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Abbreviations and glossary of terms

	Access arrangement
	arrangement for access to a pipeline provided by a pipeline owner/operator that has been approved by the regulator

	AGUG
	Australian Gas Users Group

	BHPP
	BHP Petroleum Pty Ltd

	CAPM
	capital asset pricing model

	Code
	National Third Party Access Code for Natural Gas Pipeline Systems

	Commission
	Australian Competition and Consumer Commission 

	Covered pipeline
	pipeline to which the provisions of the Code apply

	DEI
	Duke Energy International 

	EAPL
	East Australian Pipeline Ltd 

	EGP
	Eastern Gas Pipeline

	GJ
	gigajoule 

	GPAL
	Gas Pipelines Access Law 

	Interconnect Assets
	the Interconnect pipeline, the Springhurst compressor and valves

	Interconnect pipeline
	the GPU GasNet section of the pipeline from Barnawartha (Victoria) to Culcairn (NSW)

	IPART
	Independent Pricing and Regulatory Tribunal

	MDQ
	maximum daily quantity

	MMAP
	Melbourne – Moomba augmentation program

	MSOR
	Market and System Operations Rules

	MSP
	Moomba to Sydney Pipeline system

	NPV
	net present value

	ORG
	Office of the Regulator-General, Victoria

	PJ
	petajoule (equal to 1 000 000 GJ)

	PTS
	Principal Transmission System

	SWP
	South West Pipeline

	TJ
	terajoule (equal to 1 000 GJ)

	TPA
	Transmission Pipelines Australia Pty Ltd

	Victorian Code
	Victorian Third Party Access Code for Natural Gas Pipeline Systems

	WACC
	weighted average cost of capital


Executive summary

On 26 August 1999 GPU GasNet Pty Ltd submitted revisions to the access arrangement for the Principal Transmission System (PTS) to the Commission for approval under the National Third Party Access Code for Natural Gas Pipeline Systems (the Code) with the objective of incorporating the Interconnect Assets
 in the regulated asset base.  The pre-existing reference tariffs, approved by the Commission in December 1998, do not incorporate a return on these assets.  

The extensions and expansions policy of the PTS obliges the service provider to submit revisions for approval for these augmentations to the PTS.  Other augmentations will generally also be covered by the policy, however GPU GasNet may nominate in advance that certain large extensions will be excluded.

GPU GasNet acknowledges that the Interconnect Assets would not pass the Code’s economic feasibility test – they would be uneconomic if they were required to achieve a commercial return solely through directly charged tariffs.

The Code provides that such assets may be rolled-in to the regulated asset base provided that, in the regulator’s opinion, they generate system-wide benefits that justify a higher reference tariff for all users of the PTS.  The asset base would be increased by the actual capital cost incurred provided that the investment is prudent.  GPU GasNet considers that only eight per cent of the associated costs can reasonably be recovered through a tariff on the Interconnect zone, and proposes that the remainder be recovered from all users of the PTS.

The Commission agrees that the Interconnect Assets would not pass the economic feasibility test.  The core issues to be determined by the Commission have been:

· whether these assets generate system-wide benefits that justify a higher reference tariff for all users;

· what part of the investment is prudent and so can be rolled-in;

· the level of the prudent investment that should be recovered through a tariff on the Interconnect zone (with the balance recovered by a higher reference tariff for all users); and

· the structure of the increase in the reference tariff.

The Commission released its Draft Decision on 23 December 1999 that it proposed to approve the revisions.  It has now considered a number of submissions in response to that decision.  It has also considered representations made by interested parties at a pre-decision conference convened by the Commission on 6 March 2000.

System-wide benefits

GPU GasNet has identified benefits in the form of enhanced system security benefits and enhanced competition benefits, which it considers are system-wide and benefit all users of the PTS.

The Commission has concluded that the Interconnect Assets provided substantial system security benefits during the Longford emergency and subsequently as part of winter 1999 system security planning.  While these benefits are now sunk, they demonstrate the potential for these assets to provide system security benefits.  The Interconnect Assets increase the maximum injection capacity into the PTS by approximately five per cent, which is equivalent to approximately two years’ expected demand growth.  The Commission is of the view that the Interconnect Assets provide substantial system security benefits on an on-going basis.

Following the Longford emergency, rationing was introduced, with gas supply curtailed to all users other than hospitals and nursing homes.  An issue raised has been whether the limitation of direct benefits in this instance to a small group of users meant that benefits were too narrowly focused to be considered system-wide.  Of relevance is that rationing was instituted pursuant to the Gas Safety Act, not as a result of any discriminatory aspect of the PTS access arrangement.  

The Commission does not interpret the Code to require that system-wide benefits would accrue equally and simultaneously to all users.  No realistic augmentation of the system could be expected to provide continued supply to all users in an emergency situation.  Rather, benefits should be available across the system and potentially be available to much of the customer base.

The Commission received a number of submissions from large load customers stating that, under past and present emergency curtailment rules, they are the first to have their supply curtailed.  In contrast, residential and other small users have comparatively little chance of curtailment.  On this basis it has been argued that the large load customers enjoy little, if any, benefits from the system security benefits generated by the Interconnect Assets and so they should bear little, if any, of the cost of these assets.  

The Commission agrees that the emergency curtailment rules favour essential services, residential and other small users.  However the argument advanced by the large load customers for them to make a reduced contribution to the cost of the Interconnect Assets fails to distinguish between the distribution of system security benefits before the installation of the Interconnect Assets and the resultant change in that distribution.  It is the largest users who have the highest risk of curtailment and hence who benefit most from the installation of the Interconnect Assets.  

The Commission also notes that many of the largest users may have benefited in particular in the wake of the Longford emergency from the enhanced security provided by the Interconnect Assets against total system collapse as they would have had no realistic option over a period of months to connect to an alternative energy or feedstock supply.  It further notes that the Springhurst compressor and valves were installed as part of the planning for the winter of 1999 with the principal objective of ensuring security of supply to industrial users.  Accordingly, the Commission has rejected the argument that a reduced contribution is warranted from large load customers.

While the PTS access arrangement does not provide for any unequal distribution of system security benefits across classes of users, it appears likely that Victorian Government public policy objectives will continue to influence the allocation of gas in potential supply emergencies.  The Commission notes that the Victorian Government made a $2.2 million contribution to the cost of the Springhurst compressor.  One interested party has suggested that further funding by the Victorian Government may be appropriate given the public policy issues involved.

The Commission’s assessment is forward-looking, so the issue is whether on-going system security benefits would be enjoyed on a system-wide basis.  As the commissioning of the Springhurst compressor substantially expanded the capacity of the Interconnect pipeline, sufficient capacity now exists to supply a wider group under emergency conditions.  The Commission is required under the Code to consider the public interest when approving revisions to an access arrangement.  Continued supply to certain crucial services during an emergency may substantially contribute to the public interest. 

While enhanced competition benefits generated by the Interconnect Assets are difficult to quantify, the introduction of basin-to-basin supply competition in south east Australia has been, and continues to be, a major objective in gas market reform.  In February 1994 the Commonwealth, State and Territory governments made a commitment to achieve ‘free and fair trade in natural gas’.  The Victorian Government actively promoted the Interconnect pipeline to help achieve inter-basin trade in Victoria.  

The Commission notes that as yet comparatively little gas has been shipped over the Interconnect and that some parties contend that there is little chance of a future significant increase in southward flows to stimulate supply competition in Victoria.  These views are based on factors such as the comparatively high cost of shipping Cooper Basin gas to Victoria, and relative similarities in well-head prices between Cooper Basin and Bass Strait gas.  

The Commission agrees that at current tariffs and well-head prices Cooper Basin gas appears not to be price competitive in Victoria, particularly in the southern regions.  It notes that GPU GasNet expects that shippers will discount their tariffs to encourage flows.  It also notes that the tariff structure will be an important focus of the access arrangement review in 2002, and that cost-reflectivity principles suggest that the introduction of additional injection points since 1998 may lead to lower transmission charges for gas injected at points distant from Longford such as Culcairn. 

The Commission notes that both GPU GasNet and East Australian Pipelines Ltd (EAPL), the owner of the Moomba to Sydney Pipeline (MSP), expect that southward flows will expand substantially in the short to medium term.

The Commission is of the view is that it is early in the life of the Interconnect Assets and that, while those assets make inter-basin competition possible, it may take some time for flows to build up as existing supply contracts expire and new market arrangements develop.  It considers that enhanced competition potential is substantial and is enjoyed across the system.

The Commission considers that the Interconnect Assets provide substantial system-wide benefits and that they pass the system-wide benefits test.

Prudency of investment

As noted earlier, the Interconnect Assets do not pass the economic feasibility test as they would not generate a commercial return through direct charges on users.  For such assets, the prudency of investment is not determined by whether they would generate a commercial return.  Rather it is an assessment of whether the amount invested would ‘ … exceed the amount that would be invested by a prudent Service Provider acting efficiently, in accordance with accepted good industry practice, and to achieve the lowest sustainable cost of delivering Services’ while taking into consideration factors such as economies of scale and scope, the incremental nature of added capacity and demand growth over time.

Briefly, the prudency assessment can be considered in two parts in the context of introducing a new source of supply for the PTS:

· whether expenditure of $19.5 million on the Interconnect pipeline to provide a nominal increase of 35 TJ/day to the existing capacity of 990 TJ/day (a firm capacity increase of 20 TJ/day under winter conditions) was warranted; and

· whether expenditure of $20.9 million
 on the Springhurst compressor and valves to increase the nominal capacity of Interconnect pipeline to 50 TJ/day was warranted.

As noted earlier, the Interconnect Assets increase the maximum injection capacity into the PTS by approximately five per cent, which is equivalent to about two years’ expected demand growth.

The Commission has considered the prudent investment test (section 8.16(a)) within the broader Code provisions and has concluded that the standard of service supported by the investment is reasonable in terms of the level of the investment and factors such as the level of system-wide benefits and associated higher reference tariffs for all users.  The Commission has assessed the appropriateness and level of the Interconnect Assets investment to achieve that standard of service, taking into consideration the additional costs incurred following the Longford explosion to expedite recovery of the operation before the winter of 1999.  The Commission’s assessment is that the investment was prudent.

Level of the Interconnect zone tariff

GPU GasNet has submitted that the appropriate tariff for the Interconnect zone is approximately $0.030/GJ, near the mid-point of forward-haul and back-haul rates charged by EAPL on its section of the pipeline linking the PTS and the MSP.  This would be recovered by a new zonal (peak) tariff of $1.8249/GJ. 

If the Interconnect zone tariff is set too low, insufficient direct revenue will be generated, and all users of the PTS will be required to pay higher charges than necessary.  Conversely, if the Interconnect zone tariff is set so high that little, if any, use is made of the Interconnect, recovery would need to be almost entirely from all users of the PTS.  The Commission considers that the proposed tariff for the Interconnect zone is reasonable.

Tariff level and structure

Under GPU GasNet’s proposal, 87.5 per cent of the cost of the Interconnect Assets would be recovered through a higher anytime tariff.  The Commission considers that recovery should be over the effective life of the assets (that is, GPU GasNet’s Option 3), which would result in an on-going increase in tariffs averaging approximately ten per cent.

As noted above, the Commission has considered and rejected the argument that large industrial users should bear little, if any, of the cost of these assets because they are the first to have their supply curtailed in an emergency.  

However, the Commission considers that GPU GasNet’s proposal that the costs associated with the Interconnect Assets should be recovered by an equal increase in tariffs to all users of $0.0303/GJ, based on the premise that system-wide benefits are enjoyed equally by all users in proportion to their use of the system, is reasonable.  

Final decision

The Commission has decided to approve the revisions proposed by GPU GasNet.  The revised tariffs will be come into effect on 1 May 2000.

1.
Introduction

On 26 August 1999 GPU GasNet Pty Limited (GPU GasNet) submitted to the Australian Competition and Consumer Commission (the Commission) revisions to the access arrangement for the Victorian Principal Transmission System (PTS) and associated supplementary access arrangement information for approval under the National Third Party Access Code for Natural Gas Pipelines Systems (the Code).

An access arrangement describes the terms and conditions on which a service provider makes access to its pipeline available to third parties.  The Commission’s assessment of the proposed revisions to the access arrangement has been conducted in accordance within the requirements set out in the Code and is based on information provided by GPU GasNet and interested parties.

The Commission issued its final approval for the PTS access arrangement on 16 December 1998.
  At that stage the system was owned and operated by Transmission Pipelines Australia (Assets) Pty Ltd and Transmission Pipelines Australia Pty Ltd respectively.  The access arrangement came into effect on 15 March 1999.  GPU GasNet acquired the PTS on 2 June 1999.  The access arrangement as approved by the Commission continues to apply to the system now owned and operated by GPU GasNet.

GPU GasNet proposes to expand the capital base of the PTS, and to amend the PTS reference tariffs, to take account of what it refers to as the Interconnect Assets, on the basis that they pass the Code’s system-wide benefits test. These assets are the Interconnect pipeline that extends from Barnawartha (Victoria) to Culcairn (NSW), linking the Victorian and NSW gas transmission systems; the Springhurst compressor; and associated valves.  While the Interconnect pipeline was commissioned in July 1998 prior to the Victorian Final Decision, the remaining Interconnect Assets were commissioned after the approval of the PTS access arrangement. 

On 23 December 1999 the Commission issued its Draft Decision on the GPU GasNet revisions.  The Commission proposed to approve the revisions to the PTS access arrangement and permit the costs of the Interconnect Assets to be recovered over the remaining life of those assets pursuant to section 2.35(a) of the Code.  Submissions regarding the Draft Decision were invited, to be received by 4 February 2000.

The Commission held a pre-decision conference on 6 March 2000 in response to a request by GasAdvice on behalf of a group of major users of the PTS.  The purpose of the conference was to provide parties with the opportunity to present additional facts and arguments to the Commission.  While the Code makes no specific provision for a pre-decision conference, the Commission was of the view in this instance that a conference could be consistent with the public consultative review process set out in the Code without imposing undue additional costs.  The Commission also decided to invite additional written submissions from conference participants, to be received by 17 March 2000.

The Commission has taken the seven submissions received in response to the Draft Decision (refer Appendix A) and the information presented at the pre-decision conference into consideration in making this Final Decision.

This introduction includes:

· a description of the assessment process;

· a description of relevant aspects of the Victorian and NSW gas industry structures and regulatory frameworks;

· an outline of the GPU GasNet revisions submitted for approval;

· a summary of the criteria for assessing revisions to an access arrangement under the Code;

· a summary of the main issues raised in submissions; and

· the Commission’s final decision.

1.1
The assessment process

The Commission is required under the Code to undertake an assessment based on a process of public consultation.  This has included:

· informing interested parties that it had received proposed revisions to the PTS access arrangement from GPU GasNet; 

· publishing a notice in a national daily newspaper which described the covered pipeline to which the access arrangement revisions relate; stated how copies of the documents could be obtained; and requested submissions by 22 October 1999;

· after considering submissions received, the Commission issued a draft decision on 23 December 1999 which proposed to approve the revisions to the access arrangement, and sought additional submissions by 4 February 2000;

· after considering submissions received on the Draft Decision, the Commission has issued this Final Decision. 

In addition to the requirements set out in the Code, in order to help foster the consultative process, the Commission released an Issues Paper in September 1999.  The Commission also held a pre-decision conference on 6 March 2000, and provided parties additional time to make submissions (by 17 March 2000).

1.2
Victorian and NSW gas industry structures and regulatory frameworks

Relevant aspects of the Victorian and NSW gas industry structures include:

· GPU GasNet operates the PTS in Victoria which has until recently solely transported gas supplied from the Esso-BHP fields in the Gippsland Basin; 

· East Australian Pipeline Ltd (EAPL) operates the Moomba to Sydney Pipeline (MSP) which has until recently been the only gas supply source (from the Cooper Basin) into NSW; 

· GPU GasNet and EAPL operate the Interconnect pipeline, which has linked the PTS and MSP since 1998.  GPU GasNet owns and operates the section from Barnawartha to Culcairn and EAPL owns the remainder from Culcairn to Wagga Wagga; and

· Duke Energy International (DEI) has commenced construction of the Eastern Gas Pipeline (EGP) along the east coast of Victoria and NSW to supply Gippsland Basin gas to customers in NSW. 

The main legislation and relevant documents regulating access to the Victorian and NSW gas transmission industries are: 

· the Code, under which transmission service providers are required to submit access arrangements to the Commission for approval;

· the Gas Pipelines Access (South Australia) Act 1997;
  

· the Gas Pipelines Access (Victoria) Act 1998;
 and

· the Gas Pipelines Access (New South Wales) Act 1998.
 

In addition, certain provisions of the Victorian Third Party Access Code for Natural Gas Pipeline Systems (the Victorian Code) under which the Commission approved the PTS access arrangement in December 1998 have been ‘grandfathered’.  Sub-section 24A(3) of the Gas Industry Acts (Amendment) Act 1998 provides that access arrangements approved under the Victorian Code continue to be subject to sections 3, 8 and 9 (so far as it applies to sections 3 and 8) and to sections 2.33 and 2.48A of the Victorian Code.  These sections are not subject to the corresponding provisions of the Code until the first scheduled review of the access arrangements under section 2 of the Code.

One relevant implication of these transitional arrangements is that section 3.8 of the Code, which would otherwise require a notice from the NSW Minister for Energy permitting the Victoria-NSW border to Culcairn (NSW) section of the Interconnect pipeline to operate as a market carriage pipeline, does not apply.
 

The Code and appeals bodies in Victoria and NSW with respect to transmission pipelines are:

· the Commission - regulator and arbitrator;
  

· the National Competition Council - Code advisory body;

· the Commonwealth Minister - coverage decision maker;

· the Federal Court – judicial review; and

· the Australian Competition Tribunal – administrative appeal.

1.3
Proposed revisions

GPU GasNet has proposed revisions under its extensions and expansions policy to incorporate the Interconnect Assets (which are described in chapter 2) in the PTS access arrangement.  

A new Interconnect zone is proposed by GPU GasNet with the PTS capital base expanded to include the Interconnect Assets.

As incremental revenue from the Interconnect Assets is only expected to cover a small part of the costs associated with these assets, reference tariffs for all users of the PTS are proposed to be increased to recoup the balance of the capital and non-capital costs associated with these assets.  

1.4
Criteria for assessing proposed revisions

The Commission may approve revisions to an access arrangement only if it is satisfied that the access arrangement as revised would contain the elements and satisfy the principles set out in sections 3.1 to 3.20 of the Code, which are summarised below.  Revisions to an access arrangement cannot be opposed solely on the basis that the access arrangement as revised would not address a matter that section 3 of the Code does not require it to address.  Subject to this, the Commission has a broad discretion in accepting or opposing revisions to an access arrangement.  

An access arrangement, or a revised access arrangement, must include the following elements:

· a policy on the service or services to be offered which includes a description of the service(s) to be offered; 

· a reference tariff policy and one or more reference tariffs.  A reference tariff operates as a benchmark tariff for a particular service and provides users with a right of access to the specific service at the specific tariff.  Tariffs must be determined according to the reference tariff principles in section 8 of the Code; 

· terms and conditions on which the service provider will supply each reference service; 

· a statement of whether a contract carriage or market carriage capacity management policy is applicable; 

· a trading policy that enables a user to trade its right to obtain a service (on a contract carriage pipeline) to another person; 

· a queuing policy to determine users’ priorities in obtaining access to spare and developable capacity on a pipeline; 

· an extensions/expansions policy to determine the treatment of an extension or expansion of a pipeline under the Code; 

· a date by which revisions to the arrangement must be submitted; and 

· a date by which the revisions are intended to commence.  

In considering whether a revised access arrangement complies with the Code, the Commission must take into account the provisions of the access arrangement, and, pursuant to section 2.24 of the Code, the following factors:  

· the legitimate business interests and investment of the service provider;

· firm and binding contractual obligations of the service provider or other persons (or both) already using the covered pipeline;

· the operational and technical requirements necessary for the safe and reliable operation of the covered pipeline;

· the economically efficient operation of the covered pipeline;

· the public interest, including the public interest in having competition in markets (whether or not in Australia);

· the interests of users and prospective users; and

· any other matters that the Commission considers are relevant.  

1.5
Main issues raised in submissions

The majority of submissions received from interested parties recommended that the Commission not approve revisions to the access arrangement that would result in higher reference tariffs.  While other parties considered that increases to the reference tariffs should be approved, variations from the GPU GasNet proposal were suggested in terms of quantum, distribution and timing.  Parties that commented on the three cost recovery options proposed by GPU GasNet preferred the third option, recovery of costs over the remaining economic life of the assets.

A number of parties opposed the proposal in the Draft Decision to accept the proposed revisions.  Concerns were raised in submissions and at the pre-decision conference about the prudency of the investment in the Interconnect Assets and of the extent that system-wide benefits were generated.  A major theme advanced by large industrial users of the PTS was that they receive comparatively little benefit from the assets and so should not be required to contribute more than a commensurate amount to the costs of the assets.

1.6
Final decision

The Commission has now made its final decision under section 2.38(a) of the Code that it approves the revisions to the PTS access arrangement and permits the costs of the Interconnect Assets to be recovered over the remaining life of those assets.  

The remainder of this Final Decision comprises: the revisions proposed by GPU GasNet (chapter 2); relevant Code provisions (chapter 3); assessment of the proposed revisions (chapter 4); and chapter 5 sets out the Commission’s final decision.  A list of submissions by interested parties received by the Commission can be found at Appendix A.  The revised reference tariffs resulting from the Commission’s final decision are listed at Appendix B.

2.
Revisions proposed by GPU GasNet

2.1
Purpose of revisions

GPU GasNet has proposed revisions under its extensions and expansions policy to incorporate the Interconnect Assets, which are described below, in the PTS access arrangement.  

A new Interconnect zone is proposed by GPU GasNet with the PTS capital base expanded to include the Interconnect Assets.  As incremental revenue from the Interconnect Assets is only expected to cover a small part of the costs associated with these assets, reference tariffs for all users of the PTS are proposed to be increased to recoup the balance of the Interconnect Assets’ capital and non-capital costs.  

GPU GasNet proposed that the revised reference tariffs would apply from 1 January 2000.

2.2
The Interconnect Assets

These assets comprise:

· the Interconnect pipeline, which is a gas transmission pipeline approximately 63 km long linking the PTS in Victoria with the MSP system owned by EAPL in NSW.  The Interconnect pipeline was commissioned in July 1998, at a capital cost to GPU GasNet of $19.5 million;
 

· the Springhurst compressor, which is a gas compressor station on the PTS, located at Springhurst, Victoria (approximately 20 km south of the Interconnect pipeline).  GPU GasNet has proposed that a $2.2 million contribution by the Victorian Government towards the cost of the compressor be deducted from its actual capital cost of $18.7 million to give a regulatory valuation of $16.5 million; and

· three remotely operated regulators and an automated valve, which manage flows associated with the Interconnect pipeline through the PTS.  The total capital cost for the valves was $4.4 million. 

The Commission agrees with GPU GasNet’s proposal that the Victorian Government’s contribution towards the cost of the Springhurst compressor should be excluded from the regulated asset base of the PTS.  It understands that the motivation for this contribution was to facilitate the Melbourne-Moomba Augmentation Program (MMAP) which was undertaken in the wake of the Longford emergency.  The balance of the MMAP assets (which cost approximately $60 million) is not part of the current review.
  

2.3
Impact on reference tariffs

Incremental revenue from the Interconnect Assets is expected to cover 12.5 per cent of their capital costs.  GPU GasNet proposes to roll-in the remaining 87.5 per cent to the capital base to be recovered from all users of the PTS.
  Associated operating costs would also be recovered from all users.  These proposals are based on GPU GasNet’s claim that the assets provide system-wide benefits.  The proposed revisions to the reference tariffs comprise:

· a new Interconnect zone, with a new zonal (peak) tariff of $1.8249/GJ; and

· an increase in the anytime volume charge applying to each existing zone. 

The table below presents three options proposed by GPU GasNet for 1999 anytime tariffs, which would form the base for tariffs charged in 2000.  The three options are described in section 2.4 below.

Table 2.1:
Proposed anytime reference tariffs 1999(a) ($/GJ)

	Zone no.
	Transmission zone
	Existing
	Option 1(b)
	Option 2(c)
	Option 3(d)

	Transmission delivery tariffs D and V

	1
	La Trobe
	0.053
	0.2855
	0.1361
	0.0833

	3
	Lurgi
	0.131
	0.3635
	0.2141
	0.1613

	4
	Metro
	0.079
	0.3115
	0.1621
	0.1093

	5
	Calder
	0.262
	0.4945
	0.3451
	0.2923

	6
	South Hume
	0.106
	0.3385
	0.1891
	0.1363

	7
	Echuca
	0.254
	0.4865
	0.3371
	0.2843

	8
	North Hume
	0.229
	0.4615
	0.3121
	0.2593

	Transmission pipeline supply point tariffs

	1
	Carisbrook
	0.286
	0.5185
	0.3691
	0.3163

	2
	Chiltern Valley
	0.214
	0.4465
	0.2971
	0.2443


Source:
GPU GasNet application, Annexure 2.

Note:     (a) The proposed 1999 tariffs would not be implemented but would form the base for 2000 tariffs. 

(b) Cost recovery over 12 months. 

(c) Cost recovery over the remaining access arrangement period. 

(d) Cost recovery over the remaining economic life of the assets.  

GPU GasNet does not propose to provide a back-haul service on the Interconnect zone as physical flows are expected to be approximately equal in both directions.  The proposed zonal tariff is set approximately halfway between EAPL’s published distance-based forward haul and back-haul tariffs for the MSP (for an 80 per cent load factor customer).

No changes are proposed to the peak demand, peak volume and injection charge components of the existing tariffs.  GPU GasNet has proposed three alternative options for the revised anytime period charge, which are shown in the table above.
 

2.4
Proposed cost allocation 

GPU GasNet considers it appropriate that the Interconnect pipeline zonal charge recovers 12.5 per cent ($2.4 million) of the capital cost of the Interconnect pipeline.  The remaining costs, which include all operating and maintenance costs, the capital cost of the Springhurst compressor and valves, and the residual 87.5 per cent of the capital cost of the Interconnect pipeline, would be treated as common costs, and be recovered by an equal increase in the transmission volume tariff component for all users on the PTS.  

Table 2.1 above shows the existing and proposed anytime tariffs for 1999 for each zone under three options.
  Tariffs would be increased by the same amount for each zone.  The proposed increases are $0.2325/GJ, $0.0831/GJ and $0.0303/GJ respectively under Option 1, Option 2 and Option 3.  The percentage increases would vary considerably across the zones, with La Trobe and Metro experiencing the largest proportionate increases.  No increase was proposed for gas exported from the Barnawartha zone into NSW as GPU GasNet considers that Victorian gas users are the primary beneficiaries of the Interconnect Assets.  As users of the Murray Valley zone are charged for the Chiltern Valley zone anytime tariff, no separate increase has been proposed for the Murray Valley zone.

GPU GasNet stated that the proposed method of cost allocation is based on the premise that the system-wide benefits are enjoyed equally by all users, in proportion to their use of the system, and are not dependent on the location of withdrawals, nor on the level of peak demand of each user.  On this basis GPU GasNet contended that it is most equitable to allocate the costs as a fixed charge per GJ of usage, in the same manner that indirect, non-locational costs are allocated within the PTS tariff methodology.

The three tariff options shown above reflect GPU GasNet’s proposal that three periods should be considered by the Commission regarding the recovery of costs of the Interconnect Assets:

· Option 1: recovery of capital costs in one year (2000); 

· Option 2: recovery of capital costs over the remainder of the initial access arrangement period (2000 to 2002 inclusive); or

· Option 3: recovery of capital costs over the remaining economic life of the assets.
 

Option 1 would result in a one year price spike with revenues (and hence average tariffs) increasing by approximately 76 per cent.  While GPU GasNet acknowledges that this option is not likely to be favoured by users, the service provider considers that it would reflect the immediate system security benefits relating to critical support during the gas supply emergency in 1998 and security against uncertainty of supply in the winter of 1999.  

Option 2 would result in an increase of approximately 27 per cent for the last three years of the initial access arrangement period.  

The increase of approximately ten per cent under Option 3 would be for the remaining life of the assets. 

GPU GasNet would earn the same additional revenue in present value terms under each option. 

2.5
Tariff methodology

GPU GasNet stated that the broad principles and parameters underlying its reference tariff calculations are the same as those used in the PTS access arrangement.  These include:

· pre-tax real WACC of 7.75 per cent; 

· CPI annual escalation rate of 2.5 per cent;
 and

· forecast volumes as used in the existing tariff model.  GPU GasNet stated that this preserves the original intent of the incentive based regulation despite changed perceptions since the approval of the PTS access arrangement. 

GPU GasNet stated that the proposed tariffs have been calculated under the net present value (NPV) approach as referred to in the Code.  This methodology has been used to determine tariffs in the existing zones of the PTS.  In broad terms this method aims to equate the NPV of the revenue requirement over the first access arrangement period with the NPV of the forecast revenues (where the annual revenue requirement is determined by the cost of service model based on the assumed depreciation profile).  Costs attributable to the Interconnect Assets prior to implementation of the revised tariffs would be recovered during the initial regulatory period.

2.6
Prudency of investment

GPU GasNet asserts that the Interconnect Assets meet the requirement of section 8.16(a) of the Code of a prudent investment.  It refers to each of the three assets in turn, indicating that in its view each is a prudent investment.  

Interconnect pipeline

The Interconnect pipeline was largely constructed by EAPL with costs apportioned between the two parties according to the ownership of the pipeline.  The total cost to GPU GasNet was $19.5 million with charges from EAPL totalling $18.3 million.  Although benchmarking of pipeline construction can be difficult, GPU GasNet suggests that indicative construction costs for a 450 mm pipeline such as the Interconnect are $360/metre.  The construction cost of the Interconnect pipeline was $312/metre.
  

Springhurst compressor

According to GPU GasNet, the circumstances surrounding the construction of the Springhurst compressor make it difficult to benchmark the costs incurred.  While a compressor may normally take 18 months or more to complete, the Springhurst compressor was built in five months.  Although additional costs were incurred as a result of the fast-tracking of this project, estimated to be between 15 and 20 per cent of the total $18.7 million cost, GPU GasNet provided independent advice that these costs were not excessive. 

Valves

The valves required for the operation of the Interconnect pipeline and Springhurst compressor were also built in a shorter time frame than would normally be expected.  GPU GasNet used a competitive tendering process in both the purchase and construction of these facilities to control costs.  

2.7
System-wide benefits

GPU GasNet stated that the Interconnect Assets do not pass the economic feasibility test, which would allow users to be charged the existing reference tariff.
  However, GPU GasNet claims that the assets do pass the system-wide benefits test set out in clause 5.7.2(c)(1) of the PTS access arrangement.  Consequently, GPU GasNet has proposed that the Interconnect Assets be included in the PTS capital base and that all users of the PTS be charged higher tariffs.  The system-wide benefits identified by GPU GasNet are discussed below. 

System security benefits

GPU GasNet stated that the assets have provided (and continue to provide) enhanced system security to all users of the PTS by enabling gas sourced from the Cooper Basin to flow south into Victoria.  This added security was provided during the gas supply emergency in Victoria following the explosion at the Longford plant in September 1998.  GPU GasNet stated that flows through the Interconnect pipeline allowed critical loads such as nursing homes and hospitals not to be curtailed and helped avoid the risk of a total system collapse.  Interconnect flows subsequently ‘formed a key element of Victoria’s planning for dealing with a supply shortage in the event that Gas Plant No. 1 at Longford did not provide uninterrupted supply’.
  GPU GasNet further noted that over the long term the assets will provide an additional source of gas which would mitigate the impact of gas supply emergencies and avoid other unplanned curtailments.

Competition benefits

GPU GasNet stated that the Interconnect Assets have enabled ‘basin on basin’ competition for the first time in both Victoria and NSW.  In connecting two markets that were previously isolated, the Interconnect Assets enable Cooper Basin gas to be sold into Victoria and Bass Strait gas into NSW.
  

Continuation of system-wide benefits

GPU GasNet contended that the system-wide benefits provided to users of the PTS by the Interconnect Assets would be largely undiminished by the expected commencement of operations by DEI’s EGP after the winter of 2000.  The EGP is designed primarily to ship gas northwards from Bass Strait to Wilton in NSW.
  GPU GasNet stated that it is unaware of any intention by DEI to connect the EGP to the PTS, or to configure its Longford compressor for southward flows.
  

GPU GasNet stated that even with the necessary connection and compression, the EGP would provide limited system security to Victorian users.  In particular, the available capacity of the MSP would be lower for deliveries from Moomba through Wilton (to the EGP) than through Young (to the Interconnect pipeline).  Relevant factors include the longer transportation distance to Wilton and that the prevailing demand in Sydney has a greater impact on the capacity to Wilton.  

GPU GasNet considers that the greater distance from Moomba to Melbourne via Wilton and Longford (2 220 km) compared with the Interconnect pipeline (1 570 km) might be an important issue in an emergency because of the time taken to deliver gas.  A further point made by GPU GasNet is that the EGP would inject at Longford (if a connection were available) and could not provide system security if there was a failure of the main supply pipeline from Longford into Melbourne. 

3.
Relevant Code and access arrangement provisions

This chapter identifies sections of the Code and provisions of the PTS access arrangement which are specifically relevant to the revisions proposed by GPU GasNet.
  Chapter 4 provides the Commission’s assessment of the proposed revisions taking into consideration information and submissions by GPU GasNet and interested parties.

New facilities investment

Section 8.15 of the Code allows for the capital cost of new facilities investment to be incorporated into the capital base at the start of a new access arrangement period in recognition of costs incurred in the provision of services.  

Pursuant to section 8.16(a), the amount by which the capital base can be increased is the actual capital cost of the investment provided that the investment is prudent.  That is, it does not exceed the amount that would be invested by a prudent service provider acting efficiently, in accordance with accepted good industry practice, and to achieve the lowest sustainable cost of delivering services.  This is the ‘prudent investment’ test.  

In addition, the new facilities investment must meet one of the following conditions: 

· anticipated incremental revenue is expected to exceed the cost of the investment (the ‘economic feasibility’ test); 

· the regulator is satisfied that the new facility generates system-wide benefits that justify a higher reference tariff for all users; or

· the new facility is necessary to maintain the safety, integrity or contracted capacity of services.  

GPU GasNet submits that its new facilities investment satisfies the system-wide benefits test (section 8.16(b)(ii) of the Code).

In assessing the prudency of an investment, the regulator must consider factors such as economies of scale, the increments with which capacity can be added, and the matching of forecast demand and capacity over a reasonable time frame to achieve the lowest sustainable cost of delivering services (see section 8.17 of the Code).  The Commission is also guided in its assessment by other principles and criteria set out in section 8 of the Code.

The Code allows an access arrangement to provide that the service provider may undertake new facilities investment that does not satisfy section 8.16.
  If this is the case, the capital base may be increased by that part of the investment that does satisfy section 8.16 (the recoverable portion).  Section 8.19 allows an access arrangement to provide that the balance of the investment may be placed in a speculative investment fund, of which any part may subsequently be included in the capital base provided section 8.16 is satisfied. 

Capital contributions and surcharges

A capital contribution or a surcharge from users of a new facility can recover any part of the balance that does not meet all the criteria in section 8.16 of the Code.  It is explicitly noted, in section 8.23 of the Code which relates to capital contributions, that nothing in the Code prevents a user from agreeing to pay a charge higher than the reference tariff ‘… in any circumstance including, without limitation, if the excess is paid in respect of funding a New Facility’.  Sections 8.25 and 8.26 deal with surcharges that may be levied on users of incremental capacity to recover some or all of the costs that cannot be recovered at the prevailing tariffs.  The portion of the new facilities investment to be recovered by a surcharge must meet the prudent investment test of the Code.  

Extensions/expansions policy

Under section 3.16 of the Code an access arrangement is required to contain an extensions/expansions policy.  The Commission has previously assessed the extensions/expansions policy in the PTS access arrangement.
  The revisions proposed by GPU GasNet must comply with this policy in addition to the above mentioned provisions of the Code.  

Clause 5.7.1 of the PTS access arrangement extensions/expansions policy provides that, in general, an extension or expansion to the PTS will be covered by the access arrangement.  Clause 5.7.1(c) provides that GPU GasNet may exclude certain extensions (significant extensions) from coverage.  While the Interconnect pipeline may appear to meet the requirements of a significant extension according to the policy, clause 5.7.1(f) specifically provides that GPU GasNet would seek to include the Interconnect pipeline in the PTS access arrangement.  

New facilities investment that passes the economic feasibility test is able to be included in the capital base and existing reference tariffs are applied (clause 5.7.2(a)).  New facilities investment that does not meet the economic feasibility test can be recovered under clause 5.7.2(b) of the PTS access arrangement.  The portion of the investment that meets the economic feasibility test can be recovered by the existing reference tariffs.  The remaining portion can be either: 

· recovered by a surcharge under section 8.25 of the Code; 

· recovered by a capital contribution; 

· included in a speculative investment fund; or

· any combination of these options. 

Clause 5.7.2(c) of the PTS access arrangement provides that new facilities investment that does not pass the economic feasibility test may be recovered outside the standard procedure.
  This may occur where either: the regulator is satisfied that the new facility generates system-wide benefits that justify a higher reference tariff for all users; or the new facility is necessary to maintain the safety, integrity or contracted capacity of services.  

As noted earlier, GPU GasNet submits that its new facilities investment of the Interconnect Assets satisfies the system-wide benefits test (section 8.16(b)(ii) of the Code and clause 5.7.2(c)(1) of the PTS access arrangement).  

4.
Assessment of proposed revisions

This chapter provides the Commission’s assessment of the proposed revisions in terms of the Code requirements as outlined in the previous chapter, taking into consideration information and submissions from GPU GasNet and interested parties.

4.1
Eligibility to submit revisions to the access arrangement

The threshold issue is whether GPU GasNet is eligible to seek approval of revisions to the PTS access arrangement.  

Submissions

Prior to the Draft Decision a number of parties noted that the Interconnect Assets existed at the time of privatisation of the PTS and questioned whether an associated increase in tariffs was warranted.  For example, the Australian Gas Users Group (AGUG) stated:

The facilities in question were already in place when GPU acquired the Victorian Principal Transmission System earlier this year from the Victorian Government.  They would thereby have been allowed for in the purchase price paid for the assets and the purchaser’s assessment of the value of the revenue stream in existence at that time.
 

GPU GasNet responded that if TPA were entitled to seek revisions to the access arrangement then it should also be entitled to seek roll-in of the Interconnect Assets.  It concluded that: 

GPU acquired the TPA business as a going concern in circumstances where TPA had intended to make, but had deferred pending privatisation, a roll-in application for the Interconnect Assets.  GPU was aware of this and acquired the TPA business on the assumption that a roll-in application would be lodged.
  

Commission’s considerations

The Commission is aware that the regulatory environment in the Victorian natural gas transportation and supply industries is still comparatively new and that the distinction between commercial and regulatory processes and values is not clear to all market participants.  The Commission considers it important that participants are aware of the background to the regulatory process.  Key points include:

· the reference tariffs approved by the Commission in December 1998 were based on the capital and non-capital costs of the PTS as at the time of the approval process and did not include the Interconnect Assets;

· the extensions/expansions policy of the PTS access arrangement as approved specifically required that the Interconnect pipeline would be covered by the PTS access arrangement.  It also generally requires that other extensions and expansions will be covered.
  The Code and the access arrangement provide the framework for determining how revisions would be incorporated into the regulatory asset base.  GPU GasNet did not have the option of keeping the Interconnect pipeline outside the regulatory regime; and

· the PTS access arrangement as approved continued in force after GPU GasNet’s purchase of the PTS on 2 June 1999.  Accordingly, GPU GasNet assumed the obligation to seek incorporation of the Interconnect pipeline in the regulatory asset base and the entitlement to propose revised reference tariffs.

As noted earlier, costs and revenues associated with the Interconnect pipeline were not incorporated in the PTS access arrangement at the time of the initial assessment.  Rather, the access arrangement provided for future inclusion through the revisions approval procedure.  In particular, clause 5.7.1(a) provides that extensions (in this instance, the Springhurst compressor and valves) are to be covered by the access arrangement.  In addition, clause 5.7.1(f) specifically requires the Interconnect pipeline to be incorporated in the access arrangement.  Accordingly, the Commission has concluded that GPU GasNet is entitled to, and in fact must, propose revisions relating to the Interconnect Assets.
 

4.2
Prudent investment test

As noted in the previous chapter of this Final Decision, new facilities investment must satisfy the prudent investment test in section 8.16(a) of the Code in order to be rolled in to the regulated asset base.  That is, the investment must not exceed that which would be invested by a prudent service provider acting efficiently, and in accordance with accepted good industry practice.  

Submissions

The Commission received submissions from interested parties prior to release of the Draft Decision that questioned the prudency of the Interconnect Assets investment.  GasAdvice Pty Ltd (GasAdvice) stated:

In relation to the first point [prudency of the investment], it is not generally accepted good industry practice for a pipeline company to build a pipeline and then afterwards hope to secure customers for that pipeline.  Generally, one would anticipate at least a reasonable proportion of the capacity of the pipeline to have been contracted prior to construction.  Notwithstanding what one might anticipate as being general industry practice, if a pipeline company is prepared to commit capital to a pipeline development in advance of securing an economic customer load then it does so fully accepting any risk associated with non-contracted capacity.
 

GasAdvice also commented that ‘ … section 8.16 of the Code seems to imply that if there are system-wide benefits (however defined) then the whole of the capital cost would be included in the Capital Base.’

BHP Petroleum Pty Ltd (BHPP) also questioned whether the Interconnect Assets investment was prudent.  It referred to various excerpts from GPU GasNet’s application regarding the incremental capacity of the PTS attributable to the Interconnect Assets and concluded:  

These extracts appear to demonstrate that the investment that GPU seeks to roll-in far exceeds what would have been required to deliver the system security benefits that have been observed, and that the perceived competition benefits could have been achieved with a significantly smaller investment.  If, for example, the peak flow delivered during a time of true need was 44 TJ, can investments made to increase capacity to more than double that amount be justified on the basis of system security?  That same benefit could have been provided with significantly less investment.  Further, if competition benefits are effectively “delinked” from physical capacity, could the same competition benefits have been achieved with significantly less investment?  It therefore appears questionable that the amount GPU seeks to include in the capital base passes the 8.16(a) test.
 

The Commission received further submissions following the release of the Draft Decision questioning the Commission’s proposed acceptance of the prudency of the Interconnect Assets investment.  This issue was also discussed at the pre-decision conference.  

GasAdvice expressed concern about the Commission’s interpretation of prudency and whether the appropriateness of the service standard provided by the assets had been taken into consideration, and contended that the service standards were inappropriate:

Most importantly, the investment should be made to achieve the service standard that is appropriate in all the circumstances and not for other purposes.  For reasons discussed in this submission, the service standards referred to by the Commission of security against system collapse and enhancement of competition are not appropriate for this investment.  The Interconnect Assets do not achieve the lowest sustainable cost of delivering an appropriate level of service.  The system security element is achieved by other existing and planned mechanisms.  Enhancement of competition will not be achieved by the Interconnect …

… The tenuous benefit levels do not, it is submitted, justify the approval of a higher reference tariff for all users. It is submitted that this outcome would not be in the public interest. The increased tariffs cannot be justified to service an investment which, taking into account the service standard achieved, is not prudent or efficient, does not accord with good industry practice and does not achieve the lowest sustainable cost of delivering a reasonable, practical, appropriate or significant service standard.

The AGUG also disputed the prudency of the investments:

We understand prudent investment in the context of the National gas code to mean an investment made on the basis of forecast demand for gas and thereby the ability to recover the cost of the investment from customers requiring transportation service for their gas requirements.

The government of the day (the owner of the transmission system at the time) did not consult gas customers regarding forecast demand and the need for additional capacity into the Victorian system before building the interconnect.  If they had consulted customers on this issue there is no doubt that the response would have been negative and questions such as competitive gas supply and capacity required would have been raised.

BHPP also expressed concern about the Commission’s interpretation of prudency:

BHP are concerned that the ACCC, through its reasoning and interpretation of the Code, has set a precedent whereby virtually any asset can be rolled into a Service Providers capital base in the name of system security.

The ACCC's extremely narrow interpretation of section 18.6(a) effectively means that a service provider could duplicate its entire system in the name of system security.  Provided the investment was procured in a cost effective manner, the service provider could then make an application to roll the investment into its asset base.  The Commission, under its interpretation of 8.16(a), would have no say in the reasonableness or the appropriateness of the service standard subsequently available to users and would have no choice but to approve the service provider’s application.  BHP believes that the ACCC's interpretation of section 8.16(a) is incorrect for two reasons.

1.
Nowhere in section 18.6(a) does it state that the regulator cannot look at the appropriateness of the service standard. In fact, BHP believes the prudency and efficiency requirements in section 8.16(a) require more than just a cost effective engineering solution.  Similarly the requirement to achieve "the lowest sustainable cost of delivering services" requires that the regulator take a holistic and sensible view.  For example, the lowest sustainable cost (to users as a whole) may be achieved with lower investment (and lower tariffs) and occasional disruption to customers who have agreed to be interruptible.

2.
The regulator is required to work within the Code as a whole, not just look at a single clause in isolation.  It is clear that sections 2.24 and 8.1 of the Code require the regulator to take a wider view.  Both 2.24 and 8.1 require the regulator to consider economic efficiency. BHP does not believe that the ACCC has given appropriate consideration to the economic efficiency of GPU’s proposal.

BHPP further stated: 

BHP urge the Commission to reconsider its Draft Decision.  The ACCC should revisit its reasoning under the Code and require GPU to provide firm evidence that:

1)
system security is inadequate without the full 90 TJ/d of interconnect capacity and 

2)
that the interconnect has delivered or will deliver the benefits of competition to users.

GPU GasNet responded to comments concerning the amount of capacity provided by the Interconnect Assets as follows: 

The relevant figures are:

(a)
the nominal daily capacity of the Interconnect Pipeline for southward flowing gas prior to the installation of the compressors (ie between July 1998 and May 1999) was 35TJ (on 26 September 1998, favourable conditions - ie low pressures in Victoria due to the Longford failure cutting off all Longford supplies - permitted an actual flow of 44TJ); and

(b)
the nominal daily capacity of the Interconnect Pipeline after the installation of the compressors was 92 TJ (this would be 74 TJ if the Interconnect was 300 mm in diameter rather than 450 mm).

GPU GasNet considers that a daily capacity of 92TJ, which is approximately 10% of the Victorian winter demand (and 20% of the Victorian summer demand), represents a reasonable level of capacity from an Interconnect which is intended to introduce competition and to provide a system security reserve.
 

GPU GasNet had earlier stated that:

The capacity made available by the Young and Springhurst compressors is over 90 TJ/day, raised from an un-compressed firm capacity of no more than 20 TJ/day (under winter conditions).  The capacity under this configuration matches the upgraded EAPL mainline capacity.

Commission’s considerations

The Commission notes that some comments made in submissions regarding the prudency of investment appear instead to be relevant to the economic feasibility test (which is considered in the next section).  The issue of whether anticipated incremental revenue is expected to exceed the cost of the investment is irrelevant to the assessment under section 8.16(a) of the Code which relates to the prudency of an investment to achieve a standard of service. 

The Commission notes GasAdvice’s comment that ‘ … section 8.16 of the Code seems to imply that if there are system-wide benefits … then the whole of the capital cost would be included in the Capital Base.’
  However, it  agrees with BHPP’s view that section 8.16(a) of the Code cannot be interpreted in isolation and must be considered within the context of other Code provisions.  The standard of service supported by the investment must be reasonable in terms of that investment and factors such as the level of system-wide benefits and associated higher reference tariff for all users (section 8.16(b)(ii) of the Code).

The level of investment and the level of benefits 

The Commission notes the concern raised that the investment in the Interconnect Assets may be excessive, that is, that adequate benefits could be achieved with a smaller investment.  It also notes the argument that the benefits provided by the Interconnect Assets are insufficient to guarantee that major industrial users will be protected from future involuntary curtailment (see section 4.5 below).  Clearly there are competing tensions between generating worthwhile benefits and avoiding excessive investment costs.  As suggested by BHPP, taken to the extreme, ‘a service provider could duplicate its entire system in the name of system security’.
  The Commission agrees that such a scenario would indicate a high level of imprudent investment and that it would not be reasonable to undertake the level of investment needed to prevent any chance of future involuntary curtailments.  Nonetheless it notes the views expressed by some parties that insufficient system security benefits are generated by the Interconnect Assets because they do not expect to be protected from future curtailments.

BHPP has suggested that the original investment in the Interconnect pipeline may be prudent but that further investment in the Interconnect Assets may have been unjustified.
  In contrast, as noted, some major users consider that the combined investment in the Interconnect Assets is inadequate to provide sufficient system security as they expect to be involuntarily curtailed in future.  GPU GasNet has contended that no curtailment would have occurred following the ice-plug incident ‘if the Interconnect had been installed at that time’.
  On that basis only the Longford emergency would have resulted in curtailment if recent system enhancements had been in place.

An important distinction needs to be made between the costs and benefits associated with the Interconnect Assets and those associated with the broader MMAP and other augmentations that are not currently incorporated in the capital base of the PTS.  BHPP, for example, as noted above, has suggested that GPU GasNet should be required to provide evidence that ‘system security is inadequate without the full 90 TJ/d of interconnect capacity’.
  BHPP appears to suggest that the Interconnect pipeline could provide sufficient capacity without compression.  GasAdvice, also as noted above, has suggested that ‘[t]he system security element is achieved by other existing and planned mechanisms’.

The Commission understands that the capacities of the Interconnect and MMAP assets may be summarised as:

· 92 TJ/day is the nominal capacity of the Interconnect pipeline when combined with the full MMAP assets (that is, including the Young and Bulla Park compressors for which GPU GasNet has not sought roll in); and

· 50 TJ/day is the nominal capacity of the Interconnect Assets, of which 35 TJ/day could be attributed to the Interconnect pipeline without compression, and 15 TJ/day to the Springhurst compressor.
  Uncompressed, the firm capacity under winter conditions would be no more than 20 TJ/day.

The current review relates only to the costs and benefits attributable to the Interconnect Assets.  That is, the assessment compares the service level provided by the assets currently incorporated in the capital base of the PTS with the service level as enhanced by the Interconnect Assets.  Costs and benefits associated with other existing and planned enhancements such as the Young and Bulla Park compressors and the  SWP are not relevant to this review.  These assets would be assessed separately in the event that GPU GasNet or some other future owner/operator of the PTS applied to roll them in to the capital base. 

This assessment can be considered in two parts:

· whether expenditure of $19.5 million on the Interconnect pipeline to provide a nominal increase of 35 TJ/day to the existing 990 TJ/day capacity of the PTS
 (a firm capacity increase of 20 TJ/day under winter conditions) was warranted; and

· whether expenditure of $20.9 million on the Springhurst compressor and valves to increase the nominal capacity of Interconnect pipeline to 50 TJ/day was warranted.

The Commission has considered BHPP’s suggestion that the uncompressed Interconnect pipeline may provide adequate system-security benefits as it demonstrated its capability of providing a peak flow of 44 TJ/day after the Longford emergency.  VENCorp has described the Interconnect’s role during this period as follows:

The Interconnect played a vital role during the Longford Gas Emergency that commenced on 25 September 1998 and lasted until restrictions were lifted after 13 October. Gas from the Interconnect supplemented LNG during the curtailment process and enabled pressures to be stabilised. Thereafter the priority users (hospitals, nursing homes, etc) were supplied with gas from the Interconnect. Total flow through the Interconnect over this period was 440 TJ with a peak flow of 44TJ on the 26 September.

GasAdvice has advised that, in addition to the 440 TJ injected at Culcairn during this period, approximately 220 TJ was provided by the LNG facility.
  

The Commission notes that in this instance gas supplies from the uncompressed Interconnect pipeline and from the LNG facility (which was still partly depleted after the ice-plug incident three months earlier) were sufficient to avert total system collapse and to maintain supplies to essential services.
  All other users were curtailed.  However the peak flow of 44 TJ/day over the Interconnect pipeline was possible only because favourable system conditions at the time allowed much higher flows than could be expected given the nominal capacity of 35 TJ/day and the firm supply amount under winter conditions of 20 TJ/day.  In addition, the quantity of LNG gasified (220 TJ) exceeded the quantity contracted by VENCorp (163 TJ) for system security and so relied upon capacity contracted to retailers which they principally use for peak shaving.  While retailers’ LNG apparently may be gasified under emergency conditions, it is not held for the purpose of system security and reserves may be largely depleted at the end of winter after heavy peak shaving activity.  The Commission concludes that it was fortuitous that in this instance the combination of the LNG facility and the uncompressed Interconnect pipeline was capable of injecting sufficient gas to avert total system collapse and to maintain supplies to essential services.  These facilities do not have sufficient firm capacity to guarantee this level of supply under winter conditions.  The Springhurst compressor provides a significantly higher level of firm supply.

Capability to meet demand

Based on historical seasonal usage patterns
 and future aggregate demand forecasts the Commission has examined the extent to which the Interconnect Assets could augment the 990 TJ/day nominal capacity available from injections at Longford and the impact of that incremental supply on the ability of the PTS to meet peak winter demand. 

Daily demand balances in particular are very difficult to predict because of the strong correlation between peak demand and (unpredictable) winter temperatures, and because of potential additional short-term supply availability from the LNG facility and from linepack.  However, as LNG and linepack reserves can be quickly depleted and have little impact other than over a very short period the exercise can be simplified for illustrative purposes by simulating imbalances over longer periods. 
  Further, in the discussion below it has been assumed that demand must be supplied on a calendar month basis.  While these assumptions and factors such as unpredictable weather result in expected outcomes that are necessarily approximate, they do provide a useful indication of the likely balance between supply and demand and of the impact of the additional capacity available from the Interconnect Assets.  For simplicity, imbalance scenarios have been expressed in the discussion below in terms of percentage reductions in injections from Longford.  Higher demand, or a combination of lower supply and higher demand, would have the same impact.

Under these assumptions, in the absence of the Interconnect Assets no imbalance would currently occur until supply fell by almost 15 per cent, with demand exceeding supply in the month of July.  The 20 TJ/day available from the un-compressed Interconnect pipeline could correct this imbalance.

Again in the absence of the Interconnect Assets, a further fall of about five percentage points would result in demand exceeding supply in both June and July.  While the 20 TJ/day available from the un-compressed Interconnect pipeline would allow balance to occur in June, the full 50 TJ/day available from the Interconnect Assets would be needed to avoid imbalance in July.

Imbalances would occur over June, July and August if supply fell by 25 per cent.  The un-compressed Interconnect pipeline would have inadequate capacity to allow balance in any of these months.  Capacity available from the Interconnect Assets would be approximately sufficient to achieve balance in June and August, but not July.  Any further falls in supply would result in imbalances over the three winter months even with additional capacity available from the Interconnect Assets.

In practice, imbalances are more likely to arise over shorter periods and may be countered through operation of the market, including by retailers using their LNG allocations to take advantage of high prices.  In the event of an emergency event VENCorp could respond by injecting LNG from its allocation and, if need be, by curtailing supplies to users.  It is apparent from the above scenarios that the 50 TJ/day available from the Interconnect Assets has the capacity to overcome some, but not all, potential imbalances.  Under the mildest assumptions, the assets would reduce the risk of some interruption to participants.  Under more extreme circumstances, capacity available from the assets would limit the extent which participants were curtailed.

The Commission notes that the uncompressed Interconnect pipeline provided a nominal increase of 3.5 per cent (2.0 per cent in terms of firm capacity under winter conditions) to the capacity of the PTS while the compressed Interconnect Assets add 5.1 per cent.  While it considers that there may be no single correct answer to the question of the amount of ‘insurance’ that is justified through system enhancement the Commission has taken into account factors such as economies of scale in investment, the uncertainty of the extent of demand growth and weather variability.  In the case of investment in the Springhurst compressor and valves there was also the issue of urgency to meet expected supply shortfalls during the winter of 1999 while repairs to the Longford plant progressed.

An important factor in this assessment is the projected growth in aggregate Victorian gas demand which increases the likelihood and magnitude of supply shortfalls expected in the absence of augmentation.  For this reason the system security benefits accruing from the Interconnect Assets through avoidance of supply interruptions would be expected to grow over time.  Conversely, as demand further grows, the Interconnect Assets would progressively be unable to avert an increasing number of potential imbalances.  

Forecasts produced by the Australian Bureau of Agriculture and Resource Economics (ABARE) suggest that the demand for natural gas in Victoria will grow on average at an annual compound rate of about 2.5 per cent between 1998-99 and 2014-15.
  Demand forecasts provided in support of the application for approval of the PTS access arrangement in 1998 suggest annual average compound growth until 2002 of 2.9 per cent, with a 2.4 per cent per annum growth in peak demand (injection on five peak days).
  While actual annual growth rates may vary considerably from these forecasts due to factors such as weather conditions, the projections provide a useful perspective on the increased capacity available from the Interconnect Assets indicating that the uncompressed pipeline provides for about one year’s anticipated growth and that the Springhurst compressor allows for a further year’s growth.

Provision of service capability

The Commission understands that the investment in the MMAP was undertaken under direction by the Victorian Government as part of its ‘Winter 1999’ planning in the wake of the Longford emergency.  VENCorp described this planning in part as:

The government commissioned a number of consulting firms to evaluate the supply risks and the viability and cost effectiveness of the alternative supply options (Trowbridge, Stone & Webster).  The consultants and working parties surveyed a range of options.

The three preferred options based on cost effectiveness or feasibility were the Moomba-Melbourne Augmentation Project (MMAP), Port Campbell Production and the South West Pipeline (SWP), and Demand Management.

Of these, the MMAP was assessed as having the highest probability of being achieved within the required timeframe, once the ability to source compressors had been confirmed by GPU Gasnet.  The production and processing facilities were already in place at Moomba, and EAPL had the ability to offer linepack to enhance capacity.

The first two options were delegated to GPU Gasnet for detailed design, costing and implementation after final approval from the Victorian Government.

The other options were eliminated as not cost effective or assessed as of low feasibility:

· propane-air peak shaving,

· LNG imports, 

· expansion of the existing LNG plant, 

· installation of new dual fuel facilities at a large number of industrial plants, 

· portable LPG heating, and

· subsidised weatherisation and efficient appliances.
 

The Commission notes the view expressed in some submissions and at the pre-decision conference that it should consider not only the desired level of service capability but also alternative means of achieving that objective.  In contrast, GPU GasNet considers that this would be unduly intrusive and that it is an incorrect interpretation of the Code. 

The Commission is of the view that the process undertaken as part of planning for the winter of 1999 which led to the installation of the Springhurst compressor and valves was reasonable under the circumstances.  It considers that the choice of this option and the level of investment was prudent in the light of pressing system security concerns. 

The Commission has also considered the appropriateness of these investments in terms of generating competition benefits and notes BHPP’s comment that ‘ … competition benefits are effectively “delinked” from physical capacity’ and questioned whether ‘ … the same competition benefits [could] have been achieved with significantly less investment’.
  

The Commission understands that, while both southerly and northerly gas flows are expected over the Interconnect Assets, in practice the physical flows may be comparatively small because these flows, if simultaneous, will partly negate each other or be replaced with financial swaps.  To the extent that this occurs, competition benefits may be considerably greater than suggested by the physical flows, and may have also arisen with less investment.  

For the purposes of its assessment of the prudency of the Interconnect Assets the Commission has considered the extent to which the installation of the Springhurst compressor and valves is likely to have added to the competition benefits available from the Interconnect pipeline.  Its assessment of competition benefits is provided in section 4.4 below which notes the comparatively low level of flows to date and the debate amongst interested parties over the expected level of future flows.  

Within the context of the current uncertainty over the level, direction and timing of flows the Commission notes there are some expectations of southern flows over the remainder of the life of the Interconnect pipeline which could not be achieved in the absence of the Springhurst compressor and valves.  Nonetheless, it is the Commission’s view that it is the level of system security benefits that would determine the upper limit to the level of prudent investment in this case.

Pursuant to section 8.17(a) of the Code, the Commission has considered whether the Interconnect Assets exhibit economies of scale or scope and the increments in which capacity can be added.  It has also considered section 8.17(b) which notes that the objective of achieving the lowest sustainable cost of delivering services over a reasonable time may require the installation of a new facility with sufficient capacity to meet forecasts sales over that time frame.  Together these considerations acknowledge the importance of factors such as economies of scale and the incremental nature of pipeline capacity augmentation when capacity is added to long lived infrastructure systems.

In this instance capacity has been added progressively commencing with an uncompressed pipeline of 450 mm diameter and with compression added later.  GPU GasNet has advised that the 92 TJ/day current capacity (which includes the full MMAP enhancements) provides a capacity which ‘ … matches the upgraded EAPL mainline capacity’.
  It further noted that a compressed capacity of only 74 TJ/day would have been achieved if a smaller 300 mm diameter pipeline had been installed.

The Commission has also assessed the technical or engineering efficiency of the Interconnect Assets investment to achieve the desired service standards, taking into consideration the additional costs incurred following the Longford explosion to expedite operation before the winter of 1999.  The Commission’s overall assessment is that the investment in the Interconnect Assets was prudent.

4.3
Economic feasibility test

Once the degree of compliance with the prudent investment test is determined, the Commission must turn to the question of whether the new facilities investment meets the economic feasibility test.  In this instance, GPU GasNet has stated that the Interconnect Assets fail to satisfy the economic feasibility test and, consequently, this is not the basis upon which the roll-in of the Interconnect Assets costs is sought.  

Submissions

Although GPU GasNet has clearly stated that the Interconnect Assets do not, in its view, meet the economic feasibility test, the Commission did receive submissions on this issue prior to the release of the Draft Decision.  Interested parties questioned the reasonableness of including investments in the asset base that do not pass the economic feasibility test.  

GasAdvice asserted that while the Interconnect pipeline was ‘clearly aiming to promote and encourage competition, the investment was clearly sub-economic’.  It suggested that if only a small proportion of the cost of the investment can be recovered through the new Interconnect zonal tariff the remaining costs are sub-economic and could be considered as speculative in nature.
  

In contrast, AGL noted:

GPU GasNet has acknowledged that the Interconnect does not pass the economic feasibility test in the Code and therefore it is not surprising that incremental revenue for the Interconnect is expected to cover 8% of the capital cost (of the Interconnect) with the remaining 92% to be recovered from all users of the Principal Transmission System. 

However given that approval to roll-in the Interconnect to the GPU GasNet Capital Base is being sought in accordance with the Code on the basis of passing the system-wide benefits test, then any argument raised that the Interconnect is sub-economic (or indeed speculative) and therefore its roll-in to the GPU GasNet Capital Base should not be allowed is irrelevant and should be dismissed by the Commission.
 

Commission’s considerations

GPU GasNet’s application for revisions to the PTS access arrangement is based on the grounds of system-wide benefits.  This follows from the acknowledged inability of the Interconnect Assets to pass the economic feasibility test.  The Commission notes that the Code (sections 8.16(b)(ii) and (iii)) specifically provides for such investments to be incorporated if they provide system-wide benefits or are necessary to maintain the safety, integrity or contracted capacity of services.  Accordingly, the question of economic feasibility is not an indicator of the degree to which the prudent investment test is satisfied nor one that is central to this application.  GPU GasNet’s application is in terms of the Interconnect Assets satisfying the system-wide benefits test under section 8.16(b)(ii) of the Code. 

4.4
System-wide benefits

Section 8.16 of the Code allows the regulated asset base to be increased by the ‘actual cost incurred’ provided that the investment is prudent and system-wide benefits would justify ‘the approval of a higher tariff for all users’. 

GPU GasNet and a number of interested parties have commented that the Code provides little guidance for application of the system-wide benefits tests.  In addition, no guidance is as yet available from regulatory precedents.  The Commission’s current assessment of GPU GasNet’s proposed revisions to the PTS access arrangement provides the first determination applying the test.  This section considers issues relevant to the Commission’s assessment in relation to this test.  

4.4.1
Threshold level of system-wide benefits

The Code does not provide any quantitative guidance of the threshold level of system-wide benefits that might need to exist for section 8.16(b)(ii) to apply.  Rather, the test is whether the regulator considers that the system-wide benefits would justify the approval of a higher reference tariff for all users.  In making this assessment the Commission must assess the change in the service level provided by the PTS as a result of system enhancement through investment in the Interconnect Assets.

Implicitly there is a nexus between the extent of the increased system-wide benefits and the quantum of the increase in the reference tariff that is justified.  As noted earlier the Interconnect Assets comprise:

· the Interconnect pipeline which was commissioned on 10 July 1998 at a capital cost of $19.5 million with a nominal north-south flow capacity of 35 TJ/day, but which GPU GasNet described as providing no more that 20 TJ/day of firm capacity under winter conditions; and

· the Springhurst compressor and valves which became operational in April 1999 at a cost of $23.1 million and increased the north-south flow capacity of the Interconnect pipeline to 50 TJ/day.

As GPU GasNet is proposing a substantial increase in the reference tariff, it is necessary to determine whether substantial system-wide benefits accrue from the Interconnect Assets.  However, as noted below, any measurement of benefits raises difficulties. 

4.4.2
Nature of system-wide benefits

GPU GasNet has identified two sources of system-wide benefits: enhanced system security and increased competition.

Benefits of enhanced system security

GPU GasNet considers that system security benefits arose during the gas supply emergency in 1998 and in the winter of 1999, and that there are on-going system security benefits. 

GPU GasNet describes the 1998 emergency as follows:

The Longford fire and explosion led to complete failure of supply from Longford for two weeks.  The only source of supply during this period came from the limited reserves of LNG storage and from New South Wales through the Interconnect Pipeline.  Estimates of the economic cost to Victoria of this emergency have not been finally collated, but preliminary estimates put the cost at approximately $1 billion.

During the supply failure, supplies from New South Wales flowed through the Interconnect Pipeline and there was no need to curtail withdrawals by critical loads such as nursing homes and hospitals.  It is likely that, if the Interconnect Pipeline had not been in place, then some or all of these critical loads would have been curtailed.

GPU GasNet stated that this use of the Interconnect pipeline meant total system collapse was more easily avoided.  Total flow through the Interconnect between 25 September 1998 and 13 October 1998 was 440 TJ.
  If the total Victorian gas system was exhausted then there would be a significant risk that air would enter the system.  This would:

· create a potentially explosive mix of air and gas in the system; and

· trigger a much longer shutdown of the system, as the air would need to be “purged” from the system in an operation that could have taken several months.
 

GPU GasNet described the inter-action between the Interconnect pipeline and the LNG facility as follows:

The LNG facility is the first line of defence against system collapse.  However, in the absence of the Interconnect flows, and given the very limited capacity of the LNG facility, there would have been an increased risk of system shutdown and thereafter, a lengthy and expensive recommissioning process.  It should also be borne in mind that the LNG storage is an excluded service and is not part of the tariffed transmission services.  There is no obligation to provide LNG services from this facility at the conclusion of the existing contracts (excepting for an option for VENCorp to recontract for up to 25% of the capacity).

GPU GasNet has advised that under the current market arrangements the LNG facility is used primarily by retailers for peak shaving and may be able to provide limited system security benefits.  GPU GasNet claims that the Interconnect Assets provide a much greater safety margin for the system and will supplement the supply capacity to be provided by underground storage.  GPU GasNet noted that the Springhurst compressor can be relocated in a relatively short time to other parts of the network as required.  

GPU GasNet has described the 1999 system security planning as follows:

The Springhurst Compressor, in conjunction with the Interconnect Pipeline, the Young and Bulla Park Compressors and the Valves provided an additional 92 TJ of capacity to ship gas from Moomba to Melbourne during Winter 1999.  Given the uncertainty associated with supply from Longford following the Longford fire and explosion, the Springhurst Compressor and Valves provided a critical element of the planning for system security for Winter 1999.  As such, the system security benefits of the Springhurst Compressor and Valves (and the Interconnect Pipeline) were established in the planning for Winter 1999.
 

GPU GasNet further stated:

On an on-going basis, the Interconnect Assets continue to provide security benefits.  Any additional source during periods of emergency curtailment will have on-going value in minimising those curtailments.

The Interconnect assets provide benefits in a wide range of circumstances, above and beyond the demonstrated benefits during a major supply emergency.  For example, the Interconnect Assets provide supply during less severe supply problems or transmission outages, which will help to avoid curtailments of the large industrial loads.  A case in point is the "ice-plug" incident, where large industrial users were curtailed for many days as a result of a supply blockage.  If the Interconnect had been in place at that time, curtailment of these large users would have been avoided.  

A further example of the security benefits of the Interconnect Assets is congestion relief.  The Interconnect can provide additional supply on days of peak demand, when existing supplies or transmission capacity is inadequate.  This will assist to avoid curtailment of the "first-off" consumers on these days.

As well as reducing the chance of curtailment of customers, the Commission understands that, by helping to relieve congestion on peak demand days the capacity available from the Interconnect Assets would be expected to reduce the levels of congestion uplift under the Victorian Market and System Operations Rules (MSOR), which commenced on 15 March 1999, benefiting all customers.  

GPU GasNet noted that the EGP is expected to commence operation in 2000 but believes that it will provide only limited system security for Victorian gas users:

This is because the EGP is designed primarily to ship gas from Bass Strait to Wilton, Sydney.  For north-flowing gas a compressor will be located at Longford. For south-flowing gas the pipeline would lack compression between Young and Longford, a distance of 1,020 km.  At this stage, GPU GasNet is not aware of any intention by Duke to connect the EGP to the GPU GasNet system, nor to configure the EGP compressor at Longford for reverse flows.

The deliverability of the EGP is limited in comparison to the Interconnect Pipeline by the available capacity of the EAPL system, and by the greater distance from Moomba to Melbourne via Wilton and Longford (2,220 km), as compared to the shorter Interconnect Pipeline route (1,570 km).  The greater distance means that capacity is limited and that the time to deliver gas from Moomba will be significantly greater.  This would be an important issue when immediate system support is required in an emergency.  A further point of comparison between the EGP and the Interconnect Assets is the location of the injections into Victoria.  The EGP would inject at Longford (if a connection was available) whereas the Interconnect Assets inject gas from the north.  Therefore, unlike the Interconnect, the EGP could not provide system security if there was a failure of the main supply pipeline from Longford into Melbourne.
 

GPU GasNet’s application provides a quantification of the estimated system security benefits from the Interconnect Assets which concludes:

For the individual assets the estimated range of values of system security benefits provided to Victorian consumers is:

(i)
$56m to $2.2b … attributable to the Interconnect Pipeline

(ii)
$60m to $2.5b … attributable to the MMAP enhancements.

The total cost of the Interconnect Pipeline and the MMAP was approximately $100m. Of this, only the costs of the Interconnect pipeline (approximately $20m) and the Springhurst Compressor and Valves (approximately $21m) are to be borne by Victorian gas users. Even the lowest estimates of the ranges above suggest that the system security benefit of the Interconnect Assets in Winter 1999, both in aggregate and individually, more than equals the cost of the assets.

It is likely that the actual benefit lies between the two extremes. Consequently, the costs paid by Victorian gas consumers for the Interconnect Assets are likely to be far exceeded by the benefits attributable to these assets in 1998 and 1999 alone.

While the Commission considers that GPU GasNet’s estimates provide a useful contribution to the assessment it notes that any measurement of benefits raises difficulties.  In addition, in this instance it is noteworthy that GPU GasNet has included benefits arising from the full MMAP enhancements while only the costs of the Interconnect Assets have been considered on the basis that only the latter costs ‘ … are to be borne by Victorian gas users’.
Benefits of increased competition

GPU GasNet stated there are a number of factors that must be considered in relation to the competition benefits of the Interconnect Assets.  These are:
  

· the historical monopoly supply of gas in Victoria and NSW; 

· inter-basin competition.  The Interconnect pipeline provides the first opportunity for a Victorian gas retailer to buy gas from the Cooper Basin, imposing real competitive pressure on the Bass Strait producers and reducing the price of gas to users;

· the magnified impact on competition of the actual gas flow through the Interconnect.  GPU GasNet noted that the gas market in Western Australia is ‘relatively fierce’ even though the proportion of gas supplied by independent sources is small;

· swaps.  Notional movements in gas can mean that the competitive effect of the Interconnect Assets may outweigh the physical flow capabilities;  

· peak supply competition between the Interconnect Assets and other sources; and

· underground storage.  The Interconnect Assets provide a competitive source of additional gas supply, which will further diminish the reliance on the Bass Strait producers.

GPU GasNet also attempts to quantify the benefits that arise from improved competition: 

The benefits that flow from improved competition are impossible to quantify precisely. However a useful perspective on the issue is obtained by comparing the annual revenue requirement of the rolled-in investments for the Interconnect Assets with the total traded value of gas in Victoria each year. For example, the annual revenue requirement associated with recovery over the lifetime of the Interconnect Assets ($4.7m) may be compared to an estimated annual traded value of gas of the order of $500m or approximately 1%. This is a small price to pay for the potential to cap or reduce gas prices in the future.

In addition, a “ball-park” comparison can be made with the EGP. The Interconnect Assets, which cost approximately $42.6m, are cheaper than the reported $400m cost of the proposed EGP which will transport gas from Victoria into New South Wales.
 

In response to comments in submissions and at the pre-decision conference that major users saw little, if any, likelihood of substantial increased southward gas flows via the Interconnect pipeline, GPU GasNet commented:

Upstream market power is the single greatest obstacle to reform of the gas market.  We contend that evidence supports that competition will not develop between basins without a viable inter-connection.  The Interconnect facilitates trades without being able to claim the full value of those trades (swaps etc.), but at the same time all users benefit from the interconnection.

The competition benefit cannot be interpreted as providing immediate access to cheaper gas for specific users in Victoria.   However, competition can put pressure on gas prices in future contract negotiations (both Bass Strait and Cooper Basin contracts will be renegotiated in the near future).  It can also lead to discounting on pipeline tariffs.  Competition is coming to Victoria as a result of pressure for market share in NSW.  We understand that discussions are currently underway to bring gas to Victoria at a competitive price.

However these competitive forces will benefit Victoria only if there is an Interconnect pipeline in place.  If competition develops in the Cooper Basin, it is not unreasonable to project price reductions far in excess of the Interconnect roll-in tariff.  It is worth reflecting on the fact that the tariff impact of $0.03/GJ due to the Interconnect roll-in is marginal compared to the recent increase in the spot price of gas in the Victorian pool from $2.38/GJ to $2.55/GJ.

4.4.3
Distribution of system-wide benefits

GPU GasNet has noted that the Code is silent in regard to the distribution of benefits from new facilities investment.  It stated that:

GPU GasNet considers that the accompanying words “System-Wide” suggest that a broad definition should be adopted, namely that there should be benefits for a substantial portion of the customers whose gas is transported through the relevant system.
 

However, a number of interested parties contend that they or certain classes of users would not enjoy system security benefits and, consequently, should not incur higher reference tariffs.  

In particular, GasAdvice has stated:

The major beneficiaries in any scenario of system constraint, and this includes taking a broader perspective than looking solely at the September 1998 incident, are the users who get additional gas as a result of the additional available supply.  This implies a pecking order of curtailment, and last on the pecking order are the major users.  It is the major users who are the first ones required to reduce or turn off gas consumption in the event of any system or supply constraint.

Visy has stated that it considers that the Interconnect Assets have provided a benefit to domestic and hospital users and not to business users.  It noted that, in the past, large customers have been required to accept supply restrictions.  Thus, Visy considers that the increase in tariffs should only apply to the small tariff market.
  GasAdvice expressed a similar view: 

The premise of equal enjoyment of such benefits is clearly questionable.  For the Group of major gas consumers included in this submission, any additional flow of gas via the Interconnect during past or future periods of supply curtailment will not be available for their use.  The major consumers are the first users to have their gas supply cut off in the event of such curtailment.  If it is the tariff market, including hospitals and domestic users, which enjoys the benefits of the Interconnect Assets in such circumstances, then it is perhaps that segment of the market which should pay if any charge should apply.  In any event, the Interconnect Assets enabled only a small number of customers to maintain gas deliveries during the Longford incident in September/October 1998, whilst the majority of customers in the State were interrupted.

It might be best regarded as ambitious for GPU to suggest to the many major industrial users who lost millions of dollars of production as a result of an immediate gas supply interruption of 25 September 1998 that they should all now be paying on an equal basis for Interconnect Assets which didn’t provide them with a benefit but are now being argued by GPU as having provided system-wide benefits which justify a higher tariff for all users.
  

BHPP agrees, stating:

Both history and current policy reflect that large industrial users will be the first to be curtailed during supply shortfalls.  It therefore appears inequitable for them to pay for system security benefits provided by the Interconnect Assets.  System security benefits should be paid for by those who receive them.
 

Amcor made a similar point and stated ‘We have seen no benefits from the supposed competition that the NSW-Vic[toria] link augmentation was meant to bring to the Victorian market, and we see no potential benefits in the future either, given that the location of our major plants are in Maryvale and Melbourne … Amcor is one of the first customers to be shut down.  We therefor[e] suffer severe financial pain.’
  Amcor noted that it pays a system security fee levied by VENCorp and sees no need for additional system security.  Amcor also comments that it pays for short-term constraints through the gas spot market price and uplift charges.  Amcor ‘ … firmly believes in the user pays principle’ but considers very few major customers would benefit from the Interconnect Assets ‘ … with possible exceptions of hospitals and emergency services, the main beneficiaries being residential customers.’

In contrast, AGL considers: 
Some may argue that the system wide benefits provided by the Interconnect are only relevant to a relatively small percentage of the total Victorian gas market and therefore the Commission should not allow the capital cost of the Interconnect to be rolled into the GPU GasNet Capital Base.  The requirement of the Code is not that each User must benefit simultaneously, or to the same extent.  Rather, the Code requires “system-wide benefits that justify the approval of a higher Reference Tariff for all Users”.

The benefit of the Interconnect is not limited geographically, but is available on a system wide basis.  Depending on the nature of the usage to which the gas is put, it has the potential to benefit any class of customer, although not all classes simultaneously.  A higher Reference Tariff for all Users is justified on the basis of the demonstrated system wide benefit, and the public interest, particularly in ensuring the availability of gas to essential services.

To suggest any alternative interpretation of this clause – for example, that the entire market (or even a substantial part of the market) benefits directly and in full (ie no partial or full interruption to supply) - would mean that the only way this test could be met is if the whole (or a substantial part) of the pipeline system was duplicated.  By way of example if the argument is that the Interconnect fails the system wide benefits test because it couldn’t supply the entire Victorian gas market following the Longford plant explosion – then under those circumstances it would be almost impossible for any addition to the Principal Transmission System to qualify for inclusion into the GPU GasNet Capital Base on the basis that it passes the system wide benefits test.  Such an interpretation would render this section of the Code useless in practice, and should be rejected.

While GPU GasNet submits that the system-wide benefits accruing from the Interconnect Assets are enjoyed by all classes of users across the system, it noted that the installation of the Springhurst compressor and valves as part of the planning for the winter of 1999 was principally to avert curtailment of industrial loads:

… in respect to the planning for winter 1999, it was supply security to the industrials rather than the residential consumers which was the principal objective of the project.

Commission’s considerations

Section 2.46 of the Code requires the Commission, when assessing proposed revisions to an access arrangement, to take into account ‘the public interest, including the public interest in having competition in markets (whether or not in Australia)’.  This is a broad consideration but relevant to the issue of where the benefits of new facilities investment may lie.  

The Commission has considered submissions received which suggest that there is an uneven distribution of benefits accruing from the Interconnect Assets and that those users who benefit most should incur higher tariffs.
  The main focus of these arguments is that some users have in the past received a greater benefit than others have in relation to system security and that it is expected that a similar distribution of benefits will continue in the future.  A number of parties have strongly argued that historically and in the future it is the large industrial users who are the first to be curtailed and so they do not benefit from any system-security benefits that might accrue from the Interconnect Assets.  On this basis it is contended that these users should not pay for these benefits.

As noted by GasAdvice, the beneficiaries under a constraint scenario ‘are the users who get additional gas as a result of the additional available supply’.  In assessing the distribution of system security benefits arising from the Interconnect Assets the Commission has necessarily considered the level of system security before and after the system enhancements.  The Commission understands that the historical basis for the claim of uneven benefits relies on two incidents that occurred in 1998 which resulted in involuntary curtailment of industrial users of gas in Victoria:

· the June 1998 ‘ice-plug’ incident, which reduced Victoria’s gas supply by 25 per cent, and, according to the Victorian Employers Chamber of Commerce and Industry, cost industry tens of millions of dollars because they were forced to curtail their gas usage;
 and

· the 25 September 1998 Longford explosion, which resulted in curtailment of services to all users other than essential services such as hospitals and nursing homes, with restrictions being lifted on 13 October 1998.

As noted earlier, past benefits to users are sunk.  So are past costs.  Nonetheless interested parties have focused on these incidents in their submissions and at the pre-decision conference.  The Commission considers that analysis of these events and related factors is useful when assessing the distribution of benefits arising from the Interconnect Assets on a forward looking basis.

The ice-plug incident occurred prior to the 10 July 1998 commissioning of the Interconnect pipeline.  At that time all customers other than the largest users enjoyed continued supply. 

The Longford emergency resulted in cessation of all injections of Bass Strait gas into the Victorian system.  The then recently commissioned Interconnect pipeline helped avert total system collapse and allowed continued supply to essential service facilities using gas sourced from Moomba.  On this occasion only these essential service facilities gained direct benefits from continued supply, while all users benefited from the avoidance of total system collapse.  As noted by AGL, the continued availability of gas to essential services is particularly relevant to the broader public interest criterion the Commission must consider under section 2.24(e) of the Code.

GPU GasNet installed the Springhurst compressor and valves as a key component of the MMAP  in response to the Longford explosion in order to increase security of supply, with the primary objective of ensuring uninterrupted supply during the winter of 1999.  The contingency project for the winter of 1999 also included some demand measures.
  The overall contingency planning was successful to the extent that there were no further supply interruptions, with contributing factors including increased production at Longford and an extremely mild winter.

As noted above, the analysis of these past events is useful when assessing the distribution of benefits arising from the Interconnect Assets on a forward looking basis.  The Commission notes that the Interconnect pipeline had a nominal north-south capacity of 35 TJ/day without compressor augmentation, which was expanded by the MMAP to 90 TJ/day.
  In addition, total system capacity has been expanded through construction of the SWP and the underground storage facility.  However this capacity would be insufficient to maintain supply to all users in the event of another Longford emergency, which would require virtually complete duplication of the system and is not a feasible option.  For the purpose of this assessment only the 50 TJ/day contribution of the Interconnect Assets is relevant.
  

In assessing the distribution of benefits arising from the Interconnect Assets it is relevant that the PTS access arrangement does not provide for any unequal distribution of system security benefits across classes of users.  Under the MSOR a ‘net pool’ operates to match supply and demand.  In addition, VENCorp has a contract for 3 000 tonnes of LNG storage capacity (163 TJ) for the purposes of system security.  

The Commission notes that interested parties have generally been silent about the impact that the additional supply capacity provided by the Interconnect Assets would be expected to have on potential supply constraints and on the operation of the MSOR to match supply and demand.  A number of parties indicated that they expect curtailments of major industrial users will occur with significant frequency in the future but have provided no evidence to suggest that the MSOR would not efficiently work to resolve supply imbalances or that currently available capacity is inadequate.
  This may reflect the comparative newness of the current market arrangements and system enhancements.  It may also reflect the absence of interruptions since their introduction.  

In the absence of evidence to the contrary, the Commission expects that the MSOR will work efficiently to resolve supply imbalances in conjunction with the currently available capacity.  Intervention to involuntarily curtail supply would only be expected as a result of a force majeure event and would be conducted by VENCorp in accordance with the Victorian Gas industry customer load curtailment rules (Curtailment Rules).
  The Curtailment Rules were developed under Rule 6.4.3 of the MSOR and have been ‘… modified by Government direction to reflect Government economic and social policies’.

The Curtailment Rules determine the order and extent to which supply would be restricted to customers:

The Curtailment Rules define classes of gas customers within Curtailment Tables, which are then used in turn to construct Curtailment Lists.

The Tables are used to determine the order and extent to which Gas Industry Customers will have their load curtailed, should it become necessary to restrict their gas supply in the interests of public safety or to protect the security of the gas transmission or gas distribution systems, recognising the duty of care to all Gas Industry Customers.

Curtailment will only be arranged after due consideration of alternate sources of gas supply and the lead time required for this to become effective. Curtailment will be used to maintain system security in accordance with the VENCorp System Security Guidelines. The Curtailment Tables are designed to achieve the maximum rapid impact of curtailment, which is essential due to the very limited gas storage available in the system.

VENCorp will use all reasonable endeavours, including appropriate modification of the application of the rules, to minimise the impact on gas supply and mitigate the circumstances of specific situations as speedily as possible. For example, where a supply problem only affects a limited geographic area, VENCorp will only curtail customers in that area. Restrictions will be lifted at the earliest practical time to minimise the loss of supply to customers.

Subject to these considerations, curtailment in an emergency situation would progress as necessary from Table 1 below, then to the customers with the largest loads through to Table 11 (Essential Services customers: Hospitals, Aged and Infirm Residential Institutions and laundries servicing those hospitals and institutions).

Table 1:

(a) 
In the case of a transmission system constraint or emergency, all unauthorised gas sites and unauthorised gas usage (i.e. that in excess of authorised MDQ)

(b)
Underground Gas Storage Injections

(c) 
Gas fired power generation with MDQ > 50TJ/day

(d) 
Customers who have entered into contracts with a gas company after June 30, 1998 which allows the interruption of supply of gas to that customer, to the extent that the contract so provides for the interruption of gas to that customer

Table 2:

Customers with MDQ equal to or above 5000 GJ/day curtail to 40 % of MDQ

Table 3:

Customers with MDQ equal to or above 1000 and < 5000 GJ/day curtail to 40 % of MDQ

Table 4:

Customers with MDQ equal to or above 5000 GJ/day curtail balance (40%) of MDQ

Table 5:

Customers with MDQ equal to or above 1000 and < 5000GJ/day curtail balance (40%) of MDQ

Table 6:

Customers with MDQ equal to or above 500 and < 1000 GJ/day

Table 7:

Customers with MDQ equal to or above 250 and < 500 GJ/day

Table 8:

Customers with MDQ less than 250 GJ/day who are classified as Tariff D transportation tariff in the VENCorp Meter Installation Register

Table 9:

(a) 
Customers with uninterruptible continuous processes, to prevent major material damage to furnaces or plant, only as currently approved by VENCorp.

(b) 
Start-Up Gas for accredited Dual Fuel sites.

Table 10:

All residential dwellings and commercial and industrial customers classified as Tariff V transportation tariff.

Table 11:

Essential Services customers: Hospitals, Aged and Infirm Residential Institutions and laundries servicing those hospitals and institutions.

To the extent that future emergency directions under the Gas Safety Act 1994 that reflect Victorian Government social policy objectives may over-ride GPU GasNet’s non-discriminatory tariff principles an issue arises as to whether non-beneficiaries should bear costs that benefit others.  The Commission notes that the Victorian Government has already made a $2.2 million contribution to the cost of the Springhurst compressor and that there may be arguments for further explicit funding of public policy objectives, a point that AGUG raised at the pre-decision conference. 

In order to assess the overall distribution of system-wide benefits generated by the Interconnect Assets the Commission has also considered the change in the level of benefits available to classes of users of the PTS before and after those assets became operational.  

Prior to the July 1998 commissioning of the uncompressed Interconnect pipeline the ice-plug incident resulted in a temporary but major reduction in gas injections into the PTS from Longford.  Insufficient gas was available to maintain supply to all users, and major industrial users were curtailed in accordance with the emergency curtailment list developed by VENCorp.  GPU GasNet has advised that the industrial users interrupted on that occasion ‘would not have been curtailed if the Interconnect had been installed at that time’.
  In contrast, the smaller users would not be interrupted, with or without the Interconnect Assets enhancements.

This incident confirmed that large users would face curtailment before smaller customers under existing operational procedures and that a major reduction in gas injections would impact first on the largest industrial users.  The distribution of system security capacity at that time provides a basis for assessing the distribution of benefits gained from the system security capacity added as a result of investment in the Interconnect Assets.

As noted above, under the current rules curtailment in an emergency situation can broadly be described as commencing first with the largest individuals loads, then progressively affecting smaller customers.  Essential services customers, regardless of load size, would be the last group to be curtailed.  This distribution of system security benefits was relevant to the Commission’s 1998 approval of the tariff structure for the PTS.  The Commission expects that it will also be considered at the first scheduled review of the PTS access arrangement in 2002.  However it is not relevant to the current assessment of incremental benefits arising from investment in the Interconnect Assets.

By the time of the Longford emergency the Interconnect pipeline was in operation.  At that stage it was uncompressed with a nominal capacity of 35 TJ/day.  However, it achieved a maximum of 44 TJ/day under favourable conditions.  This throughput was only sufficient to help avoid total system collapse and maintain supply to essential services customers.

GPU GasNet has advised that the firm capacity of the uncompressed Interconnect pipeline under winter conditions was at best 20 TJ/day.  Addition of the Springhurst compressor and valves increased that capacity to 50 TJ/day.  In addition, GPU GasNet has installed compressors on the MSP at Bulla Park and Young which have raised the capacity of the Interconnect to 92 TJ/day, however the costs and benefits associated with the Bulla Park and Young assets are not part of the current review.  
As part of its assessment of the prudency of the investment in the Interconnect Assets the Commission considered in section 4.2 the likely impact of additional supply made possible by connection with the MSP in averting overall supply shortfalls during the peak demand months of winter.  While this analysis can only be approximate it provided a useful indication of the ability of southward gas flows to avoid supply constraints.  It also demonstrated the limitations attached to the flows attributable to the Interconnect Assets.

In order to assess the distribution of benefits available from the Interconnect Assets it is useful to consider who would now directly benefit from avoiding curtailment under a number of emergency scenarios based on the protocol that curtailment commences with the largest individual loads then progressively affects smaller customers.

As noted in section 4.2, flows made possible by the Interconnect Assets are estimated to be capable of meeting a shortfall of up to about 20 per cent of northward flows from Longford in winter’s coldest month.
  In these instances only the largest users would gain any direct benefit from system security enhancements as only they would have faced curtailment in the absence of the investment.  
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Chart 4.1 below demonstrates potential supply and demand imbalances and the winter demand of three broad customer groups for a range of possible scenarios.  Capacity available from the Interconnect Assets and demand from each of the customer groups has been held constant while Longford’s supply capacity is varied from full capacity to zero.  In practice the same results would ensue if the imbalances were the result of higher demand (for example on very cold days) instead of, or as well as, reduced supply.
  The top left segment of the chart illustrates the system security benefits of the Interconnect on a day to day level.  Progressively more severe imbalances occur moving down and to the right.  

Under scenarios 1 and 2, Longford’s supply capacity can meet total winter demand without using capacity available from the Interconnect Assets.  However, as Longford supply drops, in accordance with the emergency curtailment rules the largest users would be curtailed, followed by the medium and then smallest users.  

While the scenarios shown in Chart 4.1 are only illustrative, they do provide a useful demonstration that capacity enhancements of the magnitude added by the Interconnect Assets would be expected to mainly directly benefit the largest customers.  As noted earlier, GPU GasNet has stated that no curtailment would have occurred following the ice-plug incident (when only the largest users suffered supply interruption) ‘if the Interconnect had been installed at that time’.

The additional capacity available due to the Interconnect Assets initially allows adequate supply to be maintained to all customers, but is insufficient to resolve the imbalance as Longford supply drops further.  The impact of the Interconnect Assets is that they reduce the chance and extent of customer curtailment.  As the largest users are the first to be curtailed they benefit most from the reduced probability of curtailment.  The medium sized users do not benefit until Longford supply drops by about a third and their curtailment can be ‘deferred’ because of the Interconnect Assets.  The smallest users (such as households) would be unaffected until Longford supply drops to about half.  Although not shown in this illustration, essential services facilities would be protected even if Longford supply ceased as it did after the September 1998 emergency.

The Commission does not agree with the suggestion that because the Interconnect Assets did not prevent supply restrictions in the event of the Longford explosion users should not contribute to the cost of the investment on the basis that the system-wide benefits requirement has not been met.  A significant benefit arising from the Interconnect Assets is the avoidance of total system collapse.  The Commission considers that all users of the PTS benefit from this.  In addition, maintenance of continued supply to essential services is considered to contribute to the broader public interest (section 2.24(e) of the Code).  

The Interconnect Assets provide additional supply capacity on an on-going basis that acts to reduce the likelihood and extent of future curtailments.  As Victorian gas demand is projected to increase substantially in the short to medium term the ability of the PTS to meet that demand would be expected to decrease commensurately.  The Commission considers that these system-security benefits are substantial.  It notes that the largest users gain the most from capacity enhancements as they would be the first to be curtailed.  As Victorian demand grows relative to supply from Longford, the Interconnect Assets will become more important for the normal use of the system.

In addition, the role the Interconnect Assets may play in facilitating inter-basin competition in Australia is important in consideration of the distribution of benefits.  GPU GasNet claims that users of the PTS benefit from inter-basin competition.  Users of the MSP are also likely to benefit from the Interconnect Assets’ enhanced system security and its ability to facilitate supply competition.  

The Commission considers that system-wide benefits are not restricted to a limited class of users and that they extend throughout the PTS.  Accordingly, all users of the PTS should contribute to the cost of the Interconnect Assets.  

4.4.4
Motivation for investment

A number of parties contend that the Interconnect pipeline was constructed on a speculative basis with the intention of earning sufficient revenues to cover the investment and not for the purpose of generating system-wide benefits.  It is claimed that this motivation should preclude inclusion of the assets through the system-wide benefits test.

In response, GPU GasNet has stated:

The assessment must be based on information that was available and expectations that could reasonably be made at the time the relevant investment was committed to.  If the New Facilities satisfy the System-Wide Benefits Test at the time a service provider committed to installing them, then that conclusion should not be altered by any subsequent events.
 

GasAdvice noted that ‘there had been uninterrupted supply from Longford for nearly 30 years’ at the time of the Longford explosion and contended that ‘[t]he Interconnect Pipeline would no doubt have failed any justification under the system-wide benefits test pre-September 1998.’
 

BHPP considered that the original motivation for the investment should be taken into account.  It noted that public information indicates that the original intent of the investment was not to provide system security although references were made to competition benefits of the Interconnect.
  

Commission’s considerations

The Commission notes that Victorian Government policy objectives identified in 1997 were ‘the creation of a competitive environment for gas production and supply in Victoria; enhanced security of supply for Victoria; and the stimulation of exploration for, and development of, gas fields in Victoria’s onshore and offshore basins.’
  While this may indicate the original intent of the Government in relation to the Interconnect pipeline, it does not preclude other benefits arising from the investment.  

The Commission is of the view that the system-wide benefits test is an objective one and that its assessment must be primarily in terms of the extent to which any system-wide benefits do occur.  As historical benefits are sunk, the test is forward-looking.  On this basis, the benefits claimed by GPU GasNet relate to system security and improved competition.  It is these system-wide benefits that have formed the basis of the Commission’s assessment. 

4.4.5
Temporal dimension of system-wide benefits

As noted above, GPU GasNet has identified system security benefits during the 1998 gas supply emergency, as part of winter 1999 system security planning, and on an on-going basis.  GPU GasNet considers that this temporal dimension of system-wide benefits might be considered in determining the appropriate period for recovering associated costs.  It is on this basis that Option 1 is proposed which would recover costs over a period of 12 months, reflecting the duration of the gas supply emergency when the assets directly contributed to system security.  

In contrast, TXU Trading (TXU) considers that past system-wide benefits are sunk and that tariff setting should be forward looking:

Whilst TXU recognises that the Interconnect pipeline played an important part in maintaining supplies to essential facilities during the Longford crisis, those benefits that have already occurred should not be taken into account in setting future tariffs.
 

GasAdvice raised the question of whether the Commission’s forward-looking assessment of the benefits should be from the time of the investment or the time when GPU GasNet lodged its revisions application.   GasAdvice contended that if the assessment is from the time of the investment ‘ … the Interconnect pipeline … would arguably fail the system-wide benefits test on the basis of the past supply reliability’ but ‘that the investment in the MMAP assets … might reasonably be argued on a forward-looking assessment at the time of the investment to provide some system-wide benefits in the absence of other supply options.’
  If viewed from the time of the lodgement, GasAdvice contended that the Interconnect Assets would fail the system-wide benefits test because past events are irrelevant and because additional supply options were in place by August 1999.

In response to GasAdvice’s submission, GPU GasNet stated:

We believe that the system-wide benefits test is forward-looking as at the date of investment, taking into account the perceptions at the time of the investment decision.  Hindsight is simply one source of evidence that can be used after the event to appraise the assumptions made at the time of the investment.  A forward-looking test cannot reasonably apply from the date of lodgement of an Application.  The lodgement date is a purely administrative issue and is not relevant to the appraisal of the actual costs and benefits.

Commission’s considerations

The Commission notes the tension between the view expressed above that the Interconnect pipeline would arguably have failed the system-wide benefits prior to the Longford emergency because of almost 30 years of uninterrupted supply at that stage and the expectation clearly expressed by interested parties that future curtailments will occur despite subsequent major investment in supply enhancements.

The Commission is of the view, as previously noted, that its assessment of system-wide benefits to justify an increase in the reference tariff must primarily be forward-looking.  While past system-wide benefits are sunk, the fact that they have arisen in the past may provide evidence of the on-going benefits to be derived from the ‘insurance’ provided by the assets.  The events of 1998 and 1999 provide concrete evidence of the system security benefits that the Interconnect Assets can generate.  

It must also be noted that the Code provides for the capital base of a regulated pipeline to be altered to accommodate capital costs that occur during an access arrangement period.  In doing so, however, the Code does not specify the timing of a service provider’s application to revise an access arrangement.  Clearly, benefits arising from new facilities investment may occur prior to the lodgement of a revisions application, as in this instance.  The Commission does not consider the timing of the lodgement of GPU GasNet’s application to be relevant to its assessment of the proposed revisions.  

4.4.6
Commission’s overall assessment of system-wide benefits

It is clear to the Commission that benefits arise from the Interconnect Assets: at question is the extent of the benefits and whether they are system-wide.

Benefits of enhanced system security

The Commission acknowledges that the Interconnect Assets have provided substantial system-wide benefits, particularly during the 1998 Victorian gas supply emergency.  It also acknowledges the view that these historical benefits are sunk.  GPU GasNet has attempted to quantify these benefits.  While the urgency of providing additional supply from non-Longford sources has now passed, it is recognised that on a forward-looking basis it is the potential of these assets to provide system security insurance that provides system-wide benefits.  The actual use of the insurance provides an indication as to whether the insurance will be required.  While it may be reasonable to assume that the likelihood of another major supply disruption is small, the events of 1998 demonstrated the risks attached to reliance on a single supply source.  In addition, the Interconnect Assets provide additional supply capacity which will help meet projected demand growth in the short to medium term.

The Commission considers that the Interconnect Assets provided substantial system security benefits during the 1998 gas supply emergency and during 1999 and that they provide a substantial on-going benefit to users of the PTS by ameliorating expected imbalances and by reducing the probability and extent of future supply losses.  

Benefits of increased competition

The Interconnect Assets provided the first opportunity for inter-basin competition in the supply of natural gas via the PTS and in NSW.  The Commission understands that it was originally envisaged that the predominant flow of gas would be northwards, reflecting the comparative balance of demand in the two states and the size of available gas reserves in the Gippsland and Cooper Basins.  In the short term, the Longford emergency has resulted in mainly southward flows.  In the longer term, projections indicate that the majority supply of Gippsland Basin gas to NSW will be by the EGP.  Nonetheless, the Interconnect Assets may present some competitive pressure on the EGP.  It is understood that the Interconnect Assets will continue to provide the only realistic means for Cooper Basin sourced gas to compete against Esso/BHP in Victoria.
  

GasAdvice and a number of major users stated at the pre-decision conference that as yet there had been no evidence of increased competition in Victoria as a result of the Interconnect Assets and that they did not foresee its introduction as leading to increased competition benefits.  GasAdvice provided calculations, based on costs to customers with load factors of 80 per cent or 60 per cent, to demonstrate that Cooper Basin gas would not be price competitive in Victoria compared with gas sourced from the Gippsland Basin:

Based on current transmission regulated prices and assumed ex-field pricing, the price into Melbourne from the Cooper Basin is $0.87-1.14/GJ (or up to 40%) more expensive than from Longford.  The price into Albury is $0.62-0.80/GJ higher.

... As confirmed by user representatives at the Conference, no competitive supply proposals have been submitted from Cooper Basin sources in response to invitations to tender for gas supply since the introduction of retail contestability in Victoria in October 1999.

… As to whether users in the north of the State might benefit but not Melbourne, it is conceivable that at some stage gas into the north of the State may be competitive, and therefore users in the north of the State might benefit.  However, it is a rather tenuous extension of that argument to then suggest that users in the north of the State should pay more for these Assets.  The bottom line is that the Assets do not provide the claimed competitive benefits, and neither users in the north of the State or elsewhere should be paying for them.

In response, GPU GasNet suggested that a more appropriate comparison would be at a load factor of 100 per cent which would give a differential for supply to Melbourne of $0.62/GJ because:

… the logical way for a retailer to purchase Cooper Basin gas is as part of a supply portfolio, whereby Cooper Basin gas is purchased at 100% load factor, and the supply to actual loads is supplemented by the use of gas from Bass Strait and other sources…. It should be noted that the price differential is reduced to $0.45/GJ if the deliveries are in the northern zones of Victoria, due to the matched booking rebate in the Victorian tariffs.  Furthermore this price differential ignores the possibility of discounting by the Cooper Basin Producers or by EAPL under pressure to maintain volumes and market share.

Table 4.1:  Comparison of supply costs from Longford and Moomba ($/GJ)

	Gas Source
	Longford
	Moomba

	Field price
	2.55
	2.55
	2.55
	2.55
	2.55
	2.55

	Assumed load factor
	60%
	80%
	100%
	60%
	80%
	100%

	Longford injection charge
	(a)
	(a)
	0.03
	
	
	

	EAPL Moomba-Culcairn
	
	
	
	1.11
	0.84
	0.62

	GPU Culcairn-Barnawartha
	
	
	
	0.03
	0.03
	0.03

	Total injection charge
	(a)
	(a)
	0.03
	1.14
	0.87
	0.65

	North Hume withdrawal charge
	(a)
	(a)
	0.57
	0.52
	0.45
	0.40

	Melbourne withdrawal charge
	(a)
	(a)
	0.13
	0.22
	0.18
	0.13

	North Hume transmission
	0.86
	0.70
	0.60
	1.66
	1.32
	1.05

	Melbourne transmission
	0.22
	0.18
	0.16
	1.36
	1.05
	0.78

	Total North Hume (b)
	3.41
	3.25
	3.15
	4.21
	3.87
	3.60

	Total Melbourne (b)
	2.77
	2.73
	2.71
	3.91
	3.60
	3.33


Source:
GPU GasNet provided the 100% load factor data with the remainder supplied by GasAdvice.

Notes:
(a) Breakdown not provided.

(b) Total excludes VENCorp, distribution and retail charges.

Table 4.1 compares the cost data provided by GPU GasNet and GasAdvice and highlights the higher cost of delivering Moomba gas to Victoria.  While comparisons are complicated by the impact of the load factor assumption, it is clear that Moomba gas currently has a significant cost disadvantage for supply in Victoria, particularly to Melbourne.
  The Commission understands that the only substantial contract for southward flows currently in place is with Energy 21 for 5 PJ/year.
  

The table also demonstrates an apparent anomaly of the current PTS tariff structure in that the withdrawal charge for southward flows of gas from Moomba is higher in the north of Victoria than in the south (Melbourne).  This pricing structure reflects the zonal nature of the PTS tariff structure which is essentially based on the assumption that all gas is injected into the system at Longford.
  It is expected that the scheduled review of the access arrangement in 2002 will consider alternative structures that more explicitly recognise the existence of multiple injection points. 

The Commission acknowledges concerns raised by a number of interested parties about the limited quantity of gas currently flowing southwards and about the prospects of future flows.  It also acknowledges the arguments raised by GPU GasNet that the Interconnect Assets make inter-basin competition possible for the first time in Victoria.  This has brought an expectation of increased flows as existing supply contracts expire and as a result of factors such as the potential for discounting by shippers and price competition by producers.

The Commission notes that the linking of the NSW and Victorian gas transmission systems is comparatively recent and that the Interconnect Assets have expected economic lives of approximately 30 years.  It also notes the stated expectations of GPU GasNet and EAPL that more substantial flows will develop in the medium term.

While the ensuing competitive benefits cannot be easily measured, the Commission is of the view that the entry of even a comparatively small source of supply into the Victorian market may lead to worthwhile competition.
Quantification of system-wide benefits

GPU GasNet has attempted to quantify the relevant system-wide benefits.  It has estimated the value of system security benefits of the Interconnect pipeline and the MMAP as:

· in the range of $35.2 million to $352 million during 1998 for the Interconnect; and

· in the range of $86 million to $3.4 billion during winter 1999 for the Interconnect pipeline and the Springhurst compressor and valves.
 

The estimated benefit ranges above are considerable.  The cost of the Interconnect pipeline ($19.5 million) and the total Interconnect Assets ($40.4 million) fall below the lower end of the relevant ranges. 
As noted earlier, while past benefits are sunk they may provide an indication of likely future benefits.  Accordingly, the Commission views GPU GasNet’s estimates as useful in terms of providing a broad guide as to potential on-going benefits.  While the quantum of these benefits is unclear, the Commission has concluded that they are substantial and that the requirements of section 8.16(b)(ii) of the Code are satisfied.

Commission’s considerations 

The Commission has concluded that the Interconnect Assets provide system-wide benefits in terms of section 8.16(b)(ii) of the Code.  It considers that the Interconnect Assets do provide additional system security for the PTS users.  The performance of the assets during 1998 and winter 1999 following the Longford explosion indicate the benefits that the Interconnect Assets can provide in this context, particularly, the avoidance of total system collapse.  In addition, the Commission considers that the Interconnect Assets potentially enhance competition in both Victoria and NSW.  Most importantly, inter-basin competition is now possible.  

The Commission considers that these benefits are significant and, accordingly, justify higher reference tariffs for all users of the PTS.  

4.5
Tariff structure

GPU GasNet has proposed that the Interconnect Asset costs, other than those recouped through a new Interconnect zone tariff, be recovered by an equal dollar increase in anytime (demand) tariffs.  The Commission has considered whether this proposal satisfies Code principles in sections 8.1 and 8.2 and other requirements, including those of section 8.16(b)(ii).

Submissions

The proposed tariff structure is opposed by a number of parties.  As discussed in section 4.4.3, it has been contended that there is an uneven distribution of system-wide benefits, with large industrial users gaining little, if any, benefits.  These parties contend that any increases in tariffs to pay for the Interconnect Assets should reflect the benefits enjoyed by customers.

Visy has claimed that the benefits arising from the Interconnect Assets are only applicable to domestic and hospital users.  It suggests that changes to tariffs should only apply to the ‘small tariff market’.
  Amcor stated that ‘there is no demonstrated price advantage for most Victorian Industrial gas consumers’.
  

BHPP takes a similar view, suggesting that: 

… the proposed method of recovering those costs from all users of the system through an equal increase does not reasonably reflect the distribution of benefits associated with the assets in question. … System security benefits should be paid for by those who receive them.
 

GasAdvice contended:

… Why therefore should those larger users, who clearly receive a lesser benefit than other smaller users, be required to pay on the basis of an across-the-board increase in Anytime Volume Charge which equates to a substantial payment due solely to higher annual gas demand – compared with the main beneficiaries, ie the smaller users.

… The Group contends that in the absence of such substantial system-wide benefits, and with substantially uneven benefits attributable to the assets, the higher reference tariff for all users is either not justified at all, or requires major re-drafting to reflect a realignment away from the $/GJ of Anytime Volume approach.  The Group submits that a set charge per meter – or other alternative basis – could be established to more reasonably reflect a higher tariff for all users which was more closely aligned with the resultant benefits derived by various user segments of the market.  It is also submitted that these alternative tariff structures would also satisfy the pricing principles set out in section 8 of the Code.

BHPP suggests that the costs of the Interconnect Assets be allocated in the following manner: 

Those costs originally invested with the expectation or speculative hope of a commercial return be recovered through users of the new interconnect zone or allocated to a Speculative Investment Fund.

Only those costs which were made with the original intent of providing a system wide benefit, and which pass the 8.16(a) test be rolled into the Capital Base.

All remaining costs be allocated to a Speculative Investment Fund.
 

GasAdvice was the only party to specifically suggest alternative tariff structures:

Alternative tariff structures that meet the pricing principles set out in section 8 of the Code might include:

· an across-the-board increase in the Anytime Volume Charge for all users (as per GPU proposal);

· an increase but at a different rate in the Anytime Volume Charge for Tariff V versus Tariff D users; 

· an increase in the Peak Demand Charge; 

· a set dollar amount for each user – regardless of size – payable per meter.

AGL supports the proposed tariff structure on the basis that all classes of customers potentially benefit from the Interconnect Assets and because of what it considers to be demonstrated system-wide benefits.
  AGL considers that uninterrupted supply of gas to essential services was in the public interest.

Commission’s considerations

Pursuant to section 8.16(b)(ii) the Commission must be satisfied that the system-wide benefits attributed to new facilities investment justify the approval of higher reference tariffs for all users of that system.  Once the Commission is satisfied that there are significant system-wide benefits that would justify higher tariffs, it cannot limit those increased tariffs to any particular class of user.  However, while reference tariffs will rise for all users, the tariff structure implemented may result in the higher tariffs impacting on some users more than others.  

The Commission notes GPU GasNet’s observation that the Code is silent in regard to the distribution of benefits and is of the view that a broad definition of ‘system-wide benefits’ should be taken.  That is, it considers ‘there should be benefits for a substantial portion of the customers whose gas is transported through the relevant system’.

The Commission also notes the views expressed above that ‘history and current policy’ indicate that system security benefits are skewed towards groups such as residential users, hospitals and nursing homes, and away from large industrial users, and that ‘[s]ystem security benefits should be paid for by those who receive them’.  The impact of the ice-plug incident and the Longford emergency on different classes of users was discussed in section 4.4.3 of this Final Decision.  It was noted that, while such benefits are now sunk, historical circumstances can provide a useful indicator of the likelihood of future events.  The Commission concluded that the largest users enjoy the greatest system security benefits arising from these capacity enhancements as they are scheduled to be the first to be curtailed under VENCorp’s Curtailment Rules.  

The Commission has considered the general cost reflectivity principle that there should be a nexus between those who enjoy benefits and those who bear the costs; on this basis costs associated with benefits that clearly accrue to only a sub-set of users might be expected to be borne by them.  It is relevant that the PTS access arrangement does not provide for any unequal distribution of system security benefits across classes of users.  The ‘net pool’ operating under the MSOR is normally expected to match supply and demand.  The three major retailers have contracted for three quarters of the capacity of the LNG storage facility for peak shaving, with the remainder contracted to VENCorp for the purposes of system security.  

The Commission notes that interested parties have generally been silent about the impact that the additional supply capacity provided by the Interconnect Assets would be expected to have on potential supply constraints and on the operation of the MSOR to match supply and demand.
  A number of parties have asserted an expectation that curtailments of major industrial users would occur with significant frequency in the future but have provided no evidence to suggest that the MSOR would not efficiently work to resolve supply imbalances or that currently available capacity is inadequate.  This may reflect the comparative newness of the current market arrangements and system enhancements.  It may also reflect an expectation of progressively increasing imbalances in the short to medium term as Victorian gas demand grows.  As noted earlier, the Commission expects that the MSOR will resolve supply imbalances within the available system capacity in the short term and that the Curtailment Rules would only operate as a result of a force majeure event.

The Commission is also obliged to consider the public interest when approving revisions to an access arrangement (pursuant to sections 2.46(a) and 2.24(e) of the Code), which one submission considers encompasses ‘ensuring the availability of gas to essential services.’
  The Commission agrees that this is an important element of the public interest.  

While submissions from interested parties generally dwelled on benefits from the allocation of scarce supplies of gas to users during actual or potential disruptions, GPU GasNet has also identified benefits which it considers are likely to directly accrue to all users: reduced risk of total system collapse; and supply competition.

In the event that the system was completely exhausted, air could potentially enter the system creating an explosive mixture that GPU GasNet suggests could take months to purge.  The Commission understands that prior to the commissioning of the Interconnect Assets the Dandenong LNG facility and various system security measures and procedures were expected to minimise safety risks such as total system collapse.  While the extent to which the Interconnect Assets would further reduce these risks during a supply emergency is difficult to determine, it is clear that total system collapse would impose very high costs on all users of the PTS.  Some users, such as large industrial users, may have no reasonable prospect in such circumstances of sourcing alternative energy or feedstock supplies.  In effect, such an event would be likely to result in the majority of Victorian users being without any supply of gas for an extended period.  While any quantification of the risks and benefits associated with total system collapse is highly problematical, the Commission is of the view that they may be substantial and affect all users of the PTS.

The extent of the benefits generated as a result of the Cooper Basin producers being able to provide supply competition to Esso/BHP for users of the PTS is also difficult to measure.  Nonetheless, the Commission considers that these benefits are likely to be significant and accrue to all users of the PTS.

On balance, the Commission is of the view that, while the distribution of overall benefits may be uneven, the benefits are substantial, and enjoyed across the system.  Accordingly, the Commission considers that the system-wide benefits justify a higher reference tariff for all users and accepts GPU GasNet’s proposal for a higher reference tariff for all users.

While the imposition of a higher reference tariff would be expected to impact on all users, without any users or groups of users being quarantined from higher charges, the design of the reference tariff will determine the distribution of additional costs across users.  GPU GasNet has proposed a flat increase in the anytime (demand or commodity) charge across all zones which it describes as follows:

This method of cost allocation is based on the premise that the system-wide benefits are enjoyed equally by all users, in proportion to their use of the system. It is not dependent on the location of withdrawals, nor on the level of peak demand of each user. Hence it is most equitable to allocate the costs as a fixed charge per GJ of usage, in the same manner that indirect, non-locational costs are allocated within the GPU GasNet Principal Transmission System tariff methodology.

The increased charge will be allocated to withdrawals from the Principal Transmission System, excluding the users of the Western System (who are not connected to the Principal System in 1999) and users in NSW (who cannot as a whole be apportioned costs through this Access Arrangement).
 

Based on 1999 tariffs, the increase on the anytime period tariff would be 23.25 cents/GJ (Option 1), 8.31 cents/GJ (Option 2) or 3.03 cents/GJ (Option 3).  As existing peak charges would be unchanged, the capacity:commodity ratio would fall from approximately 64:36 to about 58:42 under Option 3, or further under the other options.
  Proportionately less revenue would be raised from charges on peak usage and more from commodity charges.  Such a change in structure would comparatively favour users with a high peak usage.

As noted earlier, GasAdvice has nominated a number of alternative tariff structures which it considers would meet the pricing principles set out in the Code.  GasAdvice also raised these options at the pre-decision conference.  The Commission’s consideration of these options is summarised below.

Equal dollar increase in the Anytime Volume Charge 

As proposed by GPU GasNet, all users would pay the same dollar amount extra for each unit of gas transported.  This option implies that benefits generated by the Interconnect Assets are directly linked to the quantity of gas transported.  No allowance is made for the location of injection or withdrawal or the customers’ load profiles.  Customers located close to Longford would experience the highest percentage increases in tariffs because they currently pay a comparatively small tariff.

Different increases in the Anytime Volume Charge for Tariff V and Tariff D users

As proposed by GPU GasNet, except that the small (Tariff V) users would pay a different rate to the largest (Tariff D) users, with the same total revenue being generated.  This option implies the same distribution of benefits, other than that benefits are also linked to a customer’s size-related classification.  Adoption of this proposal would need to be based on firm evidence of both the existence and the extent of the distribution of benefits according to customer class.  If the differentiating factor is customer load size it may also be necessary to consider whether some other indicator (such as annual demand) may be a more appropriate proxy.

An increase in the Peak Demand Charge

The Peak Demand Charge is the capacity based component paid by Tariff D customers.  Under this option the cost of the Interconnect Assets would be paid entirely by the largest customers.  While its actual impact would depend on details of design, if set on a percentage basis it would have a very heavy impact on users of the zones furthest from Longford.  The main implication of this option would be that only one customer class – the largest users – accrues benefits from the Interconnect Assets, which is contrary to the available evidence.  The Commission considers that this option, regardless of the details of its design, would be inconsistent with the tariff principles set out in section 8 of the Code because it would not reasonably reflect costs and benefits.

Equal dollar charge per user 

Under this proposal each user, regardless of its use of the system, would pay an equal dollar charge.  In broad terms, the PTS has 1.4 million users with the largest 1 400 accounting for almost 50 per cent of total gas transportation.
  With an equal dollar charge per user, these larger users would together be charged 0.1 per cent of the costs associated with the Interconnect Assets, and the smaller users would pay the remaining 99.9 per cent.  This option implies that almost all of the benefits accruing from the Interconnect Assets are enjoyed by the smaller users, which is contrary to the available evidence.  The Commission considers that this option would not reasonably reflect costs and benefits and so would be inconsistent with the tariff principles set out in section 8 of the Code.  The Commission notes that this broad option would better reflect costs if the suggested usage charge was varied according to the meter size.  However meter size would be expected to provide only a poor proxy for the benefits a customer gains from the Interconnect Assets.  Benefits derived from a customer’s usage of the system would be more accurately assessed on the basis of actual metered system usage.

In summary, the Commission considers that only one of the three broad alternative reference tariff structures proposed by GasAdvice (the differential treatment of Tariff D and Tariff V customers) would seem reasonably consistent with the Code’s pricing principles, though this would depend on its actual specification.  However, the proposal does not identify whether it would be the Tariff D or the Tariff V customer which would bear the greater cost, or the extent of the differential.  As GasAdvice’s submission was made on behalf of a group of large industrial users the Commission expects that the proposal is intended to markedly shift the weight of costs away from the larger users.  However, as noted earlier, the Commission has not been persuaded that the smaller users gain substantially greater benefits than the largest customers.  Such an approach would be inconsistent with the tariff principles set out in section 8 of the Code.

Other alternative tariff structures 

The Commission, in consultation with GPU GasNet, has considered a number of alternative revenue neutral reference tariff structures additional to those proposed by GasAdvice.  These included:

· a flat $/GJ increase in the Tariff D Peak Demand charge and the Tariff V Peak Volume Charge such that the ratio of the revenues from Tariff D and Tariff V is unchanged;

· a constant (22 per cent) percentage increase in the Peak Demand charge and the Peak Volume charge; and

· an increase in the peak and anytime charges such that the commodity to capacity ratio would be unchanged from the tariff structure approved in 1998. 

In principle, efficient and equitable approaches could include increases in peak charges, anytime charges, or both, with increases in the form of equal dollar charges or as a percentage of the existing tariff.  In practice, a number of variations may have a substantial impact on the balance of charges paid by class and location of customer.  For example, while the three tariff structures listed above could be designed to maintain the current revenue balance between Tariff D and Tariff V customers the first would be favoured by users remote from Longford while the second would be more to the advantage of users close to Longford.  The third structure would more closely mirror the existing reference tariff structure, however its impact on individual users would depend on the exact specification implemented.

The Commission engaged in an extensive process of public consultation regarding appropriate cost allocations and efficient and equitable tariff design when approving the PTS access arrangement in 1998 before concluding that the tariffs, once adjusted for changes required by the Commission, would ‘… recover from each user a fair and reasonable share of costs’.
  This review included an assessment that the allocation of costs between users reasonably reflected the costs incurred by the service provider and the benefits enjoyed by those users.  

The current review must determine the extent to which a higher reference tariff is justified for all users based on system-wide benefits accruing from the Interconnect Assets.  Accordingly, changes to the way the reference tariff is borne by users should generally reflect changes to the benefits enjoyed by users.  This is a different consideration to that apparent in a number of submissions which focused on perceived inequities in the existing distribution of benefits and costs.  

The Commission considers that it would be inappropriate to introduce any major change to the balance of charges faced by users at this stage.  This issue will be subject to detailed scrutiny as part of the scheduled review of the PTS access arrangement in 2002 by which time a reasonable period of operational history will exist under the access arrangement and the MSOR.  By 2002 the PTS and its users will have considerable experience operating with multiple injection points.  A revised tariff structure that more explicitly recognises the impact of multiple injection points may lead to lower charges for delivery of gas injected at Culcairn which would make Cooper Basin gas a more attractive alternative in Victoria than is suggested by the discussion in section 4.4.6 above.  The review would also be expected to cover issues related to the proposed introduction of hourly/multi-zone pricing. 

Conclusion 

The Commission considers that the reference tariff structure proposed by GPU GasNet satisfies the pricing principles set out in section 8 of the Code.  The Commission has also considered a number of alternative reference tariff structures.  Some of these options (such as the third option above which would maintain the commodity to capacity ratio approved in 1998) potentially also satisfy the pricing principles. 

The Commission notes that, pursuant to section 2.46 of the Code, it can not refuse to approve revisions solely for the reason that the access arrangement as revised would not address a matter that sections 3.1 to 3.20 do not require the access arrangement to address.  It also notes that GPU GasNet has indicated its willingness to consider voluntarily adopting a different option ‘ … if there is overwhelming preference by users for an alternative methodology’.
  

While the Commission considers that there may be suitable alternative structures, the options it has considered have either been clearly incompatible with the reference tariff principles or would need to be carefully specified in order for their impact to be assessed across users through a further process of consultation.  It is of the view that the benefits of further consultation would be unlikely to justify the associated costs.  As the reference tariff structure proposed by GPU GasNet satisfies the pricing principles set out in section 8 of the Code, the Commission has decided to accept that structure. 

4.6
Recovery period

Chapter 2 described three tariff options proposed by GPU GasNet regarding the recovery of costs on the Interconnect Assets:

· Option 1: recovery of capital costs in one year (2000); 

· Option 2: recovery of capital costs over the remainder of the initial access arrangement period (2000 to 2002 inclusive); or

· Option 3: recovery of capital costs over the remaining economic life of the assets. 

Option 1 would result in a one year price spike with revenues (and hence average tariffs) increasing by approximately 76 per cent.  Option 2 would result in an increase of approximately 27 per cent for the last three years of the initial access arrangement period.  The increase of approximately ten per cent under Option 3 would be for the remaining life of the assets. 

Submissions

No support was evident from interested parties for Options 1 or 2.  TXU stated:

If the ACCC were to approve GPU’s submission to recover all or part of the costs of the Interconnect Assets, TXU is strongly of the view that these costs should be recovered over the economic life of these assets effective from the date of the next price review for the following reasons:

The costs should be recovered over the life of the assets, because to do otherwise would result in an inter-generational cross-subsidy.

The benefits that GPU has outlined, such as increased system security and enhanced competition, are likely to accrue to customers over a considerable period of time. If GPU were allowed to recover these costs in only one, or even only three years, then this would amount to a tax on existing users for the benefit of future users which is clearly unacceptable.
 

AGL also considered that it would be most appropriate to recover the costs of the Interconnect Assets over a period consistent with similar assets already in the PTS capital base.
  

TXU also raised the issue of the implementation of the revised reference tariff which it considered should be at the commencement of the second access arrangement period:

The Victorian Gas Industry Tariff Order regulates “tariffed retail services” by imposing a maximum uniform tariff (MUT) that applies to franchise customers.  Under this regime, there is no possibility for a retailer to pass through increases in TUoS charges.  Consequently, TXU opposes any attempt to increase TUoS charges prior to the termination of the maximum uniform tariff regime.

TXU also considers that one of the main purposes of a five year regulatory period is to provide price certainty to asset owners, retailers and customers.  TXU does not support the concept of frequent, substantial adjustments to the capital base of a network provider (with ensuing changes in its network prices).  Given that most substantial investments, such as the Interconnect, are planned years in advance, major changes to the capital base should as far as possible, only be included at the five yearly review.
 

In response, GPU GasNet has commented: 

… the Buyers were aware (or ought to have been aware) that the Interconnect was not part of the TPA Principal Transmission System Access Arrangement, and that a tariff for the Interconnect was likely to be forthcoming.  We would have expected this fact to be taken into account by the Buyers during the sale process.

Commission’s considerations

The Commission has considered the comments noted above and undertaken its own analysis of the proposed tariffs.  As noted above, both Options 1 and 2 result in significant increases in tariffs over the short term.  The Commission does not consider that either option reflects the forward-looking nature of the system-wide benefits on which they are based.  Nor do these methodologies reflect the principle outlined in section 8.1 of the Code that suggests reference tariffs should be designed with the objective of providing a revenue stream that recovers efficient costs over the expected life of the assets.  Accordingly, the Commission does not accept the recovery period proposed in either Option 1 or 2.  

The Commission has decided to accept Option 3 whereby, consistent with assets currently included in the PTS regulatory asset base (as approved by the Commission), the cost of the Interconnect Assets would be recovered over their useful lives.  The economic life of the Interconnect pipeline has been assumed to extend to 2033 (consistent with the life of other PTS pipeline assets) whereas the economic life the Springhurst compressor has been assumed to extend to 2028 (consistent with a 30 year technical life).
 

The Commission notes the tension between comments made by GPU GasNet and TXU concerning expectations regarding increased transmission charges during the initial regulatory period.  The Commission  is of the view that its regulatory decisions regarding the PTS access arrangement would have alerted interested parties that the Interconnect pipeline would become part of the PTS access arrangement and this would be expected to impact on tariffs during the first access arrangement period.
  However, this issue is not relevant to the current assessment as it could not provide grounds for rejecting the proposed revisions.
  

4.7
Operation and maintenance costs

Operation and maintenance costs in 1999 were estimated at $0.12 million for the Interconnect pipeline, $0.10 million for the Springhurst compressor, $0.01 million for the valves and $0.095 million for consultants fees relating to the lodgement of the revisions to the access arrangement that are the subject of the current review.  These costs total $0.325 million.  The costs in subsequent years are forecast to remain constant in real terms at $0.23 million (in 1999 dollars) after adjustments for consulting fees and the level of usage of the Springhurst compressor.
 

The Commission did not receive any submissions from interested parties regarding the level of operation and maintenance costs included in GPU GasNet’s application.  The Commission has undertaken its own analysis of these costs and has concluded that they are not unreasonable.  Accordingly, the Commission accepts the inclusion of these costs in the PTS access arrangement.  

4.8
Timing issues related to the tariff increase

4.8.1
Commencement of earnings on assets

GPU GasNet proposes that it receive a return on each asset from the date on which the asset became operational, and that an allowance be made for the capitalisation of a reasonable return on funds for an efficient construction period.  Commencement dates for the operation of the assets are 15 July 1998 (the Interconnect pipeline) and 1 June 1999 (the Springhurst compressor and valves).
 

GPU GasNet has proposed a net present value (NPV) approach in order to recover the return between the commencement of operation of the assets and the start of the revised reference tariff.  

No submissions were received from interested parties on this issue to suggest that the proposal may not comply with the Code.  The Commission considers that GPU GasNet should be able to achieve a reasonable return over the life of these assets and that it is reasonable to adopt the NPV approach as proposed by GPU GasNet.
  Accordingly, the Commission accepts GPU GasNet’s proposed commencement dates for the earning of revenue. 

4.8.2
Commencement of revisions

GPU GasNet proposed that the revisions in this application would commence on 1 January 2000.  The proposed timing would have provided a period of approximately four months for completion of the review and a limited opportunity for contributions by interested parties to the process of public consultation required under the Code.  

The Commission has undertaken a more extensive process of public consultation than would be possible under the timetable proposed by GPU GasNet and the revised reference tariffs will commence on 1 May 2000.  This timing difference has required a small adjustment to the revised reference tariffs described in section 2.3.

4.9
Other issues

4.9.1
Scope of the current review

Other augmentations

The current application to incorporate revisions associated with the Interconnect Assets does not extend to other augmentations to the PTS that have been built since the previous owner/operator of the system lodged its proposed access arrangement for approval in November 1997.  These other augmentations include additional enhancements as part of the MMAP costing approximately $60 million and the SWP.
  GPU GasNet (or any subsequent owner/operator of the PTS) may at a future date submit one or more applications for revisions to the PTS access arrangement to roll-in some or all of these assets to the regulated asset base.

The Commission has considered the potential interaction of separate applications for roll-in, including the view that the current review should include all assets recently purchased.
  While a joint review might be expected to allow a more comprehensive assessment of the interaction of the assets on the system and the benefits that accrue, GPU GasNet has elected to submit separate revisions as permitted by the PTS access arrangement and the Code.  Accordingly, the current review has been limited to the impact of the Interconnect Assets on the PTS and its users.  Any subsequent proposal to roll-in additional assets would be reviewed in terms of the impact of those assets on the PTS and its users.

Compliance with the Code

As noted earlier, pursuant to section 2.46 of the Code, the Commission may approve revisions to an access arrangement only if it is satisfied that the access arrangement as revised would contain the elements and satisfy the principles set out in sections 3.1 to 3.20 of the Code.  Therefore, while the current review focuses on the revisions proposed by GPU GasNet, the Commission has also considered whether any of the elements of the access arrangement as revised would be inconsistent with the requirements of sections 3.1 to 3.20 of the Code.  

The Commission does not consider it appropriate for the current assessment to extend to repeating the full review of the access arrangement it conducted between November 1997 and December 1998, or to anticipate the review to be conducted during 2002.  This review therefore focuses on the impact of the proposed revisions and on whether circumstances have changed since 1998 such that the access arrangement would no longer contain the elements and satisfy the principles set out in sections 3.1 to 3.20 of the Code.  Interested parties have not raised any issues in this context to suggest that the revised access arrangement would not comply with the Code.  

In considering the issue of compliance with the Code the Commission notes that one area where relevant circumstances may have changed substantially since the October 1998 Victorian Final Decision is the prevailing conditions in the market for funds.  The Commission must consider the market for funds in relation to the appropriate rate of return pursuant to section 8.30 of the Code.  At the time of the Victorian Final Decision the real risk free rate was 3.43 per cent and the expected inflation rate was 2.5 per cent.
  The market for funds and inflationary expectations have moved since October 1998.  As of mid-April 2000, the real risk free rate had fallen to 3.19 per cent and the expected inflation rate had risen to 3.25 per cent.  Thus the real cost of capital would be less in April 2000 than that set in the Victorian Final Decision.  However, as a result of a somewhat larger increase in inflationary expectations, the post-tax nominal cost of equity is estimated to have risen from 13.2 per cent to 13.7 per cent. 

The Commission has considered the costs and uncertainties likely to be associated with frequent reassessment of the regulated rate of return.  It is of the view that any early review would only be justified if there were strong grounds to believe that changes in the prevailing conditions in the market for funds since the rate of return was set have been so substantial that the reference tariff principles established by section 8 of the Code would no longer be satisfied.  While the changes since October 1998 may be significant, the Commission is of the view that a reassessment of the regulated rate of return is not currently justified.  

The Commission has also considered the Ralph Committee’s proposals outlined in A tax system redesigned, which would result in a number of changes affecting GPU GasNet and other service providers - in particular, a reduction in the statutory corporate taxation rate to 30 per cent, the abolition of accelerated taxation depreciation on new assets and the payment of imputation credits as a tax rebate.  While the Commonwealth Government has accepted these changes, their potential impact on the PTS access arrangement is uncertain.  It is not clear at present whether these changes will be so substantial that the reference tariff principles established by section 8 of the Code are no longer satisfied.  Accordingly, the Commission has decided not to implement the Ralph Committee proposals in the PTS access arrangement at this point in time.  

4.9.2
Market carriage

The NSW Ministry of Energy and Utilities has noted that a Ministerial notice is required by section 3.8 of the Code prior to approval of a market carriage pipeline operating in a jurisdictional area.  This would be the case if the Commission approves the proposed revisions that would result in the market carriage PTS partly operating in NSW, and has stated:

… No such agreement has been given by the NSW Minister at this time.

… NSW is particularly concerned that the application of the Market Carriage regime to the Interconnect should not disadvantage customers in NSW using the pipeline nor create a barrier or disincentive to competition. … [t]he Market Carriage regime is yet to be proven.
 

The Ministry is concerned that insufficient analysis has been carried out to support the introduction of market carriage.  In view of its understanding that transitional arrangements under the Victorian gas legislation appear to allow operation of a market carriage pipeline in NSW in this instance without Ministerial approval, the Ministry suggests that it may be appropriate for the Commission to require, pursuant to section 2.4 of the Code:

‘ … as an interim measure, separate access arrangements for the Interconnect such that the Contract Carriage regime applies to the portion of the Interconnect located in NSW. …. This is NSW’s preferred position.’
 

Mallesons Stephen Jaques, on behalf of GPU GasNet, has provided the following advice regarding the transitional arrangements:

… having reviewed the Victorian transitional provisions of the NAC [the Code], it is our view that section 3.8 of the NAC does not apply to GPU GasNet’s roll-in application.  This is because:

(a)
section 3 of the VAC [the Victorian Code], which has no equivalent to section 3.8 of the NAC, applies to GPU GasNet’s Access Arrangement until 31 December 2002; and

(b)
by virtue of the “cross-vesting” scheme, a decision taken under the Victorian Access Act is deemed to have been validly taken under the New South Wales Access Act.
 

Commission’s considerations

The application by GPU GasNet has been made under section 2.28 of the Code.  Pursuant to section 44ZZM of the Trade Practices Act 1974, the Commission derives its power to make a decision to accept or reject such an application for a revision to the access arrangement under the Code from two sources.  These are the inter-governmental agreements on the implementation of the gas access regime, and section 10 of the Gas Pipelines Access (Victoria) Act 1998.  The Commission is thus making a decision pursuant to the powers vested in it under that Victorian Act. 

As Mallesons has noted, section 24A(3) of that Act provides that until the first review of the PTS access arrangement section 3 of the former Victorian Code applies, rather than section 3 of the Code.  The Commission understands that for revisions prior to the first review in 2002 the provisions of section 3 of the former Victorian Code are to govern.  Accordingly, section 3.8 of the Code does not apply, and the absence of the NSW Minister's consent does not provide grounds for the Commission to reject an access arrangement (or revisions to an access arrangement) that applies a market carriage system to a pipeline that partly lies in NSW.  

The Commission’s Draft Decision commented on the possibility of apparent inconsistencies between the Victorian and NSW gas access legislation affecting the enforceability of the PTS access arrangement in NSW if an access dispute were to arise.  The Energy Projects Unit of the Victorian Department of Treasury and Finance subsequently responded ‘The PTS Access Arrangement complies with Victorian law and the fact that it would not comply with NSW law is irrelevant to its enforceability in NSW or elsewhere outside of Victoria.  The PTS Access Arrangement is enforceable simply because it is compliant with Victorian law.’
  While this may be of potential concern to GPU GasNet and shippers, it would not form grounds for the Commission to refuse the revisions to the PTS access arrangement currently before it.

The Commission has also considered the proposal advanced by the Ministry of Energy and Utilities that it require a separate contract carriage access arrangement for the segment of the Interconnect pipeline located in NSW.  The potential for the interface between contract carriage and market carriage pipelines to act as a barrier to interstate trade in gas was subject to considerable debate and carefully considered as part of the Commission’s approval of the PTS access arrangement in 1998.  The Commission concluded in its final decision that it did not expect interstate trade to be adversely affected by the different capacity management systems operating in Victoria and in other States.
  In considering the Ministry’s proposal, the Commission notes that, in the event that inconsistencies between the two capacity management systems cause some friction, it appears unlikely that the restriction would be reduced if the interface between the two systems occurred at the Victorian-NSW border rather than at Culcairn.

In addition, clause 5.7.1(a) of the PTS access arrangement requires that ‘[s]ubject to clause 5.7.1(c) [excluded significant extensions], an extension or expansion to the Principal Transmission System is covered by this Access Arrangement’.  As noted earlier in this Final Decision, this clause and clause 5.7.1(f) result in coverage of the Interconnect Assets by the PTS access arrangement, which allows GPU GasNet to seek revisions to that access arrangement for the purpose of rolling-in associated costs.  This appears to restrict the scope for the Commission to require that part of the Interconnect be subject to a different access arrangement.  

A further consideration is the practical application of the requirements of the Code to a separate access arrangement applying to a section of approximately 57 km of the Interconnect pipeline located in NSW.  It is expected that the balance of the 63 km of the Interconnect pipeline located in Victoria and the Springhurst compressor and valves would be incorporated in the current PTS access arrangement.  The separate NSW access arrangement would potentially relate to assets of approximately $18 million.
  As a stand alone access arrangement, costs could only be recovered through tariffs on direct use of these assets.  Tariffs would need to be levied at almost half the level that would have been required to recover the cost of the Interconnect Assets on a direct basis.  The Commission considers that tariffs of that magnitude would not be sustainable nor encourage inter-basin competition.  Accordingly, the Commission does not require a separate contract carriage access arrangement for the segment of the Interconnect pipeline located in NSW.  

4.9.3
Prior consultation on new facilities investment

GasAdvice has expressed concern that new facilities investment has been undertaken for which system-wide benefits are claimed ‘without seeking input or commitment from the potential users of the facilities’.
  In addition, Amcor has suggested that the Victorian Government undertook to fund the augmentation of the Interconnect pipeline.
 

The Commission appreciates concerns that facilities may be commissioned without consultation with users who may eventually contribute to the costs of the assets through higher reference tariffs.  The Commission expects that investments justifying higher reference tariffs on the basis of system-wide benefits would generally be undertaken after consultation with users and potential users.  However, it also notes in this instance the background of Victorian Government public policy issues affecting these assets prior to privatisation and the response to the June 1998 ice blockage incident and the Longford gas emergency which started on 25 September 1998.  

As noted earlier, the policy objectives identified in 1997 included ‘the creation of a competitive environment for gas production and supply in Victoria; enhanced security of supply for Victoria; and the stimulation of exploration for, and development of, gas fields in Victoria’s onshore and offshore basins.’
  The Springhurst compressor was installed after the emergency ‘as a key component of the Moomba-Melbourne Augmentation Project (MMAP), as part of the Victorian Government’s Winter-99 contingency project to secure gas supplies over the winter of 1999.’
  The MMAP was partly funded by the Victorian Government.

In addition, it must be noted that, in relation to the PTS, GPU GasNet is required to provide gas transportation services to VENCorp under the Service Envelope Agreement.  Failure to comply with these obligations attracts a significant penalty.  

The Commission is also aware that consultation regarding potential investment in assets intended to generate system-wide benefits may be distorted by free rider behaviour.  In an environment of significant externalities and where direct benefits to individual users may be difficult to measure, incentives arise for users to understate the benefits they expect to enjoy.

While the Commission acknowledges concerns raised about the level and extent of consultation, its assessment under the Code is necessarily on an ex-post basis.  

5.
Final decision

The Commission has now made a final decision under section 2.38(a) of the Code that it approves the revisions to the PTS access arrangement and permits the costs of the Interconnect Assets to be recovered over the remaining life of those assets as identified by GPU GasNet as Option 3 in its application.  

The revised tariffs, listed at Appendix B, apply from 1 May 2000.  The Commission has verified that the revised tariffs have been determined in accordance with the NPV approach described in section 2.3 of Annexure 3 to the revisions. 

Appendix A:
Submissions

Pre Draft Decision
AGL, 27 October 1999

Amcor Limited, (received) 21 October 1999

Australian Gas Users Group (AGUG), 20 October 1999

BHP Petroleum, 22 October 1999

GasAdvice Pty Ltd, 28 October 1999

GPU GasNet Pty Ltd, 29 November 1999 

Mallesons Stephen Jaques, 22 November 1999

NSW Ministry of Energy and Utilities, 24 November 1999

TXU Trading, 20 October 1999

United Energy Limited, 22 October 1999

Visy Paper Pty Ltd, 18 October 1999

Post Draft Decision
AGL, 28 January 2000

AGUG, 17 March 2000

Amcor Limited, 14 March 2000

BHP Petroleum, 4 February 2000

Energy Projects Unit of the Victorian Department of Treasury and Finance, 11 February 2000

GasAdvice Pty Ltd, 15 February 2000 and 17 March 2000

United Energy Limited, 6 January 2000

Appendix B:
Revised tariffs

Transmission volume tariff components applying from 1 May 2000 ($/GJ)

	Zone no.
	Transmission zone
	Pre-revision tariff
	Revised tariff

	Transmission delivery tariffs D and V

	1
	La Trobe
	0.053
	0.0833

	3
	Lurgi
	0.131
	0.1613

	4
	Metro
	0.079
	0.1093

	5
	Calder
	0.262
	0.2923

	6
	South Hume
	0.106
	0.1363

	7
	Echuca
	0.254
	0.2843

	8
	North Hume
	0.229
	0.2593

	Transmission pipeline supply point tariffs

	1
	Carisbrook
	0.286
	0.3163

	2
	Chiltern Valley
	0.214
	0.2443


Source:
GPU GasNet application, revised Annexure 2.

The incremental transmission demand tariff component for the new Interconnect zone is $1.8249/GJ.
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�	The Interconnect Assets are the Interconnect pipeline from Barnawartha (Victoria) to Culcairn (NSW), the Springhurst compressor and associated valves. 


� 	This figure excludes the Victorian Government contribution of $2.2 million to the cost of the Springhurst compressor.


� 	ACCC, Final Approval: Access arrangement by Transmission Pipelines Australia Pty Ltd and Transmission Pipelines Australia (Assets) Pty Ltd for the Principal Transmission System, Access arrangement by Transmission Pipelines Australia Pty Ltd and Transmission Pipelines Australia (Assets) Pty Ltd for the Western Transmission System, Access arrangement by Victorian Energy Networks Corporation for the Principal Transmission System, 16 December 1998.  The associated final decision document of 6 October 1998 is referred to as ACCC, Victorian Final Decision.


�	South Australia acted as lead legislator from the national gas access legislation. 


�	Victoria enacted legislation applying the SA legislation in Victoria. 


�	NSW enacted legislation applying the SA legislation in NSW.  


�	Mallesons Stephen Jaques submission, 22 November 1999, p. 3. 


�	The Commission is also regulator and arbitrator with respect of transmission pipelines in other states and territories with the exception of Western Australia. 


�	The GPU GasNet section of the entire Interconnect pipeline extends from Barnawartha to Culcairn.  The remaining portion, which is owned and operated by EAPL and not subject to this application, is 88 km and extends from Culcairn to Wagga Wagga.  In this Final Decision, a reference to the Interconnect pipeline is to the GPU GasNet section only unless the context indicates otherwise.


�	The current revisions do not cover the recently completed South West Pipeline (SWP) or two additional compressors placed by GPU GasNet on the MSP in conjunction with the Interconnect Assets as part of the MMAP.


� 	GPU GasNet originally suggested that a higher proportion (92 per cent) be recovered from all users of the PTS and that the Interconnect zonal charge would be $1.845/GJ.  GPU GasNet subsequently amended the tariff calculation to reflect the 1 May 2000 implementation date, to recognise revenue earned on the Interconnect pipeline prior to then, and to include more up-to-date CPI information.


�	The anytime period charge is the transmission volume component of the tariff, and applies to both Tariff D (daily metered) and Tariff V (volume) customers. 


� 	The proposed 1999 tariffs would replace the existing 1999 tariffs as a base for setting the 2000 tariffs under the tariff control formula.


�	Option 3 assumes that the Interconnect is fully depreciated by 2033 in line with other pipeline assets of the PTS.  The economic life of the Springhurst compressor is assumed to be its technical life of 30 years (to 2028).  GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, Annexure 3, p. 4.


� 	While an annual CPI increase of 2.5 per cent was assumed in the PTS access arrangement the actual CPI outcome is incorporated in the annual CPI-X based tariff adjustment.


�	GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, p. 22. 


�	As there is currently no reference tariff for the Interconnect Assets, it is not clear as to which reference tariff would be applicable if the assets passed the economic feasibility test. 


�	GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, p. 2.


�	Ibid.


�	The Commission notes that the EGP will now extend beyond Wilton to Horsley Park.  


�	While not an indication that southward flows will occur, backhaul services are offered on the EGP.  DEI, Submission to ACCC for development of an undertaking for access to the Eastern Gas Pipeline, Schedule A, 15 November 1999. 


�	Section 2.46(b) of the Code requires the regulator to take into account the provisions of an access arrangement when assessing proposed revisions. 


�	In accordance with section 8.18 of the Code, clause 5.7.2 of the PTS access arrangement allows new facilities investment that does not meet the criteria in section 8.16 of the Code to be undertaken.  


� 	See ACCC, Victorian Final Decision, 6 October 1998, pp. 138-145.


�	‘Standard procedure’ refers to the options in clause 5.7.2(b) as outlined above. 


�	AGUG submission, 20 October 1999, p. 1.  Amcor (submission received 21 October 1999, p. 1) and Visy (submission, 18 October 1999, p. 1) expressed similar concerns.  


�	GPU GasNet submission, 29 November 1999, pp. 3-4. 


�	The service provider has discretion over coverage for certain ‘significant’ extensions. 


�	Revisions relating to the Interconnect Assets must be lodged either before or as part of the first scheduled review of the PTS access arrangement. 


�	GasAdvice submission, 28 October 1999, p. 5. 


�	Ibid, p. 6. 


�	BHPP submission, 22 October 1999, p. 2. 


� 	GasAdvice submission, 15 February 2000, pp. 4-5.


� 	AGUG submission, 17 March 2000, pp. 1-2.


� 	BHPP submission, 4 February 2000, p. 2.


� 	Ibid, p. 3.


�	GPU GasNet submission, 29 November 1999, pp. 6-7. 


� 	GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, Annexure 6, p. 3.


�	GasAdvice submission, 28 October 1999, p. 6. 


� 	BHPP submission, 4 February 2000, p. 2.


� 	BHPP comment at the pre-decision conference, 6 March 2000.


� 	GPU GasNet submission, 17 March 2000, p. 5.


� 	BHPP submission, 4 February 2000, p. 3.


� 	GasAdvice submission, 15 February 2000, p. 4.


� 	VENCorp letter of 15 July 1999 to GPU GasNet, GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, Annexure 5, pp. 3-4.


� 	ACCC, Victorian Final Decision, p. 88.


� 	Ibid, Annexure 5, p. 2.


� 	GasAdvice fax to the Commission, 27 March 2000, p. 2.


� 	GPU GasNet has advised that the inventory of the LNG facility at the start of the emergency was 2 200 tonnes (120 TJ) less than its maximum capacity, GPU GasNet e-mail to the Commission, 3 April 2000.


� 	VENCorp Historical operational data, 1 January 1990 to 31 December1999, www.vencorp.com.au/bull.htm.


� 	Linepack is generally built up and used within a daily cycle.  Only a quarter (163 TJ) of the LNG facility’s capacity is held by VENCorp for system security, with the remainder held by retailers for peak shaving.  GPU GasNet e-mail to the Commission, 28 February 2000.


� 	ABARE, Australian energy, market developments and projections to 2014-2015, April 1999, p. 176.


� 	TPA Supplementary Access Arrangement Information, 16 March 1998, p. 18.


� 	GPU GasNet submission, 29 November 1999, Annexure 5, p. 3.


� 	BHPP submission, 22 October 1999, p. 2.


� 	GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, Annexure 6, p. 3.


�	GPU GasNet submission, 29 November 1999, pp. 6-7. 


�	GasAdvice submission, 1 November 1999, pp. 4-5 and 8. 


�	AGL submission, 27 October 1999, p. 2. 


�	GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, p. 12.


� 	Ibid, Annexure 5, p. 2.


�	Ibid, p. 13. 


� 	GPU GasNet submission, 17 March 2000, p. 3.


�	GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, p. 13.


� 	GPU GasNet submission, 17 March 2000, p. 3.


�	GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, pp. 13-14.


� 	Ibid, p. 18.


�	Ibid, pp. 19-20.


�	Ibid, p. 21.


� 	GPU GasNet submission, 17 March 2000, p. 4.


�	GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, pp. 11-12.


� 	GasAdvice submission, 15 February 2000, p. 10.


�	Visy submission, 18 October 1999, p. 1. 


�	GasAdvice submission, 1 November 1999, p. 7. 


�	BHPP submission, 22 October 1999, p. 3. 


� 	Amcor submission, 14 March 2000, p. 1.


� 	Ibid, p. 2.


�	AGL submission, 27 October 1999, p. 2. 


� 	GPU GasNet submission, 17 March 2000, p. 5.


�	See, for example: GasAdvice submission, 1 November 1999, p. 7; AGUG submission, 21 October 1999, p. 2; Amcor submission, (received) 21 October 1999, p. 1; and GasAdvice submission, 15 February 2000, pp. 14-15.


�	‘Gas blockage a blow to Vic firms’ The Australian Financial Review, 12 June 1998, p. 20.


� 	AGL submission, 27 October 1999, p. 2.


� 	One participant at the pre-decision conference of 6 March 2000 advised that its plant was one of a number large facilities involved in demand management planning with VENCorp during the winter of 1999.  The plant has dual fuel capability, and the arrangement allowed for rebates for diesel used.


� 	GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, Annexure 3, p. 2.


� 	Ibid, Annexure 3, p. 3.


� 	GasAdvice suggested at the pre-decision conference that the operation of the market might be impeded by the greater number of participants under the MSOR and that this might lead to a greater incidence of involuntary curtailments.


� 	VENCorp, Victorian Gas Industry Customer Load Curtailment Rules, Version 5.0, 9 August 1999.


� 	Ibid, p. 2.


� 	Ibid.


� 	Ibid, Attachment A, pp. 4-5.


� 	GPU GasNet submission, 17 March 2000, p. 5.


� 	Considerably greater shortfalls could be met in warmer months.


� 	Potential imbalances solely due to increased demand would be represented by upward movement of the horizontal demand lines with the all user line intersecting the Longford supply line under scenario 1.


� 	GPU GasNet submission, 17 March 2000, p. 5.


�	GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, p. 11.


�	GasAdvice submission, 28 October 1999, p. 6.


�	BHPP submission, 22 October 1999, p. 2. 


�	Energy Projects Division, Department of Finance and Treasury, Information Paper No. 2, Reforming Victoria’s gas industry, June 1997, p. 47. 


�	TXU submission, 20 October 1999, pp. 1-3. 


� 	GasAdvice submission, 15 February 2000, p. 8.


� 	Ibid, p. 8.


� 	GPU GasNet submission, 17 March 2000, p. 2.


�	See section 2.7. 


� 	GasAdvice submission, 17 March 2000, pp. 3-4.


� 	GPU GasNet submission, 17 March 2000, p. 4.


� 	Other differences may be explained by GasAdvice’s apparent use of current EAPL tariffs while GPU GasNet seems to have adopted the tariffs proposed by EAPL in its proposed access arrangement which is currently being reviewed by the Commission.


� 	GasAdvice has advised that AGL is contracted to supply 25 PJ to Energy 21 over five years.  GasAdvice submission, 28 October 1999, p. 4.


� 	The matched booking rebate available in the North Hume zone for gas injected at Culcairn compensates for this assumption.


� 	EAPL stated that ‘[t]he Cooper/Eromanga Basin Producers are projected to sell up to 12 PJ/annum into the Victorian market by 2005 as a competitive response to loss of NSW market share’.  EAPL Access arrangement information for the MSP, 5 May 1999, p. 14.


�	The range for the total MMAP and Interconnect is $116 million to $4.7 billion.  GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, p. 18.  Oral advice of 20 December 1999 from GPU GasNet indicates an estimated benefit range for the Springhurst compressor and valves of $30 million to $1.2 billion. 


�	Visy submission, 18 October 1999, p. 1.


�	Amcor submission, (received) 21 October 1999, p. 1. 


�	BHPP submission, 22 October 1999, p. 3. 


� 	GasAdvice submission, 15 February 2000, p. 15.


�	BHPP submission, 22 October 1999, p. 3.


� 	GasAdvice submissions, 15 February 2000, pp. 14-15 and 17 March 2000, p. 5.


�	AGL submission, 27 October 1999, p. 2. 


� 	Ibid.


�	GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, pp. 10-11.


� 	Amcor, however, stated that one of its reasons for opposing ‘supplementary system security’ was that short-term constraints are already dealt with through the spot market for which they would pay uplift fees.  Amcor submission, 14 March 2000, p. 1.


�	AGL submission, 27 October 1999, p. 2. 


�	GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, Annexure 3, p. 2.


�	Derived from TPA Supplementary access arrangement information, 16 March 1998, p. 5 and GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, Annexure 3. 


� 	Office of the Regulator-General, Victoria, Contestability in Victoria, October 1999, p. 9.


� 	ACCC, Victorian Final Decision, p. 91.


� 	GPU GasNet submission, 17 March 2000, p. 5.


�	TXU submission, 20 October 1999, p. 2. 


�	AGL submission, 27 October 1999, p. 3. 


�	TXU submission, 20 October 1999, p. 2. 


�	GPU GasNet submission, 29 November 1999, pp. 4-5. 


�	GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, Annexure 3, p. 4.


�	See ACCC, Victorian Draft Decision, 28 May 1998 and Victorian Final Decision, 6 October 1998.


� 	Pursuant to section 2.46 of the Code, the Commission can not refuse to approve revisions solely for the reason that the access arrangement as revised would not address a matter that sections 3.1 to 3.20 do not require the access arrangement to address.


�	GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, Annexure 3, p. 24.


�	Ibid, p. 27.


�	See ACCC, Victorian Final Decision, p. 27.  


� 	As the revenue requirement will be recouped over a period that is four months shorter than suggested in GPU GasNet’s application, the tariffs have been adjusted accordingly.


�	The total cost of the MMAP including the Interconnect Assets was approximately $100 million.  GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, Annexure 3, p. 18.


�	Visy submission, 18 October 1999, p. 1. 


�	ACCC, Victorian Final Decision, p. 62. 


�	Ministry of Energy and Utilities submission, 24 November 1999, p. 1. 


�	Ibid, pp. 1-2. 


�	Mallesons Stephen Jaques submission, 22 November 1999, p. 3. 


� 	Energy Projects Unit, Victorian Department of Treasury and Finance submission, 11 February 2000, pp. 4-5.


�	ACCC, Victorian Final Decision, p. 17. 


� 	The 63 km Interconnect pipeline had a capital cost of $19.5 million.  On a pro rata basis, the 57 km section located in NSW would have cost $17.6 million. 


�	GasAdvice submission, 28 October 1999, p. 6. 


� 	Amcor submission, 14 March 2000, pp. 1-2.


�	Energy Projects Division, Department of Finance and Treasury, Information Paper No. 2, Reforming Victoria’s gas industry, June 1997, p. 47. 


�	GPU GasNet, Application for revisions to PTS access arrangement, 25 August 1999, Annexure 5, p. 2.


� 	Submitted on behalf of ACI Glass Packaging, Alcoa, Amatek, Amcor, Barrett Burston, Blue Circle Southern Cement, Bonlac Foods, Cabot Australasia, Carter Holt Harvey, CSR Limited, Fletcher Challenge, Ford, Mobil Oil, Murray Goulburn, Nestlé, Pilkington, Pioneer, Qenos (Kemcor), Smorgon Steel, Tatura Milk and Uniqema.


� 	United Energy lodged a submission on 6 January 2000 requesting retraction of this submission.


� 	Submitted on behalf of ACI Glass Packaging, Alcoa, Amatek, Amcor, Barrett Burston, Blue Circle Southern Cement, Bonlac Foods, Cabot Australasia, CSR Limited, Fletcher Challenge Paper - Albury, Ford, Mobil Oil, Murray Goulburn, Nestlé, Nubrik (Pioneer), Pilkington Glass, Qenos (Kemcor), Smorgon Steel, Tatura Milk and Uniqema.


� 	The purpose of this submission was to request retraction of United Energy’s earlier submission, lodged 22 October 1999.





vi

Revisions to access arrangement for the Principal Transmission System – Final Decision

[image: image2.wmf]Chart 4.1: Winter demand and reduced Longford supply

0%

20%

40%

60%

80%

100%

120%

1

2

3

4

5

6

7

8

9

10

11

Scenario

Winter supply and demand

with Interconnect Assets

Longford supply only

Demand - smallest users

Demand - small and medium users

Demand - all users

_1018764380.xls
Chart6

		1.06		1		0.85		0.6375		0.425

		0.96		0.9		0.85		0.6375		0.425

		0.86		0.8		0.85		0.6375		0.425

		0.76		0.7		0.85		0.6375		0.425

		0.66		0.6		0.85		0.6375		0.425

		0.56		0.5		0.85		0.6375		0.425

		0.46		0.4		0.85		0.6375		0.425

		0.36		0.3		0.85		0.6375		0.425

		0.26		0.2		0.85		0.6375		0.425

		0.16		0.1		0.85		0.6375		0.425

		0.06		0		0.85		0.6375		0.425



with Interconnect Assets

Longford supply only

Demand - smallest users

Demand - small and medium users

Demand - all users

Interconnect

Longford

Largest

Medium

Small

Scenario

Winter supply and demand

Chart 4.1: Winter demand and reduced Longford supply



GPU

		2000 Effective Tariffs																																						OPTION		Pre Roll-In		Anytime		Flat Pk		% Peak

		Tariff Type				Tariff D										Tariff D										Tariff V														($/GJ)

		Load Factor				80%										60%																						Injection Tariff														40% LF and 50% in Winter

						Pre Roll-In		Anytime		Flat Pk		% Peak				Pre Roll-In		Anytime		Flat Pk		% Peak				Pre Roll-In		Anytime		Flat Pk		% Peak								Injection		2.260		2.260		2.260		2.260

				Zone		($/GJ)																																		Latrobe		0.662		0.662		0.662		0.662

				Calder		$0.6807		$0.7110		$0.7028		$0.7653				$0.8201		$0.8504		$0.8496		$0.9329				$1.0190		$1.0493		$1.0537		$1.1704								Lurgi		0.732		0.732		0.732		0.732				Customer Definition

				Carisbrook		$0.6364		$0.6667		$0.6586		$0.7059				$0.7531		$0.7835		$0.7827		$0.8458																														Annual		1,000		GJ

				Echuca		$0.6607		$0.6910		$0.6829		$0.7426				$0.7961		$0.8264		$0.8257		$0.9053				$0.9810		$1.0113		$1.0157		$1.1258								Totals

				Latrobe		$0.0866		$0.1169		$0.1088		$0.0916				$0.0977		$0.1280		$0.1272		$0.1044				$0.1141		$0.1444		$0.1488		$0.1228																				Tariff D		(100% LF)

				Lurgi		$0.2077		$0.2380		$0.2299		$0.2220				$0.2332		$0.2635		$0.2628		$0.2523				$0.2845		$0.3149		$0.3193		$0.3133						Anytime Volume														Peak Day		2.740		GJ

				Metro		$0.1759		$0.2062		$0.1981		$0.1894				$0.2083		$0.2386		$0.2378		$0.2262				$0.2592		$0.2896		$0.2940		$0.2831								Calder		0.262		0.293		0.262		0.262				5 Pk Days		12.877		GJ

				North Hume		$0.6698		$0.7001		$0.6919		$0.7593				$0.8167		$0.8470		$0.8463		$0.9362				$1.0530		$1.0833		$1.0878		$1.2194								Carisbrook		0.286		0.316		0.286		0.286				Tariff V

				South Hume		$0.2808		$0.3111		$0.3030		$0.3116				$0.3392		$0.3695		$0.3688		$0.3802				$0.3732		$0.4035		$0.4080		$0.4164								Echuca		0.255		0.285		0.255		0.255				Winter		50%

				Chiltern Valley		$0.6003		$0.6306		$0.6225		$0.6778				$0.7291		$0.7594		$0.7586		$0.8324																		Latrobe		0.053		0.084		0.053		0.053				LF		40%

																																								Lurgi		0.131		0.162		0.131		0.131

																																								Metro		0.079		0.109		0.079		0.079

		Variance from Current Published Tariffs																																						North Hume		0.229		0.259		0.229		0.229

				Zone		($/GJ)																																		South Hume		0.106		0.136		0.106		0.106

				Calder				$0.0303		$0.0222		$0.0846						$0.0303		$0.0296		$0.1128						$0.0303		$0.0348		$0.1514								Chiltern Valley		0.214		0.244		0.214		0.214

				Carisbrook				$0.0303		$0.0222		$0.0695						$0.0303		$0.0296		$0.0927																		Totals

				Echuca				$0.0303		$0.0222		$0.0819						$0.0303		$0.0296		$0.1092						$0.0303		$0.0348		$0.1448

				Latrobe				$0.0303		$0.0222		$0.0050						$0.0303		$0.0296		$0.0067						$0.0303		$0.0348		$0.0087						Peak Volume

				Lurgi				$0.0303		$0.0222		$0.0143						$0.0303		$0.0296		$0.0191						$0.0303		$0.0348		$0.0287								Calder		1.368		1.368		1.437		1.670

				Metro				$0.0303		$0.0222		$0.0134						$0.0303		$0.0296		$0.0179						$0.0303		$0.0348		$0.0238								Carisbrook		0.000		0.000		0.000		0.000

				North Hume				$0.0303		$0.0222		$0.0896						$0.0303		$0.0296		$0.1194						$0.0303		$0.0347		$0.1664								Echuca		1.307		1.307		1.377		1.597

				South Hume				$0.0303		$0.0222		$0.0308						$0.0303		$0.0296		$0.0410						$0.0303		$0.0348		$0.0432								Latrobe		0.079		0.079		0.148		0.096

				Chiltern Valley				$0.0303		$0.0222		$0.0775						$0.0303		$0.0296		$0.1033																		Lurgi		0.259		0.259		0.329		0.317

																																								Metro		0.215		0.215		0.285		0.263

																																								North Hume		1.503		1.503		1.572		1.836

		% Variance from Current Published Tariffs																																						South Hume		0.390		0.390		0.459		0.476

				Zone																																				Chiltern Valley		0.000		0.000		0.000		0.000

				Calder				4.45%		3.26%		12.43%						3.70%		3.60%		13.75%						2.97%		3.41%		14.86%								Total

				Carisbrook				4.76%		3.48%		10.92%						4.02%		3.92%		12.31%

				Echuca				4.59%		3.35%		12.40%						3.81%		3.71%		13.72%						3.09%		3.54%		14.76%						Peak Demand

				Latrobe				35.00%		25.60%		5.79%						31.03%		30.25%		6.85%						26.57%		30.46%		7.66%								Calder		23.723		23.723		25.100		28.978

				Lurgi				14.59%		10.67%		6.90%						13.00%		12.67%		8.19%						10.65%		12.21%		10.10%								Carisbrook		19.500		19.500		20.877		23.820

				Metro				17.23%		12.60%		7.63%						14.55%		14.19%		8.60%						11.69%		13.40%		9.19%								Echuca		22.973		22.973		24.350		28.062

				North Hume				4.53%		3.31%		13.38%						3.71%		3.62%		14.63%						2.88%		3.30%		15.80%								Latrobe		1.407		1.407		2.784		1.719

				South Hume				10.79%		7.89%		10.95%						8.94%		8.71%		12.09%						8.12%		9.31%		11.57%								Lurgi		4.020		4.020		5.397		4.910

				Chiltern Valley				5.05%		3.69%		12.91%						4.16%		4.05%		14.17%																		Metro		3.766		3.766		5.143		4.600

																																								North Hume		25.128		25.128		26.505		30.694

																																								South Hume		8.626		8.626		10.003		10.537

																																								Chiltern Valley		21.734		21.734		23.111		26.548
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Decade

		Data from		http://www.vencorp.com.au/bull.htm								see		C:My Documents\Gas\GPU Interconnect\Spreadsheats\VENCorp Data\Historical demand/XLS

		TotalDemand - Operational (kscm)		1990		1991		1992		1993		1994		1995		1996		1997		1998		1999

		January		317911		246334		305477		250222		265789		317068		311842		265690		264507		253184

		February		341649		271944		318023		261269		290020		330598		322477		258270		267233		264658

		March		377156		300676		320523		337367		352784		353880		345487		227913		305330		315611

		April		372122		381775		407819		330987		368211		475747		439711		250843		391242		402534

		May		549778		528327		503353		482678		542309		586964		302942		483763		506009		477299

		June		629583		513788		659104		604770		585634		631661		442813		578115		578911		562542

		July		620888		564400		655349		552826		597543		682848		651830		649856		594953		592934

		August		619545		586104		666499		511996		586967		430693		492122		600988		551035		578838

		September		430077		468593		598665		467515		553723		499258		417920		469474		384207		428767

		October		378333		367209		440473		373154		414904		502782		381509		404963		330778		380122

		November		359102		343232		335372		308602		419081		384604		340085		326066		350914		355810

		December		241671		242803		257436		278150		268621		319024		191487		235555		275174		265352

				5237815		4815185		5468093		4759536		5245586		5515127		4640225		4751496		4800293		4877651

		TotalDemand - Operational (kscm)		1990		1991		1992		1993		1994		1995		1996		1997		1998		1999		Mean

		January		6.1		5.1		5.6		5.3		5.1		5.7		6.7		5.6		5.5		5.2		5.6

		February		6.5		5.6		5.8		5.5		5.5		6.0		6.9		5.4		5.6		5.4		5.8

		March		7.2		6.2		5.9		7.1		6.7		6.4		7.4		4.8		6.4		6.5		6.5

		April		7.1		7.9		7.5		7.0		7.0		8.6		9.5		5.3		8.2		8.3		7.6

		May		10.5		11.0		9.2		10.1		10.3		10.6		6.5		10.2		10.5		9.8		9.9

		June		12.0		10.7		12.1		12.7		11.2		11.5		9.5		12.2		12.1		11.5		11.5

		July		11.9		11.7		12.0		11.6		11.4		12.4		14.0		13.7		12.4		12.2		12.3

		August		11.8		12.2		12.2		10.8		11.2		7.8		10.6		12.6		11.5		11.9		11.3

		September		8.2		9.7		10.9		9.8		10.6		9.1		9.0		9.9		8.0		8.8		9.4

		October		7.2		7.6		8.1		7.8		7.9		9.1		8.2		8.5		6.9		7.8		7.9

		November		6.9		7.1		6.1		6.5		8.0		7.0		7.3		6.9		7.3		7.3		7.0

		December		4.6		5.0		4.7		5.8		5.1		5.8		4.1		5.0		5.7		5.4		5.1

				100.0		100.0		100.0		100.0		100.0		100.0		100.0		100.0		100.0		100.0		100.0

		LinepackChange - Operational (kscm)		1990		1991		1992		1993		1994		1995		1996		1997		1998		1999

		January		-737		-64		247		-49		-818		14		582		-334		-435		119

		February		314		-296		485		-234		-464		-109		-39		136		475		-458

		March		454		88		-871		72		1283		-656		-443		-20		-679		-642

		April		-664		-863		-387		-323		-945		28		-1100		-633		-649		1222

		May		-498		484		709		-472		36		-791		141		689		687		-559

		June		673		-207		-680		272		-734		217		-141		-119		-167		-1339

		July		-532		-675		510		42		821		-520		-368		-341		538		1431

		August		393		404		-484		-168		-314		88		-235		529		-660		618

		September		288		638		527		-584		-504		1000		-272		-272		-2227		-1786

		October		512		-248		726		829		1597		117		276		622		2370		94

		November		-225		401		-577		940		-693		1080		220		-268		886		-496

		December		591		-303		-66		-470		-185		1048		396		-559		-726		-700

				569		-641		139		-145		-920		1516		-983		-570		-587		-2496





Volumes

								1998		1999		2000		2001		2002

		Volumes as Forecast in Tariff Model

		Total										216,051,744		223,444,651		227,325,627

		Total less Western (for ATT calculation)										212,422,315		219,776,594		223,640,341

		Western										3,629,429		3,668,057		3,685,286

		NSW Exports										3,000,000		3,000,000		3,000,000

		Total less Western less NSW Exports (for tariff calculation)										209,422,315		216,776,594		220,640,341												212422		582

										VENCorp										Spare' volume after Longford Injection		Spare' volume after Longford Injection		Spare' volume after Longford Injection		Spare' volume after Longford Injection		Spare' volume after Longford Injection		Spare' volume after Longford Injection

		1997		Principal						1990-99 average		Prorated						Demand		Longford inj as % of max		Longford inj as % of max		Longford inj as % of max		Longford inj as % of max		Longford inj as % of max		Longford inj as % of max

		Month		GJ		%				%		GJ/month						TJ/day		100.0%		95.0%		90.0%		85.0%		80.0%		75.0%		70.0%		65.0%		55.0%		50.0%		45.0%		40.0%		35.0%

																				990		940.5		891		841.5		792		742.5		693		643.5		544.5		495		445.5		396		346.5

		Jan		10,400,701		5.39%				5.59%		11,865,514		11,842,744		12,050,944		390		600		550		501		451		402		352		303		253		154		105		55		6		-44

		Feb		9,756,584		5.05%				5.84%		12,400,588		11,109,322		11,304,627		408		582		533		483		434		384		335		285		236		137		87		38		-12		-61

		Mar		11,822,007		6.12%				6.46%		13,724,632		13,461,113		13,697,764		451		539		489		440		390		341		291		242		192		93		44		-6		-55		-105

		Apr		14,065,615		7.29%				7.62%		16,197,076		16,015,794		16,297,357		533		457		408		358		309		259		210		160		111		12		-38		-87		-137		-186

		May		19,357,039		10.03%				9.88%		20,994,269		22,040,867		22,428,353		690		300		250		201		151		102		52		3		-47		-146		-195		-245		-294		-344

		Jun		22,329,444		11.57%				11.54%		24,507,311		25,425,392		25,872,379		806		184		135		85		36		-14		-63		-113		-162		-261		-311		-360		-410		-459

		Jul		25,131,291		13.02%				12.32%		26,175,207		28,615,711		29,118,785		861		129		80		30		-19		-69		-118		-168		-217		-316		-366		-415		-465		-514

		Aug		23,208,567		12.02%				11.25%		23,907,235		26,426,404		26,890,989		786		204		155		105		56		6		-43		-93		-142		-241		-291		-340		-390		-439

		Sep		17,979,838		9.32%				9.40%		19,968,415		20,472,719		20,832,636		656		334		284		235		185		136		86		37		-13		-112		-161		-211		-260		-310

		Oct		15,587,347		8.08%				7.92%		16,823,675		17,748,512		18,060,537		553		437		387		338		288		239		189		140		90		-9		-58		-108		-157		-207

		Nov		12,476,366		6.46%				7.04%		14,946,126		14,206,198		14,455,947		491		499		449		400		350		301		251		202		152		53		4		-46		-95		-145

		Dec		10,900,481		5.65%				5.14%		10,912,267		12,411,818		12,630,022		359		631		582		532		483		433		384		334		285		186		136		87		37		-12

				193,015,280						100.00%		212,422,315		219,776,594		223,640,341

		Average TJ/day

		Dec-Feb		413.4		577		527		478		428		379		329

		Mar-May		558.0		432		383		333		284

		Jun-Aug		817.4		173		123		74		24

		Sep-Nov		567.0		423		374		324		275		234		185

														-25		-75

														225		176





User usage

		According to GasAdvice:

		Alternative tariff structures that meet the pricing principles set out in section 8 of the Code might include:

		 an across-the-board increase in the Anytime Volume Charge for all users (as per GPU proposal);

		 an increase but at a different rate in the Anytime Volume Charge for Tariff V versus Tariff D users;

		 an increase in the Peak Demand Charge;

		 a set dollar amount for each user – regardless of size – payable per meter.

		According to ORG's contestability brochure of October 1999:

		The schedule for introducing contestability is as follows:

		Date		Customer				Number of		Cumulative		Example		ompet t on				MDQ (GJ/day)

				load (GJ)				customers		market share (%)		of  ustomer n		act on

		1-Oct-99		>		500,000		35		24		Paper mill, brickmaker, Already								1369.9

												food processor and		implemented

												chemical producer

		1-Mar-00		100,000		499,999		110		36.6		Hospital, hotel,						274.0		1369.9

												medium to large

												manufacturer

		1-Sep-00		5000		99,999		1200		48.2		Large restaurant,						13.7		274.0

												small manufacturer,

												commercial building

		1-Sep-01		All remaining				1,400,000		100		Households and

												small business

		Therefore, usage of the system by size is

		Tranche		No.		Mkt Share (%)

						Group		Average

		1		35		24		0.6857142857

		2		110		12.6		0.1145454545

		3		1200		11.6		0.0096666667

		4		1400000		51.8		0.000037

		Total		1401345		100		0.00007136

		Total IA revenue increase for 2000 is ($m)								6.508

		Tariff based on a fixed fee per customer ($)								4.644109766

		Tranche		No.		IA charge ($)		Share (%)

		1		35		163		0.002

		2		110		511		0.008

		3		1200		5573		0.086

		4		1400000		6501754		99.904

		Total		1401345		6508000		100.000

		Usage by customer class

		Tranche										TJ/year		TJ/day

		1		>		500,000		35		24		50981		140

		2		100,000		499,999		110		36.6		26765		73

		3		5000		99,999		1200		48.2		24641		68

		4		All remaining				1,400,000		100		110035		301

												212422		582

		Impact of potential supply shortages by customer class

				VENCorp		Total		Tranche 1		Tranche 2		Tranche 3		Tranche 4		Spare' volume after Longford Injection

				1990-99 average		Demand		Base		Base		Base		Residual		Longford inj as % of max

				%		TJ/day		47.77%		30.36%		10.47%				100.0%		95.0%		90.0%		85.0%		81.0%		75.0%		70.0%		65.0%		60.0%		55.0%		50.0%

																990		940.5		891		841.5		801.9		742.5		693		643.5		594		544.5		495

		Jan		5.59%		390.1		116		56		48		170.4		600		550		501		451		412		352		303		253		204		154		105

		Feb		5.84%		407.7		118		58		49		182.4		582		533		483		434		394		335		285		236		186		137		87

		Mar		6.46%		451.2		123		62		54		212.2		539		489		440		390		351		291		242		192		143		93		44

		Apr		7.62%		532.5		133		69		62		267.7		457		408		358		309		269		210		160		111		61		12		-38

		May		9.88%		690.2		153		83		79		375.4		300		250		201		151		112		52		3		-47		-96		-146		-195

		Jun		11.54%		805.7		168		93		91		454.3		184		135		85		36		-4		-63		-113		-162		-212		-261		-311

		Jul		12.32%		860.6		175		98		96		491.7		129		80		30		-19		-59		-118		-168		-217		-267		-316		-366

		Aug		11.25%		786.0		165		91		89		440.8		204		155		105		56		16		-43		-93		-142		-192		-241		-291

		Sep		9.40%		656.5		149		80		75		352.4		334		284		235		185		145		86		37		-13		-62		-112		-161

		Oct		7.92%		553.1		136		71		65		281.7		437		387		338		288		249		189		140		90		41		-9		-58

		Nov		7.04%		491.4		128		65		58		239.6		499		449		400		350		311		251		202		152		103		53		4

		Dec		5.14%		358.8		112		54		44		149.0		631		582		532		483		443		384		334		285		235		186		136

		Total/average		100.00%		582		140		73		68		301

		Maximum						175		98		96		492

		Load factor						80.0%		75.0%		70.0%		61.3%
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Chart 1: Winter demand and reduced Longford supply
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Chart 1: Winter demand and reduced Longford supply
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Chart 1: Winter demand and reduced Longford supply



		GPU GasNet e-mail of 28 February 2000

										Conversion factor

				tonnes		TJ		TJ/tonne		0.0544

		VENCorp		3000		163		0.0543333333		163

		Retailers		8400		457		0.0544047619		457

						620






