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DISCLAIMER

This document has been prepared solely for the purpose of compliance with the Gas Pipelines Access (South Australia) Act 1997 and the National Third Party Access Code for Natural Gas Pipeline Systems (‘the Code’). 

It is designed solely to enable Pipeline Users and Prospective Pipeline Users to understand the derivation of elements in the accompanying Access Arrangement and to form an opinion as to the compliance of that Access Arrangement with the provisions of the Code.

This document is not intended for any other purpose and should not be relied upon as the basis for any decision to transport or retail gas through the Riverland Pipeline or to buy or sell, or otherwise deal in, Envestra’s securities or for any other purpose.

1. INTRODUCTION

1.1 Purpose of this document

This document is the Access Arrangement Information in relation to the Access Arrangement for Envestra’s (ACN 078 551 685) Gas transmission pipeline from Angaston to Berri (‘the Riverland Pipeline’).

This Access Arrangement Information has been submitted by Envestra to the Australian Competition and Consumer Commission (‘the Regulator’) in accordance with section 2 of the National Third Party Access Code for Natural Gas Pipeline Systems (‘the Code’). The Code is established pursuant to the Gas Pipelines Access (South Australia) Act 1997. 

The purpose of this document is to set out such information as is necessary to enable Pipeline Users and Prospective Pipeline Users to understand the derivation of the elements of the Access Arrangement and to form an opinion as to the compliance of the Access Arrangement with the provisions of the Code.

1.2 Background

Envestra was formed on 1 July 1997. It owns Gas distribution infrastructure assets in South Australia, Victoria, Queensland and the Northern Territory. Envestra is also the owner of the Palm Valley to Alice Springs transmission pipeline in the Northern Territory and is currently constructing a transmission pipeline from Berri to Mildura (‘the Mildura Pipeline’). The Mildura Pipeline interconnects with the Riverland Pipeline and its construction will have significant implications for the Riverland Pipeline, most notably by doubling gas flows over the medium term.  
A separate Access Arrangement has been submitted to the Regulator in respect of the Mildura Pipeline.

Envestra has contracted various aspects of the operation and management of the Riverland Pipeline to Boral Energy Asset Management Limited (BEAM) under an operating and management agreement. Under the agreement, BEAM will perform a range of operational activities on behalf of Envestra, including overseeing the day-to-day operation of the Riverland Pipeline, which has been contracted to a third party, Epic Energy. 

Envestra will reimburse BEAM for its costs and expenses in relation to the provision of its services and pay BEAM a management fee. The agreement is structured so that BEAM has an incentive to reduce operating and capital costs in a prudent and efficient manner. 

In carrying out its obligations under the operating and management agreement in relation to the Riverland Pipeline BEAM is required to comply with Envestra’s Access Arrangement for the Pipeline. 

The approach adopted by Envestra in preparing the Access Arrangement for the Riverland Pipeline, including matters such as the approach to valuation of the initial Capital Base, calculation of the Rate of Return, the Terms and Conditions, and the various policies required by the Code, are as consistent as possible with Envestra’s other Access Arrangements which have been approved by a regulator (in the case of the Mildura distribution network) or are currently being considered (in the case of the South Australian distribution network, the Mildura Pipeline and the Albury Gas Company distribution network).  

1.3 The Pipeline

The Riverland Pipeline was constructed in 1995. It originates at the end of Epic’s Angaston lateral which runs off the Moomba to Adelaide Pipeline. The Riverland Pipeline runs in a generally easterly direction from Angaston to Berri, with a spur line running south from Sedan to Murray Bridge.

A map showing the route of the Riverland Pipeline is provided as Appendix A to the Access Arrangement.

Additional technical details in relation to the Riverland Pipeline are included in section 13 of this Access Arrangement Information.

1.4 Interpretation

Unless otherwise defined in the Access Arrangement (see section 10 of the Access Arrangement), terms used in the Access Arrangement and this document have the same meaning as they have in the Code. Terms which are defined in the Code or in section 10 of the Access Arrangement commence with capital letters.

1.5 Commencement Date

The Access Arrangement will come into effect on the date on which its approval takes effect under section 2 of the Code. 

1.6 Contact Details

The contact person for further details in relation to this Access Arrangement Information and the Access Arrangement to which it relates is:

Mr Des Petherick

Manager Corporate and Public Affairs 

Envestra Limited

Level 10, 81 Flinders Street

Adelaide  SA  5000

Ph:
(08) 8227 1500

Fax:     (08) 8227 1511

2. CONTENTS OF THE ACCESS ARRANGEMENT

2.1 Code Requirements

Section 2.5 of the Code states that an Access Arrangement may include any relevant matter, but must include at least the elements described in sections 3.1 to 3.20 of the Code.  Sections 3.1 to 3.20 of the Code require the Access Arrangement to include the following elements:

· a Services Policy (sections 3.1 and 3.2);

· a Reference Tariff for at least one Service that is likely to be sought by a significant part of the market (a Reference Service) and for each other Service that is likely to be sought by a significant part of the market and for which the Regulator considers a Reference Tariff should be included (sections 3.3 to 3.4);

· a Reference Tariff Policy which describes the principles to be used to determine Reference Tariffs (section 3.5);

· the terms and conditions on which the Service Provider will supply each Reference Service (section 3.6);

· a Capacity Management Policy – a statement of whether the Pipeline is a Contract Carriage Pipeline or a Market Carriage Pipeline (sections 3.7 and 3.8);

· a Trading Policy which, in the case of Contract Carriage Pipelines, describes the rights of a User to trade its right to a Service to another person (sections 3.9 to 3.11);

· a Queuing Policy – a policy for determining the priority a Prospective User has to obtain access to Spare Capacity and Developable Capacity (sections 3.12 to 3.15);

· an Extensions/Expansions Policy – a policy which sets out, among other things, whether any extension or expansion will be treated as part of the Covered Pipeline under the Code and how the extension or expansion will affect Reference Tariffs (section 3.16); and

· a Revisions Submission Date and a Revisions Commencement Date (sections 3.17 to 3.20).  These are the dates by which the Service Provider must submit revisions to the Access Arrangement and upon which these revisions are intended to take effect.

Access Arrangement Information must be submitted with an Access Arrangement and section 2.6 of the Code requires that it must contain such information as, in the opinion of the Regulator, would enable Users and Prospective Users to:

· understand the derivation of the elements in the Access Arrangement; and 

· form an opinion as to the compliance of the Access Arrangement with the provisions of the Code.

Section 2.7 of the Code provides that the Access Arrangement Information may include any relevant information, but must include at least the categories of information described in Attachment A to the Code.

Section 2.8 of the Code provides that information included in the Access Arrangement Information, including information of the type described in Attachment A, may be categorised or aggregated to the extent necessary to ensure the disclosure of the information is, in the opinion of the Regulator, not unduly harmful to the legitimate business interests of the Service Provider or a User or Prospective User.

2.2 Compliance

The Access Arrangement for the Riverland Pipeline includes each of the elements that are required to be included in an Access Arrangement. This document addresses the compliance of each element of the Access Arrangement with the requirements of the Code.

This Access Arrangement Information also addresses the categories of information described in Attachment A to the Code (see section 2.3 below). In accordance with the Code this information has been categorised and/or aggregated where necessary to prevent undue harm to the legitimate business interests of Pipeline Users, Prospective Pipeline Users and Envestra. 

2.3 ‘Attachment A’ Requirements

Attachment A to the Code outlines certain categories of information which the Access Arrangement Information is to contain.  These categories of information are listed below, together with a reference to where the information can be found in this document.

Category 1:
Information Regarding Access & Pricing Principles

(a) 
Tariff determination methodology (sections 4.2, 5.2 and 6.2).

(b) 
Cost allocation approach (section 5.2).

(c) 
Incentive structures (section 6.2).

Category 2: 
Information Regarding Capital Costs

(a) 
Asset values for each pricing zone, service or category of asset (section 4.2).

(b) 
Information as to asset valuation methodologies (section 4.2).

(c) 
Assumptions on economic life of asset for depreciation (section 4.2).

(d) 
Depreciation (section 4.2).

(e) 
Accumulated depreciation (section 4.2).

(f) 
Committed capital works and capital investment (section 4.2).

(g) 
Description of nature and justification for planned capital investment (section 4.2).

(h) 
Rates of return (section 4.2).

(i) 
Capital structure – debt/equity split assumed (section 4.2).

(j) 
Equity returns (section 4.2).

(k) 
Debt costs (section 4.2).

Category 3: 
Information Regarding Operations & Maintenance

(a)
Fixed versus variable costs (section 4.2).

(b) 
Cost allocation between zones, services or categories of asset and between  regulated/unregulated (section 4.2).

(c) 
Wages and salaries by pricing zone, service or category of asset (section 4.2).

(d) 
Cost of services by others including rental equipment (section 4.2).

(e) 
Gas used in operations – unaccounted for System Use Gas to be separated from compressor fuel (section 4.2).

(f) 
Materials and supply (section 4.2).

(g) 
Property taxes (section 4.2).

Category 4: 
Information Regarding Overheads & Marketing Costs

(a) 
Total Service Provider costs at corporate level (section 4.2).

(b) 
Allocation of costs between regulated/unregulated segments (section 4.2).

(c) 
Allocation of costs between particular zones, services or categories of asset (section 4.2).

Category 5: 
Information Regarding System Capacity & Volume Assumptions

(a) 
Description of system capabilities (section 13).

(b) 
Map of piping system – pipe sizes, distances and maximum delivery capability (section 13 and Appendix A of the Access Arrangement).

(c) 
Average daily and peak demand at ‘city gates’ defined by volume and pressure (section 13)

(d) 
Total annual volume delivered – existing term and expected future volumes (section 13).

(e) 
Annual volume across each pricing zone, service or category of asset (section 13).

(f)
System load profile by month in each pricing zone, service or category of asset (section 13).

(g) 
Total number of customers in each pricing zone, service or category of asset (section 13).

Category 6: 
Information Regarding Key Performance Indicators

(a) 
Industry KPIs used by the Service Provider to justify ‘reasonably’ incurred costs (section 4.2).

(b) 
Service Provider’s KPIs for each pricing zone, service or category of asset (section 4.2).

3. SERVICES POLICY

3.1 Code Requirements

Section 3.1 of the Code states that an Access Arrangement for a Covered Pipeline must include a policy on the Service or Services to be offered. The Code refers to this policy as a Services Policy.

Section 3.2 of the Code states that the Services Policy must comply with certain principles. These principles are as follows:

· the Access Arrangement must include a description of one or more Services that the Service Provider will make available to Users or Prospective Users, including:

· one or more Services that are likely to be sought by a significant part of the market; and

· any Service or Services which in the Regulator’s opinion should be included in the Services Policy (section 3.2(a) of the Code);

· to the extent practicable and reasonable, a User or Prospective User must be able to obtain a Service which includes only those elements that the User or Prospective User wishes to be included in the Service (section 3.2(b) of the Code); and

· to the extent practicable and reasonable, a Service Provider must provide a separate Tariff for an element of a Service if this is requested by a User or Prospective User (section 3.2(c) of the Code).

3.2 Compliance and Derivation 

Section 2 of the Access Arrangement sets out the Services Policy for the Riverland Pipeline. It includes a description of the Pipeline Services available to Pipeline Users and Prospective Pipeline Users. The Pipeline Services fall into two categories:

· a Haulage Reference Service; and 

· a Negotiated Service.

Section 2.1 of the Access Arrangement states that, to the extent practicable and reasonable, a Pipeline User or Prospective Pipeline User may obtain a Pipeline Service that includes only those elements that the Pipeline User or Prospective Pipeline User wishes to be included in the Pipeline Service. This complies with section 3.2 (b) of the Code.

Section 2.1 of the Access Arrangement also states that, to the extent practicable and reasonable, Envestra will provide a separate Tariff for an element of a Pipeline Service if this is requested by a Pipeline User or Prospective Pipeline User. This complies with section 3.2 (c) of the Code.

3.2.1 Haulage Reference Services

Section 2.2 of the Access Arrangement provides for a single Haulage Reference Service.  The Haulage Reference Service comprises:

· accepting a quantity of Gas at a Transmission Receipt Point;

· the physical firm forward haulage of Gas from that Transmission Receipt Point to a Transmission Delivery Point; and

· delivering an equivalent quantity of Gas at a Transmission Delivery Point. 

The Haulage Reference Service also includes:

· the provision and maintenance of Metering Equipment at each Transmission Delivery Point;

· the provision of System Use Gas; and

· reading of Metering Equipment and the provision of metering data in electronic form to a Pipeline User on a daily basis.
Invoices will be issued to Pipeline Users on a monthly basis. The terms and conditions provide for prepayments to be made at the commencement of an Agreement and in each subsequent month. Invoices will be issued following the end of each month and will reconcile payments owing to Envestra with the amount of the prepayment.

The Haulage Reference Service is the Service that is likely to be sought by a significant part of the market during the Access Arrangement Period.

The Reference Tariff applicable to the Haulage Reference Service is set out in Appendix C of the Access Arrangement. The methodology adopted by Envestra in developing the Reference Tariff is set out in sections 4.2, 5.2 and 6.2 of this document.

Envestra will provide the Haulage Reference Service in accordance with, and subject to, the terms and conditions referred to in section 4 of the Access Arrangement including the terms and conditions in Appendix B to the Access Arrangement.  These are discussed further in section 7 of this document.

3.2.2 Negotiated Services

In addition to the Haulage Reference Service described in section 2.2 of the Access Arrangement, Envestra will make available other Pipeline Services on the basis of commercially negotiated terms and conditions (including Tariffs). These Services will be provided subject to their provision being reasonable, both technically and practically.

A typical example of a Negotiated Service is an interruptible haulage Service. 

A Negotiated Service will be provided in accordance with the terms and conditions referred to in section 4 of the Access Arrangement where appropriate and applicable (as determined by Envestra). Where the terms and conditions referred to in section 4 of the Access Arrangement are neither appropriate nor applicable to the provision of a particular Pipeline Service, they will be agreed on a case-by-case basis to reflect the circumstances applying to the provision of that Pipeline Service.

3.2.3 Service Standards and Quality

In addition to the terms and conditions applicable to the provision of a Pipeline Service (ie those referred to in section 4 of the Access Arrangement or otherwise negotiated), Envestra will provide Pipeline Services in accordance with certain minimum service standards and quality levels.  

Section 2.5 of the Access Arrangement provides that Envestra will provide each Pipeline Service in accordance with the provisions in any Pipeline Licence or applicable law. 

4. TOTAL REVENUE

4.1 Code Requirements

Section 8.4 of the Code provides that the Total Revenue can be calculated according to one of three approaches:

· a Cost of Service approach whereby Total Revenue is equal to the sum of

· a Rate of Return on the value of the Capital Base; plus

· depreciation of the Capital Base; plus

· the operating, maintenance and other Non-Capital Costs incurred in providing all Services provided by the Pipeline;

· an Internal Rate of Return (IRR) approach where the Total Revenue will produce a forecast IRR consistent with the principles in sections 8.30 and 8.31 of the Code; and

· a Net Present Value (NPV) approach whereby the Total Revenue will produce a forecast NPV of zero. The NPV approach should use a discount rate that provides the Service Provider with a return consistent with the principles in sections 8.30 and 8.31 of the Code.

Section 8.4 also provides that the methodology used to calculate the Cost of Service, IRR or NPV should be in accordance with generally accepted industry practice.  Section 8.6 provides that a range of values may be attributed to the Total Revenue and that the Regulator may have regard to performance indicators to determine a level of costs within this range.

4.2 Derivation and Compliance

In accordance with section 8.4 of the Code, Envestra has adopted a Cost of Service approach in the calculation of Total Revenue. The Total Revenue to be generated by the Pipeline in the initial Access Arrangement Period comprises revenue from the provision of the Haulage Reference Service.  It has been calculated using the following parameters and forecasts:  

· a real pre-tax rate of return of 8.5%;

· an initial Capital Base of $15.25m (generated using the DORC methodology) to be adjusted over the life of the Riverland Pipeline to: 

· include forecast New Facilities Investment on an annual basis, as outlined in section 4.2.5;

· reflect forecast depreciation on an annual basis, as outlined in section 4.2.3; 

· take account of inflation, which for the purposes of preparing the Access Arrangement and Access Arrangement Information has been assumed at 2.5%; and

· forecast Non-Capital Costs, as outlined in section 4.2.4.

Although Envestra proposes to offer a Negotiated Service, no demand has been identified for this Service at this point in time and no revenue has been forecast from the provision of this Service. Any future demand for such a Service is likely to reflect a corresponding decrease in demand (and hence revenue) from that forecast for the Haulage Reference Service. Accordingly, no rebate mechanism has been proposed in respect of revenue generated from the provision of Negotiated Services.

The costs, revenues and Tariffs expressed in this Access Arrangement and the Access Arrangement Information do not reflect the effects of the new tax system foreshadowed in A New Tax System (Goods and Services Tax) Act 1999.  Envestra envisages that the effects of the new tax system will be considered and incorporated in  costs, revenues and Tariffs prior to the Access Arrangement coming into effect.

4.2.1 Determination of Initial Capital Base

4.2.1.1 Code Requirements

The Code requires that an initial Capital Base be established for the first Access Arrangement for a Covered Pipeline. Sections 8.10 and 8.11 of the Code address the valuation of Covered Pipeline assets that were in existence when the Code became operative. The Riverland Pipeline is such an asset. Section 8.10 states that when a Reference Tariff is first proposed for such a Pipeline the following factors should be considered when establishing the initial Capital Base for that Pipeline:

· the value that would result from taking the actual capital cost of the Covered Pipeline and subtracting the accumulated depreciation for those assets charged to Users (or thought to have been charged to Users) prior to the commencement of the Code;

· the value that would result from applying the DORC methodology;

· the value that would result from applying other well recognised asset valuation methodologies;

· the advantages and disadvantages of each asset valuation methodology applied;

· international best practice of Pipelines in comparable situations and the impact on the international competitiveness of energy consuming industries;

· the basis on which Tariffs have been (or appear to have been) set in the past, the economic depreciation of the Covered Pipeline, and the historical returns to the Service Provider from the Covered Pipeline;

· the reasonable expectations of persons under the regulatory regime that applied to the pipeline prior to the commencement of the Code;

· the impact on the economically efficient utilisation of gas resources;

· the comparability with the cost structure of new Pipelines that may compete with the Covered Pipeline;

· the price paid for any asset recently purchased by the Service Provider and the circumstances of that purchase; and

· any other factors the Regulator considers relevant.

Section 8.11 provides that the Capital Base for Covered Pipelines in existence at the commencement of the Code should normally not be outside the range of values determined through the application of the asset valuation methodologies in section 8.10(a) and 8.10(b) of the Code.

4.2.1.2 Valuation of the System Assets

Envestra has considered a number of different approaches to the valuation of system assets. It has elected to use the DORC methodology, which results in an initial Capital Base, as at 1 July 1999, of $15.25 million. 

The methodology used to determine the DORC valuation of the Riverland Pipeline is discussed below.

Depreciated Optimised Replacement Cost (DORC)

A DORC asset valuation involves establishing the cost of a new modern equivalent asset (using current technology) that is optimally sized and configured to deliver existing levels of service (ie to replace the existing system and service existing customers at existing locations) less an allowance for depreciation to reflect the remaining economic life of the asset. 

In practice this involves:

· ‘optimising’ assets by scaling them down in size (eg to take advantage of optimum distribution pressures), reconfiguring them or removing them from the asset base and reducing its value accordingly where there is significant excess capacity or where assets are redundant; 

· assessing the replacement cost of each asset, based on what each asset would be replaced with at the time of the valuation; and

· depreciating assets to reflect the proportion of their estimated useful life that remains.

A valuation of the Riverland Pipeline at 1 July 1999 based on the DORC methodology has been undertaken.  Replacement costs for the Riverland Pipeline have been based on the unit costs of construction of the Mildura Pipeline. The Mildura Pipeline provides a suitable benchmark as it is the same diameter, covers generally similar terrain, and is of comparable length to the Riverland Pipeline. Accordingly, the cost of the Mildura Pipeline (which reflects the lowest tendered price for construction plus Envestra’s supervisory, contract management and other costs) provides an accurate reflection of current replacement costs for the Riverland Pipeline.

Appendix A provides a description of the methodology followed by Envestra in assessing a DORC valuation for the Riverland Pipeline. As outlined in this Appendix, the unit replacement costs adopted in the valuation compare favourably with the unit replacement costs of similar pipelines recently constructed in Australia.

The asset values resulting from applying the DORC methodology are set out in Table 1 below.

Asset Category
Optimised

Replacement Cost ($m)
Accumulated Depreciation

($m)
Depreciated Optimised Replacement Cost ($m)

Transmission Pipeline
15.27
0.76
14.51

Meter Stations
0.70
0.06
0.64

SCADA and Communications
0.13
0.03
0.10

Total
16.10
0.85
15.25

Table 1:  Depreciated Optimised Replacement Cost (DORC) at 1 July 1999

Alternative Asset Valuations

Section 8.10(a) of the Code requires consideration to be given to the value that would result from taking the actual capital cost of the Covered Pipeline and subtracting the accumulated depreciation for those assets charged to Users (or thought to have been charged to Users) prior to the commencement of the Code. However, the Code does not provide guidance on how this value might be calculated. 

The Riverland Pipeline was purchased by Envestra from Boral Energy on 1 July 1997.

The pipeline entered Envestra’s books at a value of $15.409 million. Adjusting this value for depreciation (calculated on a straight line basis) over 1997/98 and 1998/99 results in a value of $15.018 million as at 1 July 1999.

Envestra’s purchase of the Riverland Pipeline was a small element of a much larger transaction which included the purchase of a number of other pipelines and assets by Envestra from Boral Energy. This transaction was associated with the establishment of Envestra. The Riverland Pipeline component of the total value of the transaction was therefore somewhat arbitrary and conceptually does not necessarily represent an appropriate basis for valuing the pipeline for regulatory purposes. Nevertheless, Envestra notes that this valuation is almost identical to the DORC valuation of $15.25 million discussed above.

Other Considerations Required by the Code

International Best Practice

There are considerable differences in regulatory best practice between countries, implying that it is difficult to define international best practice. For example, North American regulators tend to use historic costs and nominal returns. UK values are based on float values or DORC values. In Australia, regulators have tended to use DORC both in the Gas and electricity industries.

Historic Tariffs, Economic Depreciation and Returns and
Reasonable Expectations of Persons under the Existing Regulatory Regime

Envestra has not attempted to calculate historic economic depreciation and returns for the Riverland Pipeline.  Experience with calculating economic depreciation and returns for the South Australian network only leads to the conclusion that information shortcomings and the number of assumptions that need to be made (including regarding the allocation of costs between the transmission business and other activities) prevent a thorough assessment of the issues and make a ‘fair’ economic value of the asset base difficult to calculate.

Impact on Economically Efficient Utilisation of Gas Resources

Gas resources will be used efficiently if prices reflect the cost of providing services. A DORC valuation is consistent with the outcome that a competitive market would deliver and the actual costs likely to be incurred in the future in renewing or replacing the Riverland Pipeline. For these reasons, DORC is considered the best valuation measure for ensuring that prices are set at efficient levels, and that there is efficient use of Gas resources.

Compatibility of Cost Structures with New Pipelines

The DORC valuation for the Riverland Pipeline is consistent with the stand-alone cost of new pipelines that may compete with the Riverland Pipeline. Use of the DORC approach (and particularly a DORC that is based on market-determined outcomes for constructing a similar pipeline, as is the case here) will also assist in avoiding uneconomic bypass. It is therefore considered to be the valuation method that is most compatible with the cost structure that would be incurred for new pipelines.

As noted in Appendix A, the unit replacement costs adopted in the valuation compare favourably with the unit replacement costs of similar pipelines recently constructed in Australia. 
Price paid for other assets recently purchased by Envestra

As outlined above, the valuation of the Riverland Pipeline is entirely consistent, and in fact is based upon, the cost of construction of the Mildura Pipeline. 

Summary of Approach to Asset Valuation

The DORC valuation approach is the most appropriate basis for establishing the initial Capital Base for the Riverland Pipeline for a number of reasons:

· it meets the requirements of the Code, including:

-
it is explicitly recognised in section 8 of the Code and has been adopted in a number of regulatory decisions to date;

· it reflects the economic cost of providing Services and hence will ensure that Tariffs are set at efficient levels and will reflect long-term market equilibria; 

· it is consistent with the valuation methodology that would apply to any efficient new entrant and its new pipelines; and

· it has a number of practical advantages, including:

· it allows the benefits of technological improvements to be transferred to Users;

· it ensures redundant or oversized assets are not included in the asset base and are not paid for by Users;

· it values all assets on a consistent basis, regardless of the operating and accounting policies applying at the time they were constructed; 

· it provides a fair and appropriate basis on which to allocate costs amongst Users and avoids rate shocks when assets are replaced; and

· it provides the appropriate base upon which to add New Facilities Investment and subsequently depreciate it; and

· other asset valuations for the Riverland Pipeline, such as Envestra’s purchase price, are arbitrary and could result in a valuation for the pipeline that is inconsistent with the cost structure of existing Australia pipelines and potential pipelines that may compete with the Riverland Pipeline.

Envestra notes that recent experience with the DORC valuation of infrastructure assets in Australia has resulted in its application being improved and refined so that the level of subjectivity involved in its use has been significantly reduced.

4.2.2 Weighted Average Cost of Capital 

Section 8.30 of the Code requires that the Rate of Return used in determining a Reference Tariff provide a return that is commensurate with market conditions for funds and the risk of delivering the Reference Service. 

Section 8.31 of the Code provides that the Rate of Return may be based on a weighted average of the return applicable to each separate funding source (for example, debt and equity) and that the returns may be determined using a well accepted financial model such as the Capital Asset Pricing Model (CAPM). This section also provides that, in general, the weighted average return on funds should be calculated by reference to a financing structure that reflects standard industry structures, but that other approaches may be adopted where the Regulator is satisfied that to do so would be consistent with the objectives in section 8.1 of the Code.

Envestra has adopted a real pre-tax WACC of 8.5%.  The approach of applying a real pre-tax WACC to an inflating asset base, as adopted for this Access Arrangement, is consistent with that used by the ORG and which applies to Envestra’s distribution network assets in Victoria (ie the Stratus and Mildura systems).  It is also consistent with the approach to WACC endorsed by IPART in its draft decision on the Access Arrangement for the Envestra-owned Albury Gas Company as well as IPART’s final decision on the Access Arrangement for the Wagga Wagga distribution network.

The specific WACC methodology proposed is also consistent with that proposed by Envestra to the South Australian regulator (SAIPAR) in respect of the South Australian distribution network. 

A summary of the approach and assumptions used in arriving at the WACC of 8.5% is provided in Appendix B to this document.

4.2.3 Depreciation

4.2.3.1 Code Requirements

Section 8.33 of the Code requires that the Depreciation Schedule should be designed:

· so as to result in the Reference Tariff changing over time in a manner consistent with the growth of the market for the Services provided by the Pipeline;

· so that each asset or group of assets is depreciated over the economic life of that asset or group of assets;

· so that, to the maximum extent reasonable, the depreciation schedule is adjusted over the life of an asset or group of assets to reflect changes in the expected economic life of that asset or group of assets; and

· so that an asset is depreciated only once (subject to any capital redundancy).

4.2.3.2 Derivation and Compliance

Envestra has used a straight-line approach to depreciation based on the asset lives adopted in the DORC asset valuation in establishing its Depreciation Schedule for the Riverland Pipeline. Envestra submits this is consistent with the requirements of the Code. In particular, the straight-line approach ensures that:

· depreciation is allocated over the entire economic lives of the pipeline assets; and

· depreciation is consistent with the stable growth in demand forecast to occur over the Access Arrangement Period.

The straight-line approach also has the advantage of being:

· readily understandable;

· transparent; and

· easily capable of being replicated on an ongoing basis.

At the commencement of each Access Arrangement Period, Envestra will review asset lives and depreciation rates to reflect changes in technology and/or new information about the condition of the Riverland Pipeline.

Envestra notes that the straight-line approach to depreciation has also been adopted by other regulated gas businesses and has been accepted by their relevant regulators in Australia.

The Pipeline system asset lives that have been adopted by Envestra are summarised in Table 2 below.

Asset Type
Life (years)

Transmission Mains
80

Gate station and meters
50

SCADA and Communications
15

Table 2:  Asset Lives for Pipeline System Assets

Total depreciation for each year of the Access Arrangement Period is shown in Table 6.

4.2.4 Non-Capital Costs

4.2.4.1 Code Requirements

Section 8.36 of the Code defines Non-Capital Costs as being the operating, maintenance and other costs incurred in the delivery of a Reference Service.

Section 8.37 of the Code provides that Reference Tariffs may provide for the recovery of all Non-Capital Costs (or forecast Non-Capital Costs) except for those that would not be incurred by a prudent Service Provider, acting efficiently, in accordance with accepted and good industry practice, and to achieve the lowest sustainable cost of delivering Reference Services.

Pursuant to section 8.2(e) of the Code, any forecasts for Non-Capital Costs must represent best estimates arrived at on a reasonable basis.

4.2.4.2 Derivation and Compliance

Forecasts

Envestra has prepared forecasts of Non-Capital Costs for the Access Arrangement Period. They are summarised in Table 4. Non-Capital Costs are expressed in nominal dollars and have been grouped into the following categories:

· Administration and General 

These costs include overhead and management costs incurred in respect of the Riverland Pipeline, including the cost of preparing the Riverland Pipeline Access Arrangement, which is included in estimates of expenditure for 1999/2000. 
· Operational Costs

Operational costs are the forecast costs of operating and maintaining the Riverland Pipeline and include wages and salaries, materials and supplies, and contractor services and taxes. Activities undertaken include routine servicing and maintenance of the Riverland Pipeline, leak detection, cathodic protection surveys, inspections, ‘pigging’, and replacement of minor parts. 

The increase in operational costs in 2000/01 reflects the forecast cost of ‘pigging’ the Riverland Pipeline (as required by national operating standards).

All operational activities, with the exception of the provision of System Use Gas (SUG) are contracted to a third party, BEAM, under the operating and management agreement outlined in section 1.2 of this document. Envestra does not directly expend any funds on wages and salaries, rental equipment, materials and supply or property taxes in respect of operational activities. 

In turn, BEAM has contracted the day-to-day operation of the Riverland Pipeline to Epic Energy under the terms of an agreement entered into in 1995.  This contract, which runs until 2005, entails the payment of costs to Epic based on pipeline throughput. The additional cost of operating the Riverland Pipeline resulting from the increased throughput due to the Mildura Pipeline is paid by Users of the Mildura Pipeline.

SUG is the difference between the quantity of Gas metered into and out of a pipeline, and in a transmission pipeline such as the Riverland Pipeline (there is no compressor gas use) is predominantly due to metering tolerances and operational activities. The forecast cost of SUG excludes SUG in respect of Gas which is destined for the Mildura Pipeline, which has been allocated to Users of the Mildura Pipeline. Forecast SUG costs for the Riverland Pipeline are as follows: 


1999/00


2000/01


2001/02


2002/03


2003/04



SUG Cost ($’000)
4
4
4
4
4

Table 3: Forecast SUG (1999/00 – 2003/04)

The SUG cost outlined above directly reflects the cost to Envestra of purchasing Gas.

· Pipeline Marketing Costs

There are no pipeline marketing costs associated with the Riverland Pipeline.

Projected Non-Capital Costs for the Riverland Pipeline are as follows (all figures are in nominal dollars):


98/99

$’000
99/00

$’000
00/01

$’000
01/02

$’000
02/03

$’000
03/04

$’000

Administration & General Costs
35
136
41
42
43
44

Operational Costs (including SUG)
309
287
552
314
324
334

Pipeline Marketing Costs
0
0
0
0
0
0

Total Non-Capital Costs*
344
423
593
357
367
378

* Figures may not add due to rounding
Table 4: Forecast Non-Capital Costs
Fixed versus Variable Costs

Envestra has examined the cost drivers of the business at a departmental activity level. The results indicate that in the short-term the majority of Non-Capital Costs are fixed. The only exception is the cost of SUG, which in a transmission pipeline is likely to vary with throughput. The volume of SUG is relatively small, and represents approximately 0.2% of total Pipeline throughput. 

Some other costs, for example meter, valve and regulator maintenance may vary with incremental usage or throughput. However, changes in these costs will only be evident in the long term and are therefore unlikely to satisfy any common definition of ‘variable’. In addition, the proportion of these costs that do change with usage is impossible to identify and is unlikely to be material.

Comparison with other Pipelines

The following table compares the Riverland Pipeline with other steel transmission pipelines. The information presented has been prepared using information set out by transmission Service Providers in Access Arrangement documentation that has been provided as part of recent regulatory processes. All figures in the table are expressed in 1999 dollars.


Riverland Pipeline
Mildura

Pipeline
AGL Central West Pipeline
TPA Entire System
Parmelia Pipeline
Tubridgi Pipeline

Financial Year
2000/01
2000/01 
1998/99
1997/98
1999/2000
1998/99

Pipeline Details

Length (km)
237
149
255
1,609
438
175

Predominant Diameter (mm)
100
100
150 and 200
various
350
250

Construction Material
steel
steel
steel
steel
steel
steel

Construction Date
1995
1999
1998
n/a
1971
1991-1993

Total Non-Capital Costs excluding SUG ($’000)
560
419
724
19,597
3,761
495

Performance Indicator

Non-Capital Costs per 1000km ($’000)
2,360
2,820
2,840
12,180
8,600
2,840

Table 5:  Pipeline Comparison

Costs for the Mildura and Riverland Pipelines have been taken for the financial year 2000/01. This figure gives a better representation, as it excludes once-off expenditure (eg. preparation of Access Arrangement), which would otherwise distort the figure for the financial year 1999/2000. 

Given the differences between the pipelines (with respect to size, length, capacity, usage, compression levels, remoteness, etc) it is difficult to draw any conclusions based on this data. 

4.2.5 New Facilities Investment

4.2.5.1 Code Requirements

Section 8.20 of the Code provides that Reference Tariffs may reflect the value of New Facilities Investment forecast to occur within the Access Arrangement Period. In order to do so, this investment must reasonably be expected to pass the requirements of section 8.16(a) and (b) of the Code when it is forecast to occur. Section 8.16 requires New Facilities Investment:

· not to 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; and

· to meet one of the following criteria:

· the Anticipated Incremental Revenue generated by the New Facility exceeds the New Facilities Investment; or

· the New Facility has system-wide benefits that justify a higher Reference Tariff; or 

· the New Facility is necessary to maintain the safety, integrity or Contracted Capacity of Services.

In accordance with section 8.2(e) of the Code, forecasts of New Facilities Investment must also represent best estimates arrived at on a reasonable basis. 

4.2.5.2 Compliance

Only one item of New Facilities Investment is forecast to occur for the Riverland Pipeline over the Access Arrangement Period. This involves the expenditure of $12,000 in 1999/2000 to install a remote data reading meter at the single Transmission Delivery Point on the Riverland Pipeline that is currently unmetered.

New Facilities Investment relating to augmentation of the Angaston compressor, whilst being physically located on the Riverland Pipeline, is required to facilitate Gas flows on the Mildura Pipeline. Accordingly, this expenditure is proposed to form part of the Capital Base for the Mildura Pipeline, not the Riverland Pipeline.

4.2.6 Total Revenue Outcome

The key elements of the Total Revenue equation for the Riverland Pipeline result in the following revenue requirement over the initial Access Arrangement Period (in nominal dollars):


1999/00

$’000
2000/01

$’000
2001/02

$’000
2002/03

$’000
2003/04

$’000

Return on Capital Base
1287
1301
1314
1327
1340

Depreciation
217
223
228
234
240

Non-Capital Costs 
423
593
357
367
378

Total
1927
2117
1899
1928
1958

Table 6: Elements of the Total Revenue Outcome

5. REFERENCE TARIFFS 

5.1 Code Requirements

Sections 3.3 to 3.5 and section 8 of the Code set out various requirements in relation to Reference Tariffs and the Reference Tariff Policy. Section 3.3 of the Code states that an Access Arrangement must include a Reference Tariff for:

· at least one Service that is likely to be sought by a significant part of the market; and

· each Service that is likely to be sought by a significant part of the market and for which the Regulator considers a Reference Tariff should be included.

Section 3.4 of the Code states that, unless a Reference Tariff has been determined through a competitive tender process, an Access Arrangement and any Reference Tariff included in an Access Arrangement must, in the Regulator’s opinion, comply with the Reference Tariff Principles set out in section 8 of the Code. Section 3.5 of the Code states that an Access Arrangement must also include a policy describing the principles that are to be used to determine a Reference Tariff (a Reference Tariff Policy) and it must, in the Regulator’s opinion, comply with the Reference Tariff Principles in section 8 of the Code.

Section 8 of the Code sets out the principles with which Reference Tariffs (other than those determined through a competitive tender process under section 3 of the Code) and the Reference Tariff Policy must comply in order to be approved. Overarching principles and factors to be observed in applying the Reference Tariff Principles in section 8 of the Code are set out in sections 8.1 and 8.2.

Section 8.1 states that a Reference Tariff and Reference Tariff Policy should be designed with a view to achieving the following objectives:

· providing the Service Provider with the opportunity to earn a stream of revenue that recovers the efficient costs of delivering the Reference Service over the expected life of the assets used in delivering the Service; 

· replicating the outcome of a competitive market;

· ensuring the safe and reliable operation of the Pipeline;

· not distorting investment decisions in Pipeline transportation systems or in upstream and downstream industries;

· efficiency in the level and structure of the Reference Tariff; and

· providing an incentive to the Service Provider to reduce costs and to develop the market for Reference and other Services.

Section 8.2 provides that the Regulator must, in approving a Reference Tariff and Reference Tariff Policy, be satisfied that:

· the revenue to be generated from the sales (or forecast sales) of all Services over the Access Arrangement Period (the Total Revenue) should be established consistently with the principles and according to one of the methodologies contained in section 8 of the Code; 

· to the extent that the Covered Pipeline is used to provide a number of Services, that portion of Total Revenue that a Reference Tariff is designed to recover (which may be based upon forecasts) is calculated consistently with the principles contained in section 8 of the Code;

· a Reference Tariff (which may be based upon forecasts) is designed so that the portion of Total Revenue to be recovered from a Reference Service is recovered from the Users of that Reference Service consistently with the principles contained in section 8 of the Code;

· Incentive Mechanisms are incorporated into the Reference Tariff Policy wherever the Regulator considers appropriate and such Incentive Mechanisms are consistent with the principles contained in section 8 of the Code; and

· any forecasts required in setting the Reference Tariff represent best estimates arrived at on a reasonable basis.

Other specific provisions in section 8 of the Code will, where relevant, be referred to throughout the remainder of this Access Arrangement Information in discussing the compliance of the Access Arrangement with the Code.

5.2 Derivation and Compliance

Envestra has allocated the entire amount of Total Revenue to the Haulage Reference Service, as discussed in section 4.2 above.

Tariffs for the Reference Service were generated as follows:

(a) 
Generation of Total Revenue 

The Total Revenue figures for each year of the initial Access Arrangement Period were generated as discussed in section 4 of this document. These figures are as follows:


1999/00

$’000
2000/01

$’000
2001/02

$’000
2002/03

$’000
2003/04

$’000

Total Revenue
1927
2117
1899
1928
1958

Table 7: Total Revenue (1999/00 to 2003/04) 

(b) 
Determination of tariff structure

Envestra considered a number of tariff structures, including the following (and combinations of the following):

· tariffs based purely on throughput;

· tariffs based on reserved capacity; and

· tariffs based on a fixed charge (unrelated to capacity). 

Alternate structures were considered in the context of the Reference Tariff principles outlined in section 8.1 and 8.2 of the Code, as well as general economic principles of tariff design. Envestra elected to adopt a tariff structure based purely on reserved capacity.  Amongst other things, this approach:

· is consistent with the MDQ-based approach proposed to apply to distribution tariffs for large Customers in the Riverland region; and

· provides an incentive for Users to flatten their load profile. This is desirable because the construction of the Mildura pipeline has increased usage of the Riverland pipeline, and a flatter load profile will enable the pipeline to be used more efficiently and to defer the need for additional compression. 

(c) 
Determination of tariff path
Envestra has elected to set a tariff path such that the Reference Tariff changes by  95% of the change in the CPI each year. This provides Users with a stable tariff path and is preferable to tariffs which are strictly designed to achieve the Total Revenue outcomes in section 4.2.6, whereby the ‘lumpiness’ in operating expenditure would cause significant tariff shocks for Users.  It also enables modest real reductions in tariffs to apply in the Access Arrangement Period. 

This approach to tariff setting, applied subject to the constraint that the net present value of revenue is the same as the net present value of revenue in table 7 results in a ‘smoothed’ Total Revenue pattern as follows:


1999/00

$’000
2000/01

$’000
2001/02

$’000
2002/03

$’000
2003/04

$’000

‘Smoothed’ Total Revenue
1887
1931
1977
2024
2072

Table 8: ‘Smoothed’ Total Revenue (1999/00 to 2003/04) 

This approach of ‘smoothing’ Total Revenue has been endorsed by regulators in other Access Arrangement decisions made to date. Indeed, in its decision on tariffs for Great Southern Network’s Wagga gas distribution system, IPART insisted that such an approach be followed.

The resultant Tariff for the Haulage Reference Service for 1999/2000 is set out in the Tariff Schedule which is Appendix C to the Access Arrangement. 

Whenever Envestra wishes to adjust or modify the Reference Tariff it will directly notify the Regulator, current Pipeline Users and Prospective Pipeline Users on a queue. The revised Tariff Schedule will specify the period during which it is to be in effect and will be effective as the Tariff Schedule during and after that period, unless another revised Tariff Schedule comes into effect pursuant to the Access Arrangement.

5.2.1 Tariffs for Users of the Mildura Pipeline 

In 1997 Envestra and Boral Energy responded to a tender to supply Gas to Mildura which was carried out by the Mildura Rural City Council.  The Envestra/Boral consortium was selected as preferred tenderer by the Council in November 1997.

Bundled tariffs implicit in the tender (which pre-dated the existence of the Code) were calculated on an ‘incremental basis’, whereby they reflected only on the marginal cost to Envestra of serving Mildura customers.  The tender assumed that Gas consumers in Mildura would not contribute to the cost of the Riverland Pipeline. 

Envestra has analysed a number of different approaches to establishing tariffs on the Riverland Pipeline.  This analysis focussed on ensuring that:

· existing Gas consumers in the Riverland region are not disadvantaged in any way as a result of the Mildura Pipeline being constructed;

· commitments in respect of bundled tariffs for Customers on the Riverland Pipeline and in Mildura can be met; and

· Envestra complies with the Reference Tariff Policy objectives established in section 8.10 of the Code.

The analysis showed that if any of the existing costs of the Riverland Pipeline were allocated to Users of the Mildura Pipeline (on, for example, a volume-related basis), then proposed bundled tariffs in Mildura could not be achieved. 

Accordingly, tariffs for the Riverland Pipeline have been established on the basis that the cost of the Riverland Pipeline will continue to be met, initially, entirely by Gas consumers in the Riverland region. Gas consumers on the Mildura Pipeline will make no contribution to the cost of the Riverland Pipeline in the short to medium term. 

It is proposed that this approach be reviewed at the end of the initial Access Arrangement Period with a view to consumers in Mildura contributing towards the cost of the Riverland Pipeline in the next Access Arrangement Period if demand for Gas in Mildura is sufficiently high and the market permits.

6. REFERENCE TARIFF POLICY

6.1 Code Requirements

Section 3.5 of the Code states that an Access Arrangement must include a Reference Tariff Policy.  

This Policy is designed to address all of the principles that govern any movement in Reference Tariffs during an Access Arrangement Period. These principles may also influence Reference Tariffs for subsequent Access Arrangement Periods.

Section 3.5 of the Code states that the Reference Tariff Policy must, in the Regulator’s opinion, comply with the Reference Tariff Principles set out in  section 8 of the Code.

Section 8 of the Code identifies some possible elements of a Reference Tariff Policy. They include:

· a mechanism for treating redundant capital (sections 8.27 – 8.29 of the Code); 

· Fixed Principles (sections 8.47 and 8.48 of the Code); and

· Incentive Mechanisms (section 8.44 of the Code).

6.2 Compliance and Derivation 

Section 3.2 of the Access Arrangement sets out the proposed Reference Tariff Policy, including a number of Fixed Principles. 

Envestra has chosen to designate many of the Reference Tariff Policy elements as Fixed Principles because Fixed Principles:

· provide for continuity within and between Access Arrangement Periods in respect of key elements of the Riverland Access Arrangement.  They provide certainty of the framework within which long term investments are to be made, thus reducing regulatory risk; and

· ensure that Envestra is able to prepare and administer Access Arrangements on a basis that is as consistent as possible across its regulated pipelines. This will enable Users and Envestra to benefit from the economies of scale and scope that will occur if Envestra is able to maintain similar or identical systems and approaches to calculating tariffs, determining and allocating costs, reporting, sharing benefits with Users, processing Requests for access, queuing, trading etc.  In addition, consistent Terms and Conditions and policies will lower barriers to entry, as Users will only need to become familiar with one general approach regardless of which of Envestra’s pipelines that User is seeking access to.

Each of the elements of the Reference Tariff Policy is discussed below.

6.2.1 New Facilities Investment

Section 3.2.1 of the Access Arrangement provides that Reference Tariffs will vary in accordance with the Extensions and Expansions Policy in section 8 of the Access Arrangement. Section 8.2 of the Access Arrangement addresses how Haulage Reference Tariffs are to be determined following any extension or expansion to the Riverland Pipeline (that is included as part of the Riverland Pipeline). The Extensions and Expansions Policy is discussed in section 11 of this document.

Consistent with section 8 of the Code, section 3.2.1 of the Access Arrangement also provides that where only part of any New Facilities Investment (ie any extensions and/or expansions of the Capacity of the Riverland Pipeline) that is included as part of the Pipeline satisfies the requirements of section 8.16 of the Code, then:

· only that part of the New Facilities Investment that satisfies section 8.16 of the Code (the Recoverable Portion) will be included in the Capital Base; and

· Reference Tariffs for Haulage Reference Services for that part of the New Facilities Investment included in the Capital Base are to be determined in accordance with the provisions of section 8.2 of the Extensions/Expansions Policy in the Access Arrangement.

Where any New Facilities Investment that forms part of the Riverland Pipeline (ie for the purposes of being a Covered Pipeline under the Code) does not satisfy the requirements of section 8.16 of the Code, section 3.2.1 of the Access Arrangement allows for the application of a Surcharge or agreement with a User for that User to make a Capital Contribution. This is consistent with the Reference Tariff Principles in section 8 of the Code.

6.2.2 Pass Through of Imposts

Envestra recognises that changes to Government-imposed taxes and charges may occur during an Access Arrangement Period. The Reference Tariff in section 3 of the Access Arrangement has been developed on the basis of existing Government taxes and charges continuing to apply throughout the Access Arrangement Period.  Should these external factors change, Envestra believes Tariffs should be amended accordingly.

Section 3.2.2 of the Access Arrangement therefore provides for the pass-through of any new Imposts or changes to Imposts as they occur.

Imposts are defined in the Access Arrangement to include any royalty, levy, duty, excise or tax, including a goods and services tax.  They exclude taxes on income or profits.

The pass-through of changes in Imposts will be symmetrical, with decreases as well as increases in taxes passed through to Pipeline Users. Any amendment to a Tariff as a result of the introduction of a New Impost or a change in an Impost is to be treated as being effective from the date of the introduction of the New Impost or change in the Impost.

As identified in the Access Arrangement, the Reference Tariff set out in Appendix C does not include GST as defined in the A New Tax System (Goods and Services Tax) Act 1999. Tariffs for both the Reference Service and Negotiated Services that apply beyond 1 July 2000 will need to be adjusted to incorporate this tax. 

6.2.3 Asset Base and Rate of Return

Section 3.2.3 of the Access Arrangement provides for three separate Fixed Principles in respect of the Capital Base and the rate of return. 

Section 3.2.3.1 of the Access Arrangement deals with the way the Capital Base is to be forecasted for the purposes of determining Total Revenue for an Access Arrangement Period.  It provides that the forecast Capital Base will be the opening Capital Base, adjusted by  (on an annual basis):

· the forecast percentage change in the CPI;

· forecast depreciation calculated in accordance with section 3.2.5; and

· forecast New Facilities Investment that is proposed to be added to the Capital Base in accordance with the Extensions/Expansions Policy and section 8 of the Code.

Such an approach is consistent with Envestra’s ‘Cost of Service’ approach to the calculation of Total Revenue.  The Code provides that under this approach Total Revenue may be based on forecasts, including a forecast value of the Capital Base.

The approach of basing Total Revenue on forecasts of a Capital Base that increases annually by inflation and New Facilities Investment, and decreases by depreciation, has been adopted in (to Envestra’s knowledge) all Access Arrangements submitted under the Code to date.  This approach has been endorsed by Regulators including ORG, the ACCC and IPART.  The use of a Capital Base that increases by inflation is consistent with the use of a real Rate of Return.

Section 3.2.3.2 of the Access Arrangement then goes on to propose what will happen to the Capital Base when it is formally reviewed (ie at the conclusion of an Access Arrangement Period or when a revision to an Access Arrangement which has implications for the Capital Base is submitted).  It reflects exactly the requirements of section 8.9 of the Code in proposing that the ‘new’ Capital Base will be the ‘old’ Capital Base adjusted by New Facilities Investment (or the Recoverable Portion), depreciation and Redundant Capital.  Again, consistent with the use of a real Rate of Return, these elements will reflect the actual percentage change in the CPI (where it is available).

New Facilities Investment will only enter the Capital Base where it is permitted to do so in accordance with section 8 (and particularly section 8.16) of the Code.

Section 3.2.3.3 of the Access Arrangement provides for three Fixed Principles in respect of the Rate of Return. 

Each of the Fixed Principles is discussed below.

Real Rate of Return

The Access Arrangement provides that a real Rate of Return is to be applied to the Capital Base. The application of a real Rate of Return to an inflation-adjusted Capital Base has been widely accepted and adopted by both the Gas industry and regulators in Australia.

CAPM and Commonwealth Bonds

The Access Arrangement provides that:

· the Rate of Return will be determined by calculating a WACC derived from applying the  Capital Asset Pricing Model (CAPM); and

· the WACC is to be determined by taking into account 10-year Commonwealth bond yields and 10-year Commonwealth capital indexed bonds over a two-month period as close as practicable to any revisions to the Rate of Return coming into effect.

The use of the CAPM is consistent with section 8.31 of the Code, which explicitly provides for its use.

The risk-free rate is one of the most important cost of capital elements. It reflects the rate that would apply to a risk-free bond, for which Commonwealth bond yields are a generally accepted proxy. 

Envestra believes that:

· it is appropriate to use prevailing market rates for 10-year Commonwealth bonds to estimate the risk-free rate; and

· it is important to examine both nominal 10-year bond yields and real 10-year bond yields (using Commonwealth capital indexed bonds), because:

· use of a 10-year Commonwealth bond is consistent with the measurement of the market risk premium (which is measured relative to the 10-year bond rate); and

· Commonwealth capital indexed bonds allow a market-based expectation of inflation to be taken into account.

Another issue in estimating the risk-free rate is whether it should be a ‘spot rate’, reflecting the risk-free rate at a point in time, or whether it should be an historical average over a period of time (and if so, what that period should be). 

Envestra believes that bond yields over a two-month period should be used in determining a value for the risk-free rate used in the WACC calculation. This will ameliorate to some extent the potential volatility that can arise in interest rates and the practical difficulty of choosing an appropriate spot measurement.

The Reference Tariff Policy provides for this approach to the determination of the risk-free rate to be applied in subsequent Access Arrangement Periods, thereby providing certainty and consistency. 

Debt Equity Split

The Access Arrangement provides that an assumed benchmark debt/equity split of 60/40 is to be used when calculating the WACC. A 60/40 debt/equity split has been used by regulators in all decisions to date in relation to the Gas industry under the Code.  In order to reduce regulatory uncertainty, Envestra believes this ratio should be established as a Fixed Principle and used in future Access Arrangement Periods.

6.2.4 Removal of Redundant Capital

Section 3.2.4 of the Access Arrangement provides that, when reviewed, the Capital Base shall be reduced in the following circumstances and in accordance with the following approach:

· where assets dedicated to providing Pipeline Services to a specific Transmission Delivery Point cease to contribute in any way to the delivery of the Pipeline Services, the value attributable to those assets shall be removed;

· where any other assets in the Capital Base cease to contribute in any way to the delivery of Pipeline Services, the value attributable to those assets shall be removed; and

· the value attributable to assets that are sold shall be removed.

The effect of this clause is that:

· within an Access Arrangement Period, revenue shortfalls associated with a decline in the volume of sales will be borne entirely by Envestra; and

· if the decline in the volume of sales continues into the next Access Arrangement Period tariffs for Users will increase, unless the decline in the volume of sales results in assets becoming redundant.  In this case Envestra will also bear the effect of the decline in sales.  The degree to which the decline in sales is shared between Users and Envestra will depend on variables including the relative mix of fixed and variable costs, and the value of the redundant assets.

This mechanism complies with sections 8.27 to 8.29 of the Code in that it provides for:

· the removal of specific assets that cease to contribute in any way to the delivery of Pipeline Services;

· the removal of any other assets that cease to contribute in any way to the delivery of Pipeline Services; 

· the removal of any assets that are sold; and

· a sharing of costs associated with a decline in the volume of Services .

6.2.5 Depreciation

Section 3.2.5 of the Access Arrangement provides that assets which form the Capital Base for the Riverland Pipeline will be depreciated on a straight line basis such that each asset is fully depreciated over its economic life. 

As identified in section 4.2.3.2 this approach is consistent with the Code and ensures that:

· depreciation is allocated over the entire economic lives of the Pipeline assets; and

· depreciation is consistent with the stable growth in demand forecast to occur over the Access Arrangement Period.

Envestra notes that the straight-line approach to depreciation has also been adopted by other regulated gas businesses and has been accepted by their relevant regulators in Australia.

6.2.6 Reference Tariff Adjustments

Section 3.2.6 of the Access Arrangement provides that the Reference Tariff for the Haulage Reference Service will be adjusted on 1 July each year with effect on 1 July 2000 by 95% of the percentage change in the CPI. As discussed in section 5.2, Envestra believes that tariffs that are relatively constant in real terms are more appropriate for Users of the Riverland Pipeline than tariffs with a more ‘lumpy’ profile.

6.2.7 Incentive Mechanism

Section 8.44 of the Code specifies that the Reference Tariff Policy should, wherever the Regulator considers appropriate, contain a mechanism that permits the Service Provider to retain all, or a share of, any returns to the Service Provider from the sale of a Reference Service during an Access Arrangement Period that exceeds the level of returns expected at the beginning of the Access Arrangement Period (an Incentive Mechanism), particularly where the additional returns are attributed (at least in part) to the efforts of the Service Provider. Such additional returns may result from, amongst other things, lower Non-Capital Costs or greater sales of Services than forecast.

Section 8.46 of the Code specifies that an Incentive Mechanism should be designed to achieve certain objectives and section 8.1(f) of the Code specifies that Reference Tariffs and the Reference Tariff Policy should provide an incentive to the Service Provider to reduce costs and to develop the market for Reference Tariffs and other Services.

The Incentive Mechanism established by Envestra in section 3.2.7 of the Access Arrangement has two components.  The first proposes that within an Access Arrangement Period there will be no adjustment to Total Revenue to reflect differences between actual and forecast level of Non-Capital Costs and revenue.  It is simply a reflection of the ‘price path’ approach contemplated by section 8.3(a) of the Code which is within the Service’s Provider’s discretion to choose. 

The second component follows from the first, and is designed to prevent the efficiencies retained by Envestra within one Access Arrangement Period from being immediately removed by amending the Total Revenue requirement in the next. 

This principle does not apply to changes in Non-Capital Costs that occur as a result of a change in, or the introduction of, any Imposts. Section 3.2.2 of the Access Arrangement provides for Reference Tariffs to be adjusted automatically in such circumstances.

This principle of ‘No Adjustments’ is symmetrical. It provides Envestra with the appropriate incentives to reduce costs and maximise deliveries of Gas within an Access Arrangement Period.

In order to ensure the legitimate interests of Pipeline Users are protected, the mechanism is subject to Envestra operating and managing the Riverland Pipeline in accordance with accepted industry practice. 

The Incentive Mechanism does not address the ‘glide pathing’ of savings achieved in one Access Arrangement Period into the next.  Envestra envisages that the approach to glide pathing will be agreed with the Regulator at the next review of the Access Arrangement.

7. TERMS AND CONDITIONS

7.1 Code Requirements

Section 3.6 of the Code states that an Access Arrangement must include the terms and conditions on which the Service Provider will supply each Reference Service. It also provides that the terms and conditions included must, in the Regulator’s opinion, be reasonable.  

7.2 Compliance and Derivation 

The terms and conditions applicable to the provision of the Reference Service are dealt with in section 4 and Appendix B of the Access Arrangement.  In order to obtain a Pipeline Service a Prospective Pipeline User must enter into an Agreement with Envestra for the provision of that Service.  The term ‘Agreement’ is defined in the Access Arrangement and means the entering into of a binding contractual arrangement between Envestra and a Prospective Pipeline User. 

The Access Arrangement provides that the Agreement for the provision of a Haulage Reference Service will comprise the terms and conditions set out in Appendix B to the Access Arrangement, together with Specific Terms and Conditions.  Section 4.1 of the Access Arrangement lists the contents of these Specific Terms and Conditions.

A Pipeline User who is seeking a Service with different terms and conditions from those for the Haulage Reference Service will be seeking a Negotiated Service.  The terms and conditions for an Agreement in respect of a Negotiated Service will be negotiated between Envestra and the Prospective Pipeline User, however, where Envestra determines it to be appropriate and applicable, relevant terms and conditions will be the same as those for the Haulage Reference Service.  

7.2.1 Pre-Conditions

Section 4.3 of the Access Arrangement establishes a number of pre-conditions that the Prospective Pipeline User must satisfy before Envestra is required to enter into an Agreement or to provide a Pipeline Service. These pre-conditions are designed to ensure that:

· the Prospective Pipeline User has sufficient financial capacity to meet its present and future obligations to Envestra (see 7.2.2 below); and

· the Prospective Pipeline User has sufficient technical capacity and arrangements in place to enable it to comply with its obligations in relation to the provision of Pipeline Service including those in respect of metering, gas balancing and apportionment procedures.

Envestra submits that these pre-conditions are reasonable in that they protect Envestra’s legitimate rights and the administrative and operational integrity of the Pipeline, while at the same time not imposing any unreasonable barriers to entry. 

7.2.2 Credit Policy

Section 4.4 of the Access Arrangement establishes the minimum criteria which Pipeline Users must satisfy prior to Envestra entering into an Agreement or providing a Pipeline Service. Amongst other things, these criteria require the Pipeline User to have an acceptable credit rating and not to be an externally-administered body corporate or an insolvent under administration (or similar).  The minimum credit rating is defined as a BBB for long-term unsecured counterparty obligations, as rated by Standard and Poors.

The criteria in the Credit Policy are designed to provide Envestra with comfort regarding the ability of the Pipeline User to meet its obligations under the Agreement, but at the same time are not so onerous as to present a barrier to entry to legitimate industry participants.  Envestra believes they are consistent with good industry practice.  Where relevant they reflect terms existing in Envestra’s contractual arrangements with other parties in the gas industry. 

7.2.3 Pre-existing Rights

Section 4.5 of the Access Arrangement makes clear to Pipeline Users and Prospective Pipeline Users that they will not be entitled to a Pipeline Service to the extent that the provision of that Pipeline Service will deprive a person of their contractual rights under a pre-existing agreement (to the extent that those rights to not constitute Exclusivity Rights which arose on or after 30 March 1995).  This is reasonable in that it protects the contractual and legal rights and obligations of Envestra and other parties and is consistent with the Code’s position regarding the sanctity of pre-existing agreements.

7.2.4 Terms and Conditions

Appendix B to the Access Arrangement sets out the terms and conditions which are to apply to the provision of each Reference Service.  

The terms and conditions address such matters as:

· Envestra and Users’ obligations in respect of capacity management;

· daily overrun charges;

· meter reading, maintenance, accuracy and testing;

· Gas quality specifications and receipt and delivery pressures;

· possession, control, responsibility for and title to Gas;

· arrangements to apply where supply is to be curtailed;

· procedures to be applied for invoicing and payment (and non-payment);

· the basis for determining delivered quantities;

· termination of the Agreement;

· liability and indemnities;

· non-performance in cases of Force Majeure;

· User’s insurance;

· the treatment of confidential information;

· amendment of the Agreement; and

· other miscellaneous provisions.

Clause 3.4 of the terms and conditions set out in Appendix B (as reflected also in section 4.3(c) of the Access Arrangement) is worthy of special mention.  It provides that:

At all times during the Term, the Pipeline User must ensure that the aggregate Quantity of Gas delivered through each User Receipt Point by or for the account of the Pipeline User is equal to the aggregate Quantity of Gas delivered to or for the account of the Pipeline User through each User Delivery Point.

The effect of this clause is to place the responsibility on Pipeline Users to ensure that they are in balance at all times.  This is necessary because Envestra will potentially receive Gas from a number of Pipeline Users and deliver it for them in a commingled state.  Envestra does not own the Gas and consequently, it cannot deliver more Gas to any particular Pipeline User than the Pipeline User owns.

Envestra recognises that it is impractical to expect Pipeline Users to comply with clause 3.4 without special arrangements to ensure that Pipeline Users are kept in balance.  Envestra intends that these special arrangements will take the form of apportionment agreements between Envestra, all Pipeline Users, the Transmission Operator and the Distribution Operator.  

Envestra intends that the apportionment agreements will provide that Pipeline Users are deemed to own the Gas delivered into the Pipeline for the account of the Pipeline Users in the same quantities as Gas delivered out of the Pipeline for the account of the Pipeline Users.  The effect of these apportionment arrangements will be to deem Pipeline Users to comply with the requirements of clause 3.4 of the terms and conditions set out in Appendix B.

The obligations, duties and responsibilities of Envestra and any Pipeline User described in Appendix B are in addition to those established in law or by any relevant regulatory documents.

Where the terms and conditions described in Appendix B are amended, the default position is that the terms and conditions applying to an existing Agreement will also change accordingly. 

However, a Pipeline User and Envestra may agree that all or some of the terms and conditions applicable to their Agreement will not change during the Term of an Agreement, regardless of any amendments to Appendix B.  Both parties are therefore free to agree to arrangements that reflect their preferred risk profile at a point in time. 

The terms and conditions applying to provision of the Haulage Reference Service are consistent with good industry practice.  Where relevant they reflect terms existing in Envestra’s contractual arrangements with other parties in the Gas industry. 

Envestra submits that the terms and conditions are reasonable in that they:

· are sufficiently well defined, so that the likelihood of a dispute over the terms and conditions of access is minimised; and

· protect the legitimate business interests of Envestra, as well as Pipeline Users and Prospective Pipeline Users, without imposing unnecessary barriers to entry.

Importantly, the terms and conditions in section 4 and Appendix B of the Access Arrangement are consistent with those submitted by Envestra for its other Gas pipelines, including the Mildura Pipeline and the South Australian distribution network.

8. CAPACITY MANAGEMENT POLICY

8.1 Code Requirements

Section 3.7 of the Code requires that the Access Arrangement must include a statement of whether system capacity is managed on a Contract Carriage or a Market Carriage basis.

8.2 Compliance and Derivation 

Section 5 of the Access Arrangement provides that the Riverland Pipeline is to be a Contract Carriage Pipeline. 

While the difference between Contract Carriage and Market Carriage is not always distinct, the attributes usually associated with Contract Carriage (based on the definition contained in section 10 of the Code) are:

· Users enter into a legally enforceable contract that entitles them to a specified quantity of Pipeline capacity;

· capacity is managed by requiring that Users not exceed this capacity; 

· prices are set primarily on the basis of Contracted Capacity; and  

· Users have the right to trade Contracted Capacity with others.

In contrast, under the Market Carriage approach (as defined in section 10 of the Code) Users usually have no contractual rights to capacity and prices are based on actual deliveries.

Envestra has classified the Riverland Pipeline as a Contract Carriage Pipeline. Envestra will enter into legally enforceable contracts, in the form of Agreements with Pipeline Users.  These contracts will specify the quantity of capacity in the Riverland Pipeline to which the Pipeline User is entitled on a Maximum Daily Quantity (MDQ) and Maximum Hourly Quantity (MHQ) basis. Envestra will ensure sufficient capacity is available to meet MDQ and MHQ requirements (subject to, among other things, technical and practical limitations).
In accordance with the terms and conditions set out in Appendix B of the Access Arrangement, the Reference Tariff for the Haulage Reference Service is determined on an MDQ basis. 

Pipeline Users have the right to trade their Contracted Capacity in accordance with the Trading Policy set out in section 6 of the Access Arrangement. The Trading Policy is further discussed in section 9 of this Access Arrangement Information.

9. TRADING POLICY

9.1 Code Requirements

Section 3.9 of the Code states that the Access Arrangement for a Contract Carriage Pipeline must include a policy that explains the rights of a User to trade its right to obtain a Service to another person.  The Code refers to this policy as a Trading Policy.

Section 3.10 of the Code states that the Trading Policy must comply with the following principles:

· A User must be permitted to transfer or assign all or part of its Contracted Capacity without the consent of the Service Provider concerned if:

· the User’s obligations under the contract with the Service Provider remain in full force and effect after the transfer or assignment; and

· the terms of the contract with the Service Provider are not altered as a result of the transfer or assignment (section 3.10(a) of the Code).

A transfer or assignment of this type is described as a Bare Transfer. Section 3.10 provides that the Trading Policy may require that the transferee notify the Service Provider prior to utilising the portion of the Contracted Capacity subject to the Bare Transfer and of the nature of the Contracted Capacity subject to the Bare Transfer, but the Trading Policy must not require any other details regarding the transaction to be provided to the Service Provider.

· Where commercially and technically reasonable, a User must be permitted to transfer or assign all or part of its Contracted Capacity, other than by way of a Bare Transfer, with the prior written consent of the Service Provider. The Service Provider may withhold its consent only on reasonable commercial or technical grounds and may make its consent subject to conditions, but only if they are reasonable on commercial and technical grounds. The Trading Policy may specify conditions in advance under which consent will or will not be given, and conditions that must be adhered to as a condition of consent being given (section 3.10(b) of the Code).
· Where commercially and technically reasonable, a User must be permitted to change the Delivery Point or Receipt Point from that specified in any contract for the relevant Service with the prior written consent of the Service Provider.  The Service Provider may withhold its consent only on reasonable commercial or technical grounds and may make its consent subject to conditions, but only if they are reasonable on commercial and technical grounds. The Trading Policy may specify conditions in advance under which consent will or will not be given and conditions that must be adhered to as a condition of consent being given (section 3.10(c) of the Code).
9.2 Compliance and Derivation 

Section 5 of the Access Arrangement provides that the Riverland Pipeline is a Contract Carriage Pipeline. Under this approach to the management of capacity, Pipeline Users have legally enforceable rights to certain amounts of Contracted Capacity in the Riverland Pipeline.  These rights are defined on an MDQ and MHQ basis and exist over the Term of the Pipeline User’s Agreement with Envestra.

Pipeline Users have the right to trade their Contracted Capacity in relation to the Riverland Pipeline, in accordance with the Trading Policy set out in section 6 of the Access Arrangement. 

9.2.1 Bare Transfers

Section 6.1 of the Access Arrangement deals with Bare Transfers. In practice, it provides for a Pipeline User to transfer or assign all or part of its Contracted Capacity without the consent of Envestra if:

· the Pipeline User’s obligations under the contract with Envestra remain in full force and effect after the transfer; and

· the terms of the contract with the Envestra are not altered as a result of the transfer or assignment.

A Bare Transfer will therefore only be possible where the trade involves the use of the same Transmission Delivery Point and Transmission Receipt Point. Pipeline User’s rights so far as changes to Transmission Delivery and/or Transmission Receipt Points are concerned are set out in section 6.3 of the Access Arrangement and are discussed in section 9.2.3 below.

Section 6.1 of the Access Arrangement also states that the transferee of the Contracted Capacity subject to a Bare Transfer must provide notice to Envestra (prior to utilising that Contracted Capacity) of:

· the identity of the transferee including an address and facsimile number where notices may be given;

· the identity of the Pipeline User that made the transfer or assignment;

· the amount of MDQ and MHQ that has been transferred or assigned; 

· the location of the User Delivery Point which is the subject of the transfer; and

· any other information which Envestra reasonably requires concerning the nature of the Contracted Capacity that is the subject of the Bare Transfer.

This is consistent with section 3.10 of the Code.

9.2.2 Other Transfers

Section 6.2 of the Access Arrangement deals with transfers or assignments other than by way of a Bare Transfer. Pursuant to section 6.2, a Pipeline User is permitted to transfer or assign all or part of its Contracted Capacity (other than by way of a Bare Transfer) with the prior written consent of Envestra where the transfer or assignment is commercially and technically reasonable.

Section 6.2 of the Access Arrangement also provides that Envestra will not withhold its consent, other than on reasonable commercial and technical grounds. In addition, section 6.2 provides that Envestra may make its consent subject to conditions, but only if those conditions are reasonable on commercial and technical grounds. 

The Access Arrangement also provides examples of the reasonable commercial or technical grounds upon which Envestra will withhold its consent or make its consent subject to conditions, which include:

· where there is insufficient Capacity at any point on the Riverland Pipeline (either before or as a result of the transfer) to enable the proposed Contracted Capacity to be transferred or assigned to the proposed User Delivery Point; 

· where Envestra would receive less revenue as a result of the proposed transfer or assignment of Contracted Capacity; and

· where the proposed transferee is unable to satisfy Envestra that it is able to meet the pre-conditions set out in section 4.3 of the Access Arrangement.

These commercial and technical grounds are reasonable in that they ensure Envestra’s ability to provide Pipeline Services to other Users is not compromised, and that Envestra does not suffer commercial disadvantage as a consequence of the transfer. The requirements that there be sufficient Capacity available to permit the transfer, and that the transferee meet the pre-conditions in section 4.3 are also consistent with other parts of the Access Arrangement.  Accordingly, this section of the Access Arrangement is consistent with section 3.10 of the Code.

9.2.3 User Delivery Point and User Receipt Point Changes

Section 6.3 of the Access Arrangement deals with changes in User Delivery Points and User Receipt Points. It provides that a Pipeline User is permitted to change the User Delivery Point and/or User Receipt Point from that specified in a contract for a Pipeline Service with the prior written consent of Envestra, where the change is commercially and technically reasonable.

Section 6.3 of the Access Arrangement also states that Envestra will not withhold its consent, other than on reasonable commercial and technical grounds, and that Envestra may make its consent subject to conditions, but only if those conditions are reasonable on commercial and technical grounds.

As with other transfers and assignments the Access Arrangement also provides examples of the reasonable commercial or technical grounds upon which Envestra will withhold its consent or make its consent to change User Delivery and/or Receipt points subject to conditions.  These include:

· where there is insufficient Capacity at any point on the Riverland Pipeline (either before or as a result of the transfer) to enable the proposed User Delivery Point or User Receipt Point to be changed; and

· where Envestra would receive less revenue as a result of the proposed change of User Delivery Point or User Receipt Point. 

Again, these grounds ensure Envestra’s ability to provide Pipeline Services to other Users is not compromised, and that Envestra does not suffer commercial disadvantage as a consequence of the change.  Accordingly, this section of the Access Arrangement is also consistent with section 3.10 of the Code.

9.2.4 Procedure

Section 6.4 of the Access Arrangement specifies a procedure that needs to be followed in order to obtain Envestra’s consent for a transfer/assignment of contracted Capacity (other than a Bare Transfer) or change of User Delivery Points or User Receipt Points. The procedure is: 

· any party requesting a transfer/assignment of Contracted Capacity or a change to a User Receipt Point or User Delivery Point must submit a request to Envestra in writing, setting out the applicable details of the proposal; and

· Envestra may need to undertake an analysis to determine whether the request is both feasible and reasonable on commercial and technical grounds. Envestra will charge a fee, based on a fixed charge of $75 plus $75 per hour per person to carry out the assessment. Costs will be agreed in advance with the party making the request and will be borne by the party making the request. 

10. QUEUING POLICY

10.1 Code Requirements

Section 3.12 of the Code states than an Access Arrangement must include a policy for determining the priority that a Prospective User has, as against any other Prospective User, to obtain access to Spare Capacity and Developable Capacity (and to seek dispute resolution under section 6 of the Code), where the provision of the Service sought by that Prospective User may impede the ability of the Service Provider to provide a Service that is sought by, or which may be sought by, another Prospective User. The Code refers to this policy as a Queuing Policy.

Section 3.13 of the Code states that the Queuing Policy must set out sufficient detail to enable Users and Prospective Users to understand in advance how the Queuing Policy will operate. Section 3.13 also states that the Queuing Policy must accommodate, to the extent reasonably possible, the legitimate business interests of the Service Provider, Users and Prospective Users and generate, to the extent reasonably possible, economically efficient outcomes.

10.2 Compliance and Derivation

Section 7 of the Access Arrangement sets out the Queuing Policy for the Riverland Pipeline. 

The general principle underlying the Queuing Policy is that where insufficient capacity exists to satisfy the Request of a Prospective Pipeline User, a queue will be formed and Requests will be considered in the order in which they are received. This principle will be observed in all circumstances, except that:

· All Requests in the queue for the Reference Service will rank higher in priority to Requests for a Negotiated Service. To the extent that the Reference Tariff is likely to be greater than the Tariff for most Negotiated Services, such an approach is in the legitimate business interests of Envestra. Furthermore, to the extent that this higher Tariff is likely to reflect a greater utilisation of the Riverland Pipeline and a greater willingness to pay and hence value of the Service to a Prospective Pipeline User, it will also generate economically efficient outcomes as required by section 3.13(c) of the Code; and

· Envestra may at any time undertake an investigation into Developable Capacity options, in which case Envestra has the option to consider other Prospective Pipeline Users’ Requests in the investigation and any subsequent augmentations. This approach is designed to enable Envestra to take into account all relevant Requests when considering expansions of the pipeline. This will enable economies of scale to be achieved, thereby satisfying the requirement for economically efficient outcomes in section 3.13(c) of the Code.

Consistent with section 3.13(a) of the Code the Queuing Policy also details the manner in which the queue will be formed and operated. These rules are designed to ensure the orderly operation of the queue, and to keep it up to date and ensure that only bona fide Requests remain on the queue. The rules will avoid time delays caused by offering capacity to parties that no longer require it or cannot use it.  Consistent with section 3.13(b) of the Code this is in the legitimate business interests of both Envestra and of Pipeline Users and Prospective Pipeline Users. Relevant aspects of the queue’s formation and operation are detailed below.

Form of queue

The Queuing Policy makes it clear that all Requests for Pipeline Services which cannot be fulfilled will be placed in a single queue. 

The Queuing Policy recognises that capacity shortages may be restricted to certain parts of the Riverland Pipeline (for example, the lateral to Murray Bridge) and that Spare Capacity that becomes available in one area may not be capable of satisfying a particular Prospective Pipeline User’s Request. Accordingly, it provides that where Spare Capacity becomes available it will be offered to the first Prospective Pipeline User in the queue whose Request it is capable of satisfying.  Envestra will not offer Spare Capacity to any Prospective Pipeline User in the queue in respect of a Request for a Pipeline Service that could not be satisfied through the use of that Spare Capacity.

Information regarding the queue 

The Queuing Policy requires Envestra to provide information to a Prospective Pipeline User about that Prospective Pipeline User’s position in the queue. The Queuing Policy states that when a Request is placed in the queue, and at any time the priority of that Request or the aggregate level of capacity sought by Requests ahead of that Request in the queue changes, Envestra will advise the Prospective Pipeline User of:

· its position on the queue;

· the relevant aggregate level of capacity sought by Prospective Pipeline Users who are ahead on the queue; and

· any relevant investigation into Developable Capacity or augmentation of the Riverland Pipeline which is underway.

The provision of this information is in the legitimate business interests of Pipeline Users and Prospective Pipeline Users.

In return, Prospective Pipeline Users must confirm with Envestra, at intervals of no more than 3 months, whether they wish to proceed with a Request.  As identified above this will assist Envestra in keeping the queue up to date and will avoid time delays caused by offering capacity to parties that no longer require it.

Lapse of position in a queue

The Queuing Policy clearly specifies the circumstances in which a Request will be removed from the queue without receiving a Pipeline Service.  They are:

· where there is no response by a Prospective Pipeline User to an offer of capacity within 10 Business Days;

· where, within 10 Business Days of receiving a contract, a Prospective Pipeline User does not execute that contract and return it to Envestra;

· where a Prospective Pipeline User executes a contract but is unable to satisfy the pre-conditions set out in section 4.3 of the Access Arrangement within 20 days;

· where a Prospective Pipeline User fails to provide confirmation to Envestra (within three months of the previous confirmation) that it wishes to proceed with a Request; and

· where a Prospective Pipeline User indicates to Envestra that it does not wish to proceed with a Request.

Other aspects of the queue

The Queuing Policy also provides that a Prospective Pipeline User:

· may reduce, but not increase, the quantity of capacity that is the subject of a Request in the queue. This will prevent Prospective Pipeline Users from jumping the queue to the detriment of other Prospective Pipeline Users; 

· may not alter the type or nature of the Pipeline Service that is the subject of that Request.  In conjunction with the restriction on increasing capacity this will prevent Prospective Pipeline Users from jumping the queue by moving or changing their existing Requests; and

· may only assign a Request to a third party where that third party has purchased the Prospective Pipeline User’s business and/or assets. Again, this prevents queue jumping and also prevents parties speculatively taking positions in the queue with the sole intention of selling that position to a third party. 
11. EXTENSIONS AND EXPANSIONS POLICY

11.1 Code Requirements

Section 3.16 of the Code states that an Access Arrangement must include a policy (Extensions and Expansions Policy) that sets out:

· the method to be applied to determine whether any extension to, or expansion of the Capacity of, the Covered Pipeline:

· should be treated as part of the Covered Pipeline for all purposes under the Code; or

· should not be treated as part of the Covered Pipeline for any purpose under the Code;

· how any extension or expansion which is to be treated as part of the Covered Pipeline will affect Reference Tariffs; and

· if the Service Provider agrees to fund New Facilities if certain conditions are met, a description of those New Facilities and the conditions on which the Service Provider will fund the New Facilities.

11.2 Compliance and Derivation

Section 8 of the Access Arrangement sets out the Extensions and Expansions Policy for the Riverland Pipeline. It identifies the circumstances under which any extensions to or expansions of the Riverland Pipeline will be treated as part of the Riverland Pipeline (ie as the one Covered Pipeline under the Code) and the tariff arrangements to apply to any extension or expansion. 

In the Access Arrangement, references to extensions or expansions are references to extensions or expansions to the Riverland Pipeline on or after 1 July 1999. 

The Extensions and Expansions Policy provides that all expansions will be automatically treated as part of the Riverland Pipeline from the time the expansion or extension comes into service. It also provides that an extension will be automatically included as part of the Riverland Pipeline, unless it is a significant extension. A significant extension is defined in the Access Arrangement as an extension with an estimated capital cost in excess of $75,000, and/or that involves the construction of more than 1km of transmission pipeline.

In the case of a significant extension, Envestra will have the option of either treating the extension as:

· part of the Riverland Pipeline for the purposes of being a Covered Pipeline under the Code; or

· a stand-alone Pipeline, in which case Envestra will provide written notice to the Regulator prior to the extension entering into service. In this case, Envestra will also have the option of including the stand-alone Pipeline as part of the Riverland Pipeline for the purposes of being a Covered Pipeline at any subsequent review of the Access Arrangement applicable to the Riverland Pipeline. 

To ensure regulatory consistency, Envestra will not have the option of treating a significant extension as a stand-alone Pipeline if the extension was assumed and included in the calculation of Reference Tariffs for the Riverland Pipeline.

In respect of extensions and expansions that are included as part of the Riverland Pipeline, sections 8.1 and 8.2 of the Access Arrangement provide that Tariff arrangements will be determined as follows:

· the Prevailing Tariffs will be charged for the Haulage Reference Service where the extension or expansion meets the economic feasibility test in section 8.16 of the Code;

· where the extension or expansion does not pass the economic feasibility test, but has system-wide benefits that justify a higher Haulage Reference Tariff for all Pipeline Users, Envestra will seek the Regulator’s approval of a higher Reference Tariff for all Pipeline Users; 

· where an extension or expansion does not pass the economic feasibility test or have system-wide benefits that justify a higher Reference Tariff for all Pipeline Users, but is necessary to maintain the safety, integrity or Contracted Capacity of Pipeline Services, Envestra may seek revisions to the Access Arrangement, in accordance with the procedures specified in section 2 of the Code, to provide for new Tariff arrangements; and

· as provided for in section 3.2.1, to the extent that an extension or expansion does not satisfy any of the requirements of section 8.16 of the Code, Envestra may apply to the Regulator to impose a Surcharge in relation to that New Facilities Investment, or agree a Capital Contribution with a User in accordance with section 8 of the Code.

For the avoidance of doubt, the Access Arrangement confirms that the proposed Mildura Pipeline, which will interconnect with the Riverland Pipeline at Berri, is a significant extension which Envestra has elected to treat as a stand-alone Pipeline. A separate Access Arrangement has been submitted to the Regulator in respect of the Mildura Pipeline.

This approach to Coverage and Tariff arrangements for any extension or expansion of the Riverland Pipeline is appropriate, as it:

· minimises the number of Access Arrangements that will apply to the Riverland Pipeline, thereby making it easier for Pipeline Users and Prospective Pipeline Users to understand the terms and conditions of access; and

· avoids delays to access that may occur as a result of having to go through the Coverage process in the Code for extensions and expansions of the Riverland Pipeline.

12. REVIEW OF ACCESS ARRANGEMENT

12.1 Code Requirements

Section 3.17 of the Code states that an Access Arrangement must include a date upon which the Service Provider must submit revisions to the Access Arrangement and a date upon which the next revisions to the Access Arrangement are intended to commence.

12.2 Compliance and Derivation

Section 9.1 of the Access Arrangement provides for Envestra to submit revisions to the Access Arrangement by 1 January 2004.

The Code provides that an Access Arrangement Period may be of any length, provided that the regulator considers it appropriate. 

Section 3.2.6 of the Access Arrangement provides that in the event that amendments to this Access Arrangement in accordance with section 9.2 of the Access Arrangement do not come into effect on or before 1 July 2004 the Reference Tariff will increase by the percentage change in the CPI on this date. 

On the basis that the Reference Tariff and Reference Tariff Policy reflect the objectives in section 8.1 of the Code, no specific trigger events have been proposed. However, the Extensions and Expansions Policy provides that, in certain circumstances, Envestra may seek revisions to Tariff arrangements. Should circumstances change materially during the Access Arrangement Period, Envestra will consider whether an earlier submission of revisions to the Access Arrangement is necessary. 

13. SYSTEM DESCRIPTION, CAPACITY AND VOLUME ASSUMPTIONS

13.1 Route

The Riverland Pipeline commences at the transfer flange on Epic Energy’s Moomba to Adelaide Pipeline (Angaston Lateral) at Angaston. The minimum inlet pressure at this point is 2500 kPa.

The pipeline traverses the Mt Lofty Ranges from Angaston to Sedan at which point there is an offtake to Murray Bridge.

The Murray Bridge offtake runs generally in a southerly direction to the Murray Bridge gate station, located at the Metro Meats premises in Lagoon Road. The maximum daily capacity of the offtake is 2TJ/day.

The pipeline from Sedan to Berri runs in a generally easterly direction to Swan Reach, at which point it crosses the Murray River. It then continues in a generally north-easterly direction towards Berri, and after crossing the Murray River for the second time, reaches the Berri gate station.  Beyond this point the pipeline operates at a lower pressure, with offtakes to large Customers as well as the Berri Township meter station. 

The maximum daily capacity of the Sedan to Berri pipeline is 3TJ/day.

The total length of the Pipeline is 236.5km, consisting of 232 km of 114.3mm diameter pipeline, with the remaining 4.5 km at 60.3mm diameter.

A map of the Riverland Pipeline is at Appendix A of the Access Arrangement.

13.2 Technical Specifications

The Riverland Pipeline’s technical specifications are as follows:

Length of Pipeline
236.5 km

Maximum allowable operating pressure (MAOP)
10,000 kPa

External Diameter 
114.3mm (232km) and 60.3mm (4.5km)

Wall thickness
3mm and 5mm (114.3mm pipeline) and 2.5mm (60.3mm pipeline)

Pipeline material
Steel (Grade API 5LX-42 for the 114.3mm pipeline and Grade B for the 60.3mm pipeline)

Mainline Valves
10

Transmission Receipt Point
Transfer flange on Epic Energy’s Moomba to Adelaide Pipeline (Angaston Lateral) at Angaston. The minimum inlet pressure at this point is 2500 kPa.

Current Capacity
5 TJ/day 

Table 9: Technical Specifications for the Riverland Pipeline.

13.3 Forecasts of Demand

Demand forecasts for the Riverland Pipeline are based on two separate sources.  Firstly, an analysis of forecast demand has been undertaken for existing and potential new customers in Berri and Murray Bridge. This analysis is primarily based on historical records of demand for the Riverland Pipeline.

A second and separate analysis of demand in the Mildura region has also been undertaken.  The forecast demand for Mildura has been generated from:

· discussions with potential major gas users;

· a survey of residences carried out in March 1999;

· examining the key drivers in Gas demand, which predominately relate to economic and manufacturing activity; and

· Envestra’s experience and understanding of penetration rates and the timing of gas take-up in new areas.

A summary of existing and forecast demand is provided in the tables below.  Demand at Transmission Delivery Points that serve single Customers has been aggregated in order to protect the legitimate business interests both of Envestra and the Customer.


98/99
99/00
00/01
01/02
02/03
03/04

Berri Township 















Total Annual Volume (TJ)
8
8
8
8
8
8

Average Daily Flow Rate (GJ)
22
22
22
22
22
22









Mildura Delivery Point















Annual Volume (TJ)
n/a
99
325
421
440
455

Average Daily Flow Rate (GJ)
n/a
270
891
1,154
1,204
1,246

Peak Day Flow Rate (GJ)
n/a
337
1,160
1,461
1,501
1,533









Murray Bridge Township















Annual Volume (TJ)
33
33
33
33
34
34

Average Daily Flow Rate (GJ)
92
92
92
92
93
93









Other Delivery Points















Number of Delivery Points
9
9
9
9
9
9

Annual Volume (TJ)
472
488
493
497
502
502

Average Daily Flow Rate (GJ)
1,292
1,338
1,349
1,362
1,376
1,376









Total (excluding Mildura Delivery Point)















Number of Delivery Points
11
11
11
11
11
11

Annual Volume (TJ)
513
530
534
539
544
544

Average Daily Flow Rate (GJ)
1,405
1,451
1,463
1,475
1,490
1,490

Peak Day Flow Rate (GJ)
2,490
2,741
2,741
2,741
2,741
2,741

Table 10:  Delivery Point and load data for the Riverland Pipeline

Table 11 below shows the monthly load profile for the Riverland Pipeline for 1998.  In common with the Mildura Pipeline, the load profile reflects the increased loads in late summer and early autumn associated with peaks in the fruit-processing industry.  Unlike most Gas pipelines in south-eastern Australia, winter Gas deliveries are below the average for other months, reflecting the proportionally low use of Gas for domestic heating.  

Month
Percentage of Total Load 

January
7.6

February
9.6

March
12.6

April
11.0

May
8.6

June
7.1

July
6.1

August
6.7

September
8.0

October
7.9

November
6.8

December
7.9

Total
100.0

Table 11: System Load Profile by month (calendar year 1998)
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