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Summary of Required Amendments

Required Amendment 1

The haulage demand forecasts for AAS must reflect the values in Table 19 of this final
decision.

Required Amendment 2

The ancillary reference services demand forecast for AA5 must reflect the values in Table 20
of this final decision.

Required Amendment 3

The key performance indicator targets in the access arrangement information must be
amended to be consistent with Table 32 of this final decision.

Required Amendment 4

The values for total revenue (nominal) must reflect the values set out in Table 36 of this final
decision.

Required Amendment 5

The operating expenditure used to determine total revenue must reflect the values in Table
83 of this final decision.

Required Amendment 6

The opening capital base for AA5 must reflect the values in Table 103 of this final decision.
The capital expenditure which ATCO has proposed to include in the speculative capital
expenditure account must not be added to the speculative capital expenditure account.

Required Amendment 7

The projected capital base (nominal) must be amended to reflect the values set out in Table
122 of this final decision.

Required Amendment 8

The return on the capital base must reflect the weighted average cost of capital parameters
in Table 127 of this Final Decision.

Required Amendment 9

The depreciation of the capital base must reflect the values in Table 132 of this final
decision.

Required Amendment 10

The estimated cost of corporate income tax must reflect the value in Table 154 of this final
decision.

Required Amendment 11

The return on working capital calculation must be amended to be consistent with this final
decision as set out in Table 163.

Required Amendment 12

The allocation of forecast total revenue (nominal) between reference services and other
services must be amended in accordance with Table 166 of this final decision.

Required Amendment 13

Annexure A of the proposed revised access arrangement must be amended to reflect the
tariffs set out in Table 189 of this final decision.

Final decision on proposed revisions to the Mid-West and South-West Gas Distribution iii
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Required Amendment 14

The ancillary reference service tariffs should be amended to reflect the tariffs set out in Table
190 of this final decision.

Required Amendment 15

The words “cater for” in the last paragraph of fixed principle 11.3 in the proposed revised
access arrangement must be deleted and the word “consider” reinstated.

Required Amendment 16

The words “cater for” in the last paragraph of fixed principle 11.4 in the proposed revised
access arrangement must be deleted and the word “consider” reinstated.

Required Amendment 17

Consistent with the ERA’s final decision to require the deletion of the development rebate
scheme from the extension and expansion requirements in the access arrangement, fixed
principle 11.5 must also be deleted from the proposed revised access arrangement.

Required Amendment 18

Schedules 4 and 5 of the template service agreement must be amended to update the
provisions for the services specified in Table 194 of this final decision to be consistent with
the amendments that were made to the provisions for the special meter reading service and
deregistering a delivery point service. That is, amendments to provide that the user is not
required to pay the reference tariff if the service provider fails to undertake the service as a
result of an event or circumstance within its reasonable control, which the service provider
could have prevented or overcome.

Required Amendment 19

The word “circumstances” must be corrected to read “circumstance” in clause 4.3A of the
template service agreement.

Required Amendment 20

Clause 5.3 of the proposed revised access arrangement must be amended to make clause
5.3(b)(iii) a new clause 5.3(b)(C). The word “will” as it appears in clause 5.3(d) and clause
5.3(e) must be amended to read “must”.

Required Amendment 21

Section 7.5 (Development Rebate Scheme) and defined terms “Development Rebate
Scheme Costs” and Rebate Amount” must be deleted from the proposed revised access
arrangement.

Final decision on proposed revisions to the Mid-West and South-West Gas Distribution iv
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Final decision

Background

1.

The purpose of an access arrangement is to provide the terms and conditions,
including price, upon which an independent third-party user can gain access to a
regulated pipeline to transport gas.

On 31 August 2018, ATCO Gas Australia submitted its proposed access arrangement
revisions, access arrangement information and access arrangement supporting
information for the Mid-West and South-West Gas Distribution Systems (GDS) to the
Economic Regulation Authority. 12

The role of the ERA is to determine whether ATCO’s proposal complies with the
requirements of the National Gas Law (NGL) and National Gas Rules (NGR) as
implemented in Western Australia by the National Gas Access (WA) Act 2009.

The ERA invited submissions from interested parties on ATCO’s initial proposal by
publishing an initiating notice on 18 September 2018.

On 11 October 2018, the ERA published an issues paper to assist interested parties
to prepare submissions and understand some of the issues to be addressed by the
ERA in determining whether to approve ATCO’s initial proposal.® Interested parties
were invited to make their submissions by 14 November 2018. Submissions were
received from seven interested parties (these parties are listed in Appendix 4).

The ERA published a draft decision on 18 April 2019.* The decision did not approve
ATCO’s proposal and detailed 37 required amendments. ATCO was given until
12 June 2019 to submit a revised access arrangement proposal that addressed the
draft decision requirements.®

ATCO’s revised proposal was received on 12 June 2019, consisting of a proposed
revised access arrangement,® revised access arrangement information’ and other
supporting information. The revised proposal was published on the ERA’s website
on 13 June 2019.

Interested parties had until 10 July 2019 to make submissions on the ERA’s draft
decision and ATCO'’s revised proposal.® Submissions were received from eight
interested parties (listed in Appendix 4). The ERA accepted a late submission from

ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018.
ATCO, Access Arrangement for the Mid-West and South-West Gas Distribution Systems, 31 August 2018.

ERA, Proposed Revisions to the Mid-West and South-West Gas Distribution Systems Access Arrangement

for 2020 to 2024: Issues Paper, 11 October 2018 (online) (accessed October 2018).

ERA, Draft Decision on Proposed Revisions to the Mid-West and South-West Gas Distribution Systems
Access Arrangement for 2020 to 2024, 18 April 2019 (online) (accessed June 2019).

The original date for ATCO to submit a revised proposal was 5 June 2019. This date was extended by the
ERA to 12 June 2019.

ATCO, Access Arrangement for the Mid-West and South-West Gas Distribution Systems, 12 June 2019.
ATCO, 2020-24 Revised Plan (Access Arrangement Information), 12 June 2019.

The original date for interested parties to make submissions was 3 July 2019. This date was extended by
the ERA to 10 July 2019.

Final decision on proposed revisions to the Mid-West and South-West Gas Distribution
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ATCO on 12 August 2019.° ATCO’s late submission was in response to other
submissions on the draft decision.

On 6 September 2019 the ERA published a report assessing the demand forecasts
in ATCO’s revised proposal.’® ERA commissioned Woollahra Partners to review the
gas demand forecasts in ATCO’s response to the ERA’s draft decision. Interested
parties had until 16 September 2019 to make submissions on the report findings.
Two submissions were received (listed in Appendix 4).

ATCO’s initial proposal

10.

11.

12.

13.

14.

ATCO is the natural gas distribution business within the Pipelines and Liquids Global
Business Unit of the ATCO Group of global companies. The ATCO Group is engaged
in structures and logistics, electricity (generation, transmission and distribution),
pipelines and liquids (natural gas transmission, distribution and infrastructure
development, energy storage and industrial water solutions) and retail energy.!
ATCO owns and operates the GDS.

The GDS consists of gas reticulation networks servicing Geraldton, Bunbury,
Busselton, Harvey, Pinjarra, Brunswick Junction, Capel and the Perth greater
metropolitan area (including Mandurah). These combined networks supply
approximately 750,000 customers through more than 14,000 kilometres of pipeline.*?

ATCO’s proposal covers the five-year period from 1 January 2020 to 31 December
2024 (referred to as the fifth access arrangement period or AA5). ATCO’s current
access arrangement applies until the ERA approves a revised access arrangement.

ATCO proposed:

e Toincrease haulage reference tariffs by inflation plus about 22 per cent in 2020
and then a further 2.3 per cent for each of the remaining years of AA5 for all
industrial and commercial customers.

e To apply different tariff increases for B3 (residential) customers. Under ATCO’s
proposal, the average B3 customer would incur a 24.1 per cent real increase in
its annual network bill in 2020 and about a 1 per cent real annual increase for
the remaining years of AA5.13

ATCO explained that some of this increase was a result of 2019 tariffs that were set
below the expected cost of service for that year.'* Other contributing factors to the

10

11

12

13

14

ATCO, Response to the Alinta/Kleenheat Comments on ATCO'’s Revised Plan, 31 July 2019.

Woollahra Partners, Review of ATCO’s AA5 Gas Demand Forecasts — Report for the Economic Regulation
Authority, 2 September 2019.

ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 5.
ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 5.

The retail bill for a (B3) small use customer includes costs for the production of gas, transmission of that gas
to the distribution network, distribution network charges and retail-related costs. The annual network bill is
the amount that is charged to retailers for the use of ATCO'’s distribution network. ATCO notes that network
charges represent about 30 per cent of the retail bill for small use customers.

The ERA has converted ATCO’s nominal annual bill into real terms using ATCO’s assumed inflation. The
ERA has calculated the annual real changes using ATCO’s proposed average B3 consumption for AA5.

The tariff path for the current access arrangement period was complicated as the 2013-14 tariffs continued
until 1 October 2015 (15 months into the current period). This is because there was a delay in approving the
access arrangement. As these tariffs were above the costs for that period, the tariffs for the remaining part of
the period needed to be below the costs for that period to ensure that the allowed revenue equalled costs.

Final decision on proposed revisions to the Mid-West and South-West Gas Distribution 6
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15.

16.

real increase in haulage reference tariffs included increased proposed capital
expenditure for AA5 and lower demand forecasts.

ATCO proposed to spend:

e $357.4 million in operating expenditure during AA5. ATCO used the base-step-
trend method to estimate its operating costs, excluding unaccounted for gas
and ancillary services, which were separately estimated.

e $509.3 million in capital expenditure during AA5. Over 50 per cent of this
expenditure was for network asset replacement and performance. Around
34 per cent of capital expenditure was for network growth with the remaining
expenditure for information technology and structures and equipment
expenditure.

ATCO’s proposed rate of return was 6.03 per cent (hominal after tax).

ERA’s draft decision

17.

18.

19.

20.

The ERA’s draft decision was to not approve ATCO’s proposed revisions to the GDS
access arrangement for 2020 to 2024. The reasons for not approving ATCO’s
proposal were set out in the draft decision document.

ATCO was required to make 37 amendments to the access arrangement before the
ERA would approve it.

Under rule 59(3) of the NGR, the ERA was required to fix a period of at least
30 business days (known as the “revision period”) within which ATCO may, under
rule 60(1), submit additions or other amendments to its proposal to address the
matters raised in the ERA’s draft decision. The ERA fixed the revision period at
30 business days from the date it published the draft decision. ATCO could submit
revisions to its proposal by 4.00 pm (WST) Wednesday, 5 June 2019. This deadline
was subsequently extended by the ERA to 12 June 2019, following a request from
ATCO.

Consistent with rule 59(5)(c)(iii) of the NGR, the ERA invited submissions on its draft
decision for a period of 20 business days following the revision period fixed for ATCO.
Submissions were due by 4:00 pm (WST) Wednesday, 3 July 2019. This deadline
was subsequently extended by the ERA to 10 July 2019, following the extension to
ATCO’s revision period.

ATCO'’s response to the draft decision

21.

22.

ATCO accepted 24 of the ERA’s 37 draft decision required amendments. ATCO
rejected amendments on the ERA’s assessments of actual expenditure for the fourth
access arrangement period (AA4) and forecast expenditure for AA5. ATCO
submitted that “implementing the [ERA’s] draft decision would result in adverse
consequences for [its] customers, [its] business, and the safety and security of [its]
network”.®

ATCO'’s revised proposal was to increase haulage reference tariffs by inflation plus
10.6 per cent on 1 January 2020, followed by inflation plus 2.3 per cent increase for

15

ATCO, 2020-24 Revised Plan (Access Arrangement Information), 12 June 2019, ix.

Final decision on proposed revisions to the Mid-West and South-West Gas Distribution 7
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23.

24.

25.

each of the remaining years of AAS5 for all industrial and commercial customers (that
is Al, A2, B1 and B2 customers).

ATCO proposed different tariff increases for B3 (residential) customers. Its revised
proposal was to:

o Hold the B3 fixed charge at the 2019 level in real terms during AA5.

e Maintain the variable charge for the first 1.825GJ per year at no charge during
AAB.

e Increase the variable charges on 1 January 2020 for usage between 1.825GJ
per year and 9.855GJ per year by 46.4 per cent and for usage over 9.855GJ
per year by 142.2 per cent in real terms, followed by a 2.3 per cent real
increase for these variable charges over the remaining years of AA5.

ATCO'’s revised proposal was to spend $345.1 million in operating expenditure and
$437.0 million in capital expenditure during AAS.

ATCO'’s revised rate of return was 4.87 per cent (nominal after tax).

ERA'’s final decision

26.

27.

28.

29.

The final decision is to not approve ATCO’s revised proposed revisions to the GDS
access arrangement for 2020 to 2024. The reasons for not approving ATCO'’s
revised proposal are set out in this final decision.

The ERA has identified 21 required amendments to ATCO’s proposed revised access
arrangement that need to be made before it can be approved. The required
amendments, listed on pages iii and iv of this final decision, are also stated in the
reasons for this final decision at the point where each part of the access arrangement
is considered. The ERA’s final decision complies with the NGL and NGR, in particular
the ERA has considered the national gas objective and revenue and pricing
principles. In making the final decision, the ERA has also given consideration to the
National Gas Access (WA) (Local Provisions) Regulations 2009 with respect to small
use customers and those that supply those customers.

The ERA'’s final decision reduces ATCO'’s revised haulage reference tariff increase
to inflation plus 1.50 per cent in 2020 with subsequent annual increases of inflation
plus 1.40 per cent for all industrial and commercial customers (that is Al, A2, B1 and
B2 customers).

The ERA’s final decision also reduces ATCO’s revised B3 (residential) customer
haulage reference tariff increases:

e The B3 fixed charge will remain the same as the 2019 charge in real terms
during AA5.

e The variable charge for the first 1.825GJ per year will remain at no charge
during AA5S.

e The variable charge on 1 January 2020 will increase for usage between
1.825GJ per year and 9.855GJ per year by 10.22 per cent and for usage over
9.855GJ per year by 70.62 per cent in real terms, followed by a 1.40 per cent
real increase for these variable charges over the remaining years of AA5.

Final decision on proposed revisions to the Mid-West and South-West Gas Distribution 8
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30.

31.

The ERA has decided that $321.25 million in operating expenditure and
$410.19 million in capital expenditure satisfies the requirements in the NGR during
AA5.

The rate of return used for this final decision is 4.16 per cent (nominal after tax).

ERA’s approved access arrangement

32. The NGR contain provisions for the ERA to make or revise an access arrangement
proposal when the ERA’s final decision is to refuse to approve a service provider’s
access arrangement proposal.

64 [ERA’s] power to make or revise access arrangement on refusing to
approve an access arrangement proposal

(1) If, in an access arrangement final decision, the [ERA] refuses to approve an
access arrangement proposal (other than a variation proposal), the [ERA]
must itself propose an access arrangement or revisions to the access
arrangement (as the case requires) for the relevant pipeline.

(2) The [ERA’s] proposal for an access arrangement or revisions is to be
formulated with regard to:
€) the matters that the Law requires an access arrangement to include;

and

(b) the service provider's access arrangement proposal; and
(c) the [ERA’s] reasons for refusing to approve that proposal.

3) The [ERA] may (but is not obliged to) consult on its proposal.

4) The [ERA] must, within 2 months after the access arrangement final decision,
make a decision giving effect to its proposal.

(5) When the [ERA] makes a decision under this rule, it must:
(a) give a copy of the decision to the service provider; and
(b) publish the decision on the [ERA’s] website.

(6) The access arrangement or the revisions to which the decision relates takes
effect on a date fixed in the determination or, if no date is so fixed,
10 business days after the date of the decision.

33. The ERA has not approved ATCO’s proposed revised access arrangement.
Pursuant to rules 64(1) and 64(4) of the NGR, the ERA must now itself propose
revisions to the access arrangement for the GDS and make a decision to give effect
to its proposal, within two months of this final decision.

34. The ERA considers that for the purpose of rule 64(4), this final decision constitutes
the decision that gives effect to its proposed revised access arrangement for the
GDS.

35. In accordance with rule 64(2) of the NGR, the ERA has formed its proposed revisions
to the access arrangement having regard to the requirements of the NGL, ATCO'’s
revised proposal and the ERA’s reasons for refusing to approve it. The ERA has
made the necessary revisions to ATCO’s proposed revised access arrangement,
consistent with the required amendments in this final decision.

Final decision on proposed revisions to the Mid-West and South-West Gas Distribution 9
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36.

37.

38.

As provided for under rule 64(3) of the NGR, the ERA has decided not to consult on
its proposed revised access arrangement.

Consistent with the requirements of rule 64(5) of the NGR, the ERA has published its
decision and approved access arrangement on its website'® and has provided ATCO
with a copy of each. The ERA has also drafted its own access arrangement
information, which contains the information that is required to understand the
background to, and the basis and derivation of the various elements of, the approved
access arrangement. The access arrangement information is also available on the
ERA’s website.

In accordance with rule 64(6) of the NGR, the ERA has decided that its approved
access arrangement for the GDS will take effect on 1 January 2020 (see section 2.1
of the approved access arrangement).

16

Economic Regulation Authority, ‘Access Arrangement for Period 2020 to 2024’ (online) (accessed November

2019).
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Reasons

Decision making framework

Regulatory framework

39. The requirements for an access arrangement are established by the National Gas
Law (NGL) and National Gas Rules (NGR) as enacted by the National Gas (South
Australia) Act 2008 and implemented in Western Australia by the National Gas
Access (WA) Act 20009.

40. Under rule 100 of the NGR, all provisions of an access arrangement must be
consistent with the national gas objective, which is specified in section 23 of the NGL.

The objective of this Law is to promote efficient investment in, and efficient operation
and use of, natural gas services for the long term interests of consumers of natural gas
with respect to price, quality, safety, reliability and security of supply of natural gas.

41. Sections 28(1) and (2) of the NGL specify the manner in which the ERA must perform
or exercise its regulatory functions or powers.

28 Manner in which [ERA] must perform or exercise [ERA] economic
regulatory functions or powers
(1) The [ERA] must, in performing or exercising an [ERA] economic regulatory
function or power—
€) perform or exercise that function or power in a manner that will or is
likely to contribute to the achievement of the national gas objective;
and
(b)
(2) In addition, the [ERA]—
€)) must take into account the revenue and pricing principles—

0] when exercising a discretion in approving or making those
parts of an access arrangement relating to a reference tariff;
or

(ii) when making an access determination relating to a rate or
charge for a pipeline service; and

(b) may take into account the revenue and pricing principles when
performing or exercising any other [ERA] economic regulatory
function or power, if the [ERA] considers it appropriate to do so.

42. As specified, the ERA must consider the revenue and pricing principles. These
principles are set out in section 24 of the NGL.

24 Revenue and pricing principles
Q) The revenue and pricing principles are the principles set out in subsections
(2) to (7).
(2) A service provider should be provided with a reasonable opportunity to
recover at least the efficient costs the service provider incurs in—
€) providing reference services; and
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(b) complying with a regulatory obligation or requirement or making a
regulatory payment.

3) A service provider should be provided with effective incentives in order to
promote economic efficiency with respect to reference services the service
provider provides. The economic efficiency that should be promoted

includes—

€) efficient investment in, or in connection with, a pipeline with which the
service provider provides reference services; and

(b) the efficient provision of pipeline services; and

(c) the efficient use of the pipeline.

(4) Regard should be had to the capital base with respect to a pipeline adopted—

(a) in any previous—
() full access arrangement decision; or
(ii) decision of a relevant Regulator under section 2 of the Gas
Code;
(b) in the Rules.
(5) A reference tariff should allow for a return commensurate with the regulatory

and commercial risks involved in providing the reference service to which that
tariff relates.

(6) Regard should be had to the economic costs and risks of the potential for under
and over investment by a service provider in a pipeline with which the service
provider provides pipeline services.

@) Regard should be had to the economic costs and risks of the potential for under
and over utilisation of a pipeline with which a service provider provides pipeline
services.

43. In addition to the NGL and NGR, the ERA must also take into consideration the

National Gas Access (WA) (Local Provisions) Regulations 2009. These local
regulations contain provisions, under Part 2, regulation 7, which consider the effect
of reference tariffs on small use customers and retailers.

7. Impact on small use customers and retailers to be taken into account

(1) When exercising a discretion in approving or making an access arrangement
for a distribution pipeline the ERA must take into account the possible impact
of the proposed reference tariffs, the method of determining the tariffs and
the reference tariff variation mechanisms on —

€) users to whom gas is or might be delivered by means of a small
delivery service provided for in the access arrangement; and

(b) small use customers to whom gas is or might be delivered by those
users.

Changes to the regulatory framework

44, In March 2019, the Australian Energy Market Commission (AEMC) made a final
determination to make changes to the regulatory framework for covered transmission
and distribution natural gas pipelines in Australia.!” The specific changes to the NGR

17 Australian Energy Market Commission, Regulation of covered pipelines, Rule determination, 14 March 2019
(online) (accessed May 2019).
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are set out in National Gas Amendment (Regulation of covered pipelines) Rule 2019
No.1.'® The new rules:®

e  Set out a new process for determining which services will have reference tariffs set
by the regulator. Reference tariffs are the prices that pipeline operators can charge
their customers.

o Clarify how regulators calculate efficient costs so reference tariffs can be set at
more efficient levels.

e  Strengthen reporting obligations to support more balanced negotiations. Pipeline
owners will be required to provide more relevant, timely and accessible information
for pipeline users through the Natural Gas Bulletin Board or on the pipeline owners’
websites.

e Give stakeholders, including pipeline users, more input into regulators’ decisions.
e Set a clear trigger for pipeline users to start arbitration if negotiations fail.

45, Most of the new rules commenced on 21 March 2019, including new transitional
provisions. Transitional rule 61 (in schedule 1) of the NGR applies to the GDS, which
provides for exemptions from the new rules made under Parts 8, 9 and 10 of the
NGR.

61 Application of Amending Rule to Mid-West and South-West Gas
Distribution Systems

(1) The amendments to Parts 8, 9 and 10 of the Rules made by the Amending
Rule does not apply to the Mid-West and South-West Gas Distribution
Systems in respect of the access arrangement for that pipeline for the next
access arrangement period.

46. The amendments to Part 8 (access arrangements), Part 9 (price and revenue
regulation) and Part 10 (other provisions of and concerning the access arrangement)
of the NGR cover most of the rule changes that were made. Unless otherwise stated,
references to the NGR in this final decision are references to the rules that applied at
the time ATCO submitted its initial access arrangement proposal to the ERA.?°

Content of an access arrangement

47. ATCO is required to submit a “full access arrangement” for the GDS. Section 2 of
the NGL specifies a full access arrangement to be an access arrangement that:

e Provides for price or revenue regulation as required by the NGR.

o Deals with all other matters for which the NGR require provisions to be made in
an access arrangement.

48. The required content of a full access arrangement proposal is specified in rule 48 of
the NGR. Table 1 details the required content and indicates where the ERA has
considered the content in this final decision.

18 Australian Energy Market Commission, National Gas Amendment (Regulation of covered pipelines) Rule
2019 No.1 (online) (accessed May 2019).

19 Australian Energy Market Commission, ‘Regulation of covered pipelines’ (online) (accessed May 2019).
20 NGR, version 38.
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Table 1: Required content of a full access arrangement

National Requirement Document

Gas Rule reference

48(1)(a) Identify the pipeline to which the access arrangement relates and | Paragraph 52
include a reference to a website at which a description of the
pipeline can be inspected.

48(1)(b) Describe the pipeline services the service provider proposes to Paragraph 71
offer to provide by means of the pipeline.

48(1)(c) Specify the reference services. Paragraph 71
48(1)(d)(i) Specify for each reference service, the reference tariff. Paragraph 1697
48(1)(d)(ii) Specify for each reference service, the other terms and Paragraph 1888

conditions on which the reference service will be provided.

48(1)(e) If the access arrangement is to contain queuing requirements, Not applicable
set out the queuing requirements.

48(1)(f) Set out the capacity trading requirements. Paragraph 2091

48(1)(9) Set out the extension and expansion requirements. Paragraph 2102

48(1)(h) Ste_xte the terms and conditions for changing receipt and delivery | Paragraph 2148
points.

48(1)(i) If there is to be a review submission date, state the review Paragraph 52

submission date and the revision commencement date.

48(1)() If there is to be an expiry date, state the expiry date. Not applicable

49, Rule 43(1) of the NGR requires ATCO to submit “access arrangement information”
with its proposal. The NGR define access arrangement information as “information
that is reasonably necessary for users and prospective users” to understand the
background to the access arrangement, and the basis and derivation of various
elements of the access arrangement (rule 42(1) of the NGR).

50. The specific requirements for access arrangement information relevant to price and
revenue regulation is set out in rule 72 of the NGR and is reproduced in Table 2.

Table 2: Requirements for access arrangement information relevant to price and revenue
regulation

National Requirement for Access Arrangement Information (AAI) 2

Gas Rule

72(1)(a) If the access arrangement period commences at the end of an earlier access
arrangement, AAl must include:

Capital expenditure (by asset class) and operating expenditure (by category) over the
earlier access arrangement period.

Usage of the pipeline over the earlier access arrangement period showing:

21 On 8 April 2019, the binding rate of return instrument came into operation in Western Australian. There were
several consequential changes to the NGR. Rules 72(1)(g) and 72(1)(h) were amended and rule 72(1)(ga)
was deleted. The summary in this table reflects the current wording of the rules.
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National Requirement for Access Arrangement Information (AAI) 2%

Gas Rule

= For a distribution pipeline: minimum, maximum and average demand and
customer numbers in total and by tariff class.

—  For a transmission pipeline: minimum, maximum and average demand for
each receipt or delivery point and user numbers for each receipt or delivery
point.

72(1)(b) AAI must include information on how the capital base is arrived at, and if the access
arrangement period commences at the end of an earlier access arrangement, a
demonstration of how the capital base increased or diminished over the previous
period.

72(1)(c) AAI must include the projected capital base over the access arrangement period,

including:

A forecast of conforming capital expenditure for the period and the basis for the
forecast.

A forecast of depreciation for the period, including a demonstration of how the
forecast is derived on the basis of the proposed deprecation method.

72(2)(d) To the extent it is practicable to forecast capacity and utilisation over the access
arrangement period, AAl must include a forecast of pipeline capacity and utilisation of
pipeline capacity over the period and the basis on which the forecast has been
derived.

72(1)(e) AAIl must include a forecast of operating expenditure over the access arrangement
period and the basis on which the forecast has been derived.

72(2)(F) AAIl must include the key performance indicators to be used by the service provider to
support the expenditure to be incurred over the access arrangement period.

72(1)(9) AAl must include the allowed rate of return for each regulatory year of the access
arrangement period.

72(1)(h) AAI must include the estimated cost of corporate income tax, calculated in
accordance with rule 87A, including the allowed imputation credits referred to in that
rule.

72(2)() If an incentive mechanism operated in the previous access arrangement period, the

AAI must include the proposed carry over of increments or decrements for efficiency
gains or losses, and a demonstration of how an allowance is to be made for any such
increments or decrements.

72(1)() AAI must include the proposed approach to setting tariffs including:

The suggested basis of reference tariffs, including the method used to allocate costs
and a demonstration of the relationship between costs and tariffs.

A description of any pricing principles employed, but not otherwise disclosed.

72(1)(k) AAI must include the service provider’s rationale for any proposed reference tariff
variation mechanism.

72(0)(1) AAIl must include the service provider’s rational for any proposed incentive
mechanism.
72(1)(m) AAIl must include the total revenue to be derived from pipeline services for each

regulatory year of the access arrangement period.
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Key dates and identification of the pipeline

52. The NGR require an access arrangement to “identify the pipeline to which the access
arrangement relates and include a reference to a website at which a description of
the pipeline can be inspected” (rule 48(1)(a)).

48 Requirements for full access arrangement (and full access arrangement
proposal)

(1) A full access arrangement must:
(a) identify the pipeline to which the access arrangement relates and

include a reference to a website at which a description of the pipeline
can be inspected; and

53. The NGR also require an access arrangement to contain a review submission date
and a revision commencement date (rule 49(1)(a)).

49 Review submission, revision commencement and expiry dates
(1) A full access arrangement (other than a voluntary access arrangement):
(a) must contain a review submission date and a revision
commencement date; and
(b) must not contain an expiry date.
(2) An access arrangement to which this subrule applies:
(a) may contain a review submission date or both a review submission
date and an expiry date; and
(b) must, if it contains a review submission date, contain a revision
commencement date; and
(c) must, if it contains no review submission date, contain an expiry date.
3) Subrule (2) applies to:
€) a full access arrangement that is a voluntary access arrangement;
and
(b) a limited access arrangement for a light regulation pipeline.
54, Rule 3 of the NGR defines these dates to mean:

review submission date means a date on or before which an access arrangement
revision proposal is required to be submitted.

revision commencement date for an applicable access arrangement means the
date fixed in the access arrangement as the date on which revisions resulting from a
review of an access arrangement are intended to take effect.

55. Rule 50 details further provisions for a review submission date and revision
commencement date.

50 Review of access arrangements
Q) As a general rule:
€) a review submission date will fall 4 years after the access
arrangement took effect or the last revision commencement date;
and
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(b) a revision commencement date will fall 5 years after the access
arrangement took effect or the last revision commencement date.

(2) If a service provider, as part of an access arrangement proposal, proposes to
fix a review submission date and a revision commencement date in
accordance with the general rule, the [ERA] must accept that part of the

proposal.
3) The [ERA] has no discretion under subrule (2).
4) The [ERA] may, however, approve dates that do not conform with the general

rule if satisfied that they are consistent with the national gas objective and the
revenue and pricing principles.

ATCO'’s initial proposal

56.

57.

Part 3 of ATCO’s proposed access arrangement identifies the relevant pipeline as
“the Mid-West and South-West Gas Distribution System (formally known as the
WAGN GDS) owned by ATCO Gas Australia Pty Ltd”, or the “AGA GDS”. A
description of the AGA GDS is available at: www.atcogas.com.au

ATCO proposed a five-year period for the fifth access arrangement period (AA5),
which compared with a five-and-a-half-year period for the fourth access arrangement
(AA4) that was adopted to align the regulatory years with ATCO’s calendar year
financial reporting. ATCO proposed:

e A review submission date of 1 September 2023.
e Arevision commencement date of 1 January 2025.

Draft decision

58.

59.

60.

Rule 48(1)(a) of the NGR requires ATCO to identify the pipeline to which the access
arrangement relates, and to reference a website where a description of the pipeline
can be inspected. ATCO satisfied these requirements in Part 3 of the access
arrangement by referring to the ATCO Gas Australia website (www.atcogas.com.au).

The ERA identified two webpages that provided descriptions of the pipeline.?> The
ERA considered that while it may be beneficial for ATCO to provide a specific URL
for the webpage where the description of the pipeline is for the purpose of the access
arrangement, a generic website reference accommodated future updates and/or
upgrades to ATCO’s website that may occur during the access arrangement period.

ATCO’s proposed review submission date and revision commencement date were
specified in Part 2 of the access arrangement.

e The proposed review submission date of 1 September 2023 was less than four
years after the last revision commencement date (being 1 January 2020).

e The proposed revision commencement date of 1 January 2025 was five years
after the last revision commencement date (being 1 January 2020).

22

The following webpages provide some context of the pipeline:

° http://www.atcogas.com.au/About-Us/Access

° http://www.atcogas.com.au/About-Us/Coverage-Maps
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61. ATCO’s review submission date did not conform to the general rule of being four
years after the last revision commencement date. However, the proposed date was
consistent with the national gas objective and revenue and pricing principles because
it allowed a more realistic timeframe for the consideration of proposed revisions to
the access arrangement. For this reason, the ERA approved ATCQO’s proposed
review submission date.

62. ATCO'’s proposed revision commencement date conformed to the general rule of
being five years after the last revision commencement date. For this reason, the ERA
had to accept the proposed date because it has no discretion under rule 50(2) of the
NGR (rule 50(3)).

ATCO’s response to the draft decision

63. ATCO did not make any further amendments to the proposed review submission date
or revision commencement date.

Submissions to the ERA

64. No submissions to the ERA addressed ATCO’s initial proposal for the identification
of the pipeline or proposed review submission and revision commencement dates.

65. There were no submissions in response to the draft decision.

Final decision

66. There were no submissions from interested parties on the matter of the identification
of the pipeline to which the access arrangement relates. The ERA maintains its draft
decision that ATCO's generic website reference (where a description of the pipeline
can be inspected) complies with the requirements of the NGR.

67. ATCO did not revise its proposal for a review submission date of 1 September 2023
and a revision commencement date of 1 January 2025. There were no submissions
from interested parties on this matter.

68. Although ATCQO’s review submission date does not conform to the general rule of
being four years after the last revision commencement date, the proposed date is
consistent with the national gas objective and revenue and pricing principles because
it allows an adequate timeframe for the consideration of proposed revisions to the
access arrangement for the next access arrangement period.

69. ATCO'’s proposed revision commencement date conforms to the general rule of being
five years after the last revision commencement date.

70. The ERA maintains its draft decision position that ATCO’s proposed review
submission and revision commencement dates comply with the requirements of the
NGR.
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Pipeline and reference services

71. The NGR require an access arrangement proposal to describe the pipeline services
the service provider proposes to offer by means of the pipeline (rule 48(1)(b)) and to
specify the reference services (rule 48(1)(c)).

48 Requirements for full access arrangement (and full access arrangement
proposal)
(1) A full access arrangement must:
(a)
(b) describe the pipeline services the service provider proposes
to offer to provide by means of the pipeline; and
(c) specify the reference services; and
72. “Pipeline service” is defined in Part 1 (section 2) of the National Gas Law (NGL) as a

service that is provided by means of a pipeline including a haulage service, an
interconnection service, or an ancillary service. A pipeline service does not include
the production, sale or purchase of natural gas.

73. “Reference service” is defined in rule 101 of the NGR as pipeline service that is likely
to be sought by a significant part of the market.

101 Full access arrangement to contain statement of reference services
(1) A full access arrangement must specify as a reference service:
(a) at least one pipeline service that is likely to be sought by a

significant part of the market; and

(b) any other pipeline service that is likely to be sought by a
significant part of the market and which the [ERA] considers
should be specified as a reference service.

ATCO'’s initial proposal

74. ATCO proposed to retain its existing reference services for the fifth access
arrangement period (AA5) with the addition of a new “special meter reading” service.
The reference services comprise haulage reference services and ancillary reference
services and are detailed in Part 4 of the access arrangement.

75. Haulage reference services are primarily the transportation of gas from the
transmission pipeline to the customer. Haulage services also include the installation
and maintenance of a standard meter, meter reading and associated data collection
and reporting. ATCQO’s proposed haulage services are shown in Table 3.
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Table 3: ATCO’s proposed haulage reference services for AA5

Reference | Description

service

Al Al is a pipeline service under which ATCO delivers gas to a user at a delivery point
on the network, where the following preconditions were met at the time the user (then
a prospective user), submitted an application for the service:

The prospective user is reasonably expected to take delivery of 35 terajoules (TJ) or
more of gas during each year of the haulage contract; and

The prospective user is reasonably expected to require a contracted peak rate of 10
GJ or more per hour; and

The prospective user requests user-specific delivery facilities.

A2 A2 is a pipeline service under which ATCO delivers gas to a user at a delivery point
on the network, where the following preconditions were met at the time the user (then
a prospective user), submitted an application for the service:

Either (or both):
—  The prospective user is reasonably expected to take delivery of 10 TJ or
more of gas, but less than 35 TJ of gas, during each year of the haulage

contract, or is reasonably expected to require a contracted peak rate of less
than 10 GJ per hour; [or]%

— An Above 10 TJ Determination was, or was likely to have been, made under
the Retail Market Procedures (WA); and

The prospective user requests user specific-delivery facilities.

Bl B1 is a pipeline service under which ATCO delivers gas to a user at a delivery point
on the network, where the following preconditions were met at the time the user (then
a prospective user), submitted an application for the service:

Either the prospective user is reasonably expected to take delivery of less than 10 TJ
of gas during each year of the haulage contract, or is reasonably expected to
require a contracted peak rate of less than 10 GJ per hour; and

The prospective user requests user-specific delivery facilities or standard delivery
facilities that include a standard meter with a badged capacity of 18 cubic meters
per hour (m3/h) or more.

B2 B2 is a pipeline service under which ATCO delivers gas to a user at a delivery point
on the medium pressure and low pressure parts of the network using standard
delivery facilities that include a standard meter with a badged capacity of greater than
or equal to 12 m3/h and less than 18 m3/h.

B3 B3 is a pipeline service under which ATCO delivers gas to an end-use customer at a
delivery point on the medium pressure and low pressure parts of the network using
standard delivery facilities that include a standard meter with a badged capacity of
less than 12m3/h.

End-use customers who receive B3 reference services consume less than 1 TJ of
gas per year and are small use customers as defined in the National Gas Access
(WA) (Local Provisions) Regulations 2009.

Source: ATCO, 2020-24 Plan (Access Arrangement Information), pp. 49-50, Table 8.2.

23 ATCO incorrectly used the word “and” in its proposed drafting for the description of the A2 service in the
access arrangement information. The ERA confirmed this error with ATCO (response to ERA Information
Request 25, 24 October 2019) and has corrected the drafting in this decision document to use the word “or”,
which is consistent with the drafting in clause 4.3(a)(i)(B) of the proposed access arrangement.
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76. ATCO'’s proposed ancillary reference services are shown in Table 4. The ancillary
services are the same as those applying in the fourth access arrangement period
(AA4), with the addition of a special meter reading service.

77. A special meter reading is a gas meter reading that occurs outside of the regular
reading cycle. ATCO has reclassified the special meter reading service from a

non-reference service to a reference service for AA5 because the service is likely to

be sought by a larger proportion of the market in AA5.

Table 4:

Reference
service

ATCO’s proposed ancillary reference services for AA5

Description

Applying a A lock is applied to a valve that comprises part of the delivery facility to prevent gas

meter lock from being received at the relevant delivery point. This service is available for
reference service B2 and B3 users, subject to the suitability of the meter control
valve.

Removing a A lock that was applied to a valve to prevent gas from being received at the

meter lock relevant delivery point is removed. This service is available for reference service

B2 and B3 users.

Deregistering
a delivery
point

A delivery point is permanently deregistered by removing the delivery facility
permanently, removing the delivery point in accordance with the Retail Market
Procedures (WA) and removing the delivery point from the delivery point register.
This service is available for all reference service users.

Disconnecting
a delivery
point

A delivery point is physically disconnected and prevents gas from being delivered to
the delivery point. This service is available in respect of delivery points at which a
user is provided with reference service B2 or B3.

Reconnecting
a delivery
point

The delivery point is reconnected to allow gas to be delivered to the delivery point.
This service is available in respect of delivery points at which a user is provided
with reference services B2 or B3.

Special meter
reading

An out of cycle reading of a standard meter at the relevant delivery point. This
service is available in respect of delivery points at which a user is provided with
reference service B1, B2 or B3 with a manually read meter.

Source: ATCO, 2020-24 Plan (Access Arrangement Information), p. 50, Table 8.3.

78. ATCO proposed to continue to offer the following non-reference services:
e upgrading meter size
e disconnecting service in the street
e  after-hours priority restoration of gas supply
e special meter reading at an appointed time.
79. These non-reference services are additional services that do not form part of ATCO’s

reference services.

ATCO proposed to continue to negotiate the price for these

services directly with the retailer/user.?

24 ATCO, 2020-24 Plan (Access Arrangement Information), p. 51.
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Draft decision

80.

81.

82.

83.

84.

85.

86.

The proposed new special meter reading reference service is currently a
non-reference service in the AA4 access arrangement. ATCO reclassified the service
to areference service for AA5 because retail competition in the residential gas market
increased the volume of special meter readings. ATCO submitted that the volume of
special meter readings increased from 12,457 in 2013 to over 119,000 in 2017 and it
expected this volume to continue into AA5.%°

ATCO’s reason for reclassifying the special meter reading service from a
non-reference service to a reference service satisfied the definition for a reference
service. The service was likely to be sought by a significant part of the market. The
increase in the number of special meter reads between 2013 and 2017 was
significant and the volume of reads was expected to continue to grow during AA5.

Submissions to the ERA that addressed the matter of pipeline and reference services
supported ATCO’s proposal to reclassify the special meter reading service. However,
there were differing opinions about the corresponding proposed tariff.?® AGL Energy
submitted that the tariff was consistent with the charges of other gas distribution
providers, while Kleenheat disagreed. The ERA addressed the proposed tariff for the
special meter reading service as part of its considerations on ATCO’s proposed
reference tariffs (see paragraph 1697).

AGL further submitted that the special meter reading service should have a clear
cancellation window where no charge was incurred. The ERA addressed this
recommendation as part of its considerations of ATCO’s proposed terms and
conditions that are set out in the schedules to the template service agreement, which
applies to each of the reference services (see paragraph 2056).

AGL also indicated its preference for the introduction of:

e Published price lists for non-reference services (such as meter upgrades and
street disconnections) rather than negotiated prices.

e An enhanced street disconnection service that used an installed street valve to
disconnect or reconnect a customer, rather than excavation.

The ERA considered that the opportunity for customers to directly negotiate with
ATCO to determine the price for a non-reference service, and negotiate the nature of
the service itself, allowed unigue operational circumstances to be considered. Such
price and service negotiations were consistent with the national gas objective. While
a published price list for non-reference services may provide price certainty to some
customers, there was no requirement for ATCO to publish any such prices.
Conversely, if ATCO decided to publish prices for non-reference services, these
prices would fall outside the regulatory provisions of the access arrangement.

As highlighted by AGL, the volume of and demand for other non-reference services
was likely to be small and would be inconsistent with the NGR definition of a reference
service (being a pipeline service that is likely to be sought by a significant part of the
market). Hence, the ERA considered that these services should remain as
non-reference services.

25

26

ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 51.
Submissions from AGL Energy, Alinta Energy and Kleenheat.

Final decision on proposed revisions to the Mid-West and South-West Gas Distribution 22
Systems access arrangement for 2020 to 2024 — Submitted by ATCO Gas Australia



Economic Regulation Authority

ATCO'’s response to the draft decision

87.

ATCO did not make any further amendments to the proposed reference services for
AA5.

Submissions to the ERA

88.

89.

Several submissions to the ERA addressed ATCO’s initial proposal to retain the
existing (AA4) reference services for AA5, with the addition of a new special meter
reading service.?” These submissions were considered as part of the ERA’s draft
decision.

Apart from a submission from AGL Energy, there were no other submissions in
response to the draft decision that addressed the proposed pipeline and reference
services. AGL’s submission indicated its satisfaction with ATCO’s decision to
introduce a special meter reading reference service and the ERA’s draft decision to
allow it.?®

Final decision

90.

91.

ATCO did not revise its proposal for pipeline and reference services. Other than the
submission from AGL, there were no submissions from interested parties on the
ERA’s draft decision that addressed pipeline and reference services. AGL’s
submission did not raise any additional matters for consideration.

For the above reasons, the ERA maintains its draft decision position that ATCO’s
proposal to retain its existing reference services for AA5, with the addition of a new
special meter reading service, meets the requirements of the NGR.

27

28

Submissions from AGL Energy, Alinta Energy and Kleenheat.
AGL Energy submission, 9 July 2019.

Final decision on proposed revisions to the Mid-West and South-West Gas Distribution 23
Systems access arrangement for 2020 to 2024 — Submitted by ATCO Gas Australia



Economic Regulation Authority

Demand forecasts

92. Rule 72 of the NGR contains requirements for access arrangement information
relevant to demand forecasts, including:

72 Specific requirements for access arrangement information relevant to
price and revenue regulation

(1) The access arrangement information for a full access arrangement proposal
(other than an access arrangement variation proposal) must include the
following:

(a) if the access arrangement period commences at the end of an earlier
access arrangement period:

(iii) usage of the pipeline over the earlier access arrangement
period showing:

(A) For a distribution pipeline, minimum, maximum and
average demand...

(B) For a distribution pipeline, customer numbers in total
and by tariff class...

(d) to the extent it is practicable to forecast pipeline capacity and
utilisation of pipeline capacity over the access arrangement period, a
forecast of pipeline capacity and utilisation of pipeline capacity over
that period and the basis on which the forecast has been derived; ...

93. Rule 74 of the NGR contains specific requirements for the provision of forecasts and
estimates:

74 Forecasts and estimates

(1) Information in the nature of a forecast or estimate must be supported by a
statement of the basis of the forecast or estimate.

(2) A forecast of estimate:
€) must be arrived at on a reasonable basis; and
(b) must represent the best forecast or estimate possible in the

circumstances.

ATCO'’s initial proposal

94. ATCO developed demand forecasts for its haulage references services and ancillary
reference services for the fifth access arrangement period (AA5).

Haulage reference services

95. ATCO forecast total demand and average customer numbers by tariff class (A1, A2,
B1, B2, B3) for each year of AA5.% Total gas demand was forecast to decrease by
1.1 per cent over AA5.3° ATCO expected the minimum, maximum and average

29 ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 59, Table 9.7.
30 ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 59, Table 9.7.
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demand to gradually decrease over the AAS5 period (see Figure 1). The average use
of the capacity of the network was forecast to decline over AA5.

Figure 1 Actual and forecast average demand per day (TJ) (2014 to 2024)
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Source: ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 60, Figure 9.8.

96.

97.

98.

99.

ATCO developed its demand forecast method based on advice from consultant Core
Energy Group, by:

e surveying Al tariff customers to forecast consumption
¢ replacing annual weather normalisation with daily weather normalisation
e including the most recent customer consumption data for 2017.

ATCO continued to use an effective degree day method to estimate forecast gas
consumption. The method aims to normalise the effect of weather on demand and
increase consumption forecasting accuracy by incorporating climatic variables into
the demand forecast (for example, sunshine hours, wind chill and seasonality).

ATCO forecast total consumption to decrease by 1.1 per cent over AA5.3! The total
usage of Al and A2 (industrial) customers was forecast to decrease by 1.8 per cent
and 2.3 per cent respectively. ATCO forecast A1 average customer numbers to
decrease due to a business shutdown scheduled for 2022 and 2023, and A2 average
customer numbers to remain unchanged during AA5. ATCO expected the volume
per connection of space heating and water heating industrial customers to decrease
over the AA5 period.*?

ATCO forecast the total gas consumption of B1 and B2 commercial customers to
increase by 1.3 per cent per year over AA5. The increase in total gas consumption

31

32

ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 59, Table 9.7.
Core Energy Group, AGA AA5 Gas Demand Forecast Report, p. 14.
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was expected to be primarily driven by B1 customer connection growth, which would
offset a decrease in demand per connection.

100. The forecast connection growth of commercial customers was slower than the fourth

access arrangement period (AA4), due to ATCO’s forecast of lower gross state
product growth over AA5. ATCO said that two events contributed to strong
commercial connections in the early years of AA4: the mining construction boom and
new retail market competition with the entry of Kleenheat, AGL Energy and Origin
Energy.

101. ATCO forecast the total gas consumption of B3 residential customers to decrease by

1.2 per cent over AA5. ATCO attributed the decline in average usage per B3
customers to increasingly efficient appliances, smaller dwelling sizes, a movement
towards other energy sources (for example, electricity and solar), and a lower level
of connections growth due to the following assumptions for the Western Australian
economy over AAS5:

e An expected decline in population growth over AA5, decreasing from 2.11 per
cent in 2018/19 to 1.95 per cent from 2020 onwards.** This followed the
downward trend in population growth between 2014 and 2016 after high
economic growth from 2008 to 2013. ATCO used the Department of Planning,
Lands and Heritage’s forecast of the greater Perth population.®® The
Department of Treasury forecasts population growth in Western Australia to
increase from 1.2 per cent in 2018/19 to 1.8 per cent in 2021/2022.%¢

e Adecline in dwelling completions, although ATCO expected dwelling
completions to increase slightly over AA5 once the current oversupply of
dwellings was cleared.®’

102. ATCO forecast total consumption of industrial (A1 and A2 tariffs) and residential (B3

tariff) customers to decrease over AA5, while commercial customers (B1 and B2
tariffs) would consume more gas over AA5 (Table 5).

33

34

35

36

37

Core Energy Group, AGA AA5 Gas Demand Forecast Report, p. 17.
Core Energy Group, AGA AA5 Gas Demand Forecast Report, p. 41.

Core Energy Group, AGA AA5 Gas Demand Forecast Report, p. 41. The Australian Bureau of Statistics
uses the term ‘Greater Perth’ to describe Perth’s Greater Capital City Statistical Area, which is a
geographical area designed to represent the functional extent of Western Australia’s capital city.

Department of Treasury Western Australia, Government Mid-year Financial Projections Statement December
2018, p. 3.

Core Energy Group, AGA AA5 Gas Demand Forecast Report, p. 19.
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Table 5: ATCO’s initial forecast gas consumption (TJ) over AA5

Tariff class ‘ 2020 2021 2022 2023 2024 CAGRA

(%)
Al (industrial) 9,828 10,066 9,649 9,270 9,143 -1.8
A2 (industrial) 1,669 1,630 1,592 1,555 1,519 -2.3
B1 (commercial) 2,094 2,133 2,168 2,200 2,223 1.5
B2 (commercial) 1,419 1,436 1,453 1,469 1,477 1.0
B3 (residential) 9,891 9,758 9,634 9,518 9,421 -1.2
Total 24,901 25,023 24,496 24,011 23,782 -1.1

A. CAGR = Compound Annual Growth Rate

Source: ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p.59, Table 9.7. Some numbers
may not add due to rounding.

103. ATCO forecast total customer numbers to increase by 1.6 per cent over AA5 (Table
6).3 ATCO'’s forecast showed that the industrial customer base was expected to
decline (Al tariff) or remain unchanged (A2 tariff), but commercial and residential
customers were expected to increase over AA5.

Table 6: ATCO’s initial forecast customer numbers over AA5

Tariff class 2020 2021 2022 2023 2024 | CAGR (%)
Al (industrial)* 72 72 71 70 69 -1.1
A2 (industrial) 96 96 96 96 96 0.0
B1 (commercial) 1,816 1,885 1,949 2,010 2,069 3.3
B2 (commercial) 12,527 12,850 13,190 13,528 13,850 25
B3 (residential) 747,479 759,437 771,652 784,165 796,954 1.6
Total 761,990 774,341 786,958 799,867 813,038 1.6

Source: ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 59, Table 9.7. Some numbers
may not add due to rounding.
*The forecast Al customer base numbers do not include prudent discounts.

Ancillary reference services

104. ATCO proposed to continue offering the same ancillary reference services in AA5
that it offered for AA4, but with the addition of a special meter reading service. The
ancillary services ATCO proposed included:*®

e Applying a meter lock: apply a lock to a valve that is part of the delivery facility,
in order to prevent gas from being received at the corresponding delivery point.
This service applies to B2 and B3 customers.

38 ATCO, Access Arrangement Information, p. 59, Table 9.7.
39 ATCO, Access Arrangement Information, p. 50.
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e Removing a meter lock: remove a lock that has been applied to a valve to
prevent gas from being received at the corresponding delivery point. This
service applies to B2 and B3 customers.

o Deregistering a delivery point: deregister a delivery point permanently by
removing the delivery facility, removing the delivery point (in accordance with
the Retail Market Procedures) and removing the delivery point from the delivery
register. This service applies to all customers.

e Disconnecting a delivery point: disconnect a delivery point physically to prevent
gas from being delivered to the delivery point. This service applies to B2 and
B3 customers.

e Reconnecting a delivery point: reconnect a delivery point to allow gas to be
delivered to the delivery point. This service applies to B2 and B3 customers.

e Special meter reading: a reading of a standard gas meter that occurs outside of
the regular cycle. This service applies to B1, B2 and B3 customers.

105. ATCO reclassified the special meter reading service from a non-reference service to
a reference service, as this service was likely to be sought by a larger proportion of
the market during AA5.%° During AA4, increased competition in the residential gas
retail market increased the demand for special meter readings.** ATCO expected
that increased demand to continue into AA5. However, ATCO stated that the “special
meter reading at an appointed time” service would remain classified as a non-
reference service due to its expected low volumes.*?

106. ATCO forecast demand for its ancillary services across all categories, which largely
reflected B3 connections. ATCO applied the forecast compound annual growth in B3
customers of 1.6 per cent per year to its forecast demand for ancillary services over

AA5 (Table 7).
Table 7: ATCO’s initial forecast demand for ancillary services over AA5

Ancillary service ‘ 2020 2021 2022 2023 2024 CAGR

(%)
Applying a meter lock 8,900 9,042 9,188 9,338 9,490 1.60
Removing a meter lock 7,589 7,711 7,835 7,963 8,093 1.60
Deregistering a delivery point 2,240 2,276 2,313 2,350 2,389 1.60
Disconnecting a delivery point 3,461 3,517 3,574 3,632 3,691 1.60
Reconnecting a delivery point 2,488 2,528 2,569 2,611 2,653 1.60
Special meter reading 96,436 97,980 99,563 | 101,183 | 102,838 1.60

Source: ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 61, Table 9.9.

40 ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 51.
41 ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 51.
42 ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 51.
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Draft decision

Haulage reference services

107. The ERA assessed ATCO’s demand forecast of haulage reference services over AA5
and noted the following:

e The projected decrease of total gas demand across all tariff classes over AA5
was largely a reflection of the trend decline in average volume per customer in
B2 (commercial) and B3 (residential) tariff class since 2008.

e ATCO'’s forecast indicated that new residential customer connections would
increase by 1.6 per cent over AA5. However, the growth rate of new B3
connections during AA5 was expected to be lower than the growth over AA4.

e ATCO used weather-normalised data in 2017 as a base to forecast its
customer connection number and volume per connection for all tariff classes
and the 2017 actual data for the assumption variables (for example, gross state
product) from 2018 to 2024.

108. The ERA acknowledged that 2017 customer consumption data was the most recent
data available when ATCO submitted its proposal. However, actual 2018 customer
consumption and economic data would be available after the publication of ERA’s
draft decision. The ERA considered that actual data for 2018 should be used to
amend ATCO’s demand forecast for the AAS5 final decision to ensure that the AA5
forecast represented the best estimate under rule 74(2)(b) of the NGR.

109. Figure 2 shows the difference between ATCO’s actual and estimated total demand
and the AA4 final decision forecast total demand. While the total actual demand in
2015 and 2016 was slightly higher than the final decision forecast, actual gas
consumption started to decrease in 2017. ATCO expected this downward trend
would continue in 2018 to 2019.

Figure 2 AAA4 final decision forecast total demand and AA4 actual and ATCO estimated
total demand
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Source: ERA analysis, based on ATCO, 2020-2024 Plan (Access Arrangement Information), 31 August 2018,
p. 54, Table 9.2, and ERA, Access Arrangement Information for the Mid-West and South-West Gas
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110.

Distribution Systems, revised by reason of and pursuant to orders of the Australian Competition Tribunal
made on 13 July 2016, p. 12, Table 13.

ATCO forecast the declining trend for total gas demand to continue during AA5. It
forecast a decline of total demand over AA5 from 25, 303 TJ in 2017, to 23,782 TJ
by 2024 (see Figure 3).#* This was largely driven by a significant decline in average
volume across commercial and residential customers in 2018 and 2019, with further
declines expected over AAS5.

Figure 3 ATCO actual and forecast total demand for all customers

Demand (TJ)
[
a1

30,000

25,000
20,000
10,000

5,000

o
o
o

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Year

m Actual demand Forecast demand

Source: ERA analysis, based on ATCO, 2020-2024 Plan (Access Arrangement Information), 31 August 2018,

111.

p. 54, Table 9.2 and p. 59, Table 9.7, and ERA, Access Arrangement Information for the Mid-West and
South-West Gas Distribution Systems, revised by reason of and pursuant to orders of the Australian
Competition Tribunal made on 13 July 2016, p. 12, Table 13.

While expecting demand per connection to decrease across almost all tariff classes
during AA5, ATCO forecast that total new commercial and residential customer
connections would increase by 1.6 per cent for B3 customers, 2.5 per cent for B2
customers, and 3.3 per cent for B1 customers. While ATCO expected A2 industrial
customer connections to remain the same over AA5, A2 gas consumption was
forecast to decrease by 2.3 per cent per year during AA5. In its initial proposal, ATCO
also expected Al industrial customer connections to decrease by 1.1 per cent per
year, and gas consumption to decrease by 1.8 per cent per year during AA5
(see paragraphs 102 and 103).

Assessment of ATCO’s A1 and A2 demand forecast

112.

ATCO surveyed Al and A2 customers to collect annual consumption volume data,
including data from the larger industrial customers. For industrial customers,
generally accepted industry practice is to use a survey to inform demand forecasts
as this provides a better estimation of demand from large Al customers. ATCO
forecast B1 customer connections based on a moderate growth rate for the AA5
period, compared to relatively high connection growth over AA4. ATCO explained

43 ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, Table 9.2 and Table 9.7.
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113.

114.

115.

116.

117.

118.

that two factors contributed to the growth rate during AA4: increased economic
activity and increased retail competition following the entry of new gas retailers.

In its AA5 proposal, ATCO responded to the ERA’s recommendation in the AA4 final
decision by factoring the effect of economic conditions in its demand forecast of A2,
B1 and B2 customers. For example, ATCO undertook econometric testing to assess
the effect of economic conditions on commercial customer connections for its AA5
forecast. As discussed at paragraph 108, the ERA considered that inclusion of the
most recent gas demand and economic data for 2018 would assist the ERA to better
assess the correlation between economic conditions and gas usage during AA5, and
determine whether ATCO’s demand forecast represented the best estimate under
rule 74(2)(b) of the NGR.

Given the size and concentration of industrial customers, the ERA requested that
ATCO survey those customers to forecast the consumption for A1 and A2 customers
in its AA4 final decision, rather than using a linear trend through the historical data as
the basis of ATCO’s forecasts.** ATCO accepted the ERA’s recommendation and
surveyed its industrial customers to forecast gas consumption during AA5.

ATCO’s A1 demand forecast was based on large industrial customers requiring more
than 35 TJ per year, including manufacturing operations, construction, chemicals and
minerals processing.*® Smaller A1 and A2 customers use gas for large-scale space
heating and water heating, including shopping centres, hotels and hospitals. 4

ATCO reviewed the list of its A1 and A2 customers for January 2018 and sorted those
customers by industry sector. After compiling the historical consumption data of Al
and A2 customers, ATCO identified new connections and disconnections expected
to occur during the forecast period and used the survey data and comments made by
industrial customers to adjust the gas consumption and connection forecast for AA5.
While Al gas consumption was expected to remain static for most industrial
customers during AA5, ATCO forecast the total gas consumption of A1 customers to
decrease at an average rate of 1.76 per cent, largely due to a scheduled
disconnection in 2022 and 2023.

ATCO’s A2 demand forecast included an assessment of the relationship between
economic activity and gas consumption by industry sector. ATCO used the gross
value-added data by industry segment from the Australian Bureau of Statistics (ABS)
to undertake a regression analysis against gas consumption.*” A statistically
significant relationship exists only between historical gas consumption and gross
value added of the manufacturing segment. ATCO stated that gross state product
was also used as a predictor of A2 gas consumption but did not find any robust and
reliable statistical relationship.*®

A survey of large customers provided the necessary information to understand the
planned future demand for Al customers and subsequently derived a better

4 ERA, AA4 Final Decision on Proposed Revisions to the Access Arrangement for the Mid-West and South-
West Gas Distribution Systems, p. 45.

45 Core Energy Group, AGA AA5 Gas Demand Forecast Report, p. 55.
46 Core Energy Group, AGA AA5 Gas Demand Forecast Report, p. 55.

47 The ABS defines ‘gross value added’ as the value of output at basic prices minus the value of intermediate
consumption at purchasers’ prices. This term is used to describe gross product by industry and by sector.

48 Core Energy Group, AGA AA5 Gas Demand Forecast Report, p. 33.

Final decision on proposed revisions to the Mid-West and South-West Gas Distribution 31
Systems access arrangement for 2020 to 2024 — Submitted by ATCO Gas Australia



Economic Regulation Authority

estimation of industrial gas consumption for the AA5 period than using only historical
data.

Assessment of ATCO’s B1, B2 and B3 demand forecast

119.

120.

121.

122.

123.

124.

In the AA4 final decision, the ERA noted that ATCO’s demand forecast lacked a
consideration of the effect of economic growth on B1 and B2 consumption. In its AA5
proposal, ATCO undertook econometric analysis to test the relationship between
gross state product and commercial consumption and the relationship between
business numbers in greater Perth and commercial consumption.*® ATCO found that
the economic effect applied only to commercial connections, not volume per
commercial connection.*

The ERA considered that ATCO’s demand forecast for B2 and B3 customers did not
meet rule 74 of the NGR. ATCO’s AAS5 forecast assumed that it was not constrained
in its ability to meet the demand for connections of new B2 and B3 customers.
Specifically, the ERA determined that ATCO’s proposed AAS5 greenfields and
brownfields growth capital expenditure did not meet the incremental revenue test
under rule 79(2)(b) of the NGR and should not be rolled into the regulatory asset base
for AA5S (see discussion at paragraphs 955 to 998). As a result, the associated
connection and usage assumed by ATCO for its B2 and B3 customers over AA5 was
not reasonable pursuant to rule 74 (2)(a) of the NGR.

ATCO’s forecast for B1 and B2 connections included two statistical relationships:
commercial connection forecast and gross state product, and commercial connection
forecast and greater Perth business numbers. ATCO used the corresponding
coefficients from those statistical analyses to forecast the growth of B1 and B2
connections for AAS5.

ATCO forecast usage per B1 and B2 new and existing connection based on
weather-normalised demand data and other factors that affected usage per
connection, such as own-price and cross-price elasticity effect on usage.

ATCO accounted for the effect of gross state product and business numbers in the
greater Perth area on its B1 demand forecast. The ERA considered this was a better
approach to reflect the responsiveness of gas demand to economic conditions over
AAS5.

Figure 4 shows that ATCO'’s initial proposal forecast new B3 average connections to
increase by around 1.6 per cent per year during AA5 (yellow line), compared with a
growth rate of around 1.75 per cent over AA4 (grey line). The projected connection
growth over AAS is largely a reflection of ATCO’s projected population growth and
dwelling completions for Perth through to 2024. ATCO’s forecast also included
consideration of 5,500 zero-volume gas users disconnecting during AA5.5!

49 The ABS uses the term ‘Greater Perth’ to describe Perth’s Greater Capital City Statistical Area, which is a
geographical area designed to represent the functional extent of Western Australia’s capital city.

50 Core Energy Group, AGA AA5 Gas Demand Forecast Report, p. 107.
51 ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 58.
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Figure 4 Actual and forecast connections for B3 customers, and B3 connection growth
rate over AA4 and AA5
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Source: ERA analysis, based on ATCO, 2020-2024 Plan (Access Arrangement Information), 31 August 2018,
p. 54, Table 9.2 and p. 59, Table 9.7.

125. The ERA observed that the steady decline in connecting new residential customers
over AA5 appears to follow a longer-term trend as shown in Figure 5, with the actual
average growth rate decreasing from 2.8 per cent per year between 2006 and 2017
(grey line), to around 1.5 per cent during the forecast period from 2018 to 2024 (yellow

line).
Figure 5 ATCO'’s actual and estimated growth rate for new B3 connections
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126. Figure 6 indicates a steady decrease in volume per residential customer
(both existing and new customers) from the second access arrangement period
(AA2) to AA5, reducing from around 20 GJ in 2005 to less than 12 GJ in 2024. Core
Energy’s report indicated the factors that led to the expected reduction in gas
consumption per connection, such as energy efficiency, appliance substitution and
dwellings with fewer gas appliances.®> Based on the weather-normalised demand
data, volume per existing connection was expected to decrease from 13.9 GJ in 2017
to 12.3 GJ in 2024. ATCO forecast gas usage for new B3 customers to decline
steadily each year during AA5 from 9.51 GJ per customer in 2020 to 9.14 GJ per
customer in 2024.53

Figure 6 ATCO’s actual and forecast B3 volume per customer (2008 to 2024)

20

18

o“‘|||||||

2008 2009 20102011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Actual Actual (AA3) Actual (AA4)  Forecast Forecast (AA5)
(AA2) (AA4)

volume per customer (GJ)
e =
BN o2} oo o N N o2}

N

Source: ERA Analysis, based on ATCO’s revenue and pricing model and Core’s demand forecast model.

127. Despite the projected increase for new B3 connections, ATCQO’s initial proposal
expected that the decreasing volume per B3 connection would reduce total gas
consumption of its B3 customers during AAS5. Figure 7 shows the actual and
estimated gas consumption for B3 residential customers during AA4 and ATCO’s
forecast of residential gas consumption over AA5, reducing from around 10,000 TJ
in 2018 to less than 9,400 TJ in 2024.

52 Core Energy Group, AGA AA5 Gas Demand Forecast Report, p. 44.

53 Core Energy Group, AGA AA5 Gas Demand Forecast Report, pp. 43-44. The numbers quoted are based on
mature customers. Core Energy defines a mature customer as a customer that connects two years prior.
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Figure 7 ATCO actual and forecast total demand for B3 residential customers
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Source: ERA analysis, based on ATCO, 2020-2024 Plan (Access Arrangement Information), 31 August 2018,

128.

129.

p. 54, Table 9.2 and p. 59, Table 9.7, and ERA, Access Arrangement Information for the Mid-West and
South-West Gas Distribution Systems, revised by reason of and pursuant to orders of the Australian
Competition Tribunal made on 13 July 2016, p. 12, Table 13.

ATCO'’s projected growth over AA5 assumed that ATCO was not constrained in its
ability to meet the demand for connections of new B2 and B3 customers. However,
the ERA’s draft decision considered that ATCO’s proposed greenfields and
brownfields growth capital expenditure was not conforming capital expenditure. The
ERA considered that ATCO’s initial proposal for AA5 greenfields and brownfields
growth capital expenditure did not meet the incremental revenue test under rule
79(2)(b) of the NGR and should not be rolled into the regulatory asset base for AAS5.

As a result, the ERA’s draft decision removed the associated customers and usage
assumed by ATCO for its proposed greenfields and brownfields growth capital from
the demand forecast used. Specifically, the ERA revised ATCO’s B2 and B3 demand
forecast by:

e Reducing ATCO’s greenfield connections forecast from 1,555 to zero for B2
new connections, and from 77,414 to zero for B3 new connections over AA5
and removing the associated gas usage.

e Reducing ATCO’s brownfields connections forecast from 465 to zero for B2
new connections, and from 3,599 to zero for B3 new connections over AA5 and
removing the associated gas usage.

e Adjusting ATCO’s forecast of the average usage per B2 and B3 connection per
year by using the average connection number, rather than ATCO’s approach of
using the closing connections per year. The use of average connections (an
average of the number of opening and closing connections) as the mid-point is
appropriate for tariff revenue calculation. The use of either the opening or
closing connection number would overestimate or underestimate the tariff
revenue during the year.
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130. The ERA applied ATCO'’s following assumptions to the revised B2 and B3 demand
forecast for the draft decision:

e B2 disconnection rate of 0.6 per cent per year and B3 disconnection rate of
0.5 per cent per year.>* The B3 disconnection includes ATCO'’s forecast of
removing 5,500 zero-volume consumption meters in 2018.5°

e ATCO'’s forecast of usage per B2 existing connection per year and the usage
per B3 existing connection per year over AA5.%¢

131. Table 8 shows the cumulative decrease of B2 and B3 average connection numbers
over AA5. The ERA’s draft decision amended forecast also reflected the B2 and B3
disconnections per year over AA5, and the removal of ATCO’s proposed new B2 and
B3 greenfields and brownfields connections per year over AA5.

Table 8: ERA’s draft decision amended forecast for B2 and B3 average connection
numbers over AA5

2021 ‘ 2022 ‘ 2023 ‘

B2 tariff class

ATCO'’s forecast 12,527 12,850 13,190 13,528 13,850
ERA’s adjustment to -190 -588 -1,005 -1,422 -1,825
ATCO’s forecast

Amended forecast 12,337 12,262 12,185 12,106 12,025

B3 tariff class

ATCO'’s forecast 747,479 759,437 771,652 784,165 796,954
ERA’s adjustment to -7,784 -23,441 -39,336 -55,510 -71,943
ATCO'’s forecast

Amended forecast 739,695 735,996 732,316 728,655 725,011

Source: ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, Table 9.7. p. 59. EMCa
analysis; ERA, GDS Tariff Model, February 2019.

132. Table 9 shows the cumulative decrease of B2 and B3 forecast gas usage over AA5.
The decreasing demand is largely a reflection of the ERA’s draft decision amended
forecast for B2 and B3 customer numbers as discussed in paragraph 130.

54 ERA analysis based on Core Energy Group’s AGA AA5 Gas Demand Forecast Report, Table 5.2 and
Table 6.6.

55 Core Energy Group, AGA AA5 Gas Demand Forecast Report, p. 46. ATCO, Access Arrangement
Information, p. 58.

56 ERA analysis based on Core Report, Table 5.4 and Table 6.9.
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Table 9: ERA'’s draft decision amended forecast for B2 and B3 gas usage (TJ) over AA5

2023 ‘

B2 tariff class

ATCO'’s forecast 1,419 1,436 1,453 1,469 1,477
ERA’s adjustment to

Amended forecast 1,384 1,363 1,343 1,322 1,296
B3 tariff class

ATCO’s forecast 9,891 9,758 9,634 9,518 9,421
ERA’s adjustment to

ATCO's forecast -90 -179 -321 -465 -611
Amended forecast 9,801 9,579 9,313 9,053 8,810

Source: ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, Table 9.7. p. 59. EMCa
analysis; ERA, GDS Tariff Model, February 2019.

133. The ERA’s draft decision adjusted demand forecast for AA5 is shown in Table 10.
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Table 10: ERA'’s draft decision amended GDS demand forecast for AA5

Tariff class

Al

Customers 72 72 71 69.5 69
Usage (TJ) 9,828 10,066 9,649 9,270 9,143
A2

Customers 96 96 96 96 96
Usage (TJ) 1,669 1,630 1,592 1,555 1,519
Bl

Customers 1,816 1,885 1,949 2,010 2,069
Usage (TJ) 2,094 2,133 2,168 2,200 2,223
B2

Customers 12,337 12,262 12,185 12,106 12,025
Usage (TJ) 1,384 1,363 1,343 1,322 1,296
B3

Customers 739,695 735,996 732,316 728,655 725,011
Usage (TJ) 9,801 9,579 9,313 9,053 8,810
Total

Customers 754,016 750,312 746,618 742,936 739,270
Usage (TJ) 24,776 24,771 24,064 23,399 22,991

Source: ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, Table 9.7. p. 59. EMCa
analysis; ERA, GDS Tariff Model, February 2019.

134. The ERA used actual B2 and B3 data for 2017 as a base to adjust ATCO’s demand
forecast as it represented the most recent information available at the time of the draft
decision. The ERA considered that actual 2018 data for all tariff classes, when
available, should be provided and applied by ATCO to update the demand forecast
for AAS. This would ensure that the demand forecast represented the best estimate
as required under rule 74(2)(b) of the NGR. The ERA required the following
amendment:

Draft Decision Required Amendment 1

ATCO must amend the gas distribution systems demand forecasts for the fifth access
arrangement period in accordance with [the] draft decision, which includes updating the
demand forecast to reflect 2018 actual data for all tariff classes.
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Ancillary reference services

135. ATCO used 2015 and 2016 data to determine all forecast ancillary services, except
for special meter reading where it used data from 2016 and 2017. The ERA did not
consider that using these years to determine forecast demand represented the best
forecast possible in the circumstances as required by rule 74(2)(b).

136. The ERA considered that actual data for 2017 should be used as the basis for all
ancillary services as it was the most recent information available. For example,
special meter reading services increased from 63,077 in 2016 to 119,622 in 2017.
This increase was largely due to retail churn as a result of increased competition in
the retail market — Origin Energy and AGL entered the retail market in the second
half of 2017 and Simply Energy entered in 2018. ATCO’s use of 2016 data for special
meter reading would be likely to lead to a large understatement of demand for special
meter reading through the AAS5 period. The ERA considered that the actual number
of special meter readings during 2018 would be available to ATCO to forecast the
number of special meter readings during AA5 in its response to the draft decision.

137. The ERA accepted that there was a relationship between the demand for ancillary
services and the total B3 connections, and used the forecast total B3 connections for
AAD5, as listed in Table 10, to adjust the forecast for ancillary services.

138. The ERA adjusted ATCO'’s forecast demand for ancillary services by:
e Using the most recent ancillary service actual data for 2017 to forecast the B3

ancillary service demand during AA5.

e Calculating a ratio of the 2017 actual demand for each ancillary service to the
total B3 connections in 2017.

e Applying the ratio for each ancillary service to the amended B3 connection
forecast from 2020 to 2024.

139. Table 11 shows the ERA’s draft decision amended forecast demand for ancillary
services over AAS.

Table 11: ERA'’s draft decision amended forecast demand for ancillary services over AA5

Ancillary service 2020 ‘ 2021 ‘ 2022 ’ 2023 ‘

Applying a meter lock 9,559 9,510 9,461 9,412 9,361
Removing a meter lock 8,756 8,712 8,667 8,622 8,575
Deregistering a delivery point 2,932 2,917 2,902 2,887 2,871
Disconnecting a delivery point 4,031 4,011 3,990 3,969 3,948
Reconnecting a delivery point 3,138 3,122 3,106 3,090 3,073
Special meter reading 122,109 121,493 120,866 120,229 119,582

Source: ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 61, Table 9.9; ERA analysis

140. As noted in paragraph 134, the ERA considered that actual 2018 data should be used
to update the demand forecasts for haulage reference services. The ERA considered
that actual 2018 data should also be used for the calculation of ancillary reference
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services to ensure that the demand forecasts represent the best estimate as required
under rule 74(2)(b) of the NGR. The ERA required the following amendment.

Draft Decision Required Amendment 2

ATCO must amend the demand forecast for ancillary services for the fifth access
arrangement period in accordance with [the] draft decision, which includes updating the
demand forecasts to reflect 2018 actual data.

ATCO’s response to the draft decision

141.

142.

143.

144.

ATCO submitted revised demand forecasts for AA5 that were based on expert advice
from its consultant Core Energy, contained in an updated report in response to the
ERA’s draft decision and provided as supporting information to ATCO’s revised
proposal.’’

ATCO updated the gas demand forecast to reflect the inclusion of 2018 actual data
for all tariff classes. ATCO considered that its revised demand forecast was
reasonable and met the requirements of rule 74 of the NGR. ATCO did not accept
the removal of B2 and B3 new connections as required by the ERA due to greenfields
and brownfields connections not meeting the requirement of the NGR. ATCO
considered that these new connections were possible because the capital
expenditure for these connections now met the rule requirements for conforming
capital expenditure.

ATCO updated the ancillary services forecast to reflect 2018 actual data.
During AA5, the number of customers is forecast to grow at an annual rate of 1.4 per

cent. Consumption per customer during AA5 is forecast to decline, resulting in a
decline in overall consumption forecast at an annual rate of 0.7 per cent.

Al, A2 and B1 demand forecast

145.

146.

ATCO implemented the ERA’s draft decision recommendation for A1, A2 and B1 tariff
classes. ATCO partially implemented the ERA amendment for B2 and B3 demand,
except for the requested removal of B2 and B3 gross connections.

ATCO incorporated actual gas demand and economic data for 2018 into the revised
forecast and noted that:*®

e Core Energy’s forecast for 2018 was largely in line with actual gas demand,
except for Al gas demand.

e The elevated Al demand was largely reflective of three large industrial
customers exceeding their forecast volumes. The Al forecast was accordingly
revised upwards in line with recent trends.

e Both A2 and B1 demand were within 1 per cent of the original Core Energy
forecast. ATCO updated the forecast to include the most recent data for 2018,
as required in the draft decision.

57 ATCO, 2020-24 Revised Plan (Access Arrangement Information), 12 June 2019, Attachment 07.100 CORE:
Demand Forecast Report — AA5, 12 June 2019.

58 ATCO, 2020-24 Revised Plan (Access Arrangement Information), pp. 71-72.
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B2 and B3 demand forecast

147. ATCO incorporated actual gas demand and economic data for 2018 and revised its
initial forecast. ATCO did not remove greenfield and brownfield connections as it
considered the related capital expenditure now met the rule requirements to be
considered as conforming capital expenditure (rules 74 and 79 of the NGR). ATCO
submitted:>®

New B3 gross connections in 2018 of 12,487 was 980 connections below our
submission forecast. Considering this variance and the EMCa critiques, Core [Energy]
has revised its methodology on B3 gross connections and disconnections. This revision
has aligned the projected B3 gross connections with the medium-term housing outlook
and reduced our forecast new B3 gross connections by 15,850 to 65,164 connections
over AAS.

Ancillary services demand

148. ATCO updated its ancillary services demand forecast for all categories to include
actual quantities up to 2018. ATCO noted that the “deregistering a delivery point”
service was adjusted to normal levels from 2020 onwards.

Revised demand forecasts

149. Table 12 summarises ATCO'’s revised demand forecasts for AA5.

59 ATCO, 2020-24 Revised Plan (Access Arrangement Information), 12 June 2019, p. 72.
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Table 12 ATCO’s revised demand forecasts for AA5

Tariff class

Al

Average customer base 75 75 75 74 74 -0.3
Demand (TJ) 11,538 11,851 11,509 11,201 11,141 -0.9
A2

Average customer base 106 106 107 107 108 0.5
Demand (TJ) 1,819 1,801 1,784 1,767 1,750 -1.0
B1l

Average customer base 1,780 1,834 1,888 1,943 1,999 29
Demand (TJ) 2,112 2,150 2,191 2,225 2,247 1.6
B2

Average customer base 12,239 12,519 12,796 13,096 13,402 2.3
Demand (TJ) 1,373 1,387 1,404 1,418 1,425 0.9
B3

Average customer base 741,392 | 750,024 | 760,302 | 771,444 | 782,696 1.4
Demand (TJ) 9,774 9,634 9,534 9,406 9,321 -1.2
Total

Average customer base 755,589 | 764,556 | 775,165 | 786,662 | 798,277 1.4
Demand (TJ) 26,616 26,823 26,422 26,016 25,884 -0.7

Source: ATCO, 2020-24 Revised Plan (Access Arrangement Information), 12 June 2019, p. 74, Table 7.7.

150. Ancillary services relate mainly to B3 connections. As a result, the forecast level of
ancillary services is correlated to the forecast growth in B3 customers of 1.4 per cent
per year as shown in the Table 13. The forecast is based on B3 forecast connections
multiplied by factors for each ancillary service provided by ATCO.
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Table 13 ATCO’s revised ancillary services demand forecasts for AA5

Ancillary service 2020 2021 2022 2023 2024 CAGR

(%)
Applying a meter lock 9,346 9,465 9,604 9,745 9,886 1.4
Removing a meter lock 8,092 8,195 8,315 8,437 8,560 1.4
Deregistering a delivery point 2,216 2,244 2,277 2,310 2,344 1.4
Disconnecting a delivery point 3,652 3,699 3,753 3,808 3,864 1.4
Reconnecting a delivery point 2,933 2,970 3,014 3,058 3,102 1.4
Special meter reading 125,211 | 126,804 | 128,664 | 130,548 | 132,445 1.4

Source: ATCO, 2020-24 Revised Plan (Access Arrangement Information), 12 June 2019, p. 75, Table 7.9.

Submissions to the ERA

151. AGL Energy, Alinta Energy and Kleenheat made submissions addressing the
demand forecasts in ATCO'’s initial proposal.

e AGL noted that ATCO had signalled significant decreases in demand for AA5.
As a new entrant with a small customer base, AGL submitted that it was difficult
for it to provide a rigorous analysis of ATCO’s gas forecasts. AGL submitted
that ATCO’s gas forecast and weather normalisation strategy appeared to be
reasonable and matched industry standards. However, AGL submitted that it
was not confident that a forecast of higher business connections would be the
result of an increasing gross state product and considered the forecast upward
trend in the number of commercial and small business customers was
moderately optimistic.®°

e Alinta submitted that ATCO’s forecast average demand per residential
customer was significantly less than its own forecasts, which were based on
active consuming customers. Alinta agreed with ATCO’s normalisation of the
effect of weather on demand but noted that lower prices tended to lead to
higher demand. Alinta submitted that it did not anticipate a significant decline
in average demand per customer, as suggested by ATCO, with five gas
retailers actively competing for residential customers by offering considerable
discounts.®t

e Kleenheat questioned the reasonableness of the demand forecasts (in
particular the relatively steep decline in B3 demand per customer) but did not
provide further information to elaborate on its position.5?

152. AGL and Alinta made further submissions in response to the ERA’s draft decision
and ATCO'’s revised proposal.

60 AGL Energy, Submission on proposed revisions to the Mid-West and South-West Gas Distribution Systems
Access Arrangement for 2020-2024, 14 November 2018, p. 2.

61 Alinta Energy, Submission on proposed revisions to the Mid-West and South-West Gas Distribution Systems
Access Arrangement for 2020-2024, 14 November 2018, pp. 3-4.

62 Kleenheat, Submission on the proposed revised access arrangement for the Mid-West and South-West Gas
Distribution Systems, 13 November 2018.
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e AGL supported the ERA’s required amendments for ATCO to update its
demand forecasts to reflect 2018 data to allow for the most up-to-date
information regarding customer connection and consumption data and demand
for ancillary services to be applied. AGL noted that ATCO'’s revised proposal
accepted this and updated its forecasting in line with the required
amendments.%3

e Alinta’s submission requested a close review of ATCO’s revised proposal for
AA5. Alinta considered that:®*

— ATCO’s average forecast demand for B3 customers over AA5 was too low.
Alinta did not agree with the significant year-on-year decline of 2.6 per cent
in average demand suggested by ATCO. Alinta considered it essential that
the B3 demand forecast be as accurate as possible as it was a factor in
determining reference tariffs.

— ATCO could over-recover as much as $43 million, approximately $11 per
customer each year, over AA5 if the actual B3 customer demand is closer
to that forecast by Alinta. This revenue over-recovery would be generated
entirely from the top B3 consumption tier.

— Some $14 million may have been over-recovered during AA4 due to actual
demand being higher than the ERA-approved forecast demand.

— Significant network price increases would ultimately affect residential
customers when retailers seek to moderate their discounted retail offers to
accommodate the increases.

ATCO’s late submission response to Alinta

153. Following Alinta’s submission to the draft decision, ATCO submitted a late response
in which it stated:®®

e Alinta’s historical average consumption per customer was higher than ATCO’s
actual AA4 data from 2015 to 2018. ATCO believed this may be due to Alinta
including some B2 customers in its residential customer grouping, thereby
resulting in a higher average consumption per customer. ATCO submitted that
this meant Alinta’s historical baseline for the forecast was not comparable to
ATCO’s B3 demand forecast and therefore cannot be used to infer a forecast
over-recovery for B3 customers.

e Alinta forecast usage per customer to increase from 2018 (actual) to 2019/2020
(forecast). This contradicted the historical decline in B3 average consumption.
Alinta did not provide any supporting rational for a reversal of this trend. ATCO
submitted that the increase seemed unlikely given several trends such as
smaller dwellings, increasingly efficient appliances and competition from
competing renewable energy sources.

154, In Alinta’s submission, Alinta’s forecast usage per customer over 2020 to 2024 was
higher than ATCQO’s 2017 and 2018 actual average consumption per customer. This
may be due to the data sources not being comparable (for instance, Alinta including

63 AGL Energy, Submission on ERA Draft Decision on ATCO 2020-2024 Access Arrangement (AA5), 9 July
2019, p. 2.

64 Alinta Energy, Submission on Draft Decision on Proposed Revisions to the Mid-West and South-West Gas
Distribution Systems Access Arrangement for 2020 to 2024, 15 July 2019.

65  ATCO, Attachment 07.101 Response to the Alinta/Kleenheat Comments on ATCO’s Revised Plan, 31 July
2019.
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155.

some B2 customers within its residential customer segment). ATCO suggested that
this resulted in an unsupported assumption of increasing average gas demand for
residential users. ATCO submitted:

Based on these shortfalls, the B3 average demand outlook presented by Alinta (figure 3
[of the Alinta submission]) does not appear to form a reasonable basis for comparison
to ATCO’s submitted demand forecast. We refer the reader to ATCO’s demand forecast
as per the draft decision response which details the assumptions underpinning the
demand forecast.®”

ATCO disagreed with Alinta’'s proposed demand forecast due to discrepancies
outlined below:

Alinta’s demand forecast commenced at i GJ/customer in 2020. This is
higher than ATCO'’s 2018 average consumption of ] GJ/customer (weather
normalised). As noted, there was no supporting rationale for such an increase
and such an uplift seems highly unlikely given market trends.

Alinta stated that factors such as increasing retailer competition and discounts
would lead to higher demand. ATCO noted that the Core Energy’s demand
forecast already incorporated price elasticities and therefore ATCO did not
consider a decline of 0.6 per cent per year in average gas demand to be
achievable over AA5.

ATCO submitted that, based on these factors, the proposed average demand
for B3 customers as presented by Alinta (Figure 4 and Table 6 in its
submission) did not appear reasonable and would lead to a significant revenue
under-recovery by ATCO over AA5. ATCO considered that Core Energy’s
expert report, which was updated in response to the ERA’s draft decision,
remained appropriate for the purpose of estimating the AA5 demand forecast.

Woollahra Partners report

156.

157.

The ERA appointed Woollahra Partners to review ATCO’s revised gas demand
forecast model. Woollahra Partners’ final report was provided to the ERA and
published on the ERA website in September 2019.58

Woollahra Partners’ report covered:

drivers of the decline in B3 gas intensity®°
consistent customer cohort treatment in consumption growth estimates
consideration of the best forecasts for housing completions.

66 ATCO, Attachment 07.101 Response to the Alinta/Kleenheat Comments on ATCO’s Revised Plan, 31 July

2019, p. iv.

67 Refer Core Energy report (Attachment 07.100: CORE Demand Forecast Report - AA5).

68 Woollahra Partners, Review of ATCO’s AA5 Gas Demand Forecasts: Report for Economic Regulation
Authority, 2 September 2019.

69 Gas intensity is the amount of gas to produce economic growth in the economy.
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Drivers of decline in B3 gas intensity

158. While Woollahra Partners stated that “the AA5 gas demand forecasting framework is
reasonably applied” it considered that “the inclusion of an implicit trend in the model
without strong justification [was] not advisable.””

The optimal estimate of gas demand sensitivities should capture the dynamics of the
evolving energy mix: including the concise interaction of heating / cooling and gas
intensity at the household level, changes in the composition of existing dwellings and
new dwellings over time. Further analysis and guidance are provided in section 2.1,
section 2.5.1 and section 4 [of the Woollahra report].

To the extent this issue is considered material, a better approach would entail analysing
whether there is an omitted variable problem with the model. This analysis should be
undertaken prior to introducing macroeconomic variables (or other) without strong
theoretical justification.”

Consistent customer cohort treatment in consumption growth estimates

159. Woollahra Partners recommended that “the treatment of cohorts in the estimation of
growth rates should be consistently applied” and stated that, “B3 forecast connections
notably adopt the customer cohort approach for new gas ramping based on ramp up
growth and mature growth rates.”’?

160. Ramp up consumption reflects the time between connecting premises to the network
and when customers move into their home, as well as whether the customer is
connected for a full year. It can take up to two years before consumption is
considered mature. The weighted combined consumption growth rate will, over time,
capture the overall composite growth in the housing stock rather than only pre-2006
existing housing stock.

Consideration of the best forecasts for housing completions

161. Woollahra Partners recommended that independent housing completion forecasts
should be used instead of ATCQO’s proxy for housing completions.™

ATCO use a 1-year lag of housing starts (commencements) to proxy for housing
completions. However, evidence suggests not all commencements reach completion.
To this end, independent housing completions forecasts should be used where
available and these are obtained from BIS Oxford Economics.

Submissions in response to Woollahra Partners’ demand forecast report

162. ATCO and Alinta both made submissions in response to the Woollahra Partners
report.”

70 Woollahra Partners, Review of ATCO’s AA5 Gas Demand Forecasts: Report for Economic Regulation
Authority, 2 September 2019, p. 3.

1 The ERA considers that such analysis would cause significant delays for the completion for this access
arrangement review, but should be considered for a subsequent access arrangement review.

72 Woollahra Partners, Review of ATCO’s AA5 Gas Demand Forecasts: Report for Economic Regulation
Authority, 2 September 2019, pp. 3 and 14.

73 Woollahra Partners, Review of ATCO’s AA5 Gas Demand Forecasts: Report for Economic Regulation
Authority, 2 September 2019, p. 15.

7 ATCO, Submission on Woollahra Partners Review of ATCO’s AA5 Gas Demand Forecasts, 16 September
2019 and Alinta Energy, Submission on Consultation — Demand Forecasts, 16 September 2019.

Final decision on proposed revisions to the Mid-West and South-West Gas Distribution 46
Systems access arrangement for 2020 to 2024 — Submitted by ATCO Gas Australia



Economic Regulation Authority

ATCO’s submission

163.

164.

ATCO submitted that the Woollahra Partners report did not identify any reasons for
the ERA to not accept ATCO’s revised proposed demand forecast. ATCO noted that:

Woollahra Partners observed that the demand forecast framework was
reasonably applied by ATCO’s revised proposal. Woollahra Partners stated
“the AA5 gas demand forecasting framework is reasonably applied.”

The Woollahra Partners forecast of connections and total demand did not vary
significantly from ATCO’s. Therefore, ATCO considered that it did not warrant
the substitution of Woollahra Partners’ forecast for ATCO’s forecast.

Following an investigation on each of the matters raised by Woollahra Partners,
Core Energy did not find any reason to vary its forecasting method or its
demand forecast over AAb.

In response to the matters raised by the Woollahra Partners report, ATCO
submitted: "

Energy Intensity at the Household and Small Business Level — It is hot appropriate to
rely on State-wide energy intensity measures given ATCO's gas demand forecast
accounts for less than 3% of the State-wide fuel consumption. The established drivers
for energy intensity at the household and small business level are appliance efficiency
and dwelling efficiency.

Dwelling Completion Data & Application - Core Energy have correctly provided for non-
completions in its forecast and we observe that there is no conclusive evidence that the
BIS forecasts have outperformed the HIA forecasts. We are concerned that the BIS

forecast incorporates 27% growth in 2022 without an explanation of what is driving this.

B3 Cohort Treatment - ATCO submits that Woollahra have incorrectly applied a
weighting of new and existing customer growth for B3 customers without full
consideration of the reasons why Core Energy applied a different approach between B2
and B3 customers. Core Energy intentionally used a weighting method for B2
customers as new customer mature demand did not follow a declining trend in all years.
However, given the consistent decline in new customer demand for B3 customers, Core
Energy modelled new cohorts separately (i.e. not weighted). Woollahra's approach
places an upward bias to the B3 demand forecast due to the issues highlighted by Core
Energy that will not result in the best forecast. ATCO considers that the growth rate
detailed in its 2020-24 Revised Plan has been arrived at on a reasonable basis and
represents the best possible forecast in the circumstances.

Incorporation of Gas Discounting - ATCO submits that Woollahra has incorrectly used
the price elasticity co-efficient and maintain that Core Energy have correctly allowed for
the retail discount in the gas price through the price elasticity coefficients adopted in the
2020-24 Revised Plan.

Alinta’s submission

165.

Alinta made the following comments about declining usage trends and the effect of
gas retail discounting.

The Report notes that, whilst the AA5 gas demand forecasting framework has been
reasonably applied by ATCO, the inclusion of an implicit trend in the model is not
advisable without strong justification; gas demand decline may be more gradual than
that implied by the trend and real evidence of competitive gas retail discounting also
works against the decline.

75 ATCO, Submission on Woollahra Partners Review, 16 September 2019, p. 2.

Final decision on proposed revisions to the Mid-West and South-West Gas Distribution a7
Systems access arrangement for 2020 to 2024 — Submitted by ATCO Gas Australia



Economic Regulation Authority

166.

167.

Without data on household usage and appliance efficiency, Woollahra Partners warns
against extrapolating a trend of declining usage over AA5, particularly where evidence
of competitive gas retail discounting is shown to work against such a decline.

Alinta Energy has already demonstrated to the ERA that B3 (residential) customers on
a discounted product consume more, on average, than customers not on a discount.
With an increasing number of customers signing up to discounted products both with
Alinta Energy and with other retailers, Alinta would estimate that well over half of all
residential customers in Western Australia are on a discounted product.

We consider this increasing trend of customers taking up discounted products would
contribute positively towards overall consumption over AA5 and work against the year-
on-year decline in usage forecast by ATCO for B3 customers.”®

Alinta also suggested that the effect of competitive gas retail discounting at a
household level, which is shown to work against a decline in gas usage consumption,
should be considered in the forecast of B3 usage. The consumption figures provided
by Alinta Energy to the ERA provided real and measurable evidence that customers
on a discounted product consumed more than customers not on a discount. As more
than 50 per cent of households in Western Australia were on a discounted product,
this effect was not insignificant.

Alinta considered that the B3 demand volume forecast for the start of AA5 in 2020
should be adjusted to better align with actual demand volumes over the current AA4
period. Alinta noted that this can be achieved by increasing the 2018 demand to
better reflect the actual demand over that year and then applying more moderate
usage trends.

Final decision

Overview

168.

Table 14 compares customer usage forecasts for ATCO’s initial and revised
proposals against the ERA’s draft decision and final decision forecasts. The reasons
for the ERA’s final decision on ATCO’s customer usage follow in this section.

76 Alinta Energy, Submission on Consultation — Demand Forecasts, 16 September 2019, p. 1 and 3.
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Table 14: Comparison of customer usage forecasts for AA5 (TJ)
ATCO initial ERA draft ATCO revised ERA final
proposal decision proposal decision
Al 47,956 47,956 57,239 57,239
A2 7,965 7,965 8,920 8,920
B1 10,818 10,818 10,924 10,924
B2 7,254 6,708 7,008 7,008
B3 48,222 46,556 47,669 49,397
Total 122,213 120,001 131,761 133,489

Source: ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 61, Table 9.9; ERA draft

decision p. 31; ATCO, 2020-24 Revised Plan (Access Arrangement Supplementary Information), 16.101
Tariff Model_ERA_DDr-4.0 Submitted, 12 June 2019, p. 74. Note: Customer usage is for the whole AA5
period.

169. Table 15 shows the customer number forecasts from ATCO'’s initial and revised
proposals and the ERA’s draft decision and final decision. The reasons for the ERA’s
final decision on ATCO’s customer number forecasts follow in the remainder of this
section.

Table 15: Comparison of forecast customer numbers at end of AA5

ATCO initial ERA draft ATCO revised ERA final
proposal decision proposal decision

Al 69 69 74 74

A2 96 96 108 108

Bl 2,069 2,069 1,999 1,999
B2 13,850 12,025 13,402 13,402
B3 796,954 725,011 782,696 783,000
Total 813,038 739,270 798,277 798,583

Note: The customer numbers presented in the table are mid-point values for 2024 used in the tariff model to
determine reference tariffs.

Source: ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 61, Table 9.9., ERA Draft
decision p. 31; ATCO, 2020-24 Revised Plan (Access Arrangement Information), 12 June 2019, p. 74.

Haulage reference services

170. In response to the draft decision, ATCO submitted revised demand forecasts for
haulage reference services. These changes reflected the use of actual 2018 demand
instead of forecast 2018 demand and the assumptions used by Core Energy in its
revised report for ATCO in support of its response to the draft decision.”” ATCO did

77 Core Energy Report revised report in support of ATCO’s Response to the ERA draft decision
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171.

not accept the removal of B2 and B3 new connections as required by the ERA in its
draft decision. Based on the information provided in ATCO’s initial proposal, the ERA
in its draft decision did not consider that greenfield and brownfield capital expenditure
met the requirements for addition to the projected capital base. As a result, the ERA
did not include the associated customers and usages in the demand forecast for the
draft decision. In its revised proposal, ATCO considers that these new connections
were possible because the capital expenditure for these connections now met the
NGR requirements to be considered conforming capital expenditure.

The ERA has considered ATCO’s response to the draft decision, the Woollahra
Partners report, stakeholder submissions and ATCO’s and other stakeholder
submissions in response to the Woollahra Partners report. The ERA considers that
ATCO’s revised forecasts in its response to the ERA draft decision forecasts for A1,
A2, B1 and B2 gas consumption and for customer nhumbers have been arrived at on
a reasonable basis (refer to paragraph 201) and represent the best forecast in the
circumstances as required by rule 74 of the NGR. However, the ERA does not
consider that ATCO’s revised demand forecasts for B3 customers are the best
forecasts in the circumstances. The ERA'’s reasoning is provided below.

B3 gas consumption forecasts

172.

Woollahra Partners considered that ATCO using a weather normalisation approach
alone to help forecast gas consumption may not result in the best forecast of demand,
as there might be other drivers of gas consumption apart from weather. Woollahra
Partners suggested that further analysis would be required in order to test if there
were other significant variables affecting gas consumption. However, given the
complexity and research intensity of that exercise, this cannot be undertaken for this
assessment and should be considered for gas consumption forecasts for AAG.
Woollahra Partners’ analysis included a review of state-wide energy intensity as a
potential driver of gas demand. In its response to the Woollahra Partners report,
ATCO considered that it was not appropriate to rely on state-wide energy intensity
measures given that ATCO’s gas demand forecast accounted for less than 3 per cent
of state-wide fuel consumption. The ERA considers that there may be other
explanatory factors driving gas demand as suggested in the Woollahra Partners
report. However, it is not possible to discern without substantial research or data that
there are other factors driving the trend in customers numbers and usage that would
have a material effect on the forecasts. As a result, the ERA considers that the
weather normalisation approach when combined with the application of price
elasticity factors will provide the best estimate of gas demand for AA5.

Historical consumption per customer trend

173.

174.

Woollahra Partners suggested that there was a break in the trend of per customer
usage in 2006 due to a change in building standards that led to new customers
consuming less than existing pre-2006 customers. ATCO’s B3 demand forecasts did
not adopt a customer cohort treatment for pre-2006 and post-2006 customers.

ATCO adopted a customer cohort treatment for its proposed B2 growth in
consumption per connection for AA5 by weighting pre-2008 and post-2008 growth.”®
Woollahra Partners suggested that ATCO’s proposed B3 growth in consumption per

78 ATCO'’s B2 cohorts were based on a break in the series for B2 consumption in 2008 and Woollahra partners
suggests that the same approach should be used for B3 customers for a break in the series in 2006.
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175.

176.

177.

178.

connection should also adopt a customer cohort treatment by weighting pre-2006 and
post-2006 growth.

Woollahra Partners noted the following on B3 cohorts:’®

A consistent approach should also be adopted for weighting pre-2006 and post 2006 B3
cohorts. B3 forecast connections notably adopt the cohort approach for new gas
ramping based on ramp up growth and mature growth rates.

Using the weighting approach for B3 cohorts that it recommended, Woollahra
Partners found that the historical rate of change in gas consumption per connection
each year increased from minus 1.97 per cent as calculated by ATCO to minus
1.45 per cent. This historical rate of change is then applied each year to calculate
B3 consumption per customer which determined total B3 consumption forecasts.

In its submission to the ERA on the Woollahra Partners report, ATCO disagreed with
the B3 cohort treatment:

ATCO submits that Woollahra have incorrectly applied a weighting of new and existing
customer growth for B3 customers without full consideration of the reasons why Core
Energy applied a different approach between B2 and B3 customers. Core Energy
intentionally used a weighting method for B2 customers as new customer mature
demand did not follow a declining trend in all years. However, given the consistent
decline in new customer demand for B3 customers, Core Energy modelled new cohorts
separately (i.e. not weighted). Woollahra's approach places an upward bias to the B3
demand forecast due to the issues highlighted by Core Energy that will not result in the
best forecast. ATCO considers that the growth rate detailed in its 2020-24 Revised Plan
has been arrived at on a reasonable basis and represents the best possible forecast in
the circumstances.8®

ATCO used the average per customer consumption for all customers to forecast gas
consumption for the network. ATCO’s consultant Core Energy stated that it
gualitatively assessed the effect of energy policy initiatives including government-
mandated increases in star ratings of new buildings in Western Australia. Core
Energy indicated that government-mandated increases in star ratings decreased the
gas demand of new homes. It follows from this relationship that a break in the series
post-2006 for B3 customers would have occurred due to an increase in the star rating
of new buildings coming into effect in 2006. Core Energy stated:

Although it is possible to determine whether a specific policy is expected to increase,
decrease or have no effect on gas demand in a qualitative sense, quantifying the effect
poses a significant challenge due to the lack of adequate and consistent data. As a
result, the following section focuses on a qualitative assessment of the impact of energy
policy initiatives... The Government mandated an increase in Star Rating of new
building in WA from 4 during 2003 to 2005 to 5 during 2006 to 2011... As of the 1st of
May 2012, a further increase in Star Rating to 6 has been mandated, with potential to
reach up to 7 or 8 by the end of the forecast period. Specifications for designing a 7-star
home have been released by the government, however no implementation date has
been announced for a switch from 6-star to 7-star standard.

Based on NatHERS Star Band analysis, a standard Perth home is expected to use
21.3% less energy for temperature control when moving from a Star Rating of 5 to 6...
This implies a significant reduction in the gas demand of new homes during the forecast
period.8!

7 Woollahra Partners, Review of ATCO’s AA5 Gas Demand Forecasts: Report for Economic Regulation
Authority, 2 September 2019, pp. 13-14.

80 ATCO, Submission on Woollahra Partners Review, 16 September 2019, p. 2.
81 Core Energy Report in support of ATCO’s response to the draft decision p. 107.
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180.

181.

182.

183.

However, Core Energy did not apply a cohort treatment to forecast demand based
on historical customer consumption. This means that new customers that had a
different consumption-per-customer profile after 2006 were treated the same as
existing customers pre-2006 that had a higher usage per customer profile. ATCO
applied an overall trend to all customers regardless of whether they were existing
pre-2006 customers or new customers post-2006.

ATCO separately derived B3 consumption forecasts for existing connections, new
residential single dwelling connections (houses) and new residential multi-dwelling
connections. ATCO aggregated these consumption values to derive its B3
consumption for each year of AA5. It calculated its consumption for B3 existing 2018
connections using the weather-normalised demand from 2018 and adjusted those
forecasts for a historical declining trend and own-price and cross-price elasticity
effects. However, this historical declining trend excluded the trend for all customers
connected between 2007 and 2018. The trend was excluded by not applying the
cohort analysis to B3 consumption.

Woollahra Partners adjusted the historical trend to include the trend for all customers
connected by 2018. This means that Woollahra Partners calculated the average
usage per customer for existing customers pre-2006 and for new customers post-
2006. Woollahra Partners calculated the usage per customer based on the year they
joined and incorporated a full usage per customer after two years, which was
consistent with the Core Energy model assumption. This means that a new customer
is not expected to use as much gas in the initial time after being connected and ramps
up consumption to their peak demand after two years, which is consistent with the
Core Energy model.

The ERA considers that applying the past trend for one cohort of customers on
another cohort of customers will not deliver the best forecast of consumption as
required by rule 74 of the NGR. As the consumption per customer for existing
pre-2006 connected customers is declining faster than post-2006 connected
customers, using the pre-2006 connected cohort to forecast a decline in the
post-2006 cohort is likely to understate total forecast gas consumption for AA5. The
best forecast in the circumstance is derived by applying a weighted average trend
across both cohorts. The ERA considers that the weighted average trend better
reflects the decline in usage per customer post-2006 and so provides a better
forecast.

The ERA notes that ATCO was concerned that the Woollahra Partners approach
places upward bias to the B3 demand forecasts as stated in paragraph 177 above.
However, Woollahra Partners suggested that gas consumption for existing customers
prior to 2006 was significantly different to gas usage post-2006 and should be
factored into the forecast. This provides a more appropriate trend in gas consumption
per customer to be built into gas forecasts. Such a forecast is therefore arrived at on
a reasonable basis and represents the best forecast in the circumstances as required
by rule 74 of the NGR.

Price elasticity

184.

The Core Energy demand model includes both own-price elasticity (the change in
gas demand from a change in the price of gas) and cross-price elasticity (the change
in gas demand from a change in the price of a substitute — electricity). Price elasticity
is an established economic concept about how the price of a good, or the price of a
substitute for that good, will affect the consumption of that good. Core Energy applied
an elasticity factor, based on accepted factors in regulatory decisions by the
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185.

186.

187.

188.

Australian Energy Regulator, to the annual real increase in gas and electricity prices
to arrive at own-price and cross-price elasticity factors for gas consumption.

The ERA considers that elasticity factors used in Core Energy’s model are
reasonable. However, the ERA does not consider that the annual real increases in
gas prices used for the calculation of the cross-price elasticity effect on demand are
the best forecast available, as required by rule 74 of the NGR. Woollahra Partners
suggested that the average bill could be adjusted to reflect retail gas discounts that
have been available to residential gas consumers. In response to the Woollahra
Partners report, ATCO stated that:

Woollahra has incorrectly used the price elasticity co-efficient and maintain that Core
Energy have correctly allowed for the retail discount in the gas price through the price
elasticity coefficients adopted in the 2020-24 Revised Plan.??

The ERA requested information® from gas retailers on the gas discounts offered to
B3 tariff customers and the percentage of customers that have taken up discounted
offers, to calculate a weighted average bill for the average B3 customer. As noted by
Alinta in its submission on the Woollahra Partners report, it has provided B3 gas
consumption figures that it considered provided “real and measurable evidence that
customers on a discounted product consume more than customers not on a discount.
As more than 50 per cent of households in Western Australia are now on a discounted
product, this effect is not insignificant.”3

The ERA has used the following information to calculate the weighted average bill for
B3 customers:

e the information provided by retailers on gas discounts

o the published maximum retail tariff for 20198°

e average usage per B3 customer.

Table 16 shows an example calculation of how the weighted average bill for 2018 for
B3 customers, inclusive of discounts, is calculated for the ERA final decision demand
model.

82 ATCO, Submission on Woollahra Partners Review, 16 September 2019, p. 2.

8 The ERA request to gas retailers supplied information to the ERA which shows the level of discounts
provided to their customers E-mails dated 16 September.

84 Alinta Energy, Submission on Woollahra Partners Review, 16 September 2019, p. 3, Table 1.
85 The maximum retail tariff for B3 customers is published by Energy Policy WA.
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Table 16: Example of how the weighted average bill for B3 customers is calculated in ERA

final decision demand model

‘ 2018

Fixed supply charge (a)

22 cents per day

First 12 units per day (unit of gas is 3.6MJ) (b)

15 cents per unit

Over 12 units per day (unit of gas is 3.6MJ) (c)

14 cents per unit

Average existing connections demand per customer per year (GJ) (d) 13.78
Units per day (average existing connections demand per customer, (d)) 10.49
multiplied by 1000 divided by 365 divided by 3.6MJ (e)

Weighted average bill discounts (f) 14.4%
Weighted average bill (((a) multiplied by 365 divided by 100) plus ((b) $574

multiplied by (e) multiplied by 365 divided by 100) multiplied by (1-(H))

Source: ERA and Energy Policy WA

189. The ERA has used the real change in the weighted average B3 customer gas retalil
bill shown in Table 17 and applied this to the Core Energy price elasticity factors.

190. The ERA has estimated demand allowing for average retail discounts as the ATCO
demand model, as provided to the ERA, does not include retail tariff discounts as part
of the calculation of the average gas bill paid by consumers. The ATCO model and
Woollahra Partners model calculate the average bill for B3 customers using the

maximum retail tariff paid by customers.
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Table 17: ERA final decision B3 customers average bill ($ real 2018)8¢

‘ 2013 ‘ 2014 ‘ 2015 ‘ 2016 ‘ 2017 ‘ 2018 ‘ 2019 ‘ 2020 ‘ 2021 ‘ 2022 ‘ 2023 ‘ 2024

ATCO 'l Il I H H = = = = = = =

revised
proposal

ATCO 566 | 3.82| 043 -1.12| -1.14| 0.30| -6.85|10.18 | -1.43| -5.70| 0.51| 1.76
total
change
in retail
gas bill
(%)

ERA" 'l I H H B BH BH =B = = = = =

final
decision

ERA 5.66| -6.41 | -1.24 | -0.62 | -3.42 | -7.25| -0.69| 0.00, 0.00| 0.00| 0.00| 0.00
total
change
in retail
gas hill
(%)

Source: ERA model, Woollahra Partners model based on Core Energy model

Revised B3 consumption forecasts

191. Table 18 shows the ERA final decision B3 consumption forecasts. In the draft
decision the ERA forecast lower B3 customer numbers than ATCO'’s initial proposal.

Table 18: ERA final decision B3 consumption forecasts (TJ)

‘ 2020 ‘ 2021 ‘ 2022 ‘ 2023 ‘ 2024
ATCO revised proposal 9,774 9,634 9,534 9,406 9,321
ERA final decision 9,973 9,926 9,879 9,820 9,799

Source: ERA model, Woollahra Partners model based on Core Energy model

B3 customer number forecasts

192. ATCO incorporated Housing Industry Association building starts to forecast B3
customer connections in its demand model. The Woollahra Partners report used BIS
Oxford building completions forecasts instead. ATCO disagreed with Woollahra
Partners’ view that building completions (rather than building starts) provided a more
appropriate forecast. ATCO considered that:

Core Energy have correctly provided for non-completions in its forecast and we observe
that there is no conclusive evidence that the BIS forecasts have outperformed the HIA

8  The table starts in 2013 to reflect the divergence between ATCO’s the ERA’s calculations of the average bill.
Discounts were not incorporated in ATCO'’s calculation of the average bill but is included in the calculation of
the average bill and average bill change as shown in the table.
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193.

Figure 8:

forecasts. We are concerned that the BIS forecast incorporates 27% growth in 2022
without an explanation of what is driving this.8”

The ERA considers that building completions provided by BIS Oxford represent a
better estimate with which to forecast B3 connections over AA5, as required by
rule 74 of the NGR. Building completions provide a better measure to base gas
connections on, as not all housing starts lead to completed residences. Using the
BIS Oxford completion data, there are 2,260 more new B3 gas connections during
AA5 than forecast by ATCO. However, the timing of completions vary throughout
AA5 as shown in Figure 8. Both forecasts predict an increase in building activity
during AA5. However, BIS Oxford estimates that the increase in building completions
will occur later in the AA5 period and that the increase in building activity will be at a
faster growth rate when it occurs.

ATCO Forecast Completions and BIS Forecast Building Completions profile

2019 2020 2021 2022 2023 2024

ATCO Forecast Completions e===BIS Forecast Completions

Source Woollahra Partners Report p. 15.

194.

195.

In its response to the Woollahra Partners report, ATCO submitted that:%8

Core Energy have correctly provided for non-completions in its forecasts and we
(ATCO) observe that there is no conclusive evidence that BIS forecasts have out
performed the HIA forecasts. We (ATCO) are concerned the BIS incorporates 27%
growth in 2022 without an explanation of what is driving this.

The ERA considers that by using BIS Oxford building completions forecasts there is
no requirement to assume a number of non-completions in the forecasting method.
This eliminates the possibility of introducing error through the assumed rate of
building non-completions. For the period 2020 to 2024 BIS Oxford forecast 104,185
dwelling completions. The difference between housing completion forecasts based

87

88

ATCO, Submission on Woollahra Partners Review, 16 September 2019, p. 2.
ATCO, Submission on Woollahra Partners Review, 16 September 2019, p. 2.
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196.

197.

198.

199.

200.

on HIA housing starts and BIS Oxford housing completions is 3 per cent for the AA5
period. The increase in the BIS Oxford forecast from 2023 to 2024 is 4 per cent.

The ERA notes ATCO’s concern regarding BIS Oxford’s forecast increase in
completions for 2022. The BIS Oxford data starts at a lower base in 2021 than the
ATCO forecast of completions and ends up at around the same level as ATCO’s
forecast of completions in 2022. The BIS Oxford forecasts start to return to trend in
2022. This means that by 2024 building completions return to levels consistent with
2016 actuals and close to the average for 2010 to 2016.

According to Woollahra Partners:

ATCO use a 1-year lag of housing starts (commencements) to proxy for housing
completions. However, evidence suggests not all commencements reach completion.
To this end, independent housing completions forecasts should be used where
available and these are obtained from BIS Oxford Economics.8°

Consistent with its AA4 final decision, the ERA considers that the BIS Oxford forecast
should be used. In a report prepared for the ERA during the access arrangement
review process for AA4, Deloitte Access Economics also recommended using
independent forecasts of dwelling completions prepared by BIS Oxford instead of HIA
building starts to forecast new B3 residential connections. BIS Oxford provides
independent housing forecasting to clients. The BIS forecasts are quarterly forecasts
of housing completions compared to ATCO'’s use of an arbitrary annual lag of housing
starts.

The ERA considers that the BIS Oxford building completions data for Western
Australia yields a better forecast consistent with rule 74 of the NGR. The ERA is
required by rule 74 of the NGR to use the best forecast in the circumstances of
demand to determine the access arrangement.

The penetration rates ATCO used to forecast gas connections (based on HIA housing
starts) can be adopted when using BIS Oxford forecasts of completions.®® The
penetration rate should be the same, as its based on a forecast of completions. For
ATCO, this is the HIA housing starts lagged by a year to estimate dwelling
completions. The ERA uses the BIS Oxford forecast of completions.

Conclusion

201.

202.

The ERA accepts ATCO'’s forecast demand for A1, A2, B1 and B2 customers.
ATCO’s survey of Al customers indicates that A1 customer intentions have changed
since the draft decision and ATCO has revised its Al forecast. The forecasts for A2,
B1, and B2 customers have also been revised since the draft decision to reflect the
Core Energy demand model changes. The Core Energy report outlined changes in
its assumptions between ATCO'’s initial proposal and its response to the draft
decision. The ERA is satisfied with ATCO’s A1, A2, B1, and B2 forecasts.

The ERA considers that the ERA’s revised forecasts for B3 customers comply with
rule 74 of the NGR, that is, they have been arrived at on reasonable basis and
represent the best forecasts available in the circumstances. B3 customer usage and
customer numbers require adjustment to provide the best forecast of gas demand for

89 Woollahra Partners, Review of ATCO’s AA5 Gas Demand Forecasts, 2 September 2019, p. 15.

%  The penetration rate is used by ATCO to determine the number of connections given a certain level of
building completions. ATCO use HIA building starts forecasts as the underlying data source. The ERA
however is using BIS Oxford housing completions forecasts.
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204.

205.

206.

207.

AA5. Alinta supported these changes.® ATCO maintained its reservations about
adjusting the demand model to allow for discounts for B3 customers that have
occurred since 2014.%2

The ERA has considered ATCO’s revised proposal, the Woollahra Partners report
and submissions from interested parties to estimate the forecast demand for AAS5.
Discounts by retailers should be incorporated into the demand model. Discounts
were offered to B3 residential customers from 2014 onwards, when retail competition
accelerated with the entrance of Kleenheat into the residential retail market. The
ERA considers that BIS Oxford building completions forecasts should be used to
forecast B3 customer connections instead of a lagged measure of housing starts.
The ERA agrees with ATCO that using 2018 actual demand data instead of a 2018
forecast is appropriate.

The ERA has adjusted ATCO’s forecast B3 usage and connections and as a result
overall demand is higher than the forecast provided by ATCO. The ERA has adjusted
the ATCO demand model to reflect changes in pre-2006 and post-2006 customer
usage, incorporated BIS Oxford housing completions in order to forecast B3
connections and agreed with ATCO to use 2018 actual data in determining forecasts
for 2020-24.

The ERA’s draft decision considered that ATCO’s proposed greenfields and
brownfields growth capital expenditure was not conforming capital expenditure.

At the time of the draft decision, the ERA considered that ATCO'’s initial proposal for
AA5 greenfields and brownfields growth capital expenditure did not meet the
incremental revenue test under rule 79(2)(b) of the NGR and should not be rolled into
the regulatory asset base for AA5. However, in this final decision the ERA considers
that there should be no adjustment to greenfields and brownfields growth capital
expenditure in AA5 and considers there will be growth in B3 customer numbers in
AA5.

A summary of the ERA’s final decision demand forecast is presented in Table 19.

91

Alinta Energy, Submission to the consultation on demand forecasts for the proposed revised access

arrangement for the Mid-West and South-West Gas Distribution Systems, 16 September 2019, pp. 2-3.

92 ATCO, Submission to the consultation on Woollahra Partners Review of ATCO’s AA5 Gas Demand
Forecasts, 16 September 2019, p. 8.
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Table 19: ERA’s final decision customer numbers and usage forecasts 2020 to 2024

2020 ‘ 2021 ‘ 2022 ‘ 2023 ’ 2024 ‘ CAGR (%)
Al
Customers 75 75 75 74 74 -0.34%
Usage (TJ) 11,537.74 | 11,850.74 | 11,509.45| 11,200.54 | 11,140.73 -0.87%
A2
Customers 106 106 107 107 108 0.47%
Usage (TJ) 1,818.99 1,801.25 1,783.78 1,766.60 1,749.70 -0.97%
B1l
Customers 1,780 1,834 1,888 1,943 1,999 2.94%
Usage (TJ) 2,111.59 2,150.39 2,190.62 2,224.66 2,247.16 1.57%
B2
Customers 12,239 12,519 12,796 13,096 13,402 2.30%
Usage (TJ) 1,373.37 1,386.83 1,404.34 1,418.24 1,425.21 0.93%
B3
Customers 740,372 747,883 757,221 769,293 783,000 1.41%
Usage (TJ) 9,973.32 9,926.00 9,878.78 9,820.17 9,798.95 -0.44%
Total
Customers 754,571 762,417 772,087 784,513 798,583 1.43%
Usage (TJ) 26,815.01 | 27,115.21 | 26,766.98 | 26,430.21 | 26,361.76 -0.43%
Source: ERA

Note:  Customer numbers are the midpoint between years as per the ERA tariff model.

Required Amendment 1

The haulage demand forecasts for AA5 must reflect the values in Table 19 of this final
decision.

Ancillary reference services

208. Ancillary reference services across all categories are mainly for B3 connections. As
a result, the forecast level of ancillary services is correlated to the forecast growth in
B3 customers of 1.51 per cent per year as shown in Table 20. Forecast growth in
customer connections differs to table 19 because it is determined on end-of-year B3
customer numbers not middle of the year customer numbers. The ERA ancillary
services forecast is higher than ATCO’s proposed forecast due to the adjustment by
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the ERA to B3 customers and usage. This provides the best forecast possible in the
circumstances in accordance with rule 74 of the NGR.

Table 20: ERA’s final decision ancillary reference services forecasts 2020 to 2024

Ancillary service

Applying a meter lock 9,329 9,429 9,563 9,732 9,907 1.51%
Removing a meter lock 8,077 8,164 8,280 8,426 8,578 1.51%
Deregistering a delivery point 2,212 2,235 2,267 2,307 2,349 1.51%
Disconnecting a delivery point 3,646 3,685 3,737 3,803 3,872 1.51%
Reconnecting a delivery point 2,927 2,959 3,001 3,054 3,109 1.51%
Special meter reading 124,977 | 126,318 | 128,115| 130,374 | 132,721 1.51%
Source: ERA.

Note: Forecasts reflect number of connections at the end of the year.

Required Amendment 2

The ancillary reference services demand forecast for AA5 must reflect the values in
Table 20 of this final decision.
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Key Performance Indicators

209. Rule 72(1)(f) of the NGR requires access arrangement information to include
information on the key performance indicators to be used by the service provider to
support the expenditure to be incurred over the access arrangement period.

72 Specific requirements for access arrangement information relevant to
price and revenue regulation

(1) The access arrangement information for a full access arrangement proposal
(other than an access arrangement variation proposal) must include the
following:

) the key performance indicators to be used by the service provider to
support expenditure to be incurred over the access arrangement
period;

ATCO'’s initial proposal

210. ATCO’s proposed key performance indicators are set out in chapter 10 of the access
arrangement information and are summarised below (Table 21 and Table 22).
Apart from a new asset health index indicator, the indicators remain unchanged from
the fourth access arrangement period (AA4) with updated targets for the fifth access
arrangement period (AA5).

Table 21 ATCO's key performance indicators and targets for AA5

KPI ‘ Description ‘ AAS target

Customer service

Domestic customer The percentage of new customer connections >98.7%
connections within five to established domestic dwellings on the
business days * distribution network provided within five
business days (the applicable regulated time
limit).
Attendance to broken mains The percentage of attendance to broken mains >99.9%

and services within one hour * | and services within one hour of the service
request being received.

Attendance to loss of supply The percentage of attendance to loss of gas >99.9%
within three hours * supply within three hours of the service request
being received. This indicator is included in
[ATCO’s] Safety Case® and is covered by the
Guarantee Service Level scheme.

Network integrity

Asset health index An index based on unplanned SAIDI, 100
unplanned SAIFI, mains leaks, service leaks,
and meter leaks.

98 ATCO, Gas Distribution System Safety Case, December 2017.
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KPI ‘ Description AAS target
Total public reported gas leaks | Total number of confirmed gas leaks reported <0.65
per km of main by the public (excluding third-party damage) per

kilometre of main per year.
System average interruption The number of supply interruptions experienced <0.0041
frequency index (SAIFI) by the average customer as a result of

sustained unplanned interruptions, calculated

as: “(sum of the number of customers

interrupted) / (number of customers served)”.
Unaccounted for gas (UAFG) | UAFG is the difference between the Yearly target
rate * measurement of the quantity of gas delivered (Table 22)

into the gas distribution system in each period

and the measurement of the quantity of gas

delivered from the gas distribution system

during that period.
Expenditure
Operating expenditure per km | The total operating expenditure per year Yearly target
of main divided by the total km of main. (Table 22)
Operating expenditure per The total operating expenditure per year Yearly target
customer connection divided by the total number of customer (Table 22)

connections.

Source: ATCO, 2020-24 Plan (Access Arrangement Information), p. 69, Table 10.3.
* Reported to the ERA annually as required under ATCO’s gas distribution licence.

Table 22:

ATCO's unaccounted for gas and operating expenditure key performance
indicator targets for AAS

2020 ‘ 2021 ‘ 2022 ‘ 2023 ‘ 2024
UAFG rate (%) 2.55 2.52 2.50 2.48 2.46
Operating expenditure per km of main 4,687 4,736 4,855 4,894 4,889
($2019)
Operating expenditure per customer 89 89 92 92 92
connection ($ 2019)

Source: ATCO, 2020-24 Plan (Access Arrangement Information), Table 10.4.
211. The indicators are categorised into three groups — customer service, network integrity
and expenditure. ATCO has set the AA5 indicator targets by:%

Using current performance:

The customer service and network integrity KPIs use the simple average of our service
performance over the past five years. We believe the past five years is representative of
the performance that customers are seeking into AA5. The five-year average
moderates the effect of events outside of our control such as weather.

% ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 63.
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Using expected performance in 2024:

For the new asset health index KPI, we have set the AAS5 targets to reflect the level of
performance expected in 2024. This KPI allows customers to see the changes in asset
health over the period.

Aligning with AA5 forecast expenditure:

The expenditure KPIs have been calculated consistent with our expenditure forecasts
using the forecasts of opex, customer numbers, and km of mains over AA5. The
[unaccounted for gas] KPI targets have been set based on volume demand forecasts
and historical trends.

Draft decision

212.

213.

214.

215.

216.

Synergy’s submission to the ERA addressed ATCO’s initial proposal for key
performance indicators.®® Synergy submitted that:

e “ATCO is under a price-cap form of regulation, [and because of this] the key
performance indicators are not linked to any financial reward or penalty
scheme”. Synergy still considered, however, that such performance indicators
provided a measurable benchmark for ATCO, retailers, customers and the ERA
to assess ATCO'’s performance.

o The key performance indicators set for AA4 appear to have been set at levels
that were easily met. Synergy recommended that ATCO’s proposed indicators
for AA5S be assessed to ensure the measures provided a realistic target and
possibly a “stretch target”.

Rule 72(1)(f) of the NGR requires ATCO to include in access arrangement
information key performance indicators to be used to support the expenditure to be
incurred over the access arrangement period. The rule does not prescribe the
number or type of key performance indicators to be used, or any specific assessment
criteria that the indictors must meet.

ATCO’s proposal to include the nine key performance indicators, detailed in Table 21
(above), met the requirements of rule 72(1)(f). That is, ATCO included in its access
arrangement information the key performance indicators to be used to support the
expenditure to be incurred over AA5.

As the NGR do not detail any specific assessment criteria for key performance
indicators the ERA considered the following matters:

e Whether the proposed indicators supported the categories of expenditure that
would be incurred over the access arrangement period.

e  Whether the proposed indicators provided a means to measure and benchmark
the effect of the expenditure and whether the targets set were suitable.

ATCO’s proposed operating and capital expenditures to be incurred over the access
arrangement period were considered in detail separately (elsewhere in the draft
decision). Table 23 summarises the categories of expenditure. ATCO’s proposed
key performance indicators either directly or indirectly supported these categories of
expenditure. For example, the UAFG rate indicator directly supported the
unaccounted for gas expenditure category, whereas the other network integrity
indicators (for instance, asset health index, reported leaks per km of main and System

9%  Synergy submission, 14 November 2018, p. 8.
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Average Interruption Frequency Index [SAIFI]) all indirectly supported the network
operating and network sustaining expenditure categories.

Table 23:

ATCO’s operating and capital expenditure categories for AA5

Operating expenditure categories Capital expenditure categories

Network operating expenditure

Expenditure for network maintenance and
network control and operations support.

Network sustaining

Expenditure to maintain and improve the safety
and integrity of services, comply with regulatory
obligations and meet current levels of demand.

Corporate operating expenditure

Expenditure associated with enterprise-wide
needed support functions (for example, human
resources and finance support functions).

Network growth

Expenditure to comply with regulatory
obligations and meet forecast growth in demand
for services.

Information technology operating expenditure

Expenditure for managing the maintenance and
replacement of IT assets.

Information technology

Expenditure for IT systems to provide services to
customers and for strategic initiatives.

Unaccounted for gas
Expenditure to cover unaccounted for gas.

Ancillary

Expenditure associated with the provision of
ancillary services.

Structures and equipment

Expenditure to maintain and replace fleet
vehicles, plant and property.

Source: ATCO, 2020-24 Plan (Access Arrangement Information), Chapter 11 and Chapter 12.

217.

The measurability of, and targets for, ATCO’s proposed key performance indicators

were considered in turn. As part of these considerations, the ERA considered advice

from its technical advisor EMCa.

Customer service indicators

218.

ATCO'’s customer service indicators comprised three separate key performance

indicators and remain unchanged from the indicators included in the current AA4

access arrangement.

The AAS5 target for each indicator was set using a simple

average of ATCO'’s service performance over the past five years, resulting in two of
the three targets being higher (i.e. requiring a higher level of performance) than the

current targets (Table 24).

219.

ATCO submitted that reporting against these indicators would help it maintain

connection times within customers’ expected timeframes, and a high standard of fault

response and safety performance.®

9% ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, pp. 63 and 64.
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Table 24: ATCO’s customer service key performance indicators and targets
KPI ‘ AAA4 target ‘ AAS target ‘ Basis for AAS target
Domestic customer connections within >99.5 >98.7

five business days (%)

Average of ATCO’s actual
service performance over
the past five years

Attendance to broken mains and >99.7 >09.9
services within one hour (%)

Attendance to loss of gas supply within >99.7 >99.9
three hours (%)

Source: ERA, AA4 Final Decision, Table 18; ATCO, Access Arrangement Information, Chapter 10.

220. ATCO’s proposed customer service indicators provide a means to measure and
benchmark the effect of associated expenditures as part of the access arrangement.
The ERA considered ATCO'’s proposed expenditure for AA5 elsewhere in the draft
decision. Any changes to capital and/or operating expenditures that were allocated
to address customer service operations should result in consequential effects on
ATCO'’s performance against this indicator over time.

221. ATCO set the customer service targets for AA5 by using its average service
performance over the past five years, which resulted in two of the targets (attendance
to broken mains and services and attendance to loss of gas supply) being higher than
the current AA4 targets by 0.2 percentage points. The remaining target (domestic
customer connections) was 0.8 percentage points lower than the current target.
This method for setting AAS5 targets was reasonable on the basis that it reflected
customers’ expectations that ATCO’s existing performance levels were acceptable
and did not require improvements.®’

Network integrity indicators

222. ATCO’s network integrity indicators comprised four separate key performance
indicators and remained unchanged from the indicators included in the current (AA4)
access arrangement, except for a new asset health index (Table 25).

Table 25: ATCO'’s network integrity indicators and targets

‘ AAA4 target ‘ AAS5 target ‘Basis for AA5 Target

Asset health index (new) n/a 100 Level of performance expected in AA5
(year 2024)

Total public reported gas <0.7 <0.65 Average of ATCO’s actual service
leaks per kilometre of main performance over the past five years
SAIFI <0.0044 <0.0041 Average of ATCQO’s actual service

performance over the past five years

UAFG rate Table 26 Table 26 Volume demand forecasts and
historical trends

Source: ERA, AA4 Final Decision, Table 18; ATCO, Access Arrangement Information, Chapter 10.

97 EMCa, Review of Technical Aspects of the Proposed Access Arrangement (Confidential), January 2019,
section 3.6.
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Table 26: ATCO’s unaccounted for gas rate AA4 and AAS5 targets

UAFG rate (%) ‘ Year ‘ Year ‘ Year ‘ Year ‘ Year
AA4 targets 2015 2016 2017 2018 2019
2.63 2.62 2.62 2.60 2.58
AAS targets 2020 2021 2022 2023 2024
2.55 2.52 2.50 2.48 2.46

Source: ERA, AA4 Final Decision, Table 34; ATCO, Access Arrangement Information, Chapter 10.

Asset health index

223. The ERA’s final decision for AA4 required ATCO to include an asset health key
performance indicator for AA5 “to provide a link between network management and
the service level that is experienced by customers”:%®

... an asset health KPI was important, given the increase in forecast sustaining capital
expenditure over the fourth access arrangement period. The asset health KPI would
need to:

e Address how changes to asset condition data and models occurring during the
access arrangement period will be accounted for; and

o Provide flexibility to make efficient adjustments within the access arrangement
period, for example an efficient capital expenditure/operating expenditure trade-off
allowing for deferral of an asset replacement.

224, ATCO submitted that the purpose of its proposed asset health index for AA5 was “to
demonstrate the value of proposed asset expenditure to [its] customers regarding
improved asset health”.*® To develop the index, ATCO considered:

e what information was measured and reported on in AA4
e how the index would complement the existing key performance indicators
e whether the index was easily understandable.

225. ATCO submitted that Australian Gas Networks (Victoria and Albury) and AusNet had
adopted a similar index for their respective gas distribution networks. ATCO’s asset
health index parameters, weightings and targets are shown in Table 27.
ATCO submitted:1%

The index is based on the weighted average of the index scores for unplanned System
Average Interruption Duration Index (SAIDI), unplanned System Average Interruption
Frequency Index (SAIFI), mains leaks, service leaks, and meter leaks. The index score
calculation is:

Indexn = 200 — (Actualn / Target2o24) X 100

We have set the target performance for each parameter to reflect the expected level of
performance in 2024 to enable the Asset Health Index to demonstrate the value of the

9% ERA, Final Decision on Proposed Revisions to the Access Arrangement for the Mid-West and South-West
Gas Distribution Systems, 30 June 2015, p. 55, paragraph 240.

99  ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 65.
100 ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 65.
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proposed asset expenditure over AA5.

Table 27: ATCO’s asset health index parameters

Parameter Description Weighting Target

o) (2024)
Unplanned SAIDI Total duration of sustained interruptions in a year 25 1.7877
Unplanned SAIFI Total number of sustained interruptions in a year 25 0.0041
Main leaks Leaks pa/km 30 0.0282
Service leaks Leaks pa/ service 15 0.0102
Meter leaks Leaks pa / meter 5 0.0003

Source: ATCO, Access Arrangement Information, Table 10.2.
226. EMCa'’s review of ATCO'’s proposed asset health indicator noted that:1*

e The index was derived from other key performance indicators.

e The selected parameters were all lagging indicators of performance (that is, the
parameters measured an event occurring on the network, rather than being
indicative of the condition of the network and inherent risk).

227. EMCa concluded that:1?

e The rationale for ATCO deriving an asset health indicator from other existing KPIs
is not clear.

e An asset health index should be specified in such a way that it can be read as a
leading indicator of performance.

e ATCO provides no annual estimate of the Asset Health KPI for the AA5 period, nor
for the AA4 period. If it were to produce the historical Asset Health KPI for at least
2014 onwards, it would help with understanding the historical and forecast ‘health’
of the GDS as a result of its investment in the GDS.

e ATCO has not provided justification for the weightings applied in the development
of the Asset Health KPI.

e There is no evidence that ATCO has taken this KPI into account in developing its
AAGS forecast or in (retrospectively) monitoring its historical performance.

228. EMCa’s conclusions were reasonable. The information provided by ATCO did not
adequately explain its choice of asset health indicator. While ATCO provided an
overview of the matters it considered to develop the indicator (see paragraph 224), it
did not provide any further explanation.

101 EMCa, Review of Technical Aspects of the Proposed Access Arrangement (Confidential), January 2019,
section 3.6, paragraph 90.

102 EMCa, Review of Technical Aspects of the Proposed Access Arrangement (Confidential), January 2019,
section 3.6, paragraph 91.
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229.

230.

231.

ATCO submitted that two Australian service providers — Australian Gas Networks
(AGN) and AusNet Services!®® — had adopted a similar asset health indicator.
The asset health indicators used by AGN and AusNet Services are key performance
indicators that cover either or both:1%4

e Mechanical mains and service damage, with:

— Mains damage measuring the frequency of mechanical damage per
kilometre of mains.

— Service damage measuring the frequency of mechanical damage to
service per customer connection.

e Mains replacement, which measures the volume of mains replacement works,
in kilometres per year, as part of an annual mains replacement program.

AGN and AusNet Services do not combine or weight the above indicators to create
an asset health index. The indication of asset health is provided by the yearly
reporting of performance against each of the key performance indicators used.

Consistent with its AA4 final decision, the ERA still considered that any one,
a combination, or all the indicators used by AGN and AusNet Services were suitable
indicators to inform and benchmark asset health. Notwithstanding this, ATCO chose
to develop its own asset health indicator, which was consistent with the ERA’s AA4
final decision required amendment. As indicated in paragraphs 227 and 228,
however, additional information was required from ATCO to further explain its choice
of indicator and how the indicator supported the expenditure to be incurred over the
access arrangement period.

Draft Decision Required Amendment 3

ATCO must provide additional information to further explain its choice of asset health
indicator for inclusion in the access arrangement information.

Total public reported gas leaks per kilometre of main

232.

233.

234.

ATCO described the total public reported gas leaks per kilometre of main indicator as
“the total number of confirmed gas leaks reported by the public, excluding third-party
damage, per kilometre of main per year”. The indicator reflected the performance of
the network and ATCO’s maintenance activities.%®

ATCO set the reported gas leaks target for AA5 by using its average service
performance over the past five years. That resulted in a target of <0.65 for AA5,
which was a higher standard than the current AA4 target of <0.7.106

ATCO’s proposed indicator provided a means to measure and benchmark the effect
of associated expenditures as part of the access arrangement. The method for
setting the AAS5 target was considered reasonable on the basis that the target was

103 Previously known as SP AusNet.

104 Australian Gas Networks, Final Plan Access Arrangement Information for our Victorian and Albury natural
gas distribution networks: 2018 to 2022, December 2016, p. 20.

AusNet Services, Gas Access Arrangement Review 2018-2022: Access Arrangement Information,
16 December 2016, chapter 3.6.

105 ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 66.
106 Given the nature of the indicator, a higher target is represented by a lower number.
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235.

System
236.

237.

238.

239.

240.

seeking a higher level of service performance (that is, a lower number of reported
gas leaks per kilometre of main).1%’

The ERA considered ATCO'’s proposed expenditure for AA5 elsewhere in the draft
decision. Any changes to capital and/or operating expenditures that were allocated
to address the number of publicly reported gas leaks should result in consequential
effects on ATCO’s performance against this indicator over time.

average interruption frequency index

ATCO described the SAIFI indicator as “the number of supply interruptions
experienced by the average customer as a result of sustained unplanned
interruptions”.1® |t is calculated as:

(sum of the number of customers interrupted) / (number of customers served)

ATCO submitted “SAIFI is an industry accepted measure for reliability, indicating the
average number of interruptions that a customer would experience in a year” and that
during AA5 it would “continue to invest in the network, including the installation of
high pressure pipelines, interconnections, and associated pressure reduction
infrastructure to maintain reliability for customers”.1%®

ATCO set the SAIFI target for AA5 by using its average service performance over the
past five years. That resulted in a target of <0.0041 for AA5, which was a higher
standard than the current AA4 target of <0.0044.11°

ATCO’s proposed indicator provided a means to measure and benchmark the effect
of associated expenditures as part of the access arrangement. The method for
setting the AAS5 target was considered reasonable on the basis that the target was
seeking a higher level of service performance (that is, a lower number of supply
interruptions from unplanned interruptions).1!

The ERA considered ATCO’s proposed expenditure for AAS elsewhere in the draft
decision. Any changes to capital and/or operating expenditures that were allocated
to address unplanned supply interruptions should result in consequential effects on
ATCO’s performance against this indicator over time.

Unaccounted for gas

241.

ATCO described the UAFG indicator as “the difference between the measurement of
the quantity of gas delivered into the gas distribution system in each period and the
measurement of the quantity of gas delivered from the gas distribution system during
that period”. ATCO submitted that:*!2

107 EMCa, Review of Technical Aspects of the Proposed Access Arrangement (Confidential), January 2019,
section 3.6.

108 ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 66.
109 ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 66.
110 Given the nature of the indicator, a higher target is represented by a lower number.

111 EMCa, Review of Technical Aspects of the Proposed Access Arrangement (Confidential), January 2019,
section 3.6.

112 ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, pp. 67 and 69.
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242.

243.

UAFG is attributable to both leakage in the network and measurement error. UAFG
makes up part of the overall cost of providing services. Reporting against this KPI will
help [ATCO] maintain [its] commitment to reducing UAFG.

ATCO’s proposed UAFG targets for AA5 were set for each year of the access
arrangement period and were based on volume demand forecasts and historical
trends. Information to support the UAFG targets was included in ATCO’s UAFG
Strategy and Pricing Forecast.'*®

The ERA considered ATCO’s forecast of UAFG and associated operating
expenditure to cover the UAFG elsewhere in the draft decision. Consistent with those
considerations, ATCO’s proposed AA5 UAFG indicator targets (shown in Table 26
above) were considered reasonable on the basis that the targets were declining
targets. These declining targets supported ATCO’s forecast performance and
expenditure for reducing the rate of unaccounted for gas over AA5.114

Expenditure indicators

244,

Table 28:

ATCO’s expenditure indicators comprised two separate key performance indicators
and remained unchanged from the indicators included in the current AA4 access
arrangement. The AAS5 yearly targets for each indicator were set based on ATCO’s
expected performance and forecast expenditure (opex) in AAS5 (Table 28).

ATCO's expenditure key performance indicator targets for AA5 ($real as at
31 December 2019)

2020 ’ 2021 ‘ 2022 ‘ 2023 ‘ 2024
Opex per km of main 4,687 4,736 4,855 4,894 4,889
Opex per customer connection 89 89 92 92 92

Source: ATCO, 2020-24 Plan (Access Arrangement Information), Table 10.4.

245.

246.

ATCO submitted that its proposed expenditure indicators “ensure that [its] measures
of efficiency include the costs associated with additional kilometres of network and
additional customers”.!®

ATCO'’s operating expenditure indicators and targets were based on ATCO’s forecast
of operating expenditure for AA5 and hence provided a direct means to measure and
benchmark the effect of this expenditure. The indicator targets were set based on
ATCO’s expected performance and forecasts for AA5.1® The ERA considered
ATCO'’s forecast operating expenditure and demand forecasts elsewhere in the draft
decision. Consistent with the required amendments in those sections, ATCO’s AA5
targets for its expenditure indicators needed be recalculated. The ERA’s recalculated
targets are shown in Table 29.

113 ATCO, 2020-24 Plan Attachment 11.2: UAFG Forecast Strategy (Public), 31 August 2018.

114

115

116

EMCa, Review of Technical Aspects of the Proposed Access Arrangement (Confidential), January 2019,
section 3.6.

ATCO, 2020-24 Plan (Access Arrangement Information), 31 August 2018, p. 68.

EMCa, Review of Technical Aspects of the Proposed Access Arrangement (Confidential), January 2019,
section 3.6.
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Draft Decision Required Amendment 4

ATCO must amend its expenditure key performance indicator targets in accordance
with Table 20 of [the] draft decision. [Table 29 in this final decision]

Table 29: ERA’s draft decision expenditure key performance indicator targets for AA5
($real as at 31 December 2019)

KPI ‘ 2020 ‘ 2021 ‘ 2022 ‘ 2023 ‘ 2024

ATCO proposal

Opex per km of main 4,687 4,736 4,855 4,894 4,889

Opex per customer connection 89 89 92 92 92

ERA draft decision

Opex per km of main 4,440 4,437 4,460 4,499 4,480

Opex per customer connection 84 84 85 86 86

ATCO'’s response to the draft decision

247. ATCO addressed the ERA’s draft decision required amendment to provide further
information for its choice of asset health indicator. When developing the indicator,
ATCO considered:!t’

¢ What information was measured and reported on in AA4 — ATCO could only
base its health indicator on information that it had collected during AA4, which
could then be used to inform the expected performance over AA5.

o How the indicator would complement the existing key performance indicators —
ATCO recognised that its health indicator should complement the existing
performance indicators and provide additional information on the asset health
of the network.

e Whether the indicator was easily understandable — ATCO sought to develop a
health indicator that could be understood by existing customers and
prospective users, and that had been applied in other Australian jurisdictions.

248.  ATCO submitted the proposed asset health indicator: 118

e Was based on the Asset Performance Index adopted by Australian Gas
Networks (Victoria and Albury) and AusNet for their gas distribution networks
as part of their capital expenditure sharing scheme. ATCO considered that it
was appropriate to base its health indicator on this index because they were
both seeking to measure the underlying health of the network by measuring the
reliability of supply and gas leaks.

e Incorporated additional information (service leaks and meter leaks) that was not
reported in the existing key performance indicators.

117 ATCO, 2020-24 Revised Plan (Access Arrangement Information), pp. 79-80.
118 ATCO, 2020-24 Revised Plan (Access Arrangement Information), p. 80.
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249.

250.

Allowed existing customers and prospective users to better understand if
ATCO’s asset health was better (>100) or worse (<100) than expected, given
that it was a single index (indicator).

ATCO submitted the following information to further substantiate its choice of asset
health indicator.!!®

Lagging vs leading performance

ATCO considers that leading indicators can assist in determining the optimum asset
management practices and that lagging indicators provide a useful means of verifying
the achievement of the asset management objectives.

ATCO recognises that its proposed AHI [Asset Health Index] is a lagging indicator. As a
lagging indicator it will provide useful information to our customers and prospective
users on movements in the underlying health of our network during AA5. The
advantage of the AHI is that it reflects the underlying health of the network across many
classes of assets, which is appropriate for a key performance indicator set in the access
arrangement information. The lagging AHI indicator is used to verify attainment of the
program’s targets.

Annual estimates of the asset health index key performance indicator

ATCO has calculated the AHI [key performance indicator] over the AA4 period and the
target for AA5 to help with understanding the historical and forecast ‘health’ of the GDS
as a result of its investment in the GDS. The performance of the index shows that
historically it has been between plus or minus 20% around the index proposed for AA5
[that is, between 80 and 120]. Trends in the AHI over time will provide useful
information on the underlying asset health of the network.

Justification for the weightings applied

The AHI is based on the weighted average of the index scores for SAIDI, unplanned
SAIFI, mains leaks, service leaks, and meter leaks.

ATCO developed the weightings through a collaborative approach within the business.
We have determined weightings suitable to measuring the attainment of the asset
management objectives determined for AA5. ATCO notes that the weightings it has
adopted are similar to those adopted by Australian Gas Networks (Victoria and Albury)
and AusNet for their Asset Performance Index.

[ATCO’s proposed weightings are: unplanned SAIDI 25%, unplanned SAIFI 25%, main
leaks 30%, service leaks 15% and meter leaks 5%. These weightings remain
unchanged from the weightings included in ATCO’s original proposal.]

Additional information on the application of the asset heath index

The calculation of the AHI is based on the following three steps:

Step 1: Calculate the five underlying AHI parameters ...

Step 2: Convert each of the five underlying AHI parameters to a 100-base index ...

Step 3: Calculate the AHI as the weighted average of the 100-base index for the five
underlying metrics ...

ATCO set the target performance for each of the asset health index parameters
based on a simple five-year average of its service performance for each parameter.1?°

119 ATCO, 2020-24 Revised Plan (Access Arrangement Information), pp. 80-83.
120 ATCO, 2020-24 Revised Plan (Access Arrangement Information), p. 83.
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The performance targets remain unchanged from the targets included in ATCO’s
initial proposal (see Table 27 above).

251. ATCO did not amend its expenditure key performance indicator targets in accordance
with the ERA’s draft decision required amendment 4. Instead, ATCO amended its
expenditure targets (as shown in Table 30) consistent with its revised proposal to
amend its operating expenditure (opex) forecast for AA5. ATCO also amended its
AAS targets for UAFG (Table 31).

Table 30: ATCO’s amended expenditure key performance indicator targets for AA5 ($ real
as at 31 December 2019)
KPI ‘ 2020 ‘ 2021 ‘ 2022 ‘ 2023 ‘ 2024
ERA draft decision
Opex per km of main 4,440 4,437 4,460 4,499 4,480
Opex per customer connection 84 84 85 86 86
ATCO revised proposal
Opex per km of main 4,580 4,667 4,779 4,830 4,813
Opex per customer connection 86 88 90 91 90
Source: ATCO, 2020-24 Revised Plan (Access Arrangement Information), Table 8.5.
Table 31: ATCO’s amended unaccounted for gas indicator targets for AA5
UAFG rate (%) 2020 2021 2022 2023 2024
ATCO original proposal 2.55 2.52 2.50 2.48 2.46
ATCO revised proposal 2.45 2.43 2.40 2.39 2.37

Source: ATCO, 2020-24 Revised Plan (Access Arrangement Information), Table 8.7.

Submissions to the ERA

252. Synergy’s submission to the ERA addressed ATCO’s initial proposal for key
performance indicators and targets for AA5.12t This submission was considered as
part of the ERA’s draft decision.

253. There were no other submissions in response to the draft decision or ATCO’s revised
proposal that addressed the key performance indicators.

Final decision

254, ATCO has further substantiated its choice of asset health indicator as required by the
ERA'’s draft decision required amendment 3.

255. ATCO'’s revised operating expenditure indicators and targets (as shown in Table 30)
are based on ATCO’s revised forecast of operating expenditure for AAS5.

121 gynergy submission, 14 November 2018, p. 8.
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The indicators and targets provide a direct means to measure and benchmark the
effect of this expenditure.

256. The ERA has considered ATCO’s revised forecast operating expenditure and
demand forecasts elsewhere in this final decision.’?? Consistent with the required
amendments in those sections, ATCO’s AA5 targets for its expenditure indicators
must be recalculated. The ERA’s recalculated targets are shown in Table 32.

Required Amendment 3

The key performance indicator targets in the access arrangement information must
be amended to be consistent with Table 32 of this final decision.

Table 32: ERA'’s final decision expenditure key performance indicator targets for AA5
($real as at 31 December 2019)

KPI 2020 2021 2022 2023 2024
ATCO revised proposal
Opex per km of main 4,580 4,667 4,779 4,830 4,813
Opex per customer 86 88 90 91 90
connection
ERA final decision
Opex per km of main 4,318 4,378 4,417 4,463 4,443
Opex per customer 82 83 83 84 83
connection

257. ATCO'’s revised targets for UAFG are lower than the targets that were initially
proposed. The ERA has considered ATCO’s forecast of UAFG and associated
operating expenditure to cover the unaccounted for gas elsewhere in this final
decision (see paragraphs 537 to 540). Consistent with these considerations, ATCO’s
revised AAS targets for UAFG (shown in Table 31 above) are lower than what was
initially proposed and are declining targets overall. These declining targets support
ATCO’s forecast performance and expenditure for reducing the rate of UAFG over
AA5. For these reasons, the ERA accepts ATCO’s revised AA5 targets for UAFG.

122 For forecast operating expenditure see paragraph 355. For demand forecasts see paragraph 141.
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Revenue and Tariffs

Total revenue

258. Rule 76 of the NGR requires total revenue to be determined for each year of the
access arrangement period using the building block approach, in which the building
blocks are:

e Operating expenditure.

e Return on the projected capital base.

e Depreciation on the projected capital base.
e Estimated cost of corporate income tax.

e Increments or decrements resulting from the operation of an incentive
mechanism to encourage gains in efficiency.

ATCO’s initial proposal

259. ATCO applied the building block approach to propose a total revenue requirement
for the fifth access arrangement period (AA5) of $1,025 million. Table 33 details
ATCO’s proposed building block components. Each of these components is
discussed in the sections that follow, except for the inflationary gain in return on
assets.

260. The return on the projected capital base is calculated by applying a nominal return
on capital to a nominal asset base. As the nominal rate of return includes an
allowance for inflation and the capital base is inflated each year to maintain it in
nominal (current) dollars, there is a double count of inflation in the return of the
projected capital base building block. To remove this double count of inflation, the
inflationary gain in return on assets is calculated and shown as a separate line item

in Table 33.

Table 33: ATCO'’s proposed total revenue requirement for AA5 ($ million nominal)
Building blocks ‘ 2020 ’ 2021 ‘ 2022 ’ 2023 ’ 2024 ‘
Operating expenditure 68.8 71.8 76.1 79.3 82.0 377.9
Return of the projected capital base 49.4 60.5 63.9 67.0 70.9 311.7

Inflationary gain in return on assets (24.8) (26.3) (27.6) (28.9) (30.2) | (137.8)

Return on the projected capital 81.2 86.1 90.4 94.6 99.0 451.4
base

Return on working capital 0.1 15 15 1.6 1.6 6.3
Tax payable 6.7 5.5 4.5 4.0 3.4 24.1
Value of imputation credits (2.3) (1.9 (1.5 (1.4) (1.2) (8.2)
Total revenue (Unsmoothed) 179.2 197.3 207.3 216.2 225.5| 1,025.5

Source: ATCO, 2020-24 Plan (Access Arrangement Information), p. 160, Table 18.3.
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Draft decision

261. The ERA’s reasoning for each of the building blocks of rule 76 of the NGR is set out
in the sections identified in paragraph 258. The resulting total revenue in nominal
dollars from the building blocks (operating expenditure, return on the projected capital
base, depreciation of the projected capital base and the estimated cost of corporate
income tax) is set out in Table 34. As there was no incentive scheme that operated
in the fourth access arrangement period (AA4), there were no increments or
decrements that affect AA5 revenue.

Table 34: ERA’s draft decision total revenue building blocks AA5 ($ million nominal)

Building blocks 2020 ‘ 2021 ‘ 2022 ‘ 2023 ‘ 2024 ‘
Regulatory operating 64.2 67.2 68.7 70.4 71.3 341.8
expenditure
Operating expenditure 64.1 65.2 66.6 68.4 69.2 333.5
Return on working 0.1 2.0 20 21 21 8.3
capital
Return on capital base 72.4 73.8 74.9 75.9 76.7 373.7
Regulatory depreciation 24.1 33.1 34.2 34.9 36.2 162.6
Depreciation 45.8 55.3 56.7 57.7 59.3 274.8
Inflationary gain (21.7) (22.2) (22.5) (22.8) (23.0) (112.2)
Regulatory corporate income 0.0 0.0 0.0 0.2 25 2.6
tax
Corporate income tax 0.0 0.0 0.0 0.3 4.9 5.3
Imputation credits 0.0 0.0 0.0 (0.2) (2.5) (2.6)
Total revenue 160.7 174.1 177.8 181.4 186.7 880.7

Source: ERA, GDS Tariff Model, April 2019.

262. The allocation of total revenue to the haulage and ancillary reference services is set
out in the allocation of total revenue section (at paragraph 1687) of this decision. The
reference tariffs to recover this forecast revenue and the mechanism to vary these
tariffs during the AA5 period for the references services are set out in the reference
tariffs section (at paragraph 1697) and tariff variation mechanism section (at
paragraph 1766) of this decision. The ERA required the following amendment.

Draft Decision Required Amendment 5
ATCO must amend the values for total revenue (nominal) to reflect the values set out in
Table 22 of [the] draft decision. [Table 34 of this final decision]

ATCOQO'’s response to the draft decision

263. ATCO applied the building block approach to propose a revised total revenue
requirement for AA5 of $931.4 million compared to $1,025 million in its initial
proposal. Table 35 details ATCO’s proposed building block components.
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Table 35: ATCO’s revised proposed total revenue requirement for AA5 ($ million nominal)
Building blocks ‘ 2020 ‘ 2021 ‘ 2022 ‘ 2023 ‘ 2024 ‘ Total
Operating expenditure 66.1 68.9 72.3 74.9 76.5 358.7
Return of the projected capital base 48.3 58.7 61.1 63.4 66.6 298.1

Inflationary gain in return on assets (17.0) (17.9) (18.5) (19.1) (29.7) (92.2)

Return on the projected capital 65.0 68.1 70.5 72.9 74.9 351.4
base

Return on working capital 11 11 1.1 1.2 1.2 5.7
Tax payable 5.2 4.1 3.6 3.2 3.2 19.3
Value of imputation credits (2.6) (2.1) (1.8) (1.6) (1.6) (9.6)
Total revenue (Unsmoothed) 166.0 181.0 188.3 194.8 201.2 931.4

Source: ATCO Gas Australia, 2020-24 Revised Plan (Access Arrangement Information), p. 230, Table 16.2

Submissions to the ERA

264. None of the submissions made to the ERA addressed the overall calculation of total
revenue. Submissions that addressed one or more of ATCO’s total revenue building
block components are discussed under the following sections.

e operating expenditure

e opening capital base

e projected capital base

e return on the regulatory capital base
e depreciation

e taxation

e working capital.
Final decision

265. The ERA’s reasoning for each of the building blocks of rule 76 of the NGR is set out
in the sections identified in paragraph 264. The resulting total revenue in nominal
dollars from the building blocks (operating expenditure, return on the projected capital
base, depreciation of the projected capital base and the estimated cost of corporate
income tax) is set out in Table 36. As there was no incentive scheme that operated
in AA4, no increments or decrements affected AA5 revenue.
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Table 36: ERA'’s final decision total revenue building blocks AA5 ($ million nominal)
Building blocks 2024 ‘ Total
Regulatory operating 62.97 65.17 67.39 69.87 71.40 336.79
expenditure

Operating expenditure 62.21 64.41 66.52 68.96 70.46 332.56
Return on working 0.76 0.76 0.87 0.91 0.94 4.23
capital
Return on capital base 53.70 56.04 57.81 59.48 61.10 288.14
Regulatory depreciation 31.92 41.22 42.90 44.40 47.10 207.54
Depreciation 46.65 56.59 58.76 60.71 63.87 286.59
Inflationary gain (14.73) | (15.37) | (15.86) | (16.32)| (16.76) (79.05)
Regulatory corporate income 0.50 1.68 1.83 1.82 1.96 7.80
tax
Corporate income tax 1.00 3.36 3.66 3.65 3.93 15.59
Imputation credits (0.50) (1.68) (1.83) (1.82) (1.96) (7.80)
Total revenue 149.09 164.10 169.93 175.57 181.57 840.26

Source: ERA, GDS Tariff Model, November 2019

266. Where ATCO has calculated the components of total revenue (discussed in the
subsequent sections of this final decision) in real December 2019 dollars, this has
been done on a forecast of inflation from December 2018 to December 2019.
ATCO had used the actual Consumer Price Index (CPI) for inflation up to December
2018. The use of real dollars for operating and capital expenditure aids in the
comparison of changes in expenditure over time that are not driven by the general
increase in prices.

267. However, the ERA has adjusted ATCO’s expenditure forecasts to account for the two
quarters of published CPI for the March and June quarters of 2019 and applied two
guarters of forecast inflation using the inflation parameter determined as part of the
calculation of the rate of return. The resulting final decision inflation index numbers
are provided i