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Glossary

	AEMO
	Australian Energy Market Operator Ltd

	AER
	Australian Energy Regulator 

	AGC
	The Albury Gas Company

	Basic meter
	A gas meter without a data recording device.

	CI
	Cast Iron mains

	Class A Consumer
	Consumer site at or exceeding 250TJ per annum consumption

	Class B Consumer
	Consumer site with less than 250TJ per annum consumption

	Daily state  average heating value
	The daily state-wide flow-weighted average heating value as prescribed in the Gas Distribution System Code.

	Heating value or HV
	The energy contained in a volume of natural gas (MJ/m3)

	Heating value zone
	A region across which the heating value is deemed the same for all meters in that region. Specified by AEMO.

	Interval meter
	A gas meter with a data recording device that can record hourly total gas flows

	State average heating value
	Same as daily state average heating value - The daily average of the zonal heating values flow-weighted for the flow of gas into each heating value zone.

	Unaccounted for Gas (UAG or UAFG)
	The difference between the gas metered into a pipeline system and the gas metered out of the same system.

	UAFG benchmark
	The unaccounted for gas benchmarks published in Part C of the “Gas Distribution System Code” (version 9) published by the ESC.

	UPS
	Steel mains without coating or cathodic protection – Unprotected Steel

	Zonal heating value
	The hourly average heating value applied (hourly) to all interval meters within a heating value zone.
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1. Executive Summary

This document summarises the UAFG performance of Envestra’s Victorian and New South Wales networks against the 2008-2012 regulatory benchmarks and provides a forecast and basis for UAFG benchmarks for the 2013-17 Access Arrangement period.

Envestra has been unable to meet the 2008-12 UAFG Access Arrangement benchmarks due to:

· An incorrect decision by the Essential Services Commission at the time of the last Access Arrangement Review whereby it rejected Envestra’s forecast for UAFG and substituted its own forecast based on a three-year average of historical data; 
· A change in the source of gas supply to the network, which has resulted in an increasing error between actual delivered gas heating value and the AEMO calculated system average heating value used for billing. 

As noted above, the current UAFG benchmarks were based on (at the time of the last access arrangement review) an average of the preceding 3 years level of UAFG. However, the methodology of averaging several years of historical data is not appropriate as it fails to adequately take into account changing conditions over time that may have impacted the level of UAFG, e.g. changes in gas heating value and deterioration of the old cast iron and unprotected steel network.

Envestra proposes that for the 2013-2017 Access Arrangement period, the 2011 year be used as the base year for UAFG forecasting.  This is the most recent validated data available and therefore represents the most accurate starting point for forecasting purposes - any later period is still subject to market reconciliations and adjustments.  Actual 2011 UAFG data also reflects the most recent gas heating values, which are not expected to vary over the next Access Arrangement period.
The proposed UAFG benchmarks for both the Victorian and New South Wales networks for the next Access Arrangement period (as a sendout %) are set out in the following table.
Table 1:  UAFG Proposed Benchmarks
	Vic & NSW Benchmark UAFG %

	Customer Class
	2013
	2014
	2015
	2016
	2017

	Class A
	0.3
	0.3
	0.3
	0.3
	0.3

	Class B
	3.7
	3.7
	3.7
	3.7
	3.7


2. Introduction
2.1 Scope
The scope of this document covers:

· Envestra’s performance against UAFG benchmarks for its Victorian and NSW (Albury) networks during the current Access Arrangement period; and 

· The formulation of proposed UAFG benchmarks for the 2013-17 Access Arrangement period.
2.2 UAFG Process
UAFG refers to the difference between the quantity of gas delivered into and out of the distribution system.  Key factors contributing to UAFG include:
· Network leaks - fugitive emissions
· Billing correction factors (pressure, temperature, altitude, compressibility)

· Heating value variations

· Billing and accounting errors and anomalies
· Theft

The Victorian Gas Distribution System Code (GDSC) sets out UAFG benchmarks (expressed as a percentage of gas deliveries) within which Envestra is expected to operate. Envestra’s benchmarks for the 2008-12 Access Arrangement period are set out in the following table.
Table 2:  UAFG Current Benchmarks

	 
	2008
	2009
	2010
	2011
	2012

	Vic Class A - %
	0.3
	0.3
	0.3
	0.3
	0.3

	Vic Class B - %
	3.1
	2.8
	2.7
	2.7
	2.6

	NSW Class A - %
	0.1
	0.1
	0.1
	0.1
	0.1

	NSW Class B - %
	4.1
	3.0
	3.0
	3.0
	3.0


Unlike the Envestra South Australian and Queensland networks, where UAFG is purchased by Envestra, the retailers in Victoria and NSW purchase UAFG up to the benchmark amount.  Second Tier retailers are deemed to purchase UAFG at the benchmark rates while the Tier One retailer purchases the remaining balance.  As a result, UAFG is not a cost that is approved by the AER and recovered through network tariffs.
However, the Victorian market does provide for an annual UAFG “Wash-Up” process.  If the actual level of UAFG is greater than the benchmarks, Envestra must pay a Reconciliation Amount (as defined in the GDSC) to the Tier One retailer.  Conversely, where the actual level of UAFG is lower than the benchmark, the Tier One retailer makes a Reconciliation Amount payment to Envestra.
In practice, due to data integrity issues between the distributors, retailers and AEMO, reconciliation payments are also made between distributors and Second Tier retailers.
An outline of the UAFG Wash up calculation process is included at Appendix 1.
3. Network UAFG Performance
3.1 Actual versus Benchmark
The following table compares the actual and benchmark UAFG values. It should be noted that while different benchmarks exist for the Victorian and New South Wales portions of the distribution system, such a distinction is not practical, as some injection points service both states, i.e. there is no physical separation of the two networks.  As a result, the current methodology for settling UAFG wash-ups is to sum the position for both Victoria and NSW and to settle at a combine level.
Table 3 - UAFG Actual versus Benchmarks
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2008

2009*

2010*

2011*

Benchmark

1339

1279

1300

1269

Actual 

1769

1560

1789

1711

Variance 

430

281

489

443

Benchmark

2.37

2.16

2.06

2.10

Actual 

2.86

2.64

2.87

2.86

Variance 

0.49

0.48

0.81

0.76

Category

Vic & NSW Total TJ

Vic & NSW Total %

UAFG Performance


* 2009-2011 wash ups are yet to be finalised with Retailers and are subject to change
If Class B data is extracted from the above (assuming Class A outcomes are the same as the benchmarks), the Class B UAFG outcomes are depicted in the following graph.

Figure 1:  UAFG Actual versus Benchmarks
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It is evident from the above data that, where there is an increasing or decreasing trend in a data series, it is inappropriate to set a forecast based on an average that extends back in time. 

It is also clear from the data that Envestra has not achieved the UAFG Class B benchmarks.  The cause of this is discussed in the following sections.

4. UAFG Forecast
4.1 Base Year
The current Access Arrangement UAFG benchmarks were determined using a three-year average of the preceding years at the time of access arrangement review. The ESC has since concurred that this failed to take into account the changing source of supply of gas in Victoria and therefore understated the benchmarks that could be achieved.
Both Envestra and AEMO’s analysis of heating values has identified an impact of approximately 0.3% - 0.5% to Envestra’s detriment over the 2008–2010 calendar years. 

Going forward, this is not expected to be an issue as the 2010 AEMO Victorian Annual Planning Review forecasts gas sources in Victoria to remain relatively constant over the next 5 years. 

Figure 2:  AEMO Forecast Source of Supply
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Given that forecast supply arrangements are not expected to vary materially hereon, the impact of HV on UAFG should remain constant over the next Access Arrangement period.  Consequently the 2011 UAFG represents the best and most accurate basis for a UAFG starting point. Envestra therefore proposes that 2011 be used as the base year for establishing UAFG benchmarks.
However, should changing sources of gas supply occur and have a material impact on UAFG during the next Access Arrangement period, Envestra will request a review of UAFG benchmarks at that time. 

The base year UAFG wash up (preliminary) for Victoria based on 2011 is summarised in the following table.
Table 7:  Vic & NSW UAFG Washup 
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It is important to note however that an accurate determination of sendout by state (Victoria and New South Wales) is not possible due to some injection points servicing more than one state.  As a result, the current methodology for settling UAFG wash-ups is to sum the position for both Victoria and NSW and to settle at a total level. (Consequently this paper (see section 5) proposes the abolition of separate benchmarks for Envestra’s Victorian and southern NSW networks).
5. Proposed UAFG Benchmarks

While separate benchmarks have historically been set for Envestra’s Victorian and NSW sections of the network, the inability to determine injections on a jurisdictional basis makes it nonsensical to establish separate benchmarks. On this basis, Envestra believes that the UAFG distinction between a contiguous network on different sides of the Victorian/NSW border should be eliminated, with a single benchmark applying. 

Historically a nominal 0.3% UAFG has been assigned to Class A consumers on the basis that these consumers are, in theory, mostly supplied from trunk mains that have little or no leakage.   The UAFG associated with this class is therefore presumed to be associated mostly with meter accuracy.
While this is questionable, it is not proposed to eliminate the Class A benchmark at this time, but to maintain it and continue a nominal benchmark of 0.3%. 

In relation to the Class B benchmark, as discussed earlier, Envestra believes that the most recent validated data should be used, this being the 2011 year data - indicating a UAFG level of 3.7%. Envestra therefore proposes that the UAFG benchmarks be as shown in Table 10 below.
Table 10:  2013-17 Proposed UAFG Benchmarks (%)
	Vic & NSW Benchmark UAFG 

	Customer Class
	2013
	2014
	2015
	2016
	2017

	Class A %
	0.3
	0.3
	0.3
	0.3
	0.3

	Class B %
	3.7
	3.7
	3.7
	3.7
	3.7


Envestra also notes that AEMO has, for some time, been undertaking a review of alternative Victorian methods for the treatment and reconciliation of UAFG costs between distributors and retailers. That work, via the Gas Retail Consultative Forum, is on-going and at the time of writing there has been no decision to change current processes. However, should such a decision be made, Envestra and other market participants will need to assess the impact of any such change and if necessary amend its access arrangement accordingly.
ATTACHMENT 1

UAFG Wash-up Calculations

Rule 317 of the National Gas Rules sets out AEMO’s obligation to produce a procedure for the wash-up calculation of UAFG.  The “Wholesale Market Distribution UAFG Procedures (Victoria)” (UAFG Procedure) has been produced pursuant to this rule.
In practice the UAFG wash-up calculation process is time-consuming and complicated.  This is primarily because the UAFG Procedure requires both retailers and distributors to agree on consumption before the wash-up can proceed (clause 2.3).
Agreement with retailers may be difficult because:
· all wash-up calculations must use the latest data available published by AEMO for CTM injections (sendout), net system load and interval metered sites (both Tariff D and large Tariff V sites).  AEMO publishes data on a published D+18 and D+118 schedule as well as occasional ‘revisions’.  These versions must be stored and tracked and agreement reached with retailers and AEMO as to the most recent version.
· basic meter reads must be reconciled back to invoices to retailers in order to minimise disputes.
· duplicate data in the case of large Tariff V sites that appear in both raw Tariff V billing data and telemetry data needs to be stripped out.
· occasionally certain interval metered sites require an “off-market” settlement where a metering error has been detected outside the D+118 cut-off.  Both AEMO and the retailer must agree with an off-market settlement.
· NSL (Net System Load) apportionment of basic meter reads, which straddle either the beginning or end of the calendar year, must be carried out. 

· The above steps are the largest bottleneck to efficient agreement.  This is largely due to the volume of data to be agreed and the iterative nature of the process.  Final agreement with all retailers cannot be achieved until each individual retailer has agreed with their figures.  Although one retailer may have agreed, this may be subject to changes because a subsequent retailer may have successfully disputed their figures.

The mathematical process of profiling meter reads to periods is also very computationally intensive because the procedure requires the distributor to profile on a NSL basis.  NSL is published by AEMO each day for each distributor and is calculated by subtracting telemetered consumption from network injections (sendout).  In effect this yields an average consumption profile for total un-telemetered consumption.  To apply NSL profiling each meter read must be considered separately and consumption prorated to each period on the basis of the sum of NSL in that period compared to the sum of NSL over the entire meter read.  The UAFG procedure requires NSL-profiling for all basic metered sites.
While Envestra now has a (largely) automated process for undertaking this NSL calculation phase, it can still take several weeks to set-up, test, calculate and confirm internally.  Confirming the calculations with the relevant retailers then takes additional time due to the iterative process described and the volume of data involved. In 2008 4.1 million basic meter reads were sent to retailers of which 1.1 million reads were NSL profiled.

Attachment 2:  ESC Final Decision on UAFG related to Heating Value Allocation.
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AEMO
AER

Basic meter

Billing period

Corrected volume

Daily state average
heating value

GRCF-V
Heating value' or HV

Heating value zone

Interval meter

Natural gas

Standard conditions
Standard volume

State average heating
value

GLOSSARY

Australian Energy Market Operator Ltd

Australian Energy Regulator (Part of Australian
Competition and Consumer Commission)

A gas meter without a data recording device. (This is
widely referred to in the gas industry as a “non-daily”
meter)

The period between meter reads (or estimates) over
which a consumer is billed.

Same as standard volume:- The volume that would be
occupied by the gas if the gas was at standard
conditions. (101.325 kPa absolute and 15 °C)

The daily state-wide flow-weighted average heating value
as prescribed in the Gas Distribution System Code
(version 9.0)

Gas Retail Consultative Forum — Victoria (Convened by
AEMO)

The energy contained in a volume of natural gas.
(MJ/m?).

A region across which the heating value is deemed to be
the same for all meters in that region. Specified by
AEMO.

A gas meter with a data recording device that can record
hourly total gas flows.

A gaseous fuel consisting of a mixture of hydrocarbons,
primarily methane but which may also include ethane,
propane and higher hydrocarbons and will often contain
some carbon dioxide and nitrogen.?

A pressure of 101.325 kPa abs and temperature of 15 °C

The volume that would be occupied by the gas if the gas
was at standard conditions.

Same as daily state average heating value:- The daily
average of the zonal heating values flow-weighted for the
flow of gas into each heating value zone.

! In this document “heating value” refers to the higher (gross) heating value per volume
(MJ/ms) as used for Victorian market settlement and consumer billing.

2 A more detailed definition of natural gas is contained in AS 4564-2005 “Specification for
general purpose natural gas”.





Unaccounted for Gas
(UAG or UAFG)

UAFG benchmark

VENCorp

Zonal heating value

The difference between the gas metered into a pipeline
system and the gas metered out of the same system with
allowance for any changes of gas stored within the
pipeline.

The unaccounted for gas benchmarks published in Part
C of the “Gas Distribution System Code” (version 9)
published by the ESC.

Victorian Energy Networks Corporation whose functions
are now performed by AEMO.

The hourly average heating value applied (hourly) to all
interval meters within a heating value zone.
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1 | EXECUTIVE SUMMARY

1.1 Purpose

At the request of a gas distributor, the Commission has considered unaccounted
for gas related to heating value allocation. This potentially involves network billing
and retail customer billing implications and changes to the Gas Distribution System
Code (the Code). The Commission released an issues paper seeking stakeholders’
view on the materiality of the issues and options for dealing with them.®

Having reviewed submissions from distributors and retailers on matters raised in
the issues paper, the Commission published a draft decision®. The submissions
received on it have been considered and the Commission has now made this final
decision.

Gas customers are billed on the energy they use. The energy used is calculated by
multiplying the metered amount by factors including ithe heating value of the gas..
In Victoria, large gas customers have sophisticated meters (interval meters) which
record data allowing precise calculation of energy. The majority of customers
(including homes and small businesses) have basic meters. A state-wide average
heating value is used in calculating the amount of energy they consume.

The energy flow through basic meters is calculated using the “flow-weighted state
average heating value”. The actual heating value of natural gas at a particular
meter depends on the supply source of the gas being measured. The actual
heating value at some meters may be persistently above or below the average.
This may lead to long term biases in the calculated energy flow in some regions.

1.2 Overview of submissions

The Commission received seven submissions to the Issues Paper (AEMO,
Envestra, Multinet, SP AusNet, AGL, Origin Energy and TRUenergy). These
resulted in some generally agreed principles:

- The impacts identified in the Issues paper were agreed and no other impacts
were identified in the submissions.

- No new mitigation strategies were identified in the submissions.

® Essential Services Commission 2010, Unaccounted for gas related to heating value
allocation Issues Paper, May

* Essential Services Commission 2010, Unaccounted for gas related to heating value
allocation Draft Decision, September
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- Option 1 of the mitigation strategies (i.e. restrict the range of heating value range
of gas which suppliers are permitted to provide) is generally agreed as being
unworkable.

- The major retailers do not appear to see an imperative for change
- The market operator does not see an imperative for change.

« The costs involved in implementing either Options 2 or 3 (zonal or distribution
area average heating values) are likely to be substantial and should be
determined in detail for all affected parties before any further consideration of
zonal or distribution area heating values is progressed.

1.3 Draft decision

Taking into consideration issues raised in stakeholder submissions, the
Commission’s draft decision was that the Code will not be amended. Therefore,
industry would continue to use the state-wide average heating value.

1.4 Responses to the draft decision

Three submissions were received on the draft decision (Envestra, Origin Energy
and Multinet Gas).

Stakeholder submissions on the Draft Decision

Envestra acknowledges the uncertainties inherent in calculations for unaccounted
for gas, but contends that moving from state-wide to zonal allocation of heating
values will be “a step in the right direction”. In the company’s view, the
discrepancy is a known error which has varying impact on a range of parties and
failure to address it goes against natural justice and fairness.

Envestra has little confidence in the system for resetting UAFG benchmarks,
saying they are inconsistent with current information. The business suggests the
Commission may not appreciate the materiality of the issue for the company, and
calls for the matter to be addressed immediately. Envestra seeks Commission
support for it applying to the AER for a tariff pass-through increase, to compensate
the business for “lost revenue and overstated UAFG expenditure”.

Origin Energy supported the draft decision and reiterated that moving to zonal
heating values would entail significant costs across the industry.

Multinet Gas notes the ESC’s view that the UAFG benchmarks could be reset by
the AER in the Access arrangements process. Multinet suggests that the question
is rather whether heating value calculations should be updated periodically in this
way, or updated on an ongoing basis. The business considers that the cost/benefit
of changing from state-wide to zonal heating values should be considered in
advance of the next Access Arrangement. Multinet advocates for the change and
recommends the matter be discussed by AEMO reference groups.
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1.5 Final decision

The Commission acknowledges Envestra’s advice that it is affected by variability in
UAFG related to heating value allocation. The firm has asserted that correcting
this in the middle of an Access Arrangement period will not entail costs. This is
countered by submissions from other businesses which indicate expenses in the
order of $3 million for retailers alone, which would be passed on to consumers.
The Commission is not persuaded that the benefit of changing the Code outweighs
the costs and the Code will not be amended at this time.

The Commission is concerned to see the accuracy of heating value calculations
improved in a cost-effective way. This could be a matter for consideration in the
next Access Arrangement price review, to be conducted by the AER.

It is also recognised that industry discussion of the issue in the lead-up to the price
review could better inform the process. Accordingly, the Commission will request
AEMO to consider having its industry reference group consider the issue.

Final Decision

1. The Gas Distribution System Code will not be amended. Industry will
continue to use the state-wide average heating value as currently required;

and

2. The Commission will request AEMO to consider referring the issue to its
industry reference group for discussion.
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2 | BACKGROUND INFORMATION

In the issues paper, the Commission noted that state-wide average heating values
have been used to calculate the quantity of gas used by consumers and, therefore,
their bills. In particular, the Gas Distribution System Code specifies that state-wide
average heating values must be used for basic meter billing.

However, the state-wide average heating value differs from the zonal heating
values, which are used only for interval (typically larger and/or more variable
consumption) meters.

This section discusses the issues arising from the difference between state-wide
average and zonal heating value, and the options for dealing with this difference. It
reflects the issues paper and the draft decision published by the Commission.

2.1 Impacts of state-wide average and zonal heating value
differences

If the difference between the state average heating value and the average zonal
heating value for a particular heating value zone or group of heating value zones is
material, there are a number of impacts:

« Impact 1 — Consumers with basic meters will be under or over billed on the
usage component of their bills in proportion to the heating value difference

+ Impact 2 — The under or over billing of consumers with basic meters will affect
the retailer’s revenue, depending on the geographical distribution of their
customers

+ Impact 3 — The flows into distribution areas and the flows out through interval
meters are calculated using zonal heating values but the flows out through basic
meters are calculated using the state average heating value. Thus the calculated
distribution un-accounted for gas will be in error by the net® difference of all the
basic meters in the distribution area

- Impact 4 — The quantities of gas delivered to consumers with basic meters by the
distributor will be under or over estimated in proportion to the heating value
discrepancy. Thus the distributor’s revenue from distribution tariffs will be
affected.

- Impact 5 — Any year to year changes in the difference between state average
and zonal heating values, will cause changes to the unaccounted for gas
measured in distribution and hence will impact upon the setting of the UAFG
benchmarks. (The UAFG benchmarks are based on the measured UAFG from

® For a distribution area it is likely that there will be under and over billing in different heating
value zones
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preceding years. Changing UAFG measurements in subsequent years may
entail recalibration and would affect UAFG reconciliation amounts).

2.2  Mitigation strategies

There are various approaches to dealing with any material discrepancy between
state-wide and zonal heating values. The alternative approaches listed below were
identified by the Commission in its issues paper and submissions indicated that
there were no further alternatives:

1. to place limits on the heating value range able to be produced from the
various gas sources, which would reduce the possible magnitude of any
difference

2. averaging the hourly zonal heating value for the billing period for basic
meters within each heating value zone would eliminate any material
impacts

3. the creation of a distribution-area daily average heating value, which would
remove the distribution unaccounted for gas (and UAFG benchmark)
impacts

4. accepting that the consumer billing is not perfect and incorporate the
impact of any heating value difference into a reconciliation process for
unaccounted for gas and tariff revenue

5. accepting that the billing and distribution UAFG processes are not perfect
and leave the current processes in place

Stakeholder submissions on the Issues Paper

The submissions agree that strategies 1 and 4 (above) should not be adopted as
they are impractical and complicated. Envestra submits that placing limits on the
heating value range (strategy 1) would require gas producers to alter their product
with costs of administering such a strategy likely to outweigh the benefits and
passed on to consumers. SP AusNet considers a reconciliation process for UAFG
and tariff revenue (strategy 4) would not improve the accuracy of calculating the
energy that consumers use while adding complexity to the current UAFG
reconciliation process that is already a significant impost on AEMO and industry.

However, stakeholders could not agree on the most appropriate strategy to be
adopted. Retailers oppose the adoption of strategy 2 and 3. AGL envisages
significant changes to its billing systems resulting from the averaging of hourly
zonal heating values for each heating value zone (strategy 2) and the creation of
distribution area daily average heating values (strategy 3). AGL also predicts that
there will be transitional issues and costs of informing customers about the change
to the calculation of their bills. AGL estimated the communication cost to be
approximately $1.5 million, based on the assumption that it costs $1 per customer
to undertake the mailout.

Origin Energy contends that there is always uncertainty in heating value
calculations and strategy 2 would not improve the uncertainty. TRUenergy
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considers that there will be double dipping from the adoption of strategy 3 as the
UAFG benchmarks already take into account current heating values.

In contrast to the retailers, distributors considered strategy 2 and 3 viable. Envestra
believes strategy 2 is the best strategy, as AEMO already collects hourly zonal
heating values and it would not take much more effort for AEMO to convert this to
a daily heating value. SP AusNet notes that strategy 2 provides a mechanism for
aligning market heating values to actual heating values, but believed strategy 3
would do little to better represent the actual energy consumers’ use.

Most stakeholders preferred strategy 5, which is essentially to “do nothing” about
the difference between state-wide average and zonal heating values. AGL and SP
AusNet do not believe that the discrepancy is sufficiently material to justify
disrupting customers and imposing additional costs on them. Origin Energy
consider the current methodology sufficient while TRUenergy simply does not
believe any change is warranted at this stage. Multinet believes that only a
cost-benefit analysis could determine whether the Commission should adopt the
“do nothing” approach.

Only Envestra opposes the “do nothing” approach as it does not address the
difference, disadvantages distributors through understated revenue and results in
customers from some areas paying more for gas than customers in other areas.

2.3 Draft decision

There are nine different sources of gas feeding to customers in the Victorian gas
market, as shown in Figure 2.1. The gas sources feed into the transmission system
at different points and so different parts of the state receive gas from different
sources. The heating values of gas produced from these sources depend on the
gas fields and production conditions and so will vary with both time and source.
(There also may be co-mingling of gas).

However, the billing system used in the 1990s was able to handle only a single
daily heating value and VENCorp (AEMQ’s predecessor) agreed to publish a daily
flow-weighted state-wide average heating value for basic meter billing. This
state-wide average heating value has been in use since that time and is specified
for basic (non-daily) meter billing in the Code.
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Figure 2.1 Gas supplies in the Victorian market
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As many of the heating value zones are fed by a small number of sources, the
zonal heating values follow the heating values of those sources. If a particular gas
source has a routinely higher heating value than the state-wide average, basic
meters that are fed gas from that source will routinely have a lower heating value
applied than was actually passing through the meter. The magnitude of this
difference will depend on the heating values of the gases actually being injected
into the system.

A bias of the magnitude observed would seem to be not unexpected and the
Commission understands that this was understood by the various entities at the
establishment of the Victorian gas market.

The Commission accepts Envestra’s information that the current gas sources in the
West of the State appear to have had lower average heating values than those in
the East and that this may continue. If the bias continues, the Commission
acknowledges that this will result in changes to the UAFG benchmark rate when it
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is reset. The effects of the bias on distributors will be removed when the UAFG
benchmarks and tariffs are reset by the AER.®

Changing from the use of state-wide average heating value to zonal heating values
in the middle of a price determination period would involve considerable costs. It is
not known with certainty what the quantum of these costs may be, but AGL
estimates that the cost of mail-outs and notifying customers could be in the vicinity
of $1.5 million. Changes to billing systems across all retailers could easily exceed
that figure implying an overall notional cost of over $3 million. There is also the
possibility of on-going costs of maintaining a more complex system than what is
currently being used.

Changes will also require co-ordination across all industry participants and
regulatory bodies:

- The Commission would need to provide sufficient time for the required system
and process changes to be implemented and tested

« AEMO and the Commission would need to co-ordinate change of procedures
and codes (such as changes to the AEMO energy calculation procedure and
amendments to the Code)

- A change to zonal heating values for residential customers would need to be
co-ordinated with the appropriate changes to gas access arrangements, UAFG
benchmark and tariff settings.

The zonal heating values may be “better” than the state-wide average but they are
also not perfect. TRUenergy’s submission indicate that heating values are
dependent on a number of other variables including, but not limited to, the residual
quantity of liquids producers allow into the gas mix, the change over time in the
proportion of the total injected gas in the wholesale market which is represented by
the individual injection point, and the speed and co-mingling of gas flow in the
transmission pipeline.

In addition to the uncertainties associated with the calculation of heating values,
the Commission notes that there are also biases in the measurement of residential
consumers’ energy consumption, which are of comparable magnitude to the bias in
state-wide average and zonal heating values. For example, the measurement of
energy consumed by residential customers also depends on atmospheric pressure
and elevation above sea level at each individual customer’s premise. The
Commission understands that gas heating values measured at customer premises
in Victoria vary widely. This wide variation (typically from 38 to 41 MJ/m®) is much
greater (i.e over 6%) than the reported bias (0.54%) identified by Envestra.

Given the uncertainties in calculating heating values and measuring gas
consumption using basic meters, the Commission does not consider that a change
is justified, given the costs and disruptions to the wider industry, including
regulators and consumers. Improvements to consumer billing are desirable but
only if they can be implemented at reasonable cost, as it is the consumers who
ultimately bear the cost of such improvements.

® From 1 July 2008, the AER assumed responsibility for gas distribution.
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It should also be noted that the energy consumed is only one component of a
consumer’s bill. Therefore, a one percentage change in metered energy does not
translate to a one percentage change in a consumer’s bill, as the supply charge
forms a significant part of the bill. The higher level of accuracy in customer billing
that may result from the use of zonal, instead of state-wide average, heating values
may not translate to a significant net benefit to consumers.

Further, the Commission notes that the industry in Victoria is currently mid-way
through the current access arrangement.

Any bias experienced by distributors may be addressed by the AER during the next
access arrangement review for the period 2013-2017.

Draft Decision

The Commission’s draft decision was that the Gas Distribution System Code
not be amended. Therefore, industry would continue to use the state-wide
average heating value as currently required.
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