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1.
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12

I ntroduction

Access Arrangement Information submitted by AlintaGas

This Access Arrangement Information is required under clause 2.2 of the Code.

| nter pretation

Unless the text indicates otherwise, words in this Access Arrangement Infor mation have
the same meaning asin AlintaGas' s Access Arrangement for the Mid-West and South-
West Gas Distribution Systems submitted to the Regulator on 13 July 2000.

This Access Arrangement Information has been prepared to conform with the
Regulator's Final Decision: Access Arrangement Mid-West and South-West Gas
Distribution Systems Submitted by AlintaGas, issued on 30 June 2000.

Individua table entries may not add to the corresponding totals due to the rounding of
those individud entries.

AlintaGas's conforming to the Regulator's find decison has resulted in some smal
differences in figures shown in the tables of this Access Arrangement Information as
compared with the corresponding figures generated by the models AlintaGas has used to
determine its reference tariffs These differences are believed to be the result of the
rounding of figures presented in the find decison which have now been induded in this
Access Arrangement Information.
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| nfor mation regarding accessand pricing principles

Tariff determination method

The reference tariffs in the Access Arrangement have been designed to recover a
portion of AlintaGas's total revenue. AlintaGas s total revenue isan amount equa to
the cost of providing al services that are provided by means of the AlintaGas GDS.

The services provided by means of the AlintaGas GDS are:

= Reference Service A;

= Reference Service Bl

= Reference Service B2;

= Reference Service B3;

= anlInterconnection Service; and
» listed ancillary services.

The list above is not exhaudtive of the services that AlintaGas is prepared to make
avalable. AlintaGas will negotiate regarding any other service or dement of a service
requested by a prospective user.

The codts of providing Reference Service A, and Reference Services Bl, B2 and B3 are
to be recovered through Reference Tariff A and Reference Tariffs B1, B2 and B3,
respectively. The price upon which an Interconnection Service will be made availableis
to be negotiated by AlintaGas and the person to whom that Service is provided. The
tariffs for listed ancillary services are those st out in Schedule 8 of the Access
Arrangement as amended or subgtituted from time to time by AlintaGas and approved
by the Regulator.

The structure of the reference tariffs is described in subsection 2.2 of this Access
Arrangement |nformation.

Reference Tariff Aand Reference Tariffs B1, B2 and B3 areinitidly determined from
the forecast tota cost of providing Reference Service A and Reference Services B1, B2
and B3 in thefirg year of the Access Arrangement.

The forecast totdl cost of providing Reference Service A and Reference Services B1, B2
and B3 in the firg year of the Access Arrangement is determined by subtracting the
forecast cost of providing listed ancillary services and any other services from the
forecast cost of providing al services by means of the AlintaGas GDS in thet year. The
forecast cost of providing dl services by means of the AlintaGas GDS in thefirg year of
the Access Arrangement has been determined using the cost of service method. It is
cdculated as the sum of:
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= areturn onthe capital base;
» depreciation of the capital base; and
= non-capital costs

The components of the forecast total codts of providing Reference Service A and
Reference Services B1, B2 and B3 in the first year, and in subsequent years, of the
Access Arrangement are set out in subsection 2.4 of this Access Arrangement
Information.

Determingtion of the Initial Reference Tariffs proceeds through a multistage cost
allocation approach. In this gpproach, the forecast total cost of providing Reference
Service A and Reference Services B1, B2 and B3 in the firg year of the Access
Arrangement is alocated to Reference Tariff A and Reference Tariffs B1, B2 and B3.
The cost dlocation approach and the determination of the Initial Reference Tariffsare
described in subsection 2.6 of this Access Arrangement I nformation.

Thelnitid Reference Tariffsare set out in subsection 2.7.

Clause 25 and Schedule 2 of the Access Arrangement set out the way in which
reference tariffs may be varied in the second and subsequent years of the Access
Arrangement. Reference tariffs are to be varied in accordance with a predetermined
price path. The price path - theform of regulation - is described in subsection 2.8 of this
Access Arrangement Information.

Reference tariff structure

Reference Service A/Reference Tariff A

Reference Service Aisa service for users requiring ddivery of 35 TJyear or more a a
delivery point in each year of a Haulage Contract, and requesting a contracted peak
rate greater than or equa to 10 GJhour. Users requiring Reference Service Atend to
be those users making efficent use of the AlintaGas GDS. For this group of users,
higher annual volumes tend to be associated with higher load factors.

The esimated number of delivery points for users requiring Reference Service Ais
shown in Table 6.6 of subsection 6 of this Access Arrangement Information. Thetota
volumes of gas expected to be ddlivered at these delivery points in each year of the
Access Arrangement are shown in Table 6.4 of section 6.

Users requiring Reference Service A require that service for the delivery of gasto larger
commercid and indudrid inddlaions. Their requirements for service pipes, regulators,
meters and associaed facilities are generdly specific to the ingdlations to which
AlintaGas ddliversgas. Reference Tariff A hastherefore been designed to recover from
each user:
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» thecos incurred in using the AlintaGas GDS, and

» thecos of providing user specific delivery facilities.

Rdaively sable paths from receipt pointsto delivery points can be identified for gas
flows through the high pressure system. The network assets used to deliver gasto each
delivery point a which a user takes Reference Service A can therefore usudly be
identified. (Most usersrequiring Reference Service A require delivery of gasto delivery
points located on the high pressure system.) In consequence, the component of
Reference Tariff A that recovers the cost of network use can be designed to recover the
cods of ingdling, operating and maintaining the assets required to provide a user with
Reference Service A. The cost incurred by AlintaGas in providing a user with
Reference Service A is determined by:

» thelocation of the delivery point a which gasis delivered to the user;
» theusethe user makes of the capacity of the AlintaGas GDS; and
» thevolume of gasddivered to the user at the delivery point.

For network management, AlintaGas requires that metering indaled immediatdy
upstream of a delivery point a which a user requires delivery of 20 TJyear or more be
cgpable of measuring, doring, and transmitting by telemetry, pesk flow. This
measurement of peek flow is an indicator of the use made of the capacity of the
AlintaGas GDS by a user reguiring Reference Service A.

Reference Tariff A has therefore been designed to recover the cost of use of the
AlintaGas GDS through:

» adanding charge;

» ademand charge

» ausagecharge and

» achargefor user specific delivery facilities.

(The vaues of the components of Reference Tariff A are set out in Table 2.3 of
subsection 2.7 of this Access Arrangement Information.)

The indudon of a ganding charge in Reference Tariff A isarecognition that the costs of
ingdling, operating and maintaining a gas digribution sysem are largely fixed. It dso
serves the important purpose of ensuring that the structure of reference tariffs provides
an appropriate Ssgnd for transfer from Reference Service Bl to Reference Service A as
the volume of gas delivered to a user approaches 35 TJyear.

The demand charge recovers that portion of the cost of use of the AlintaGas GDS
determined by the location of a user’s delivery point, and by the use the user makes of
the capacity of the network. It is a charge for use of the AlintaGas GDS measured as
the product of use of capacity and location. For the purpose of determining this charge,
a user's use of capacity is measured as the user’s contracted peak rate expressed in
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GJ per hour. Location is defined in terms of the distance, in kilometres, measured in a
draght line, from the user’s delivery point to the nearest transmisson pipeline,
irrepective of whether or not that pipeline is interconnected with the AlintaGas GDS.
The demand charge is, in consegquence, acharge per GJ-km.

Use of digtance to the nearest transmission pipeline as the measure of distance in the
demand charge of Reference Tariff Ais intended to mitigete the risk of inefficient by-
pass of the AlintaGas GDS.

The demand charge of Reference Tariff Aisnot alinear function of distance for a given
contracted peak rate. A declining block structure, with two distance-based blocks, has
been adopted to provide better cost reflectivity in the tariff. Users requiring Reference
Service Afor ddivery of gasto delivery points located at distances greater than about
10 km from the nearest transmission pipeine are usudly supplying a delivery pointsin
urban fringe and rurd aress. In these areas, the codts of pipe laying are lower than in
more densely populated urban areas.

The usage charge of Reference Tariff Ais a charge which recovers that portion of the
cost of use of the AlintaGas GDS determined by the user’ s location, and by the volume
of gas delivered to the user at a delivery point. It is acharge per GJ}km and, like the
demand charge, has a distance-based declining block structure.

In addition to paying the demand and usage charges of Reference Tariff A a user of
Reference Service A will pay a charge for sarvice piping, regulators, meters and
associaed facilities. That charge will be user-specific, being determined by the costs
incurred by AlintaGas in connecting the user’ s fadilities to the AlintaGas GDS.

Reference Service B1/Reference Tariff B1

Reference Service Bl isa service for users requiring less than 35 TJdyear a adelivery
point, or having a contracted peak rateless than 10 GJ per hour.

The esimated number of delivery pointsfor users requiring Reference Service Bl is
shown in Table 6.6 of section 6. The total volumes of gas expected to be delivered a
these delivery pointsin each year of the Access Arrangement are shown in Table 6.4.

Users requiring Reference Service B1 require that service for the deivery of gasto a
wide range of commercid and indudrid inddlations. These inddlations take between
about 1 TJyear and 35 TJyear. For those users in this group taking smdler annud
volumes, stable paths for gas flow through the network cannot be identified. Many of
these users take gas at delivery points on the medium pressure/low pressure system.
The largest part of the medium pressure/low pressure system is an integrated network
supplied from over 120 points of interconnection with the high pressure system. The
pattern of gas flow through the medium pressure/low pressure system varies
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continuoudy over time with variaions in flow through the high pressure system, and
vaiationsin the volume of gastaken a delivery points

Furthermore, many users requiring Reference Service Bl require lessthan 20 Tdyear at
a delivery point. They will not require metering capable of measuring, storing, and
tranamitting by telemetry, pesk flow.

Accordingly, the cost of providing Reference Service Bl is not, in generd, directly
related to the location of the user’s delivery point and to the use the user makes of the
capacity of the AlintaGas GDS. In taiff design, the cost of providing Reference
Service B1 must be, at least in part, related to the volume of gas delivered to auser at a
delivery point. The cogt of providing Reference Service B1 will dso indude a fixed
component because the costs of inddling, operating and maintaining the AlintaGas GDS
are largdy fixed.

Users requiring Reference Service B1 require that service for the ddivery of gasto a
broad range of commercid and indudtriad ingdlations.  Their requirements for service
pipes, regulators, meters and associated facilities are generdly specific to the indalations
to which they ddiver gas. They cannot be supplied using the standard facilities of
Reference Service B2 or Reference Service B3.

Reference Tariff B1 has therefore been designed to recover the cost of use of the
AlintaGas GDS through:

» adanding charge;
» ausagecharge and
» achargefor user specific delivery facilities.

The glanding charge for Reference Tariff B1, like the sanding charge for Reference
Tariff A not only recovers fixed cogts. It dso ensures that the structure of reference
tariffs provides an agppropriate sgna for transfer from Reference Service B2 to
Reference Service B1 asthe annua volume of gas delivered to a user increases.

The usage component of Reference Tariff B1 is a charge which recovers that portion of
the cost of use of the AlintaGas GDS determined by the volume of gas (measured in GJ)
delivered to auser at a delivery point.

Reference Services B2 and B3/Reference Tariffs B2 and B3

Reference Services B2 and B3 are services for users requiring ddivery of smdler
volumes of gas a delivery points on the medium pessure/low pressure system.
AlintaGas has standardised, to the extent technicaly and commercialy reasongble, the
types of facilities it uses at these delivery points In particular, the metering makes use of
either a standard 12 nv/hr meter, or a standard 6 n/hr meter. These meters record
volumes of gas delivered, but not pesk flows.
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Reference Service B2 is a service for users supplying smdler commercid and smdl
indudrid consumers requiring deivery of gas a a delivery point on the medium
pressure/low pressure system, and requiring a meter cgpable of ddivering up to 12
cubic metres of gas per hour.

Reference Service B3 is a service for users supplying resdentia and smdler commerciad
and indudrid consumers requiring delivery of gas a a delivery point on the medium
pressure/low pressure system, and requiring a meter capable of ddivering up to 6 cubic
metres of gas per hour.

The estimated number of delivery pointsfor usersrequiring Reference Services B2 and
B3 are shown in Table 6.6 of section 6 of this Access Arrangement Information. The
total volumes of gas expected to be delivered at these delivery pointsin each year of the
Access Arrangement are shown in Table 6.4 of section 6.

Reference Tariffs B2 and B3 will have two components:

= aganding charge; and
= ausagecharge.

The standing charges of Reference Tariffs B2 and B3 are annua charges that recover
fixed codts, including the codts of standard delivery facilities. The standing charge for
Reference Tariff B2 dso ensures that the structure of reference tariffs provides an
gppropriate Sgnd for transfer from Reference Service B3 to Reference Service B2 as
the annua volume of gas ddivered to auser increases.

The usage charges of Reference Tariffs B2 and B3 are charges which recover that
portion of the cost of use of the AlintaGas GDS determined by the volume of gas
(measured in GJ) ddlivered to a user at adelivery point. These charges have adeclining
block structure that is intended to encourage use of gas by residential conrsumers. The
declining block sructures of Reference Tariffs B2 and B3 are intended to complement
the block gructures in the retall prices payable by smdl business and residentia
consumers a thetimethe Initial Reference Tariffswere determined.

Reference Tariff zones

Consderation was given to the creetion of pricing zones to permit Reference Tariffs B1,
B2 and B3 to more accurately reflect the costs of providing the corresponding reference
services. However, the implementation of a scheme of codt-reflective pricing zones was
found to be impracticd. A maor part of the AlintaGas GDS in the Perth metropolitan
area forms a sngle integrated gas digtribution network. A number of smaller networks,
separate from the Perth metropolitan network, can be identified. To use these smaler
networks as a basis for separate pricing zones would result in increases in distribution
charges for gas supplied to some delivery points, and would result in substantia retall
price increases for a least Some gas consumers.
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2.4

2.5

2.6

Forecast total costs of providing reference services

The forecast tota codts of providing Reference Service A and Reference Services B1,
B2 and B3 in the firs year, and in subsequent years, of the Access Arrangement are
shown in Table 21. These costs exclude the costs of providing, operaing and
maintaning user specific delivery facilities which are to be recovered from userstaking
Reference Service A and Reference Service B1.

Table2.1
Forecast total costs of providing reference services
Year ending 31 December

2000 2001 2002 2003 2004

$m $m $m $m $m
Return on capital base 41.0 42.4 434 44.3 45.0
Depreciation 17.3 18.7 19.8 21.0 221
Return on working capita 11 11 11 11 11
Non-capital costs 36.7 35.8 36.2 36.7 37.7
Total 9.0 97.9 100.5 103.1 106.0

The methods by which the return on the capital base, depreciation and the return on
working capital have been determined are st out in section 3 of this Access
Arrangement Information. The principd components of the non-capital costs are set
out in sections 4 and 5.

Goods and servicestax

AlintaGas's forecast total costs of providing reference services have not been adjusted
to reflect the remova of wholesdle salestax from 1 July 2000.

The reference tariffs set out in Figure 2.2 of this Access Arrangement Information do
not include the effect of the goods and services tax which isto apply from 1 July 2000.

The reference tariffs set out in Table 2.3 include the net effect of the introduction of the
goods and services tax, which is an increase of 9.3% in the tariffs determined from
AlintaGas s forecast total costs of providing reference services.

Cost allocation

Reference tariffs have been determined by alocating the forecast total cost of providing
Reference Service Aand Reference Services B1, B2 and B3, in the firg year of the
Access Arrangement, to Reference Tariff Aand Reference Tariffs B1, B2 and B3,
using a multistage gpproach to cost dlocation.
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The forecast totd cost of providing the reference services has been dlocated to three
“cost baskets’, and costs in the three cost baskets have then been alocated to three “cost
pools’. The costs collected in the cost pools are alocated to Reference Service A and
to Reference Services B1, B2 and B3. These dlocations are shown in Figure 2.1.

The allocation of cost poals to reference services is the basis for the alocation of costs
to users via the reference tariffs This dlocation of reference service costs to
reference tariffsis shown in Figure 2.2.

The dlocation of the forecast costs of providing the reference servicesto cost basketsis
direct (that is, there is no gpportionment of costs). The return on the capital base and
depreciation are alocated directly to an Asset Costs cost basket. Operating and
maintenance codts are alocated directly to an Operating and Maintenance (O & M)
Costs cost basket, and return on working capital, marketing costs and corporate costs
are directly dlocated to an Other Costs cost basket.

Costs in the Asset Costs cost basket are alocated to three cost pools. These are a High
Pressure (HP) System cost pool, a Medium Pressure/Low Pressure (MP/LP) System
cost pool, and a Metering cost pool. The same dlocator, Allocator 2 has been used for
the three dlocations. Allocator 2, replicates the caculation of the return on the capital
base and the caculation of depreciation. The vaues of Allocator 2 are shown in Table
2.2.

Cogts in the Operating and Maintenance Costs cost basket are also alocated to the High
Pressure System cost pool, the Medium Pressure/Low Pressure System cost pool, and
the Metering cost pool. The same dlocator, Allocator 1 has been used for each of these
dlocations. Allocator 1 dlocates codts to the cost pools on the basis of replacement
value of assats. The values of Allocator 1 are shown in Table 2.2,

Costsin the Other Costs cost basket are not alocated to cost pools. They are not asset-
related. They are dlocated directly to reference services usng a weighted average of
Allocator 4 and Allocator 7. Allocator 4 alocates costs on the basis of proportion of
forecast total volume delivered, and Allocator 7 alocates costs on the basis of proportion
of forecast totd number of delivery points Allocator 4 and Allocator 7 are given
weights of 20.0% and 80.0%, respectively, in the alocation of costs in the Other Codts
cost basket to reference services. The values of Allocators 4 and 7 are shown in Table
2.2.

Costs in each of the cost pools have been dlocated to the reference services. High
Pressure System costs have been dlocated to Reference Service Aand to Reference
Services B1, B2 and B3 on the basis of estimated contribution to system pesk flow.
These contributions (Allocator 3) are shown in Table 22. Medium Pressure/Low
Pressure System cogts have been alocated to reference services using Allocator 6.
Allocator 6 reflects use of AlintaGas GDS assets by weighting the forecast volumes of
gas ddivered for users requiring each of the reference services by estimates of the
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corresponding average load factors. These load factor weighted volumes (as proportions
of their totd) are shown in Table 2.2.

The find stage of cogt dloceation is the alocation of reference service costs to reference
tariffs. These dlocations are shown in Figure 2.2.

Reference Service A codts are alocated to the standing, demand and usage charges of
Reference Tariff Ain the ratio 30.0% : 35.0% : 35.0%. The costs being alocated are,
predominantly, High Pressure System costs. (These costs were dlocated in the ratio
60.0% : 40.0% to demand and usage charges in tariff congtruction under the previous
access regime of the Gas Corporation Act 1994 and the Gas Distribution Regulations
1996.)

Allocators 4, 5, and 8 were used to dlocate the costs of Reference Services B1, B2 and
B3 to the corresponding reference tariffs

Allocator 5 dlocates High Pressure System costs dlocated to Reference Services B1, B2
and B3 to the corresponding reference tariffs on the basis of forecast gas volumes
(exduding volumes deriving from users requiring Reference Service A). The vaues of
Allocator 5 are shownin Table 2.2.

Allocator 8 is used for the dlocation of Metering cods. It has been caculated by
weighting the number of delivery points for each of the reference services for which
standard delivery facilities are provided by the estimated cost of the standard delivery
facilities for that category of service. The vaues of Allocator 8 are shownin Table 2.2.

Clause 38 of the Access Arrangement includes, among those reference tariff principles
not subject to review for a fixed period of 10 years, the method of dlocating costs
between services as described in clause 33. AlintaGas notes, for the avoidance of doubt,
that it is the methods by which the allocators of Table 2.2 are determined that are not
subject to review for the fixed period. The numerical values produced by those methods
may be amended in subsequent reviews of the Access Arrangement.

10
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Table2.2
Cost allocators

Allocator 1: replacement value of assets

High Pressure System 17.3%
Medium Pressure/Low Pressure System 51.5%
Metering 31.2%
Allocator 2: capital-related cost (return plus depreciation)

High Pressure System 21.1%
Medium Pressure/Low Pressure System 59.4%
Metering 19.5%
Allocator 3: contribution to system peak flow

Reference Service A 35.0%
Reference Services B1, B2 and B3 65.0%
Allocator 4: volume delivered

Reference Service A 55.3%
Reference Service B1 13.2%
Reference Service B2 3.2%
Reference Service B3 28.3%
Allocator 5. volume delivered (excluding Reference Service A volume)
Reference Service B1 29.6%
Reference Service B2 7.2%
Reference Service B3 63.2%
Allocator 6: load factor weighted volume

Reference Service A 1.9%
Reference Service B1 22.9%
Reference Service B2 6.7%
Reference Service B3 68.5%

Allocator 7: number of delivery points

Reference Service A 0.01%
Reference Service B1 0.09%
Reference Service B2 0.90%
Reference Service B3 99.00%

Allocator 8: cost weighted number of delivery points

Reference Service B2 3.6%
Reference Service B3 96.4%

11
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Figure2.1

Cost Allocation (costs excluding the effect of the removal of wholesale salestax)

Cost Baskets

Allocator

Asset Costs

O & M Costs

AlintaGas $m
Return on capital base 41.0
Depreciation 17.3
Return on working capital 1.1
Operating and maintenance 311
costs

Marketing costs 1.3
Corporate costs 4.2
Forecast total cost 96.0

[ ss83m|—[ 2 |
$31Im|~ | 1 \

Other Costs

Cost Pools

Allocator

[ HP System | $17.7m | \

Reference Service A $m

HP System 6.2

MP/LP System 1.0

Other 0.7

Total 7.9
MP/LP System | $50.6m | —— |

Reference Services B1, B2 and B3

$m

HP System 115

MP/LP System 49.7

Metering 211

Other 5.9

Total 88.2
Metering | $21.1m |

$6.6m| —|[ 4,7 |
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Figure2.2

Cost Allocation and Tariff Construction
Reference Service A $m
HP System 6.2
MP/LP System 1.0
Other 0.7
Total 7.9
Reference Services B1, B2 and $m
B3

HP System 115
MP/LP System 49.7
Metering 211
Other 5.9
Total 88.2
Notes:

Allocator

0.30
0.35
0.35

(ool No 0 [4)]

1. Costs excluding effect of removal of wholesale sales tax.
2. Tariffs excluding net effect of introduction of goods and

See Note 1 below

=T =

Reference Tariff A $m
Standing 2.4
Demand 2.8
Usage 2.8
Total 7.9
Reference Tariff B1 $m
HP System 3.4
MP/LP System 11.6
Other 0.2
Total 15.2
Reference Tariff B2 $m
HP System 0.8
MP/LP System 3.4
Metering 0.8
Other 0.1
Total 5.0
Reference Tariff B3 $m
HP System 7.3
MP/LP System 34.7
Metering 20.3

/|

Tariff Construction

See Note 2 below

Reference Tariff A

Standing

Demand:
<10 km
> 10 km

Usage:
<10 km
> 10 km

$44,000.00/year

$181.64/GJ-km
$90.82/GJ-km

$0.04426/GJ-km
$0.02213/GJ-km

Reference Tariff
B1

Number 54  users
Demand:

<10 km 11,321  GJ-km

> 10 km 7,658 GJ-km
Usage:

<10 km 47,370  TJ-km

> 10 km 30,033 TJ-km
Number 367 users
Usage

<5TJ 1,673 TJ
Next5 TJ 1,539 TJ
>10TJ 474 TJ
Number 3,739 users
Usage:

<100 GJ 374 TJ
> 100 GJ 517 TJ

Standing $500.00/year
Usage
<5TJ $4.61/GJ
Next 5 TJ $4.38/GJ
>10TJ $1.15/GJ
Reference Tariff
B2
Standing $200.00/year
Usage:
<100 GJ $5.10/GJ
>100 GJ $4.59/GJ
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services tax at rate of 9.3 per cent, and excluding user

specific charges where applicable.

Other

5.6

Total

67.8

Number 412,139 users
Usage:

<15GJ 4,631 TJ
Next 30 GJ 2,556 TJ
> 45 GJ 677 TJ

Reference Tariff

B3

Standing $25.00/year
Usage:

<15GJ] $8.55/GJ
Next 30 GJ $5.98/GJ

> 45 GJ $3.93/GJ
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2.7

2.8

Referencetariffs

The reference tariffs inclusve of the net effects of the goods and services tax,
determined in accordance with the policies described in the preceding subsections of this
Access Arrangement Information are summarised in Table 2.3. These tariffs exclude
the user specific charges for user specific delivery facilities payable by users taking
Reference Service A and Reference Service B1.

Table2.3
Reference Tariffs (excluding user specific char ges wher e applicable)

Tariff Standing Block Structure Demand Charge Usage
Charge Charge
$lyear $GI-km/year $/GI-km
A 48,092.00 First 10 km 198.53 0.04838
>10km 99.27 0.02419
$GJI
Bl 546.50 Firs¢ 5TJ n.a. 504
Next 5TJ n.a 4.79
>10TJ n.a 1.26
B2 218.60 First 100 GJ n.a 557
>100GJ n.a. 5.02
B3 27.32 Firg 15 GJ n.a 9.35
Next 30 GJ n.a 6.54
>45G] n.a 4.30

* n.a. = not applicable

Variation of referencetariffs

The reference tariff principles of section 8 of the Code permit the setting of reference
tariffs for the firs year of the Access Arrangement, and adjustment of those tariffsin
subsequent years. The approach to future tariff adjustment is referred to as the form of
regulation. The form of regulation may be:

» taniff adjusment in accordance with a pre-determined price path; or

» taiff adjustment on the basis of actud outcomes (such as sales volumes and actud
cost) in subsequent years, or

» taiff adjugment in accordance with a variation or combination of these two
approaches.

The Reference Tariff Policy set out in the Access Arrangement provides for tariff
adjustment in accordance with a pre-determined price path.

14
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The method by which the reference tariffsare to be adjusted in each year of the Access
Arrangement after thefirst is st out in Schedule 2 of the Access Arrangement.
AlintaGas has adopted a smple price-cap approach to the variation of the reference
tariffs during the Access Arrangement period. Under the price-cap, AlintaGas may
vary any tariff component (and thereby the corresponding reference tariff) for each year
by an amount equd to CPI - X, where CPI is the year on year increase in the Consumer
Price Index (as defined in Schedule 2).

The vadue of X is a specified productivity improvement factor thet is set prior to the
commencement of the Access Arrangement (in the process of determining the Initial
Reference Tariffs) and is not varied during the Access Arrangement period. The vaue
of X for the Access Arrangement period is 2.55% per annum.

AlintaGas will give the Regulator a variation report at least 30 business days prior to
the end of each reference year tha sets out the basis on which variations in reference
tariffs are caculated and includes a demondiration of how the varied reference tariffs
comply with the price-cap.

15
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3.

31

311

312

I nfor mation regar ding capital costs

Asset valuesfor each category of asset

AlintaGas has consdered dl of the factors listed in sections 8.10(a) — (j) of the Codein
establishing the capital base of the AlintaGas GDS for the purpose of determining
reference tariffsfor reference services.

Factors which have been given particular weight are discussed in detail below.

AlintaGas notes that determination of the capital base was carried out over an extended
period from September 1998. Some values were determined as a 30 June 1998; others
were determined more recently. The initial capital base has been established asavaue
at 31 December 1999.

Depreciated actual cost of the AlintaGas GDS (Code, section 8.10(a))

AlintaGas established, and consdered in setting the capital base, the depreciated actual
cost of the AlintaGas GDS at 30 June 1998. The depreciated actua cost, prepared
from AlintaGas's asset register and other accounting records, was $299.7 million.

An independent auditor’s report on the depreciated actua cost of the AlintaGas GDS
was sought from the Auditor Generd. The Auditor General reported that the value of
$299.7 million presented fairly the written down historical vaue of the digtribution system
assets at 30 June 1998.

Depreciated optimised replacement cost of the AlintaGas GDS (Code, section
8.10(b))

The assets that form the AlintaGas GDS were valued using the depreciated optimised
replacement cost method. The resulting valuation, a vauation a 31 December 1998,
comprised:

» a depreciated optimised replacement cost vauation of the pipeine assats of the
AlintaGas GDS exiging a 30 June 1998 made for AlintaGas by enginesring
consultants Gutteridge, Haskins and Davey Pty Ltd (GHD);

= avauation of the non-network assets of the AlintaGas GDS at 30 June 1998; and
»  adjugmentstaking into account estimates of:

- the capital cost of additions to the AlintaGas GDS during the period from 1
July 1998 to 31 December 1998; and

- accumulated depreciation on both the assets forming the AlintaGas GDS at 30
June 1998, and the additions to those assets, for the period from 1 July 1998 to
31 December 1998.

16
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Valuation of pipeline assets

GHD’s gpplication of the depreciated optimised replacement cost method to vauation of
the pipdine assets of the AlintaGas GD'S proceeded through Sx main steps. These were
asfollows.

@ Defining the scope of the valuation

GHD made the following assumptions to define the scope of the depreciated optimised
replacement cost valuation.

Gas was ddivered into the AlintaGas GDS from receipt pointsat meter stations on the
Dampier to Bunbury Natura Gas Pipdine (the transmisson pipeline owned by Epic
Energy (WA) Nominees Pty Ltd) a the following locations:

Gerddton (Nangetty Road);
Eneabba;

Muchezg;

Ddla Road, Bullsbrook;
Ellenbrook;

Harrow Street, West Swan;
Caversham;

Weshpool;

Forrestdale;

Russdll Road, Wattleup;
Barter Road, Nava Base,
Rockingham;

Pinjara

Oakley Road (Pinjarra);
Harvey;

Kemerton; and

Clifton Road, Bunbury.

These were the existing meter station Sites at 30 June 1998.

The locations of delivery points supplied from the AlintaGas GDS at 30 June 1998
were taken to be fixed.

The geographicd extent of the AlintaGas GDS was fixed. The vauation is based on a
pipe network covering the same geographic area as the network existing at 30 June 1998.

2 Identification of the assets forming the AlintaGas GDS and verification of
the data available on those assets

17
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Information on the dtributes of the assets forming the AlintaGas GDS, induding
information on location, materid type, sze, length, and date ingtaled, was obtained from
AlintaGas's Didribution Facilities Information System (DFIS) datebase. (The DFIS
database has subsequently been replaced by anew GIS system.)

Before relying on the information in the DFIS database, GHD carried out the following
verifications for selected samples of assets:

» information in the database was checked for consgstency with the “as built” drawings
for the assats, and

= information in the database was checked for consistency with the facilities actualy
ingtdled.

3 Pipeline optimisation

Pipeline optimisation studies required for the depreciated optimised replacement cost
vaudion of the AlintaGas GDS were undertaken using Stoner network optimisation
software.  The Stoner software is used by AlintaGas for network planning, and
ubgtantiad set-up costs were avoided by having AlintaGas undertake the optimisation
gudies acting on ingructions from GHD.

The optimisation studies assumed that an optima network would have sufficient capacity
to satisfy current requirements for service, and the expected future growth in those
requirements over a period of five years.

Modelling for the optimisation studies proceeded as follows.
»  Subnetworks were defined in each of the following aress.

Gerddton;

Eneabba;

Mucheg;

the Perth metropolitan area (including Ellenbrook and Mandurah);
Pinjara

Harvey;

Kemerton; and

Bunbury (including Capd and Bussdlton).

= A pek hour demand was forecast for each delivery point in each of these
subnetworks and a subnetwork operating regime was established.

= The Stoner software was run to determine;

- redundancy (lengths of pipe not required, and unnecessary regulators) in each
subnetwork; and

18
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- theoptima diameters of pipes comprising each subnetwork.

Using the results of the moddling, optimal subnetworks were defined for subsequent

cogting.

4 Determination of modern engineering equivalents for the assets forming the
optimal subnetworks

The modern engineering equivalent materials and components that would be used to
replace the assets forming each of the optima subnetworks, and accepted good industry
practice replacement methods, were identified.

In accordance with accepted good industry practice, the low and medium/low pressure
parts of the optimal subnetworks would be replaced with components designed to
operate at medium pressure.

(5) Establishing unit replacement costs and determination of optimised
replacement value

GHD edtablished a set of unit costs for determination of the cost of replacing each of the
optimal subnetworks. These unit replacement cogts included:

» dedign, planning and survey codts,

»  Mmaterids acquigtion, storage and handling costs,

= contract-based construction costs,

= cods of dtering other services (for example roads, and water and dectricity
sarvices);

»  Supervison and commissoning costs, and

= resoration cogsts.

GHD’s unit costs were established on the assumption of “brownfields’ replacement
conditions. That is, they were established on the assumption thet al existing infrastructure
(including roads, footpaths, and water and eectricity services) is in place and must be
taken into account in the replacement of gas distribution assets.

GHD determined the optimised replacement cost of AlintaGas's pipdine network by
aoplying its unit cogts to replacement of the assets forming each of the optima
subnetworks using modern engineering equivalent materials and components, and
accepted good industry practice replacement methods.  In applying the unit codts,
adjustments were made to reflect different types of land use, and differences in ground
conditions.

(6) Establishing asset lives and remaining lives, and determination of
depreciated replacement costs of optimal subnetworks

Estimates of the economic lives of the assets forming the optima subnetworks, and of the
remaining lives of these assats, were made by GHD.

19



AlintaGas — Access Arrangement | nformation

To make thee edimates, GHD first established technicd lives for the assats after
reviewing the engineering literature on pipe materids, seeking AlintaGas experience with
asst durability, and examining estimates of technical lives used by other gas distribution
utilitiesin Audrdia

The economic lives of the assats forming the optima subnetworks were taken to be ther
technicdl lives. There were, in AlintaGas's view, no material economic condraints that
would require the economic lives of the assets to be less than their technicd lives. In
particular, gas reserves in Western Audralia were expected to be sufficient to alow long
lived digtribution assets to be utilised over their technicd lives.

The estimates of the economic lives of assets made by GHD are set out in subsection 3.2
of this Access Arrangement Information. Table 3.4 in subsection 3.2 shows both the
edimated economic lives and the average remaining lives of assats. The averages have
been determined from the expected remaining lives of the assets forming each of the
optimal subnetworks.

The cogt of replacing each of the assets forming each of the optima networks was
depreciated on a straight line basis to determine a depreciated optimised replacement cost
of assets having the same remaining lives as the exigting network assets. The depreciated
replacement costs for the optimised subnetworks are summarised in Table 3.1.

Table3.1
Depreciated replacement cost of optimal subnetworks
30 June 1998
Replacement  Optimised Depreciated
Category of asset Cost Replacement Replacement
Cost Cost
$m $m $m
Mains:
High pressure 192.6 1722 153.2
Medium pressure 275.4 242.6 206.6
Medium low pressure 175.8 172.3 1184
Low pressure 61.8 61.8 34.6
Secondary gate stations 3.8 34 2.2
Regulators 26.4 119 9.0
Meters and service pipes 335.0 335.0 160.3
Telemetry and monitoring systems 21 21 11
Total 1,072.9 1,001.4 685.4

Valuation of non-network assets

20



AlintaGas — Access Arrangement | nformation

Norn-network assets, including land and buildings, easements, information systems, plant
and equipment, and motor vehicles, were not vaued by GHD. They were vaued as
described below, and the resulting vaues were added to GHD’ s depreciated optimised
replacement cost vauation of the optimal subnetworks to obtain a depreciated optimised
replacement cost of the AlintaGas GDS.

Property vauers Stanton Hillier Parker (WA) Pty Ltd were appointed to vaue land and
buildings.  Buildings were vaued a the lower of market value and depreciated
replacement value. The vauation obtained, $4.8 million, was a vaue a January 1999.
This figure was taken to be indicative of the vaue of land and buildings a 31 December
1998.

The Vauer Generd was gppointed to determine a market vaue for dl network
essements.  The vauation obtained, $1.5 million, was a value a& February 1999. This
figure was taken to be indicative of the value of easements a 31 December 1998.

AlintaGas has recently upgraded its principa information systems, and the assets have
not been revalued for the purpose of determining a depreciated optimised replacement
cogt vauation of the AlintaGas GDS. The vadue for information system assetsincluded in
the depreciated optimised replacement cost vauation of the AlintaGas GDS is the
written down value at 30 June 1998, adjusted for capital expenditure and depreciation
during the period from 1 July 1998 to 31 December 1998.

Individua vauations were not made for the remainder of the non-network assets. Their
written down vaue @ 30 June 1998 was taken to be indicative of their depreciated
optimised replacement cost vaue at 31 December 1998.

Depreciated optimised replacement cost valuation

The vauation made by applying the depreciated optimised replacement cost method to
the assets which form the AlintaGas GDS is summarised in Table 3.2.

Table3.2
Depreciated optimised replacement cost valuation of the AlintaGas GDS
31 December 1998

Category of asset $m

Depreciated replacement cost of optimal subnetworks at 30 June 1998 685.4

Value of non-network assets at 30 June 1998 22.7

Additions to the AlintaGas GDS (pipdine and non-network assets)

from 1 July 1998 to 31 December 1998 121
720.2

Less: Depreciation from 1 July 1998 to 31 December 1998 13.2
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Depreciated optimised replacement cost of AlintaGas GDS 707.0
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3.1.3 Application of other recognised asset valuation methods (Code, section 8.10(c))

Section 8.10 of the Code sts out factors that should be considered in establishing the
capital base when reference tariffs are first proposed for reference services provided
by a covered pipdine. These factors include the depreciated actua cost of the covered
pipdine, and its depreciated optimised replacement cost. They dso include the value that
would result from gpplying other well recognised vauation methods in vauing the covered

pipdine.

Further guidance is provided by section 8.11. The initial capital base of a covered
pipdine that was in existence prior to commencement of the Code normally should be a
vaue in the range from depreciated actua cost to depreciated optimised replacement
cost.

Beyond this, the Code is not prescriptive about the capital base.

Congderation has therefore been given - as the Code intends - to the use of other
recognised asset vauation methods in establishing the capitd base of the AlintaGas
GDS. In paticular, condderation has been given to establishing its capital base usng a
depriva vaue method of asset valuation. AlintaGas considers deprival vaueto be awell
recognised asset valuation method for the purposes of section 8.10(c) of the Code.

The depriva vaue of an asst is the vadue of the future economic benefits that a service
provider would forego if it were deprived of the asst.

If the purpose of asset valuation is the determination of prices for services provided by a
monopoly asst, a depriva vaue method may not be immediately gpplicable. The future
economic benefits foregone if the service provider were deprived of the asset may be
difficult to estimate because prices for the services provided are not available.

In the context of vauing the assets that form the AlintaGas GDS, this dircularity arisingin
the use of deprival vaue methods can be overcome by:

» asuming pricesin the retail sector of the gas market cannot be significantly increased
through the process of setting digtribution reference tariffs, and

» edimating the structure of costs (costs of gas, gas transmission, and retail operations)
and marginsin the retall sector.

With fixed prices in the retail sector, and a known structure of costs and margins, upper
limits are placed on reference tariffs for didribution reference services. These upper
limits become the “prices’ required for estimating the future economic benefits foregone if
AlintaGas were deprived of its distribution network.

To establish the capital base of the AlintaGas GDS, and reference tariffsfor reference
services, the vaues of the assets that form the network have been adjusted downward
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(from their depreciated optimised replacement cost values). The extent of this downward
adjusment has been just sufficient to achieve estimates of prices in the retall market
congstent with the leve of prices expected to prevail in that market during the period of
the Access Arrangement.

The downward adjustment of the asset values has not been uniform. To avoid increases
in the retall price payable by resdentiad and smdl business consumers, rdativey larger
reductions in the vaues of the classes of assats used to deliver gas to those consumers
have been necessary.

The result of applying this deprival vaue method is a vaue of capitd assats, excluding
user specific delivery facilities, that form the AlintaGas GDS of $535.9 million a 31
December 1999. User specific delivery facilities were valued at $12.7 million at 31
December 1999. The values adopted for each of the categories of assets which form the
network are shown in Table 3.3.

Table3.3
Value of assetsforming the AlintaGas GDS
31 December 1999

Category of asset $m
Mains.
High pressure 149.1
Medium pressure 177.0
Medium low pressure 96.2
Low pressure 27.8
Secondary gate stations 2.0
Regulators 9.7
Meters and service pipes 52.8
Equipment and vehicles (including telemetry and monitoring systems) 151
Buildings 1.7
Land 4.5
535.9
User specific delivery facilities 12.7
Total 548.6

3.1.4 Advantages and disadvantages of alternative asset valuation methods (Code,
section 8.10(d))

Naturd gas pipdine sysems are capitd intensive and asset vaues are amagjor determinant
of reference tariffs. Vauing pipeline system assets a their depreciated actud costs is
relatively smple, with use being made of costs recorded and depreciation caculated using
well established and widdy understood accounting conventions.  Asset vauation, usng
depreciated actud cods, is rdatively free from the subjective assessments which must be
made in gpplying other assat val uation methods.
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3.15

However, vauing assets a their (depreciated) actua costs ignores the current or market
vaues of those assts. To the extent that asset values based on actud costs are
ggnificantly different from these current or market values (which may well be the case for
the long lived assets that comprise pipdine sysems), reference tariffs may not provide
the correct sgnals for new facilities investment. Furthermore, when maor new
investment is required, users of the assets provided are likely to be faced with sgnificant
price increases.

The use of replacement costs as a basis for assat vaudtion avoids the difficulty of
reference tariffs not providing the correct sgnds for new facilities investment. It aso
enables the effects of technologicd change, and of asset redundancy as a result of
changes in gas demand, to be reflected in asset values and, in consequence, in reference
tariffs. Furthermore, basing reference tariffs on the economic cost of providing gas
trangportation services reduces the likeihood of economicaly inefficient investment
decisonsin upstream and downstream indudtries.

If reference tariffs are based on asset values determined from replacement codts, large
increases are likely to be avoided when tariffs are redetermined at the time of Access
Arrangement review.

Users and gas consumers may, however, face large price increases in the trangtion from
aregime in which gas trangportation charges have been based on asset va ues determined
from actud cods, to a regime in which reference tariffs are based on asset values
determined from replacement cods.

Sdecting the depreciated optimised replacement cost as the capital base of the
AlintaGas GDS resultsin reference tariffs which, if implemented, would subgtantidly
increase prices in the retail sector of the gas market in the mid-west and south west of
Western Audrdia AlintaGas is of the view that the increases in charges for gas
digtribution services, and the increases in retail prices, that would result, are likely to be
inconsistent with the reasonable expectations of persons under the regulatory regime that
gpplied to the AlintaGas GDS prior to the commencement of the Code.

Initial capital base

Consderation of the factors noted above has resulted in aninitial capital base of the
AlintaGas GDS, excluding the value of user specific delivery facilities, as approved by
the Regulator in his find decison on 30 June 2000, of $535.9 million at 31 December
1999. Thisfigure, which lies between depreciated actua cost and depreciated optimised
replacement cog, is a vauation of the assats that form the AlintaGas GDS that results
from the application of adeprival vaue approach to valuation.
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3.2

3.3

Thevdue of user specific delivery facilities, which vaue is to be recovered through the
user specific charges of Reference Tariff Aand Reference Tariff B1, is$12.7 million at
31 December 1999.

Assumptions on economic lives of assetsfor depreciation

The economic and average remaining lives of the assets forming the AlintaGas GDS are
St out in Table 3.4. These assat liveswere used in determining depreciation.

Table3.4
Economic lives of assets
At 30 June 1999
L Average
Category of asset Eco(r;/oerar}lg)“fe ren.]ajning life
(years)
Mains.
High pressure 120 105
Medium pressure 60 50
Medium low pressure 60 40
Low pressure 60 32
Secondary gate stations 40 24
Regulators 40 27
Meters:
Residentia 25 10
Commercia and industria 25 10
Equipment and vehicles (including telemetry
and monitoring systems) 10 5
Buildings 40 23
Depreciation

The forecast total cost of providing dl services by means of the AlintaGas GDS,
determined, in accordance with the cost of service method, isthe sum of areturn on the
capital base, depreciation of the capital base, and the non-capital costs.

Depreciation of the capital base is to be determined in accordance with the
requirements of section 8.32 of the Code.

In accordance with the requirements of that section, AlintaGas has determined a
depreciation schedule for each group of assets that form the AlintaGas GDS. The st of
depreciation schedules, the Depreciation Schedule, establishes the methodology for
caculaion of depreciation to be used for the purpose of determining reference tariffs.

Depreciation for each group of assats that form the AlintaGas GDS has been calculated
using the Current Cost Accounting (CCA) method.
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Depreciation isset out in Table 3.5.

27



AlintaGas — Access Arrangement | nformation

Table3.5

Depreciation: Current Cost Accounting method

Year ending 31 December

Asset group 2000 2001 2002 2003 2004
$m $m $m $m $m
Mains.
High pressure 15 15 16 1.7 1.7
Medium pressure 3.6 3.8 3.9 4.1 4.2
Medium low pressure 25 25 2.6 2.7 2.7
Low pressure 0.9 1.0 10 11 12
Secondary gate stations 0.1 0.1 0.1 0.1 0.1
Regulators 04 04 04 04 04
Meters and service pipes 51 55 6.0 6.5 6.9
Equipment and vehicles (including
telemetry and monitoring systems) 3.2 3.8 4.1 4.4 4.8
Buildings 0.1 0.1 0.1 0.1 0.1
Total 17.3 18.7 19.8 21.0 22.1

The caculations required are complex and, for one asset class, high pressure mains, are

shown in Table 3.6 and described in detail below.

Table 3.6

Depreciation: Current Cost Accounting method: high pressure mains

Year ending 31 December

1999 2000 2001 2002 2003 2004
Expected inflation (%) 18 25 25 25 25 2.5
Initial asset value ($m)® 142.7
Remaining life (years) 106
Capital expenditure ($m) 52 3.1 34 2.8 2.6 2.0
Life of new assets (years) 120
Initia assets:
Opening vdue ($m) 1452 1489 1526 1564 1603 1643
Acc. depreciation ($m) 14 2.8 4.3 59 7.6 9.3
Capital expenditure:
Opening ($m) - 53 8.7 12.4 15.6 18.8
Closng ($m) 52 8.5 12.1 15.3 18.3 20.8
Acc. depreciation ($m) 0.0 0.1 0.2 0.3 0.4 0.6
Closing asset vdlue ($m) 1491 1544 1602 1655 1706 1752
Depreciation:
Initial assets ($m) 14 1.4 14 15 15 1.6
Capital expenditure ($m) 0.0 0.1 0.1 0.1 0.1 0.2
Total depreciation ($m) 14 15 15 1.6 1.7 1.7

(1) December 1998 value
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In accordance with the CCA method, the opening vaue of initid assetsin each year of the
Access Arrangement is the previous year's vaue of initid assets adjusted for the change
in nomina assat vaues during the year caused by inflation.

The initid asets in each asset group are depreciated on a draight line basis over their
remaning lives. In each year, the accumulated draight line depreciation charge is
determined from the previous year’s accumulated depreciation charge adjusted for the
changein nomind assat vaues during the year caused by inflation.

Forecast capitd expenditure during the period of the Access Arrangement is
progressively added in to the capital base and depreciated. Opening capital expenditure
in each year is the closing capitd expenditure in the previous year adjusted for the change
in nomind asset vaues during the year caused by inflation. Closing capita expenditurein
each year is the opening capita expenditure for that year, plus capita expenditure for the
year adjusted for the change in nomina asset values over one hdf of the year caused by
inflation.

Forecast capital expenditure in each asset group is depreciated on a draight line basis
over the corresponding new asst life. In each year, the accumulated depreciation charge
is determined from the previous year’ s accumulated depreciation, adjusted for the change
in nominal asset vaues during the year caused by inflation, plus the depreciation charge
for the asset group for the year. The depreciation charge for the asset group for the year
is the average of the opening and closing capita expenditures divided by the new asst life
for the group.

The closing asset vadue a the end of each year is the opening value of initid assets, less
accumulated depreciation on the initid assets, plus closng capita expenditure, less
accumulated depreciation on the capita expenditure.

The sum, across al asset groups, of the closing asset values for the year ended 31
December 1999 is $535.9 million. This sum is the portion of the initial capital base
used in the determination of al components of dl reference tariffs other than the user
specific charges for Reference Tariff A and Reference Tariff B1.

The depreciation caculaions are summarised in Table 3.7
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Table3.7
Depreciation: Current Cost Accounting method: calculations summarised
Year ending 31 December

1999 2000 2001 2002 2003 2004
$m $m $m $m $m $m
Initial assets™ 517.6
Capitd expenditure 24.5 255 20.5 17.7 17.7 15.3
Opening initial assets:
Opening value 5269 5401 5536 5674 5816 596.1
Acc. Depreciation 15.5 31.8 489 66.9 85.7 1054
Capita expenditure:
Opening - 254 524 75.0 952 1159
Closing 24.8 51.2 73.2 929 1131 1314
Acc. depreciation 0.4 18 4.2 74 115 164
Closing asset vaue 5358 5576 5736 5860 597.6 605.9
Depreciation:
Initial assets 15.5 15.9 16.3 16.7 17.1 17.6
Capital expenditure 0.4 1.4 24 31 39 4.6
Tota depreciation 159 17.3 18.7 19.8 21.0 22.1

(1) December 1998 value

Return on the capital base

Congstency in the determination of the forecast cost of providing al services by means of
the AlintaGas GDS in accordance with the cost of service method requires use of a
CCA method in determining the return on the capital base when depreciation is
determined using the CCA method.

The return on the assets that form the AlintaGas GDS has been cdculated, for each
year of the Access Arrangement, by applying a pre-tax red rate of return (weighted
average cost of capital; see subsection 3.7 below) to an average of opening and dosing
asst vaues for the year. The opening and clogng asset vaues are expressed in
(congtant) 1 January 2000 dollar values. The return on the capital base is then obtained
by adjusting the return on average a&set value by the change in nomina asset vaues
caused by inflation over the period from 1 January 2000 to the middle of the year for
which the return is calculated.

The calculations are summarised in Table 3.8.
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Table3.8

Return on capital base: Current Cost Accounting method

Year ending 31 December

2000 2001 2002 2003 2004
$m $m $m $m $m

Asset values (1 January 2000 dallars):
Opening 535.6 5437 5454 5434 5403
Closng 5437 5454 5434 5403 534.2
Average 539.7 5445 5444 5418 5373
Return on average asset value 40.5 409 40.8 40.6 40.3
Return on capita base (nominal dollars) 41.0 42.4 434 443 45.0

Committed capital worksand capital investment

Section 8.20 of the Code permits forecast capitd expenditure on new facilities to be
taken into account in determining reference tariffs provided that expenditure is
reasonably expected to pass the requirements in section 8.16 when the new facilities

investment isforecast to occur.

AlintaGas's forecas capitd expenditure on new facilities taken into account in
determining reference tariffsis summarised in Table 3.9.

Table3.9
Forecast capital expenditure
Year ending 31 December

Category of asset 2000 2001 2002 2003 2004
$m $m $m $m $m
Gate stations 0.6
Mains:
High pressure 3.1 34 29 2.6 2.0
Medium pressure 4.0 39 2.6 14 14
Medium low pressure 0.1
Low pressure 2.2 2.5 2.5 2.7 2.8
Regulators 0.2 0.2 04 0.2 0.1
Meters and service pipes 8.2 7.8 7.8 7.6 7.5
Equipment and vehicles (including
telemetry and monitoring systems) 6.9 2.6 14 31 14
Buildings 0.1 0.1 0.1 0.1 0.1
Total 255 20.5 17.7 177 153
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3.6  Description of nature of and justification for planned capital investment

3.6.1 Nature of planned new facilities investment
The planned new facilities investment shown in Table 3.9 comprises.
» investment required to maintain the safety and integrity of the AlintaGas GDS, to

maintain service levels, and to comply with regulatory requirements; and
= investment to extend the network to meet new user demand.

Themain items of new facilities investment are shown in Table 3.10.
Table3.10

Forecast capital expenditure: by type of investment
Year ending 31 December

Type of investment 2000 2001 2002 2003 2004
$m $m $m $m $m
High pressure mains 3.8 35 3.0 2.6 2.0
Medium/low pressure mains.
Capacity reinforcement 0.3 0.1 0.2 0.2 0.1
Infill 0.5 0.2
Relaying program 2.2 2.5 11
Mains extensons 35 3.7 4.0 4.1 4.2
Meters and service pipes 8.2 7.8 7.8 7.6 7.5

Equipment and vehicles:

Telemetry and monitoring systems 0.1 0.1 0.1 0.3 0.1
Information systems 3.8 14 0.5 16 0.6
Vehicles, plant and equipment 30 11 0.8 1.2 0.7
Buildings 0.1 0.1 0.1 0.1 0.1
Total 255 20.5 17.7 17.7 15.3

Themainitemsaof new facilities investment indude the following.

»  High pressure mains
Investment in expandon of the capacity of the High Pressure System to
accommodate the forecast growth in volumes of gas to be ddivered to users during
the Access Arrangement period.

=  Medium/low pressure mains

Investment in this category has two principa components.
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- invement in expanson of the capacity of the Medium Pressure/Low
Pressure System, incduding further investment in a program of mains infill, to
accommodete the forecast growth in volumes of gas to be ddivered to users
and to maintain system integrity during the Access Arrangement period; and

- continuation of a program for replacement of cast iron pipes in the AlintaGas
GDS.

The replacement of al mgor cast iron pipes is expected to be completed in 2002.
» Teemery and monitoring systems

Investment in this category isin new and replacement computing and communications
equipment specificaly for the monitoring and control of the AlintaGas GDS.

« Equipment and vehicles
The principa components of investment in this category are:

- expenditure on information systems including a Customer Information System
(CIS Open Vison) for the management of al meter information and meter
readings, and a verson upgrade of exising SAP busness software, and
expenditure on the replacement and upgrading of computing infrastructure; and

- replacement of motor vehicles and other items of plant and equipment.

= Buildings
Investment in the replacement and upgrading of buildings and accommodetion.

» Mainsextensons and meters and service pipes to meet new demand
Invesment in this category is in mains, meters and sarvice pipes specificdly to
provide new delivery points on the AlintaGas GDS for the ddlivery of gasto new

and exiding users.

3.6.2 Justification of new facilities investment

The planned new facilities investment described in subsection 3.6.1 has been taken into
account in the determination of the reference tariffsfor the following reasons.

» the capitd expenditures are forecast to occur within the period of the Access
Arrangement, and the forecasts represent best estimates of expenditure arrived at on
areasonable basis;
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3.7

» the amounts included are only the amounts that would be invested by a prudent
sarvice provider, acting efficiently, in accordance with good industry practise and to
achieve the lowest sustainable cost of ddlivering services, and

» the investment is reasonably expected to pass the requirements of section 8.16 of the
Code when the capital expenditures are forecast to occur.

Gutteridge Haskins and Davey Pty Ltd (GHD) were gppointed to undertake an
independent review of AlintaGas's forecast capitad expenditure with a view to
edablishing that the new facilities investment met the requirements of the Code. Ther
review found that the planned invesment in the AlintaGas GDS described in the
preceding subsection of this Access Arrangement Information met the requirements of
section 8.16.

The forecasts made by AlintaGas, and reviewed by GHD, were subsequently reduced to
conform with the Amendment 28 of the Regulator's Final Decison: Access
Arrangement Mid-West and SouthrWest Gas Distribution Systems Submitted by
AlintaGas, issued on 30 June 2000. The conforming forecasts are shown in Tables 3.9
and 3.10.

Rates of return - on equity and on debt

The forecast cost of providing al services by means of the AlintaGas GDS is
determined, in accordance with the cost of service method, as the sum of areturn on the
capital base, depreciation, and the non-capital costs.

As described in subsection 3.4 of this Access Arrangement Information, the return on
the capital base in each year of the Access Arrangement is the product of the rate of
return and an average asset vaue for that year. AlintaGas has used, as the rate of
return to be applied to the average asset vaue, a weighted average of the returns
gpplicable to the equity and debt used to finance the assats which form the AlintaGas
GDS.

The returns gpplicable to the equity and debt used to finance the assets which form the
AlintaGas GDS are weighted in accordance with the following formula

E D
WACC=— " K_+— " K,.
\Y; eV d

WACC is the weighted average cost of capital. E and D are, respectively, the market
vaues of the equity and debt used to finance the assets which form the AlintaGas GDS,
and V isthesum of E and D. K is the return gpplicable to equity, and Ky isthe return
applicable to debt.

K¢ can be estimated from capital market data using the Capitd Asset Pricing Modd:
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K.,=R,+b,” MRP.
K, =R, + DM,

Rrisarisk free rate of return, b, isthe equity beta, b isthe debt beta, MRP isthe equity
market risk premium, and DM is the debt margin.

The data used to estimate K, are post-tax nomind vaues, and therefore K, is a post-tax
vaue. Pre-tax nomind values are used to estimate Kg, and the resulting pre-tax nomind
K4 is converted into a pogt-tax nomind vaue for the purpose of caculating a post-tax
nomina WACC:

Pre- tax nominal K
1-TQ-9)

Post - tax nominal K, =

g is the vaue attributed by investors to each dollar of franking credit, and T is the
dtatutory corporate tax rate.

The pogt-tax nomind WACC is then:

Post - tax nominal WACC = K~ 5+Post- tax nominal K , b

This pog-tax nomind WACC must be converted into a pre-tax rell WACC for
application to a CCA average asst value for the purpose of determining reference
tariffs. The converson is carried out in two steps.

= the post-tax nomind WACC is firg converted into a pre-tax nomina WACC by
dividing it by the imputation adjusted corporate tax rate:

Post - tax nominal WACC

Pre-tax nomina WACC = ;
1-T(-9)

= the pre-tax nominad WACC is then converted into a pre-tax rel WACC usng the
following equetion:

€1 + Pre- tax nomina WACCU
Pre - tax real WACC = é u-1

where p. isthe expected rate of inflation.

The determination of the WACC to be used as the rate of return for caculaion of the
return on the capital base is summarised in Table 3.11.
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3.8

Table3.11
Estimation of therate of return
Value used to determine Rate of

Return parameter Return
Risk freerate of return Ry 6.27%
Market risk premium MRP 6.00%
Equity beta be 1.08
Debt margin DM 1.20
Corporate tax rate T 31.4%
Franking credit vaue g 0.50
Debt to total assets ratio D/V 60.0%
Equity to total assetsratio E/NV 40.0%
Pre-tax cost of debt R¢+ DM 7.5%
Post-tax cost of debt Ka1-T(1-9) 6.3%
Post-tax cost of equity Ri+ bex MRP 12.7%
Expected inflation Pe 2.78%
Post-tax nomina WACC 8.9%
Pre-tax nomina WACC 10.5%
Pre-tax real WACC 7.5%

Capital structure- debt/equity split assumed

Section 8.31 of the Code provides guidance on how the returns applicable to the equity
and debt used to finance the assets which form the AlintaGas GDS are to be weighted in
determining the rate of return:

In general, the weighted average of the return on funds should be
calculated by reference to a financing structure that reflects standard
industry structures for a going concern and best practice.

A de facto sandard for the financing structure of going concerns in the eectricity and gas
indudtries is emerging in Audtrdia. That tandard is a financing structure comprising 60%
debt and 40% equity. Accordingly, afinancing structure comprising 60% debt and 40 %
equity was adopted for determination of the WACC used as the rate of return for
cdculdion of thereturn on the capital base.
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Equity returnsassumed — variables used in derivation

As noted in subsection 3.7, the rate of return on equity used in determining the WACC
for the AlintaGas GDS was cd culated using the Capital Asset Pricing Model.

K.=R, +b,” MRP,

where R is arisk free rate of return, b isthe equity beta, and MRP is the equity market
risk premium.

The yield to maturity on Commonwedth Government 10 year Treasury Bonds was used
to estimate the risk free rate of return. That rate could be estimated using the yield on 10
year Treasury Bonds at the time of WACC determination, or it could be estimated using
an average of past bond yields. An average of past bond yields - over 20 trading days
from 18 May to 15 June 2000 - was used.

The risk free rate of return used in caculating a return on equity for the purpose of
determining the WACC was 6.27%.

Equity betas must be estimated from market data and, in consequence, are available only
for companies ligted on a stock exchange. For unlisted entities, like the business unit
within AlintaGas responsible for provison of reference services usng the AlintaGas
GDS, equity betas must be estimated from the betas of listed companies engaged in
comparable busness activities  Beta edimation therefore involves a degree of
ubjectivity.

A beta of 1.08 was used in the calculation of the WACC.

An equity market risk premium of 6.0% was used in gpplying the Capital Asset Pricing
Modd in caculating the return on equity for the purpose of determining the WACC for
the AlintaGas GDS.

Debt costs assumed — variablesused in derivation

The rate of return on debt used in determining the WA CC has been cdculated asthe sum
of the risk free rate and an estimate of the margin goplying to corporate debt. A debt
margin of 1.20 percentage points has been assumed. Usng the assumed vaues for the
risk free rate and the debt margin yields the return on debt of 7.5% used in the calculation
of the WACC.

Return on working capital

An dlowance for a return on the working capita employed in providing reference
services has been included in the forecast tota cost from which the reference tariffs
have been determined. This adlowance has been determined by applying the pre-tax

37



AlintaGas — Access Arrangement | nformation

nomind WACC to an estimated working capita requirement of $10.0 million in each year
of the Access Arrangement.
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| nfor mation regar ding oper ations and maintenance

Non-capital costs

In providing the reference services in each year of the Access Arrangement, AlintaGas
expects to incur the non-capital costsshown in Table 4.1.

Table4.1
Non-capital costsincurred in providing the reference services
Year ending 31 December

2000 2001 2002 2003 2004
$m $m $m $m $m

Wages and salaries 121 124 12.8 132 135
Materials and supply 14.4 14.0 14.4 14.4 15.1
Outsourced services 15 15 15 16 16
Property taxes 0.2 0.2 0.2 0.2 0.2
Marketing 13 14 1.4 14 15
Corporate overheads 4.2 34 2.9 2.9 2.9
Unaccounted for gas 3.0 3.0 29 3.0 29
Total 36.7 35.8 36.2 36.7 37.7

Section 8.37 of the Code requires that the non-capital costs used in reference tariff
determination be only those costs that would be incurred by a prudent service provider,
acting efficiently, in accordance with accepted good industry practice, and to achieve the
lowest sustainable cods of delivering the reference services. AlintaGas has, therefore,
obtained an independent review of its non-capital costs to ensure that they satidfy the
requirements of section 8.37. The review was undertaken by the PA Consulting Group.

The cogs of providing listed ancillary services and other services are not included in the
forecast non-capital costs shown Table 4.1. These codts of providing listed ancillary
services and other services are shown in Table 4.2.

Table4.2
Non-capital costsincurred in providing listed ancillary and other services
Year ending 31 December

2000 2001 2002 2003 2004
$m $m $m $m $m

Listed ancillary services 0.6 0.6 0.6 0.7 0.7
Other services 0.8 0.8 0.8 0.8 0.8

Total 14 14 14 15 15
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4.2

4.3

Gasused in operations

The AlintaGas GDS has no compresson and, in consequence, no gas is used in
operations. A smadl amount of gas used during commissioning and maintenance is classed
as operationd losses and isincluded in unaccounted for gas.

Unaccounted for gas

Unaccounted for gasis defined as the difference between the measurement of the quantity
of gas ddivered into the AlintaGas GDS in a given period, and the measurement of the
quantity of gas ddivered from the AlintaGas GDS during that period. This differenceis
the totd effect of:

= ETorsin gas messurement;

» operationa losses resulting from leakage and third party damage to pipe work, and
from the use of gas to “blow down”, purge and pressurise during the commissioning
of new facilities, and after maintenance;

= Sysemline pack variations, and

» erorsinthe estimation of volumes of gas delivered from the AlintaGas GDS.

Measurement errors associated with the more than 416,000 meters at delivery points,
and operationa losses, are the main contributors to unaccounted for gas.

System line pack variations - variationsin the total quantity of gasin the AlintaGas GDS
- are the result of pressure variaions. These pressure variations are small because the
various parts of the network have been designed to operate a pressures that are
essentidly fixed. System line pack variaions are rdatively smal and make a negligible
contribution to unaccounted for gas.

To determine the quantity of unaccounted for gas, the volume of gas delivered from the
AlintaGas GDS in a given period must be estimated. An estimate is required because
meters & delivery points are not al read smultaneoudy & the end of the period.
Edtimation introduces asmall error into the volume of gas delivered from the network.

The quantity of unaccounted for gas is likdy to fluctuate over short periods of time,
principally because of the random nature of gas measurement errors. Over an extended
period, asmdl systematic loss should be observed.

The systemétic loss of the volume of gas ddlivered from the network is projected to be in
accordance with Table 4.3 below.
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4.4

4.5

Table4.3
Unaccounted for Gas as Per centage of Volume of Gas Delivered
Year ending 31 December

2000 2001 2002 2003 2004
% % % % %

Total 2.7 2.7 2.6 2.6 25

Users are not required to make any alowance for unaccounted for gas. All of the gas
lost as unaccounted for gas is replaced by AlintaGas. AlintaGas purchases, and
trangports via the Dampier to Bunbury Naturd Gas Pipdine, gas for this purpose.
Forecasts of the costs of the gas purchased and transported are included in the non-
capital costsfor recovery through the reference tariffs

Approximately sx months after the end of each year of the Access Arrangement, &fter dl
meters have been read, and after dl meter readings have been verified and, if necessary,
corrected, AlintaGas will determine the volume of unaccounted for gas for the year. If
the volume of unaccounted for gas so determined for a year exceeds the volume obtained
by multiplying the pecentage for the year from Table 4.3 by the volume of gas ddivered
during the year, each user will be reimbursed for vaue of the additiond gas it has had to
supply during the year. All reimbursements will be made a the average price & which
AlintaGas purchases and trangports gas for the purpose of replacing ges that is lost as
unaccounted for gas.

If the quantity of unaccounted for gasin any year of the Access Arrangement islessthan
the corresponding percentage in Table 4.3, no reconciliation or compensation will be
required. Users will have had the benefit of gasthey did not purchase.

Any rembursement for unaccounted for gas is a pendty for poor performance by
AlintaGas. The prospect of pendty is an incentive for AlintaGas to reduce the rate at
which gas is sysematicdly lost as unaccounted for gas. Any sustained reduction in the
rate will ultimatdy benefit users through its lowering of the forecast cost of unaccounted
for gas used in the determination of reference tariffs at the next review of the Access
Arrangement.

Fixed versusvariable costs

The non-capital costs are fixed codts; they do not vary materidly with the throughput of
the AlintaGas GDS.

Cost allocation between services and categories of asset, and between regulated
and unregulated business segments

The dlocation of costs between categories of asset and services has been described in
subsection 2.5.
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5.

5.1

52

5.3

| nfor mation regarding over heads and marketing costs

Total costsat corporate level

Corporate overheads are dlocated to each of the business units within AlintaGas,
including the business unit respongble for provison of the reference services usng the
AlintaGas GDS. These overheads include the costs of the board and the chief
executive's office, and business services cods. The latter are the costs of centrally
provided services including accounting, human resources policy, information technology,
lega counsd, risk management and treasury.

Corporate overheads are dlocated to each business unit using an established alocation
procedure. Forecast total costs at corporate level, and the percentages allocated to
provision of the reference services usng the AlintaGas GDS, are shown in Table 5.1.

Table5.1
Total costsat corporate level and overhead allocation
Year ending 31 December

2000 2001 2002 2003 2004
Total costs at corporate level $75m  $HBIMm  $Him $H2m  $HB3m
Overhead dlocation rate 56.1% 57.3% 57.3% 564%  55.7%
Allocation to reference services $M2m  $BAm 29m 29m  $29m

Allocation of costs between regulated and unregulated business segments

The busness unit within AlintaGas respongble for provison of the reference services
usng the AlintaGas GDS is dso involved in a number of busness activities not the
subject of regulation under the Access Arrangement. The costs expected to be incurred
in carrying out these unregulated activities have been excluded from the forecast of non-
capital costsincured in providing the reference services.

Allocation of costs between services and categories of asset

The allocation of overhead and marketing costs between services and categories of assets
is part of the overall alocation of costs described in subsection 2.5.
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6.1

| nfor mation regarding system capability and volume
assumptions

Description of system capabilities

The AlintaGas GDS is not a contiguous system of gas distribution pipes and associated
facilities, but comprises of a number of discrete ssgmerts or subnetworks. At the time of
submisson of this Access Arrangement Information to the Regulator, the AlintaGas
GDS comprised approximately 10,500 kilometres of gas didtribution pipelines and
asociated facilities located in the following areas of Western Audrdia

Gerddton;

Eneabba;

Muches;

the Perth metropolitan area (including Ellenbrook, Rockingham and Mandurah);
Pinjara;

Harvey;

Kemerton;

Bunbury;

Capd; and

Busston.

Each of these subnetworks has been congtructed using smilar methods and meterias, and
each operates under the same pressure regime.  Each is supplied with gas from one or
more receipt points immediatdy downstream of meter dtaions on the Dampier to
Bunbury Naturd Gas Pipdine. These meter stations and receipt points are a the
following locations:

Nangetty Road (Geradton);
Eneabba;

Muches;

DdlaRoad (Bullsbrook);
Ellenbrook;

Harrow Street, West Swan;
Caversham;

Weshpool;

Forrestdale;

Russdll Road, Wattleup;
Rockingham;

Oakley Road (Pinjarra);
Harvey;

Kemerton; and

Clifton Road (Bunbury).
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Gas ddivered into the AlintaGas GDS is ddivered into the High Pressure System. The
High Pressure System comprises dl pipdines in the AlintaGas GDS operating at a
nominal pressure greater than or equa to 300 kPa. These pipelines arelisged in Table 6.1
and shown in the maps of subsection 6.2 of this Access Arrangement | nformation.

Table6.1
AlintaGas GDS operating pressures
Maximum Nominal Minimum
Allowable Operating Operating
NERTOILS E2gliar Operating Pressure Pressure
Pressure
(kPa) (kPa) (kPa)
Geraldton latera 6,900 3,300 2,400
Narngulu high pressure 1,900 1,000 700
Gerddton town high pressure 1,900 800 700
Geradton town medium pressure 70 40 15
Eneabba lateral 1,900 1,500 700
Muchea |ateral 1,900 1,200 700
Perth metropolitan:
Della Road lateral 6,900 3,000 2,200
Harrow Street lateral 6,900 3,000 2,500
East Perth lateral 5,300 4,000 2,400
Barter Road high pressure 1,900 1,800 700
Class 150 high pressure 1,900 1,800 700
Rockingham h.p. (including Mandurah) 1,900 1,800 700
Fremantle high pressure 600 600 350
Perth city block 200 200 160
Neerabup polyethylene 200 200 60
Ellenbrook polyethylene 200 200 60
Medium pressure 70 40 15
Medium low pressure 7 4 2
Low pressure 3 15 125
Pinjarra high pressure 700 600 350
Pinjarra medium pressure 70 40 15
Harvey high pressure 1,900 1,800 700
Harvey medium pressure 70 40 15
Kemerton high pressure 1,900 1,000 900
Bunbury high pressure steel 3,300 1,800 700
Bunbury medium pressure 70 40 15
Capd to Bussdton polyethylene 500 450 350
Bussdton polyethylene 200 200 60
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A number of secondary gate dations, & which pressure is reduced and gas flow is
metered, are an integral part of the High Pressure System. These secondary gate
dtations are located:

» inthe Gerddton area, a Narngulu and Bootend, and in the town of Geraldton;

= in the Perth metropolitan area, at Wanneroo (Neaves Road), South Caversham,
Viveash, Balgura, Bayswater and East Perth; and

» inthe Bunbury-Busselton area, at Capdl.

Geas flows from the High Pressure System into the Medium Pressure/Low Pressure
System through approximately 140 high pressure regulator sets. These regulator sets
reduce pressure to nomina pressures less than 300 kPa. The Medium Pressure/Low
Pressure System comprises these high pressure regulator sets together with those
pipdines that operate at nominal pressures less than 300 kPa.

The nominad operating pressures of the pipdines that comprise the Medium
Pressure/Low Pressure System are listed in Table 6.1, and the extent of that sysem is
shown in the maps of subsection 6.2. The nomina operating pressure of a network
segment is the pressure (measured at the start of the segment) at which the segment is
normaly operated. The nomind operating pressure may be less than he segment’s
maximum alowable operating pressure for a number of reasons including the provison of
operating margins for control equipment and load management.

The maximum alowable operating pressure for a network segment shown in Teble6.1is
the maximum pressure at which that network segment may be operated.

Fipdines comprisng the Medium Pressure/Low Pressure System are constructed
predominantly from polyvinyl chloride pipe, dthough some sections of main have been
congtructed using polyethylene, stedl, galvanised iron or cast iron pipe.

Approximately 330 medium pressure regulator sets reduce pressure within the Medium
Pressure/Low Pressure System from medium to medium low and low pressures.

Gas is ddivered from the mains of both the High Pressure System and the Medium
Pressure/Low Pressure System through service pipes, vaves, regulators, and meters, al
of which are usudly located immediately upstream of receipt points These facilities are
integral parts of the High Pressure and Medium Pressure/Low Pressure Systems as
are the meters and data logging facilities at secondary gate stations, regulator sets and
receipt point metering. These data logging facilities record gas flows, temperatures and
pressures for the monitoring of system operation and performance, and for the billing of
USErs.

The capacity of the AlintaGas GDS - its potentid, as currently configured, to deliver a
particular service between a receipt point and a delivery point & a point in time - is
determined by the minimum pressures a which the various segments of the network
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6.2

operate. These minimum operating pressures are shown in Table 6.1. They are the
minimum pressures which must be sustained in the various segments of the network so as
to meet user deivery requirements under peak |oad conditions.

If the delivery requirements of a prospective user were expected to cause the pressurein
a network segment to fal below the minimum operating pressure of that segment, system
enhancement would be required before a service could be provided to that prospective
user.

M aps of the pipeline system

Maps of the AlintaGas GDS, showing the pipeines comprisng the High Pressure
System a the time of submisson of this Access Arrangement Information to the
Regulator, and showing the extent of the Medium Pressure/Low Pressure System at
thet time, are included in this subsection of this Access Arrangement I nformation.

These maps are:

= Naturd Gas Reticulation Area, Country Region, Geradton, dated June 2000;

= Naturd Gas Reticulaion Area, Country Region, Eneabba, dated June 2000;

= Natura Gas Reticulation Area, Perth Region, North Sheet, dated June 2000;

= Natura Gas Reticulation Area, Perth Region, South Sheet, dated June 2000;

= Naturd Gas Reticulation Area, Country Region, Harvey, dated June 2000;

= Naturd Gas Reticulation Area, Country Region, Bunbury, dated June 2000; and
= Naturd Gas Reticulation Area, Country Region, Bussdlton, dated June 2000.
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6.3 Averagedaily and peak demands

Table 6.2 shows the current average and pesk daily demands for the AlintaGas GDS,
and current maximum hourly demand.

Table 6.2
System aver age and maximum quantities
1998
TJ
Average daily quantity 79.2
Maximum daily quantity 124.3
Maximum hourly quantity 7.8

The load profile of the AlintaGas GDS is shown in Table 6.3 and Figure 6.1.

Table 6.3

System load profile by month

1998

Total gasinflow
Month at receipt points
(TJ)

January 1,980.2
February 1,903.7
March 1,954.4
April 2,102.8
May 2,408.9
June 3,040.9
July 3,338.9
August 2,783.9
September 2,710.1
October 2,454.9
November 2,151.4
December 2,086.1
Total 28,916.1
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Figure6.1

System load profile by month
1998

Gas inflow at receipt points (TJ)
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6.4  Annual volume across each service and category of asset

Forecast volumes by service are shown in Table 6.4, and forecast volumes by category of
asset are shown in Table 6.5. The forecasts are based on projections made by AlintaGas
and independently reviewed by Economics Consulting Services.

Table6.4
Forecast volumes by service
Year ending 31 December

Service 2000 2001 2002 2003 2004
TJ TJ TJ TJ TJ
Reference Service A 153838 151198 151126 153818 155320
Reference Service B1 36860 36371 36494 37288 37800
Reference Service B2 8913 8926 9062 9338 955.6
Reference Service B3 78638 81343 84088 86784 89402
Total - by service 27,8249 27,7838 280770 287228  29,207.8
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6.5

Table 6.5
Forecast volumes by category of asset
Year ending 31 December

Category of asset 2000 2001 2002 2003 2004
TJ TJ TJ TJ TJ
High pressure:
Reference Service A 148946 14,6390 14,6320 14,8927 15,038.0
Reference Service B1 653.0 641.8 641.5 652.9 659.3
Medium Pressure/Low Pressure:
Reference Service A 489.2 480.8 480.6 489.1 493.9
Reference Service B1 3,033.0 2,995.3 3,007.9 3,075.9 3,120.7
Reference Service B2 891.3 892.6 906.2 933.8 955.6
Reference Service B3 7,863.8 8,134.3 8,408.8 8,678.4 8,940.3
Total - by category of asset 27,8249 27,7838 280770 28,7228 29,207.8

Total number of cusomersin each pricing zone, service or category of asset

The estimated numbers of delivery pointsat which gasis delivered to usersare shownin

Table 6.6.

Table 6.6
Estimated numbers of Delivery Points
2000

Estimated number of

Service Delivery Points
Reference Service A 54
Reference Service B1 367
Reference Service B2 3,739
Reference Service B3 412,139
Total - by service 416,299
Category of asset
High pressure:
Reference Service A 46
Reference Service B1 52
Medium Pressure/Low Pressure:
Reference Service A 8
Reference Service B1 315
Reference Service B2 3739
Reference Service B3 412,139
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Total — by category of asset 416,299
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7.1

1.2

| nformation regarding key performanceindicators

A number of key performance indicators have been used as benchmarks against which
the forecast of capital expenditure, and the non-capital costs usad in determining the
reference tariffs have been assessed for reasonableness. They are presented in the
following subsections of this section.

These key performance indicators were compiled by the PA Consulting Group as part its
review of non-capital costs

Operating and maintenance cost per kilometre of main

AlintaGas' s operaing and maintenance cost per kilometre of main compares favourably
againg that of other gas distribution businesses, both in Augtrdia and in the United States.
The comparison is presented graphicaly in Figure 7.1. Operating and maintenance cost
per kilometre of main is probably the most important of the avallable measures for
assessing the reasonableness of non-capital costs because network size is a fundamental
cost driver.

Figure7.1
Operating and maintenance cost per kilometre of main
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Operating and maintenance cost per delivery point

Operating and maintenance cost per ddivery point ranks fourth in the Audrdian
comparisons and well below the nationd average. Thisisshown in Figure 7.2,
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7.3

Figure7.2
Operating and maintenance cost per delivery point
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Only the Victorian gas didtributors are superior in terms of operating and maintenance
cost per delivery point. Thisis because Mebourne has a higher density of delivery points
(the number of delivery points per kilometre of main is higher in Victoria than esewherein
Audrdia), and a higher incidence of winter heating, than Perth. Western Audtrdia s mild
winters, hot summers and low delivery point density constrain the demand for reticulated
naturd gas and limit AlintaGas' s performance on this measure.

Operating and maintenance costs per GJ delivered

AlintaGas s operating and maintenance cost per GJ delivered is below the nationa
average, and superior for amild-weether state. Thisis shown in Figure 7.3.

Figure7.3
Operating and maintenance cost per GJ delivered
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1.4

7.5

Number of employees per 1000 kilometres of mains

The ratio of employees to assets provides a broad measure of the reasonableness of
employee numbers which are, in turn, an important cost driver. AlintaGas compareswell
on thismeasure, asis shown in Figure 7.4.

Figure7.4
Number of employees per 1000 kilometres of mains
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Only the Victorian gas digtributors, which have outsourced their maintenance operations
(and anumber of other functions) have lower numbers of employees per 1000 kilometres
of mains. Prior to their outsourcing of maintenance, the Victorian distributors had over 60
employees per 1000 kilometres of mains.

Number of delivery points per employee

Asis shown in Figure 7.5, AlintaGas compares favourably againgt other gas distributors
on the basis of number of delivery points per employee.

Figure 7.5
Number of delivery points per employee
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The number of delivery points per employee is influenced by the extent of outsourcing,
and by environmenta factors driving the use of gas. Both of these factors contribute to
the superior performance of the Victorian gas digtributors.  AlintaGas nevertheless

compares favourably againgt other Audtraian gas digtributors, and againgt gas didtributors
in the United States.
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