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Minutes of the public forum for the AER’s draft decision on Envestra’s access arrangement revision proposal (1 July 2011 to 30 June 2016)
Location: 
Stamford Plaza Hotel

150 North Terrace Adelaide

Date:
2 March 2011
Forum chair: 
Andrew Reeves
Attendees:
(see appendix 1)

1. Presentation on the AER’s draft decision
Andrew Reeves opened the forum, and presented the AER’s draft decision. The presentation slides are available on the AER’s website.

2. Questions and discussion
Andrew Nance – SACOSS, noted the AER’s stated concern that Envestra may not proceed with the full extent of the proposed mains replacement program, and asked the chair the AER’s view about the likelihood and obligations of Envestra completing the mains replacement program.
Andrew Reeves – AER, stated that Envestra is under certain regulatory obligations to reduce unaccounted for gas (UAFG) in their network. He said that Envestra is likely to prioritise the work in areas that most urgently need replacement prior to replacing mains in those areas which are in better condition. Mr Reeves stated that the consultants employed by the AER had concluded that the replacement of these mains was a necessity regardless of UAFG, and further, that the AER’s forecast depreciation approach would reduce the incentive for Envestra to underspend.
Simon Gramp – Department for Transport, Energy and Infrastructure, noted that this was assuming that leakage from pipes was the reason for the high UAFG. He stated that there could also be a measurement error from receipt of the gas at the gate stations.

Ralph Mignone – Envestra, noted that Envestra anticipate replacing 492 km of pipes during the earlier access arrangement period compared to a target of 500 km and that cast iron pipes accounted for a significant majority of UAFG.
Simon Gramp noted that in the opening capital base there was no recognition of any redundant assets. He stated that replacing cast iron pipes before their estimated technical life of 85 years should mean some redundant assets should be excluded from the opening capital base.
Andrew Reeves said that an asset being replaced before the end of its economic life could be written off, and reflected in a higher depreciation allowance.
Adam Petersen – AER, stated that, consistent with that submitted by Envestra and considered by the previous regulator, the AER had taken the view that the value of the assets were not material.

Simon Gramp further stated that if the assets were being replaced after 50 years of an expected 85 year life then it was likely that the value would be material.
Craig de Laine – Envestra, noted that most regulators do not make the adjustment for redundant assets in cases like this because it changes the risk that the regulated business faces. However, the adjustment would not change the amount of money recouped by Envestra, but only the depreciation profile.

Juris Kuznecovs – AER, noted that some of Envestra’s pipeline assets may have physically depreciated at a greater rate than allowed for by the regulatory depreciation schedule but are still included in the regulatory asset base, even though they may have zero or minimal functional value in regards to contributing to Envestra’s network services. 
Craig de Laine – Envestra, acknowledged that Envestra was therefore likely to have been undercompensated in the past and that this was one matter that the AER had addressed in its Draft Decision.
Steve Macmillan – Origin Energy, asked about the proposed Terms and Conditions in the access arrangement. He stated that Origin was trying to understand the justification for Envestra retaining the ability to issue invoices in advance for their services. He mentioned that this has not been brought into line with certain other jurisdictions. Mr Macmillan asked if there was any further reasoning behind this than what was in the draft decision.
Adam Petersen stated that the reasoning given in the draft decision included all of the AER’s considerations.

Steve Macmillan stated that he thought more transparency in this area would be better. He said that the opportunity to revisit the terms and conditions rarely came up.
Craig de Laine stated that ESCOSA had reviewed the terms and conditions and did not find a regulatory burden as suggested by retailers. He stated that Envestra’s own experience is that the costs are not material, despite the argument being made by retailers to the contrary.
Steve Macmillan noted that there will be more evidence advanced in its upcoming submission.

Warwick Anderson – AER, observed that there is an issue in many access arrangements regarding credit. He stated that there may need to be other prudential arrangements in place of the existing prepayment arrangements.
John Pike – Major Energy Users, said that he could not see the clarity around the business case regarding mains replacement. Mr Pike commented that based on the gross amount of mains replaced and the UAFG allowance the cost/benefit analysis does not seem to be in favour of replacing the entirety of Envestra’s cast iron mains.
Andrew Reeves stated that the mains replacement plan is not solely based on the cost/benefit analysis relating to the UAFG reduction, and that there are other factors which come in to the analysis.

Ralph Mignone – Envestra, stated that Envestra’s Mains Replacement Plan is not only driven by reducing UAFG but also safety issues.

Marino Bolzon – Department of Transport Energy and Infrastructure, asked whether the cost associated with the proposed obligations on Envestra regarding the National Energy Consumer Framework (NECF) in 2012 can be recovered under the access arrangement.
Adam Petersen stated that there is a trigger event for regulatory change pass through that should be broad enough to cover that event.
Ralph Mignone also noted that a specific trigger event has been included for the NECF which appeared to imply the re-opening of the access arrangement

Andrew Nance queried the AER’s position on the tariff balancing side constraints. He mentioned that a constraint of 2% year-to-year sounds good, but if that means that the entire tariff change is squeezed into the opening year of the access arrangement period then that is not necessarily a good outcome. Mr Nance asked whether Envestra would comment.
Craig de Laine said that the AER took a different view from Envestra on this. Where Envestra submitted a front-loaded increase the AER decided to smooth it.
Andrew Nance remarked that the increase coming all at once, particularly through unavoidable supply charges, was the worst outcome for consumers.

Craig de Laine said that a further consideration was how the retailers eventually passed the distribution component on to the customer under their contracts.

John Pike questioned the DRP. He congratulated the AER on its move to a MRP of 6. However, he said he was still concerned with the DRP. Mr Pike said that the AER had restricted itself to looking at published corporate bonds, but the businesses would have a portfolio of debt sources including sourcing funds overseas.
Andrew Reeves said that the AER would welcome submissions on this aspect of the decision, and also mentioned that there were ongoing proceedings in the tribunal of which it needed to be aware.

John Pike said that he could not see the justification for augmentation expenditure, considering the ongoing drop in customer demand.

Craig de Laine stated that augmentation expenditure was often needed in localised areas, whereas demand figures were given for the entire network. He said that as such, augmentation could be needed in areas to overcome pressure issues even though overall per customer demand across the whole network was dropping. He also mentioned that new gas appliances such as instantaneous water heaters could create higher peak demand even though overall demand volumes could drop.
Ralph Mignone further added that actual volumes across the network were rising, even though per customer demand was dropping, which meant augmentation projects would still be necessary.
Andrew Reeves – AER then thanked all the attendees for participating, and closed the forum.
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