfioestra’s Queensland and South Australjan
networks, in response to a submission from Ofgin.

Clause 18.4 allows APT Allgas to treat any cosésoaably incurred by APT Allgas in remedying a

27
28

AGL, APT Allgas’s access arrangemehNovember 2010, p. 6.
AER, Draft Decision, Envestra access arrangement prapfis the Qld gas networkebruary 2011, s. 13.2.4.2; AERraft Decision, Envestra access arrangement
proposal for the SA gas netwoikebruary 2011, s. 13.2.4.2.
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default as a liquidated debt payable by the user.
Origin submitted that it should be clarified thia¢ ttlause only applies if the user defafilts.

The AER agrees with Origin’s submission. The AERsiders that it is unreasonable for users tg
pay APT Allgas’s costs in remedying its own defaulhe AER also considers that the likely inte
of the provision is that it only refers to defalitsusers. The AER requires an amendment to clg
this.

Clause 18.5 provides that the termination rights i@medies available to APT Allgas are in
addition to, and not in substitution for, any othights or remedies available to APT Allgas unde
the access agreement, at law, in equity or otherwis
Origin submitted that this qualification shouldreeiprocal®
The AER agrees with Origin’s submission. The AERsiders that it is appropriate that users ha
the same rights and remedies as APT Allgas on tettion of an agreement. APT Allgas is requit
to amend its terms and conditions accordingly. Afgas is required to make a similar amendm
to clause 22.3 (rights, powers and remedies).

)
nt
rify

ve
ed
ent

Force majeure
(clause 19)

Clause 19 sets out the relevant provisions reldbrfgrce majeure events.

AGL submitted that it is unsure whether the terAf$ected obligation’, ‘Precluded Extent’ and
‘Actual Delay’ are defined. AGL further submittdabt the term ‘Precluded Extent’ should be
changed back to the current term ‘Precluded Evént.

None.

29
30
31

Origin, Envestra (QId) and APT Allgas access arrangemeop@sals November 2010, p. 11.
Origin, Envestra (Qld) and APT Allgas access arrangemenp@sals November 2010, p. 11.
AGL, APT Allgas’s access arrangemghNtovember 2010, p. 7.
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The AER does not agree with AGL’s submission. TieRAconsiders that the intent and meaning of
the terms are clear from the text. The AER alsears that the term ‘Precluded Extent’ is more
appropriate than ‘Precluded Event’. The AER dodseguire an amendment.

Clause 21.1 sets out the form that notices must @kause 21.2 sets out when a notice is taken to
have been received.

Notices AGL submitted that email is excluded under claus€1). AGL further submitted that if email is

(clause 21) adopted as an acceptable form of notice, then elali® also needs to be revigéd. None.

Clause 21.1 allows the parties to agree on a fdroommunication other than as set out in
clause 21.1 In light of this, the AER does not reyjan amendment.

32

AGL, APT Allgas’s access arrangemghNtovember 2010, p. 8.
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E. Annual reporting requirements

In this draft decision, the AER has indicated thBIT Allgas will have to report certain information an annual basis. This information is
generally required to ensure compliance with anm@pg tariff variation mechanism, or to otherwisemtor APT Allgas’s performance and
compliance with this decision.

This appendix provides a summary of the informaA®T Allgas must report to the AER during the ascaisangement period. The AER
anticipates that this information would be repo@dually, as part of an annual tariff variatioogawsal. During the access arrangement period,
the AER may also require information to be providedesponse to a regulatory information instrum&his appendix is not exhaustive of the
information the AER may seek through any regulatofgrmation instrument.

Information contained in the table below has bemnvd from the chapters in this draft decision.

TableE.1: Annual reporting requirements

Reference Reporting requirement Purpose
Annual reference tariff variations —  For each year, on or around 15 April, notify theRAlR respect of any  Annual tariff variation approval.
chapter 11 reference tariff variations such that variationswon 1 July, and

include:

® the proposed variation to reference tariffs

® an explanation and details of how the proposedtiaris have been
calculated

® anindependent statement to support the gas quamitts in the
tariff variation formula. The statement should beéapendently
audited or verified and the quantity input will leeft the most recent
actual annual quantities available at the timeaafftvariation
assessment. The actual quantity should be proddddur quarters
of gas quantity data reconciling to an annual tqtelntity of gas.
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F. Debt raising costs

Debt raising costs are transaction costs—suchgas fees, underwriting fees or
credit rating fees—incurred as debt is raised finaaced. The AER accepts

APT Allgas’s proposal to determine debt raisingtsasing the AER’s standard
method! The AER has updated the inputs to this model @terthines a debt raising
cost unit rate of 10.9 basis points per annum (ppplaich is applied to the
benchmark debt component of the capital base imats the total allowance for debt
raising costs for the access arrangement perigdoAgh APT Allgas proposed this
allowance be rolled into the overall WACC, the AlBRplements a separate opex line
item to preserve transparency.

F.1  Access arrangement proposal

APT Allgas proposed to follow the AER'’s standardtieel for the determination of
debt raising costswhich is based on a 2004 report to the ACCC byAtlen
Consulting Group (ACGJ.APT Allgas proposed a debt raising cost unit odte

10.8 bpp4, which was based on the allowance set for Jemerd\&avorks in an
earlier AER decision documenthis unit rate was then incorporated into the alver
cost of debt used as an input to the WACC, sudhARa Allgas proposed to receive
debt raising costs as an implicit component ofd@tarn on capital.

F.2 AER’s consideration

The AER accepts the APT Allgas proposal to useAfiR standard method, but has
reservations about the inclusion of debt raisingtisas an implicit component of the
return on capital. Although this practice was commmongst state regulators, it
conflates two separate components of the buildiagkkomodel. Separating out the
transaction costs of accessing capital from themeb capital providers preserves the
distinction between these components of the mdédether, discretely stating the
debt raising cost allowance aids comparability semifferent regulatory decisions,
and has been the practice of the AER in all decssto date.

Table F.1 shows the build up of debt raising caster updating inputs to the model
(including the appropriate level of debt raisingt).

APT Allgas,Access arrangement submissi@eptember 2010, pp. 75-76. This standard
methodology, based on the 2004 ACG report, has tedfered by the AER across previous
regulatory decisions, and is explained in detdibwe

For example, see AERjnal decision, South Australia distribution deténation 2010-11 to
2014-15 May 2010, pp. 124-133, 371-384 (Appendix J: Dalsing completion method); AER,
Final decision - appendices, Victorian electriatigtribution network service providers,
Distribution determination 2011-201pp. 474-501 (Appendix N: Debt raising costs);

ACG, Debt and Equity Raising Transaction Costs, Fingb&eto the Australian Competition and
Consumer Commissipbecember 2004.

APT Allgas,Access arrangement submissi@eptember 2010, pp. 75-76.

AER, Final Decision, Jemena Gas Networks access arraegéproposal for the NSW gas
network June 2010, p. 278.
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Table F.1: Indicative direct debt raising costs wih a nominal vanilla WACC of
9.96 per cent

Fee Explanation lissue 2lIssues 3lssues 4 Issu€slissues

Amount Raised Multiples of median MTN ~ $250m  $500m  $750m $1000m  $1250m

($250m)

Median gross underwriting 7.31 7.31 7.31 7.31 7.31
1. Gross .

. spread, up front per issue,

underwriting fee :

amortised
2. Legal and $115K upfront per issue, 0.75 0.75 0.75 0.75 0.75
roadshow amortised
3. Company $50K per annum 2.00 1.00 0.67 0.50 0.40
credit rating
4. Issue credit 4 basis points up front per 0.65 0.65 0.65 0.65 0.65
rating issue, amortised
5. Registry fees  $3.5K per issue, per annum 0-14 0.14 0.14 0.14 0.14
6. Paying fees  $4/$1million per annum 0.04 0.04 0.04 0.04 0.04
Total Basis points per annum 10.9 9.9 9.6 9.4 9.3

Source: ACG, Bloomberg, AER analysis.

APT Allgas has an opening capital base of $41lionillwhich leads to a notional
debt component of $247 million at the assumed ggastio (60 per cent). This
amount of debt requires one standard size ($250m) ssue. After adjusting for the
indicative discount rate (9.96 per cent) the appad@ unit rate estimate is 10.9 bppa.
This leads to the debt raising allowance set otdfte F.2:

Table F.2: AER's conclusion on debt raising costss(n, 2010-11)

Description Unitrate "™ O 1501912 2012-13 2013-14 2014-15 2015-16  Total
allowance
APT Allgas Implicit in -
proposal 10.8 bppa WACC (no explicit allowance)
AER draft 10,9 bppa  OPeXfine 027 027 028 028 028 138
ecision item

Source: APT AllgasAccess arrangement information - PTRMER analysis
Note: Numbers may not add due to rounding

F.3 Conclusion

The AER approves the method proposed by APT Aligadetermining the debt
raising cost unit rate, but does not approve the fof this allowance (as an implicit
component of the WACC). The AER considers thatpassie debt raising costs line
item, as shown in table F.2, is:
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= consistent with the expenditure that would be irediby a prudent service
provider acting efficiently, in accordance witl94. of the NGR

= arrived at on a reasonable basis and represebegtestimate possible in the
circumstances, in accordance with r. 74 of the NGR.

The AER requires APT Allgas to amend its debt ngsiosts as outlined in
amendment F.1.

F.4 Required amendments

Amendment F.1 make all necessary amendments to the accesgamant proposal
and access arrangement information in order toohsistent with table F.2.
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G. Submissions
The AER received submissions on APT Allgas’s prep&®m the following entities:

= AGL Energy Limited

=  Origin Energy Retail Ltd
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Glossary

AAG

ABS
ACCC

ACIL Tasman
AEMO
AGL

APT Allgas
ASX

BOM

bppa
CAPM

CDI

CEG

CFC

CGS
CPRS

DBCT
DEEDI

DNSP
DRP
EBA

EBSS

access arrangement guideline
Australian Bureau of Statistics

Australian Competition and Consumer
Commission

ACIL Tasman Pty Ltd

Australian Energy Market Operator
AGL Energy Ltd

APT Allgas Energy Pty Limited
Australian Stock Exchange

Bureau of Meteorology

basis points per annum

Capital Asset Pricing Model
CHESS Depository Interest
Competition Economists Group
Construction Forecasting Council
Commonwealth Government Securities
carbon pollution reduction scheme
Dalrymple Bay Coal Terminal

Department of Economic Development and
Innovation

distribution network service provider
debt risk premium
enterprise bargaining agreement

efficiency benefit sharing scheme
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EGW electricity, gas and water

EMRF Energy Market Reform Forum

Envestra Envestra Ltd

FFM Fama—French three factor model

FRC full retail contestability

FTE full time employee

GDP gross domestic product

GFC global financial crisis

GJ gigajoule (1 000 000 000 joules)

HIA Housing Industry Association

IRR internal rate of return

IT information technology

KPI key performance indicator

LME London Metal Exchange

LRMC long run marginal cost

MDQ maximum daily quantity

MHQ maximum hourly quantity

MRP market risk premium

NECF National Energy Customer Framework

NERA NERA Economic Consulting

NIEIR National Institute of Economic and Industry
Research

NPV net present value

NYMEX New York Mercantile Exchange

OESR Office of Economic and Statistical Research
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Origin
O&M
ORER
PJ
PTRM
QLD
RBA
REES
RFM
RIN
ROLR
SA
SEO
SFG
STTM
TJ
Tribunal
UAG
WACC
WAPC

Wilson Cook

Origin Energy Retail Ltd
operating and maintenance

Office of the Renewable Energy Regulator
petajoules (equal to 1000 terajoules)
post-taxation revenue model
Queensland

Reserve Bank of Australia

Residential Energy Efficiency Scheme
roll forward model

regulatory information notice

retailer of last resort

South Australia

seasoned equity offering

Strategic Finance Group Consulting
short-term trading market

terajoules (equal to 1000 gigajoules)
Australian Competition Tribunal
unaccounted for gas

weighted average cost of capital
weighted average price cap

Wilson Cook & Co Limited

218



