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1. DOCUMENT OUTLINE

This document is the Variance Analysis that explains the variances between the AAS5 Final Decision
and actuals for the 2024 year.

ATCO has prepared this variance analysis for the regulatory year 2024. It explains the variances in
demand, operating expenditure and capital expenditure in accordance with the variance
requirements specified in the Microsoft Excel workbook.

ATCO has structured the Variance Analysis as follows:

Section 2 — Demand. The variances identified in tab “4a-Demand” in the Microsoft Excel
workbook

Section 3— Opex. The variances identified in tab “5-Opex” in the Microsoft Excel workbook

Section 4- Capex. The variances identified in tab “6b-Capex” in the Microsoft Excel workbook

Regarding the data presented in this document:
All dollar values are expressed in nominal dollars unless otherwise stated.
Dollar amounts are presented as millions of dollars rounded to 1 decimal place.

Some tables may not add up due to rounding.
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2.1

2.2

2.2.1

2.3

DEMAND

In this section ATCO has provided reasons for the variance between the AA5 final decision and
actual where the variance is greater than the following specified amounts:

. For haulage reference services: +/- 5%
. For ancillary reference services: +/- 25% and more than 1000 units of activity (in absolute
value)

Haulage reference services demand overview

The Demand section of the RIN provides information on pipeline services; haulage services and
ancillary services.

The demand information is provided in the following sheets of the RIN excel template:

° 4a Demand — Provides information on average customer numbers, usage (volumes) by tariff
class and ancillary services volumes.

. 4b Demand — Provides annual information on minimum, maximum and average haulage
volumes (TJ per day).

. 4c Demand — Provides annual information on average customer numbers and usage split by
tariff by band.

Variance explanations are required for section 4a Demand and are outlined below.
Haulage reference services average customer numbers

ATCO has provided reasons for the variance in customer numbers only for the services where the
applicable variance threshold has been reached.

A1l tariff class

Actual Al customer humbers for 2024 are 7 customers or 9.5% lower than the AAS5 final decision
of 74.

Table 2.1: Al tariff class customer variance 2024

Al TARIFF CLASS AAS Final Decision Variance Variance %

Average Customers 74 67 -7 -9.5%

Customer numbers are lower than forecast as the year 2023 had a lower customer base of 70
relative to a forecast of 74 customers. Furthermore, 1 forecast connection is delayed by
approximately 1 to 2 years. Three industrial customers deregistered in 2024 as these customers
moved away from natural gas. This was partially offset by one additional connection in 2024 that
was originally forecast to connect to the network in 2022.

Haulage reference services usage

ATCO has provided reasons for the variance for haulage reference service usage only for the
services where the applicable variance threshold has been reached.
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2.3.1

24

24.1

B2 tariff class

In 2024, usage for the B2 tariff class was 9% lower than the AAS final decision due to a
combination of lower actual customers and lower average consumption compared to the final
decision, which is a continuation of the trend seen from prior years of reducing customer
numbers and reducing average usage in the B2 tariff class.

Table 2.2: B2 tariff class consumption variance 2024

B2 TARIFF CLASS AAS Final Decision Variance Variance %
Average Customers 13,402 12,817 -585 -4%
Average Consumption (GJ) 106.34 101.26 -5 -5%
Usage (TJ) 1,425 1,298 -127 -9%

Ancillary reference services

In the section below ATCO provides reasons for the variance for ancillary reference service usage
only for the services where the applicable threshold has been reached.

Meter locks and disconnections

The following table compares the AAS Final Decision with the actual 2024 demand for meter lock
and disconnection ancillary services showing the decrease in activity relative to the AAS final
decision. Given retailers were not disconnecting during COVID-19, the actual reconnection levels
have consequently been significantly low post COVID-19.

Table 2.3: 2024 demand for ancillary services (Number of units of activity)

AAS5 Final

s B il Actual 2022 Actual 2023 Decision Actual 2024 | Variance T

SERVICE %
2024

Removing a Meter 720 6,159 8,578 5,678 -2,900 -34%

Lock (RML) ' ’ ’ ' ’

Disconnecting a

Delivery Point 219 1,630 3,872 1,864 -2,008 -52%

(MRM)

Reconnecting a

Delivery Point 357 1,186 3,109 1,746 -1,363 -44%

(MTN)

While the number of gas disconnections from customers in 2023 and 2024 continued above 2022
levels, it still falls short of levels observed prior to the pandemic. During the pandemic, gas
retailers had put a hold on disconnections to provide relief to consumers facing financial hardship.
In 2024, the number of disconnections increased to 1,864 as the retailers continued routine
operations. Retailers have been increasing their credit control efforts compared to 2022 while
also providing payment plan options and financial hardship programs to avoid disconnections.
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3. OPERATING EXPENDITURE

In this section ATCO has provided reasons for the variance between the final decision forecast and
actual where the variance is greater than +/- 10% and more than $0.5 million (in absolute value).

The section provides the reasons for the variance by expenditure category only where the above
variance criteria is met.

3.1 Corporate

Corporate opex includes the costs that are associated with enterprise-wide support functions. The
support functions are provided locally where the expertise and capacity exist or through our
corporate support services. This includes human resources, finance, legal and regulatory,
executive, administration and governance, risk and compliance, insurance, corporate affairs,
marketing, business improvement and communication.

ATCO’s corporate operating expenditure (opex) for the year ending 31 December 2024 was $4.9
million higher than the AAS Final Decision. The key drivers of the higher spend are shown in Table
3.1 below.

Table 3.1: 2024 Corporate opex (S M nominal)

Corporate OPEX 2024 | AAS Final Decision Variance Variance %
Corporate Support 6.0 124 6.4 105%
Legal 1.5 0.1 -1.5 -96%
Finance 3.2 2.5 -0.7 -21%
Regulatory 5.6 4.4 -1.1 -21%
Other 34 53 19 54%
Total Corporate Opex 19.8 24.7 4.9 25%

The explanation for the variance for each category of corporate opex are:

* Corporate Support: These costs include recharges from the Australian and Canadian
head offices which provide finance, treasury, IT and HR support to ATCO. ATCO’s actual
Corporate Support Costs were $6.4 million higher than the AAS Final Decision due to:

o Governance and Support — As noted in the 2020 variance analysis, there is an
increase in the support costs of approximately $2.1 million following a correction
made to the ATCO group allocation methodology under the Massachusetts
formula.

— Between 2011 and 2019 corporate support costs had been allocated
based on net labour costs (following capitalisation to projects), whereas
they should have been allocated based on gross labour costs, this error
resulted in ATCO Gas Australia receiving a lower allocation of corporate
costs than it should have.

— Therefore, consumers have benefited from this under allocation of
corporate support costs to ATCO Gas Australia as this error resulted in
lower Opex and therefore lower tariff charges across AA4 and AAS.
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3.2

— Base effect - An increase of $3.1 million reflects general cost increase,
mainly driven by post pandemic inflationary pressure that has impacted
both labour and non-labour related expenses.

— Short term incentive plan (STIP) payments — STIP payments were $1.2
million higher than the AAS Final Decision. STIP payments have been
relatively stable over the past 4 years, 2021 — 2024 and are part of our
strategy to retain staff and reduce turnover. This is reflective of structural
changes in the tight labour market in WA driven by low levels of
unemployment and positive economic conditions driving growth in the
resources industry leading to a high level of competition for skilled
labour.

® Legal: Costs were $1.5 million (after rounding) lower compared to the AA5 Final Decision
forecast. However, legal costs in 2024 would have been $0.6M (only $0.9M lower
compared to AAS Final Decision) if it were not for an adjustment of (50.5M) relating to a
provision from 2022. In 2022 there was a provision of $0.5 million for a legal costs that
was included in that year and was ultimately not required. This provision was released in
2024 and reduced ATCO’s legal costs in 2024. The reduction in legal costs was also driven
by a decrease in requirement for legal advice, which can vary significantly from year to
year.

*  Finance: Costs were $0.7 million lower compared to the AAS Final Decision forecast which
was driven by delayed filling of vacancies due to the tight labour market.

* Regulatory: Costs were $1.1 million lower than forecast in the AA5 Final Decision. In
2024, a greater proportion of costs associated with the risk function were allocated to
non-regulated activities. Additionally, the cost of the regulatory function was lower than
anticipated due to resource constraints during 2024.

® Other: Costs were $1.9 million higher than the AAS Final Decision mainly due to human
resource function initiatives. For example, there were programs such as Single Touch
Payroll Phase 2 (STP2), Time-Sheeting System ad Human Capital Management (HCM) that
needed to be implemented. These initiatives were not discretionary but rather mandatory
for regulatory compliance and in accordance with good industry practise. Further to these
one-off costs, there was also the continuation of the business improvement team that
was setup in 2022, and also the increase in FTEs in the customer relations team to meet
compliance obligations.

IT

Information technology expenditure involves IT systems at an operational and corporate level
that enable ATCO to provide services to customers and more strategic initiatives such as the
digital transformation of ATCO’s business.

ATCO’s IT expenditure for the year ending 31 December 2024 was $1.0 million lower than the AAS
Final Decision forecast as shown in Table 3.2.

Table 3.2: IT Opex 2024 (SM nominal)

AAS Final Decision Actual Variance | Variance %

IT Opex 8.8 7.8 -1.0 -11%

The AAS Final decision reflects ATCO’s 2018 base year IT costs of $8.8 million. Following a change
in IT service provider in 2022, ATCO implemented a method of allocating IT costs directly to users
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3.3

and their activities, assigning these costs to the appropriate user cost centres. Under this new IT
cost reporting method, $3.0 million was allocated from the IT cost centre to user cost centres.

As aresult, the 2024 IT expenses recorded in the IT cost centre are reduced, while costs for cost
centres utilising IT services have increased to reflect user’s usage. Without adopting this new
method, the variance to AAS final decision forecast of the actual IT costs for 2024 would have
been $2.1 million or 23.5% above the AAS5 forecast due to:

(a) Strategic IT Workforce Expansion ($0.6m):

In line with ATCO's revised IT Strategic Plan, we strategically recruited specialised staff to enhance
our IT workforce. This expansion was essential to fill critical skill gaps and facilitate the
implementation of application and infrastructure upgrades.

(b)  ATCO server migration to Cloud ($1.6m):

In 2024, a strategic initiative was launched to migrate ATCO servers from on-premises cloud
infrastructure. This cost reflects the licensing and operational expenses for the ATCO server fleet
in the cloud. The initiative aimed to eliminate reliance on physical on-premise infrastructure and
support future IT initiatives.

Ancillary services

Ancillary services opex is the operating costs associated with providing the ancillary reference
services.

Overall ancillary services costs were $2.1 million below the AA5 final decision forecast in 2024
with the main contributor being a $1.1 million underspend in special meter read costs as shown in
Table 3.3.

Table 3.3: 2024 Ancillary services costs (S million nominal)

AAS Final ‘ Actual ‘ Variance Variance %

Decision
Applying a Meter Lock 0.6 0.4 -0.2 -33%
Removing a Meter Lock 0.3 0.1 -0.1 -54%
Deregistering a Deliver Point 0.3 0.1 -0.2 -57%
Disconnecting a Delivery Point 0.5 0.2 -0.2 -54%
Reconnecting a Delivery Point 0.5 0.3 -0.2 -38%
Special meter reads 2.0 0.9 -1.1 -53%
TOTAL 4.2 2.1 -2.1 -49%

The variance is primarily due to a reduction in the demand for ancillary services compared to the
final decision. The slowdown in special meter reads reflects a maturing of the market as new
retailers have obtained market share reducing churns.

Credit control activities increased from 2022 levels as retailers recommenced credit control
activity yet remain below the AAS forecast level as discussed in section 2.4
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3.4

UAFG

Unaccounted for gas (UAFG) is the difference between the measurement of the quantity of gas
delivered into the gas distribution system in a period and the measurement of the quantity of gas
delivered from the gas distribution system during that period. ATCO incurs costs to purchase gas
to replace UAFG.

AAS Forecast UAFG expenditure was $5.6 million for the year ended 31 December 2024. The
actual expenditure for the year was $3.7 million, a variance of -5$1.9 million. The sources of the
variance are listed in Table 3.4.

Table 3.4: UAFG 2024

| AAS Final 2024 Actual Variance Variance %
Decision

Gate station throughput (TJ) 27,002 26,662 -340 -1.3%

UAFG % 2.37% 1.38% -0.99% -39.2%

UAFG (TJ) 640 367 -273 -43.0%

UAFG Smillion nominal 5.6 3.7 -1.9 -33.9%

The actual unaccounted for gas loss in 2024 has remained below the AAS forecast in part due to
weather conditions and ongoing enhancements to gas metering accuracy for industrial customers.
It is noteworthy that in 2024 Western Australia experienced the second-warmest year on record
since 1910, barring the high temperatures recorded in 2019. Warmer weather tends to lower the
UAFG percentage as proportionately less volume is delivered via domestic meters. Ongoing
network sustaining programs such as PVC mains replacement aim to maintain integrity of the
network and prevent an increase in fugitive emissions through leaks.

Bureau of Meteorology’s 2024 annual climate summary for Western Australia (online).
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4.1

4.2

CAPITAL EXPENDITURE

In this section ATCO has provided reasons for the variance between the approved forecast (AA5
FD) and actual where the variance is greater than +/- 10% and more than $1 million (in absolute
value).

The section provides the reasons for the variance by expenditure category only where the above
variance criteria is met.

Network Growth

In 2024, the actual expenditure for Network Growth is $4.3 million (11%) lower than forecast in
the AAS final decision. Table 4.1 shows the categories of variances in growth expenditure.

Table 4.1: 2024 Network Growth Expenditure (SM nominal)

Project / Program AAS FD | Actual | Variance | Variance %
Customer Initiated 38.2 33.8 -4.5 -11.7%
Demand Related 0.1 0.3 0.2 133.3%

TOTAL 38.3 34.1 -4.3 -11.2%

The variance in network growth is primarily due to a decline in customer-initiated growth,
partially offset by increase in expenditure for network reinforcement projects (demand-related
expenditure). This decline is driven by fewer commercial new connections, combined with higher
capital contributions required for these connections.

Table 4.2: 2024 Network Growth — Customer Initiated Expenditure (SM nominal)

Project / Program AA5 FD Actual Variance | Variance %

Domestic new connections and network 34.1 33.4 -0.7 2%

expansion

Meter Upgrades 0.7 0.1 -0.6 -79%

Commercial new connections and mains 5.2 1.8 34 -65%

extension

Customer contribution -1.8 -1.6 +0.2 11%
TOTAL 38.2 33.8 -4.5 -11.7%

Structures & Equipment

The 2024 expenditure for Structures and Equipment is $2.0 million under the AAS final decision
2024 forecast. The variances in the programs in this category are shown in Table 4.3.

The primary driver of this underspend is lower Fleet capital expenditure, mainly due to the
delayed delivery of three replacement trucks from 2024 to 2025. Additionally, trailer
replacements were postponed following a condition assessment. Replacement of trailers in good
working condition was deferred.

Table 4.3: 2024 Structures & Equipment Expenditure (SM nominal)

Project / Program Actual Variance | Variance %

Fleet 3.7 1.9 -1.8 -49%
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4.3

Project / Program AAS5 FD Actual Variance | Variance %
Plant and equipment (P&E) 1.2 0.7 -0.5 -40%
Depots - Minor Capital Works 0.1 0.5 0.3 266%

TOTAL 5.0 3.1 -2.0 -39%

Information Technology

ATCO’s IT expenditure for the year ending 31 December 2024 was $4.3 million lower than the AAS
final decision forecast as shown in Table 4.4.

Table 4.4: IT capex 2024 (SM nominal)

IT CAPEX Actual

Variance Variance %

2024 9.0 4.7 -4.3 -48.1%

Towards the end period of AAS, there have been significant changes to the ATCO IT Environment
including:

* Changes in IT Managed Service Provider (MSP).

» Moving to on-premises IT infrastructure to the Cloud (Data Centre Migration) to eliminate
the risk of aging hardware, reduce cyber vulnerabilities and the cost of managing IT
infrastructure.

» Completed an expert IT Current State Assessment in which key findings identified several
risks in our IT Strategy, IT Projects and IT Asset Management that required further attention.

Due to the the decision was made to
pause the Application Renewal Programs, including G-Suite project and Workforce Management
System. This decision is the primary reason for underspending variance ($4.3M) in the 2024
Technology budget.
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