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Appendix:	Description of Principal Transmission Pipeline

�ACCESS ARRANGEMENT INFORMATION FOR THE �PRINCIPAL TRANSMISSION SYSTEM BY �VICTORIAN ENERGY NETWORK CORPORATION



� seq lev1 \r1 �1�.	Introduction

� seq lev1 \c �1�.� seq lev2 \r1 �1�	Purpose of this document

This access arrangement information (“Access Arrangement Information”) is submitted on 3 November 1997 by Energy Projects Division of the Department of Treasury and Finance, Government of Victoria (“EPD”), on behalf of Victorian Energy Network Corporation (“VENCorp” and the “Service Provider”) to the Australian Consumer and Competition Commission in accordance with section 2.1 of the proposed Victorian Third Party Victorian Access Code for Natural Gas Pipelines (“Victorian Access Code”). 

This Access Arrangement Information forms Part 2 of the proposed Access Arrangement by VENCorp (the “VENCorp Access Arrangement”) as operator of the Transmission Pipeline described in Appendix 1 of this Access Arrangement Information (the “Principal Transmission System”).  

The following sections in the Victorian Access Code set out the requirements for this Access Arrangement Information.



Section 2.6	Access Arrangement Information must contain such information as in the opinion of the Relevant Regulator would enable Users and Prospective Users to: 

		(a)	understand the derivation of the elements in the proposed Access Arrangement; and 

		(b)	form an opinion as to the compliance of the Access Arrangement with the provisions of the Code.

Section 2.7	The Access Arrangement Information may include any relevant information but must include at least the information described in Attachment A.

Section 2.8	Information included in Access Arrangement Information, including information of a type described in Attachment A, may be categorised or aggregated to the extent necessary to ensure the disclosure of the information is, in the opinion of the Relevant Regulator, not unduly harmful to the legitimate business interests of the Service Provider or a User or Prospective User.  However, nothing in this section 2.8 limits the Relevant Regulator’s power under section 48ZT of the Gas Industry Act to obtain information, including information in an uncategorised or unaggregated form.



In this Access Arrangement Information where a word or phrase is italicised it has the definition given to that word or phrase in the Victorian Access Code unless the context otherwise requires.



� seq lev1 \c �1�.� seq lev2 �2�	Start date of the VENCorp Access Arrangement

If approved by the Regulator, the VENCorp Access Arrangement will take effect on the date on which the Regulator approves the VENCorp Access Arrangement or the date on which the MSO Rules commence, whichever is later. Prior to this date, VENCorp will offer services on terms and conditions, and at prices, to be negotiated.  As Victorian legislation will not give the right of “contestability” to any parties prior to that date, the practical consequence of this is that VENCorp will have contracts with the three Victorian gas retailers setting out prices and other terms and conditions.  These contracts will have effect until the start date of this and the other relevant Access Arrangements. 



� seq lev1 \c �1�.� seq lev2 �3�	Victorian Government’s gas reform objectives

The Victorian Government’s objectives for the reform of the gas industry are:

(� seq lev3 \* alphabetic \* lower \r1 �a�)	to achieve the lowest possible sustainable gas prices for Victorian consumers through competition;

(� seq lev3 \* alphabetic \* lower �b�)	to maximise customer choice;

(� seq lev3 \* alphabetic \* lower �c�)	to provide a more efficient industry and encourage efficient  investment;

(� seq lev3 \* alphabetic \* lower �d�)	to provide the framework for an effective and sustainable energy market, integrating gas, electricity and other energy products so customers can better manage their energy purchases;

(� seq lev3 \* alphabetic \* lower �e�)	to ensure a regulatory environment that provides consumers with the best  protection in terms of price, service and safety standards;

(� seq lev3 \* alphabetic \* lower �f�)	to ensure the long-term security of supply;

(� seq lev3 \* alphabetic \* lower �g�)	to encourage the development of an efficient national gas market; and

(� seq lev3 \* alphabetic \* lower �h�)	to reduce public sector debt.

There are clearly tensions between some of these objectives.  Whenever a trade-off decision involving the reduction of public sector debt has been required, the Victorian Government has consistently regarded that objective as subordinate to other competition reform objectives.

In order to ensure that the Victorian Government’s economic reform objectives are properly reflected in this document, EPD, not VENCorp, has managed its development.



� seq lev1 \c �1�.� seq lev2 �4�	The gas market model

EPD has developed its reform proposals, this document and accompanying regulatory documents, after an extensive period of detailed and thorough analysis and consultation.  EPD believes that the model proposed, as reflected in this and other Access Arrangements, will deliver the Victorian Government’s objectives, in particular, the objectives in relation to maximising customer choice thereby leading to the lowest possible sustainable gas prices for consumers.

In assessing the VENCorp Access Arrangement and those Access Arrangements of Transmission Pipelines Australia Pty Ltd and Transmission Pipelines Australia (Assets) Pty Ltd (together “TPA”) and the gas distributors, it is important to know something of the structure proposed for the Victorian gas industry. 

(� seq lev3 \* alphabetic \* lower \r1 �a�)	The Victorian Energy Networks Corporation

As part of the reforms, the functions of ownership and operation with respect to the Principal Transmission System will be separated. VENCorp will operate the Principal Transmission System, and TPA, which will submit its own Access Arrangement, will be the owner of the Principal Transmission System.  The rationale for this stems from the wholesale market being introduced in Victoria.

This proposed wholesale market, which is described in more detail in chapter 7 of EPD’s Stage 2 Gas Information Paper, will enable system participants to trade efficiently in gas so as to maintain balance and maximise their commercial opportunities.  For the proposed market to operate efficiently, the market and system operator will also operate the Principal Transmission System.  In order to give all market participants confidence that they will not be discriminated against, the operator should be independent of market participants, including the owner of the Principal Transmission System.  

Participants will pay TPA tariffs as regulated by the Victorian Gas Tariff Order (as amended from time to time) (“Tariff Order”) made by Order in Council under the Gas Industry Act 1994 which forms an attachment to the VENCorp Access Arrangement. In addition to the TPA tariffs, VENCorp will charge system participants on a cost-recovery basis for both its own costs of operation and costs associated with it providing a safe and reliable service.  Further details as to the operation and governance of VENCorp are to be found in its Access Arrangement and EPD’s Stage 2 Gas Information Paper.  

Although the VENCorp Access Arrangement is being submitted on behalf of VENCorp at this time, VENCorp will not formally come into being as a legal entity until passage and proclamation of the Gas Industry (Further Amendment) Act 1997, scheduled for 1 December 1997.

(� seq lev3 \* alphabetic \* lower �b�)	The Market Carriage Transportation Model 

The MSO Rules, attached to this document, establish that a one zone model will apply initially.  That is, although “shadow” prices for every hour in all relevant zones will be published, an ex post optimisation process will derive a single, daily price to apply across the whole system for settlement purposes.  The MSO Rules require that a multi-zone and hourly pricing model should apply from December 2000.  From this time, the price difference between the zones will provide pricing signals as to the cost of transporting gas between zones (and as to the need for augmentation).  

The Principal Transmission in both the one-zone and multi-zone models will operate pursuant to a “market carriage” form of transportation.  That is, parties wishing to ship gas on the Principal Transmission System will not need to commit to a certain amount of capacity and sign a corresponding contract (referred to as the “contract carriage” model).  Instead, parties will pay a use of system charge which will be based on the user’s actual use of system�.  For Tariff D consumers who are able to manage and vary their loads (currently, approximately the 700 largest customers), charges will be based on the amount of gas transported and the share of the system peak accounted for by the user on the 5 peak days during 1 June and 30 September each year.  Charges for all other users will pay based on the volume of gas transported throughout the year, that is, with no peak capacity component. All customers will also pay an injection charge based on their usage on the 5 peak injection days.

When the Principal Transmission System is unconstrained, which, on current demand, is virtually every day of the year, charges will be based on the actual volume of gas transported through the Principal Transmission System pursuant to the tariff methodology described above.�   On days of transmission system constraint, retailers may be liable for further sums depending on the extent to which their customers’ usage of the system is above their “right” to it. In the multi-zone model, it is proposed that such a “right” will be defined by the ownership of basis hedges or transmission rights. In the initial one-zone model, this right will be defined by an allocation of “authorised MDQ”. The rest of this section describes how the market carriage model will work in the initial market model.

All Tariff V customers will be authorised to the volume of gas they consume, whilst major users, Tariff D customers, will receive an allocation of authorised maximum daily quantity (“MDQ”) based on current usage�.  

On days of constraint, VENCorp will solve that constraint using the cheapest available options.  These might be bids to interrupt usage (dec bids), LNG or gas from an alternative source to Longford.  Generally speaking, users taking over their authorised MDQ on such a day will pay most of the cost of solving the constraint, although TPA or authorised users may also pay some “uplift”. 

New� Tariff D users seeking access to the Principal Transmission System will require approval from VENCorp.  If there is available capacity, the new user will receive an allocation of authorised MDQ.  If there is not, VENCorp will generally still permit the user to connect to the Principal Transmission System, although without allocating authorised MDQ.  Thereafter, such a user can elect not to consume gas on days when a constraint arises or may elect to consume gas and pay its share of uplift (that is, its share of the payments made by VENCorp to parties who assisted in solving the constraint).  If a new user’s demand is large enough such that its connection to the Principal Transmission System might lead to a significant increase in uplift paid by all existing users, VENCorp has the discretion to allow connection only if the user signs an interruptibility contract agreeing to be interrupted on those occasions that VENCorp requires it�. 

A contract carriage model, indeed any system which utilises a “take or pay” component, works well where users have certainty that they will be able to use the capacity, that is, because they have “captive” customers, or where the service or commodity purchased is easy to sell in secondary markets.  In nearly all gas markets around the world domestic consumers are not able to shop around for their gas supply, and hence they provide a stable customer base for retailers.  

However, as a market moves towards greater competition, individual shippers have less security and hence less confidence that they will be able to make those sales, although the future physical flows through the pipelines are no more uncertain.  This leaves them with substantial risk, which is only partly alleviated by the ability to sell that capacity.  This is because secondary markets for pipeline capacity are usually neither very efficient nor “deep”.  

Another important reason why the traditional contract carriage model is not being utilised on the Principal Transmission System is that it would undermine the effectiveness of the proposed spot market.  That is, the contract carriage model requires that capacity is booked between specific injection and delivery points. Where gas is available from more than one source, this requirement would tend to reduce the commercial flexibility of market participants, and make the spot gas market less efficient. 



� seq lev1 \c �1�.� seq lev2 �5�	Cost recovery approach

Costs for “tariffed VENCorp services” provided by VENCorp (as defined in the Tariff Order) are recovered using a three step approach which is summarised below.

Step 1: Set annual costs

Annual costs are set to recover the forecast operating costs for the various VENCorp functions.  The costs are prepared by VENCorp and approved by the VENCorp board.  Step 1 is described in Section 2.

Step 2: Set year 1 tariffs

A tariff methodology is used to set tariffs for VENCorp services such that:

(� seq lev3 \* alphabetic \* lower \r1 �a�)		at forecast demand, VENCorp will recover its costs for year 1; and

(� seq lev3 \* alphabetic \* lower �b�)		participants contribute an appropriate share of services costs.

The tariff methodology is described in Section 3.

Step 3: Set tariff path structure

VENCorp tariffs are altered after year 1 as per the procedures set out in the Tariff Order. These procedures guide VENCorp in setting tariffs and take into account forecast total annual costs and consideration of the tariff methodology used to set initial tariffs.



� seq lev1 \c �1�.� seq lev2 �6�	Contact details

The contact officer for further details on this Access Arrangement Information is: 

Linda McMillan �Project Manager, Legal�Energy Projects Division�Department of Treasury and Finance�3rd Floor�35 Spring Street�MELBOURNE  VIC  3000�Telephone:		(03) 9651 3108�Facsimile:		(03) 9651 3192

�� seq lev1 �2�.	Recovery of costs

� seq lev1 \c �2�.� seq lev2 \r1 �1�	Overview of VENCorp costs

The VENCorp function will incorporate costs for the operation of the Principal Transmission System (Transmission Control costs) and the wholesale market (Market Management costs).  In 1998/99 total VENCorp operational costs are forecast to be $12.1m, comprising :

(� seq lev3 \* alphabetic \* lower \r1 �a�)	$4.4m Transmission Control costs; and

(� seq lev3 \* alphabetic \* lower �b�)	$7.7m Market Management costs.

In addition VENCorp will pass through the cost of providing LNG System Security of $1.4m.

The $12.1m in VENCorp operational costs 1998/99 encompasses direct labour, depreciation, outside services and other costs and results from VENCorp’s assessment of operating costs which form part of its planning and budgeting cycle.

� seq lev1 \c �2�.� seq lev2 �2�	Specific VENCorp costs

Specific VENCorp cost assessed for the Principal Transmission System and market management functions include:

(� seq lev3 \* alphabetic \* lower \r1 �a�)	IT system support;

(� seq lev3 \* alphabetic \* lower �b�)	insurance;

(� seq lev3 \* alphabetic \* lower �c�)		materials;

(� seq lev3 \* alphabetic \* lower �d�)	communications - SCADA;

(� seq lev3 \* alphabetic \* lower �e�)		communications - general;

(� seq lev3 \* alphabetic \* lower �f�)	occupancy;

(� seq lev3 \* alphabetic \* lower �g�)	motor vehicles;

(� seq lev3 \* alphabetic \* lower �h�)	computer/office equipment;

(� seq lev3 \* alphabetic \* lower �i�)	training;

(� seq lev3 \* alphabetic \* lower �j�)	travel;

(� seq lev3 \* alphabetic \* lower �k�)	service licence agreement (SLA) costs; and

(� seq lev3 \* alphabetic \* lower �l�)	taxes.

Transmission Control, Market Management costs and LNG System Security pass through are applicable to the Principal system in 1998/99, however only Transmission Control charges apply to the Western system.

� seq lev1 \c �2�.� seq lev2 �3�	Payment of VENCorp costs

VENCorp costs will be paid by Retailers, Shippers and end-use customers who withdraw gas from the Principal Transmission System.  The costs will be based on injected gas volumes, that is the volumes withdrawn at the Custody Transfer Meters (CTM’s) will be grossed up to account for Principal Transmission System losses.

There will be 106 CTM’s and approximately 700 Tariff D meters which will have data telemetered back to VENCorp.

�� seq lev1 �3�.	Cost allocation, tariff setting and tariff path structure

� seq lev1 \c �3�.� seq lev2 \r1 �1�	Introduction

This section demonstrates the basis upon which tariffs for tariffed VENCorp services have been determined.  A cost of service model has been adopted, that is, the tariffs have been designed to recover the costs as defined in the previous section.

The calculation of tariffs proceeds in the stages as described in the remaining clauses of this section. 

Tariffs are established for Year 1 commencing 1 September 1998, these tariffs will continue until 30 June 1999.  In subsequent years, tariffs will be modified in accordance with the process set out in the Tariff Order.

� seq lev1 \c �3�.� seq lev2 �2�	Pricing principles 

It is a requirement that the developed tariffs are consistent with the requirements of the Victorian Access Code.  In summary, the objectives for a tariff, as stated in the Victorian Access Code are to:

(� seq lev3 \* alphabetic \* lower \r1 �a�)		recover the efficient costs of providing the service;

(� seq lev3 \* alphabetic \* lower �b�)	replicate the outcome of a competitive market;

(� seq lev3 \* alphabetic \* lower �c�)		ensure safe and reliable pipeline operation;

(� seq lev3 \* alphabetic \* lower �d�)	not distort upstream or downstream pipeline investment decisions;

(� seq lev3 \* alphabetic \* lower �e�)		be efficient in level and structure; and

(� seq lev3 \* alphabetic \* lower �f�)	provide incentives to the Service Provider for cost efficiency and market development.

� seq lev1 \c �3�.� seq lev2 �3�	Cost allocation

(� seq lev3 \* alphabetic \* lower \r1 �a�)	Overview

The cost allocation methodology employed encompasses a set of principles which reflect users’ capacity to bear the various VENCorp costs. VENCorp costs will comprise Transmission Control,  Market Management and LNG System Security pass through which will be based on annual forecast costs for tariffed VENCorp services. The methodology and structure presented in Sections 3.3 and 3.4 relates to the Principal system only. Transmission Control costs for the Western system will be paid directly by retailers withdrawing gas in that region as per the methodology in Section 3.5.

The methodology involves ascertaining fixed and variable cost pools from the annual VENCorp budget.  These cost pools are then allocated based on the following set of guiding principles:

(� seq lev4 \r1 �1�)	allocate VENCorp costs to end-use customer groups on a commercially reasonable and economically efficient  basis;

(� seq lev4 �2�)	allocate costs so as not to distort potential investment decisions in pipeline and end-user facilities;

(� seq lev4 �3�)	provide incentives to grow the gas market;  

(� seq lev4 �4�)	costs must be simple to understand and implement; and

(� seq lev4 �5�)	as far as possible, allocation should be cost reflective.

The annual forecast VENCorp cost in 1998/99 is $13.5m and is made up of Transmission Control, Market Management and LNG System Security functions.  Of the costs associated with these functions approximately $1m is directly allocated to:

(� seq lev4 \r1 �1�)	meter data handling (CTMs and Tariff D meters); and

(� seq lev4 �2�)	market participation registration fees.

This $1m is derived by assessing 1998/99 IT and administrative activities and allocating costs to the above functions. The costs will be charged as fixed annual charges since the services and cost impact is consistent across participants.  These charges will constitute the VENCorp “Fixed Cost Pool”.

The LNG System Security pass through is calculated by defining and allocating the contribution of LNG Liquefaction, LNG Storage and LNG Vapourisation costs to the System Security function.  The total LNG target revenue is determined using the methodology detailed in Section 2 of the Access Arrangements Information for TPA.  The key allocation driver in determining the LNG System Security pass through is the LNG Storage tank reservation of 3000t.  This methodology results in a VENCorp LNG System Security pass through of approximately $1.4m.  The LNG System Security pass through will be allocated to all customers as a “postage stamped” commodity charge based on customers potential of receiving equal benefit from the facility.

After allowing for the Western system transmission control costs, the remaining costs constitute the VENCorp “Variable Cost Pool” for the Principal system.

(b)	Allocation of the “Variable Cost Pool”

Various methodologies, such as activity based allocation and end-use customer bearable based allocation, are considered in allocating the “Variable Cost Pool” to end-use customers.  

Each of the methodologies are assessed under the guiding principles and key criteria set out in Section 3.3 and results in the adoption of an end-use customer bearable methodology to allocate the variable cost pool.  An outcome of this bearable analysis is that end-use customer groups are allocated differing proportions of the cost pool.  This requires definition of the end-use customer groups. For consistency with the network tariffs, these end-use customer groups are defined as:

(� seq lev4 \r1 �1�)		Tariff V; and 

(� seq lev4 �2�)		Tariff D.

The proportion of variable costs allocated to Tariff V and Tariff D is varied in ratios ranging from  50:50 (cost pool allocated 50% to Tariff V and 50% Tariff D) to 80:20 (80% to Tariff V and 20% Tariff D) across a wide cross-section of end-use customer groups with the resultant total VENCorp charge tested against the guiding principles and criteria.  This process highlights that a variable 1998/99 cost pool allocation of 72% to Tariff V and 28% to Tariff D achieves the principles and criteria as set out in Section 3.3.



� seq lev1 \c �3�.� seq lev2 �4�	Tariff structure/charging

The fixed cost pool is allocated to meter data handling and market participant registration.

The variable cost pool is allocated to Tariff V and Tariff D customer categories.  The variable cost is charged as commodity tariffs and is determined by dividing the Tariff V and Tariff D cost pools by the forecast Tariff V and Tariff D annual volumes.

The fixed tariffs will be charged on a daily basis to recover the fixed cost pool allocation as follows.

For the meter data handling charge this is split between:

(� seq lev3 \* alphabetic \* lower \r1 �a�)	CTMs charged at $7/day; and

(� seq lev3 \* alphabetic \* lower �b�)	Tariff D meters at $2.40/day.

The registration fee will be charged at $30/day/market participant.

The LNG system security pass through will be charged on a $/GJ commodity basis for each GJ withdrawn from transmission offtake points.  These withdrawal volumes will be grossed up for Principal Transmission System losses, that is tariffs are structured on injected volumes.

The variable tariffs will be charged on a commodity basis on actual daily withdrawals from CTMs.  These volumes will also be grossed up to account for Principal Transmission System losses.

Variable tariffs will be charged based on Tariff V and Tariff D customer categories.

(� seq lev3 \* alphabetic \* lower \r1 �a�)	Tariff D customers as defined in the Tariff Order with an annual consumption volume greater than 10,000 GJ or an hourly quantity greater than 10 GJ MHQ (daily metered); and

(� seq lev3 \* alphabetic \* lower �b�)	Tariff V customers as defined in the Tariff Order.  These will be all other customers (non-daily metered) who will be charged based on volume.

End-use customers will not be charged VENCorp charges directly (unless they become direct pool participants once contestable).  Retailers and shippers will be levied VENCorp charges according to the type of customers they supply.

� seq lev1 \c �3�.� seq lev2 �5�	Western system cost recovery

VENCorp costs for the Western system will be confined to Transmission Control costs up until the time that the Principal and Western systems are interconnected and the market model applies in the Western System.  Initial costs will include:

(� seq lev3 \* alphabetic \* lower \r1 �a�)		commodity charges; and

(� seq lev3 \* alphabetic \* lower �b�)		metering charges (CTM and tariff “D”).

The initial metering data handling charges applicable are as per detailed in Section 3.4.

The initial Western system commodity cost pool is $88,000.  This cost is allocated across all end-use customers on a “postage stamp” $/GJ basis.

� seq lev1 \c �3�.� seq lev2 �6�	Tariff path structure

The Tariff path structure is set out in chapter 6 of the Tariff Order.



�� seq lev1 �4�.	Key performance indicators

The structure being established in Victoria is novel in the gas industry.  Direct equivalents of VENCorp are not therefore available for comparison.



�Appendix

Description of Principal Transmission System



The Principal Transmission System is described in the table below and by the maps attached to the Access Arrangement Information. 



Pipeline Licence�Location/Route�Length (km)�Pipe Diameter (mm)���Rural Eastern����Vic: 50�Morwell to Dandenong�126.6���Vic: 68�Pakenham�1.2���Vic: 107�Clyde North�2.0���Vic: 67�Maryvale�5.6���Vic: 91�Warragul�4.8���Vic: 75�Longford to Dandenong�173.8���Vic: 117�Rosedale to Tyers�30. 8���Vic: 120�Longford to Rosedale�34.3���Vic: 121�Tyers to Morwell�15.7���Vic: 135�Bunyip to Pakenham�19.0���Vic: 141�Pakenham to Wollert�91.0����Rural Central Northern����Vic: 101�Melbourne-Wodonga-Shepparton�303.7���Vic: 132�Tatura�16.2���Vic: 136�Tatura to Kyabram�21.3���Vic: 152�Kyabram to Echuca�30.5����Rural Central����Vic: 78�Brooklyn - Ballarat - Bendigo�180.8���Vic: 125�Maryborough�33.0���Vic: 128�Mt Franklin to Kyneton�24.0���Vic: 131�Mt Franklin to Bendigo�53.0���Vic: 134�Ballan to Ballarat�23.0���Vic: 143�Wandong to Kyneton�59.0����Rural Western����Vic: 145�Warrnambool�34.0���Vic: 155�Allansford to Portland�100.4���Vic: 168�Cobden�27.7���Vic: 171�Hamilton�54.6����Northern Metropolitan����Vic: 101�Wollert - Keon Park�14.1����South Eastern Metropolitan����Vic: 36�Dandenong to West Melbourne�34.2���Vic: 129�Dandenong to Princess Highway�5.0����Western Metropolitan����Vic: 108�South Melbourne to Brooklyn�12.1���Vic: 122�Derrimut to Sunbury�24.0���Vic: 124�Newport�1���Vic: 164�Bay Street to Unichema�0.4���Vic: 162�Laverton to BHPP�1.6���Vic: 81�Brooklyn to Corio�50.5�����

��

��

��

��

��

��

��

� 	In most cases, gas users will be supplied by a retailer. It will be the retailer that is liable to pay transportation charges based on its customers’ use of the system.

�	The tariff methodology is described in more detail in section 3 .

�	Whilst the gas user will nominally receive the MDQ allocation, it will be held by the retailer supplying the user so as to determine the retailer’s liability to pay “uplift” charges. If the user moves to a new retailer or becomes a direct market participant after contestability, its MDQ authorisation effectively goes with it.

�	“New” in this context means both users seeking to connect their site to the Transmission or Distribution System for the first time as well as those seeking to modify their existing connection.

�	This is a simplified description of the market carriage model.  A more detailed description, including worked examples, is contained in the EPD discussion document: Framework for Market Coverage and Market Evolution, November 1997.
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