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Proposed rule change: cost of capital

No. Currentrule(s) Proposedrule(s) Remarks
[9.1] 87(1) 87(1)(a) Revisions to:
g;g%gg?) 87(1)(b) - prescribe.the form of the WACC, including
87(2)(b) the capm; and
— require the cost of capital to be determined
in accordance with the statement on the
cost of capital.
[9.1.1] 69 69 Consequential revisions.
72(1)(9) 72(1)(9)

[9.2] - 87A(1) New rule 87A to
87A(2) ide for the AER to undertak i
87A(3) — provide for the 0 undertake a review
87A(4)(a) of the rate of return and publish a statement
87A(4)(b) on the cost of capital; and
87A(4)(c) — provide a timeframe for undertaking the
87A(4)(d) review consistent with the timeframe
87A(4)(e) specified in proposed clauses 6.5.2(a) and
87A(4)(f) 6A.6.2(a) of the NER.
87A(5)(a)
87A(5)(b)
87A(5)(c)
87A(5)(d)
87A(5)(e)
87A(6)
87A(7)
87A(8)(a)(i)
87A(8)(a)(ii)
87A(8)(a)(iii)
87A(8)(b)
87A(8)(c)
87A(8)(d)(1)
87A(8)(d)(ii)
87A(8)(e)(i)
87A(8)(e)(ii)

[9.3] — (Division 5B) New rule 87B to provide for the estimated cost
87B(1)(a) of corporate income tax to be a building block
87B(1)(b) and to be calculated for a service provider.
87B(2)(a)
87B(2)(b)

[9.3.1] 72(h) 72(h) Consequential revisions.

76(c) 76(c)
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Part 9 Price and revenue regulation
Division 1 Preliminary
69 Interpretation
In this Part:

70

71

(1)

capital base, in relation to a pipeline, means the capitabieaio be attributed, in
accordance with this Part, to pipeline assets.

capital expenditure means costs and expenditure of a capital natunared to
provide, or in providing, pipeline services.

conforming capital expenditure means capital expenditure that complies with
the new capital expenditure criteria.

depreciation means depreciation of the capital base.
new capital expenditurecriteria mean the criteria stated in rule 79.

non-conforming capital expenditure means capital expenditure that does not
comply with the new capital expenditure criteria.

operating expenditure means operating, maintenance and other costs and
expenditure of a non-capital nature incurred invyghmg pipeline services and
includes expenditure incurred in increasing longatedemand for pipeline
services and otherwise developing the market foelpie services.

pipeline assets, in relation to a pipeline, means capital asHeds constitute the
pipeline or are otherwise used by the service plenio provide services.

statement on the cost of capital means the statement published by the AER
under rule 87A(3).

tariff class means customers for one or more reference semibeosconstitute a
tariff class under a full access arrangement.

Application of this Part
This Part applies only in respect of a full accasmngement (or &ll access
arrangement proposal).

Assessment of compliance

In determining whether capital or operating enghiture is efficient and complies
with other criteria prescribed by these rules, AlidR may, without embarking on
a detailed investigation, infer compliance from thgeration of an incentive
mechanism or on any other basis the AER consiggmpriate.
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(2) The AER must, however, consider, and give amaite weight to, submissions
and comments received when the question whetheleaantaccess arrangement
proposal should be approved is submitted for public comagialh.

Division 2 Access arrangement information relevant to price
and revenue regulation

72 Specific requirements for access arrangement inf ~ ormation
relevant to price and revenue regulation

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

(@) if theaccess arrangement period commences at the end of an eardiezess
arrangement period:

() capital expenditure (by asset class) over tharlie¥ access
arrangement period; and

(i) operating expenditure (by category) over tharlier access
arrangement period; and

(i) usage of the pipeline over the earliaccess arrangement period
showing:

(A) for a distribution pipeline, minimum, maximunnd average
demand and, for a transmission pipeline, minimuraximum
and average demand for eaebeipt or delivery point; and

(B) for a distribution pipeline, customer numberstotal and by
tariff class and, for a transmission pipeline, usambers for
eachreceipt or delivery point;

(b) how the capital base is arrived at and, if #eeess arrangement period
commences at the end of an earl@&rcess arrangement period, a
demonstration of how the capital base increasediminished over the
previousaccess arrangement period;

(c) the projected capital base over #Hoeess arrangement period, including:

() a forecast of conforming capital expenditure fbe period and the
basis for the forecast; and

(i) a forecast of depreciation for the period uihg a demonstration of
how the forecast is derived on the basis of thegsed depreciation
method;

(d) to the extent it is practicable to forecastefiipe capacity and utilisation of
pipeline capacity over thaccess arrangement period, a forecast of pipeline
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73

(@)

(1)

(e)

(f)

()

(h)

(i)

()

(k)

()
(m)

capacity and utilisation of pipeline capacity ottet period and the basis on
which the forecast has been derived;

a forecast of operating expenditure overateess arrangement period and
the basis on which the forecast has been derived;

the key performance indicators to be used leysigrvice provider to support
expenditure to be incurred over tEess arrangement period;

the proposed rate of returie-assumptions—on-whicherate-of return-is
caleulated—and—a—demeonstration—of —how—itis—calealacalculated in

accordance with rule 87 [9.1.1]

the—aﬂowanee—foptaxanons—ealewateme estlmated cost of corporate
income tax calculated in accordance with rule 87A [9.3.1]

if an incentive mechanism operated for the pres access arrangement
period—the proposed carry-over of increments for effickengains or
decrements for efficiency losses in the previacsess arrangement period
and a demonstration of how allowance is to be mbmeany such
increments or decrements;

the proposed approach to the setting of tamftsuding:

(i) the suggested basis of reference tariffs, idiclg the method used to
allocate costs and a demonstration of the relatipnsetween costs
and tariffs; and

(i) a description of any pricing principles empéay but not otherwise
disclosed under this rule;

the service provider's rationale for any praggbeeference tariff variation
mechanism;

the service provider's rationale for any pragg@bscentive mechanism;

the total revenue to be derived from pipelieevices for each regulatory
year of theaccess arrangement period.

The access arrangement information for an access arrangement variation
proposal related to a full access arrangement must inciadmuch of the above
information as is relevant to the proposal.

Basis on which financial information is to be pr ovided

Financial information must be provided on:

(@)
(b)

a nominal basis; or

a real basis; or

Page 51



NATIONAL GAS RULES PART 9

VERSION 10

PRICE AND REVENUE REGULATION

74

75

(2)

®3)

(1)

(2)

(c) some other recognised basis for dealing wighetifiects of inflation.

The basis on which financial information is yideed must be stated in tlaecess
arrangement information.

All financial information must be provided, andll calculations made,
consistently on the same basis.

Forecasts and estimates

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

A forecast or estimate:
(@) must be arrived at on a reasonable basis; and

(b) must represent the best forecast or estimaisilge in the circumstances.

Inferred or derivative information

Information in the nature of an extrapolation oienence must be supported by
the primary information on which the extrapolatmminference is based.

Division 3 Building block approach

76

Total revenue

Total revenue is to be determined for each regujaggear of theaccess
arrangement period using the building block approach in which the |¢hug
blocks are:

(@) a return on the projected capital base forydae (See Divisions 4 and 5);
and

(b) depreciation on the projected capital baséHeryear (See Division 6); and

(c) iH-applicable—the estimated cost of corporate income tax foryter (See
Division 5A); and

(d) increments or decrements for the year resultiogn the operation of an
incentive mechanism to encourage gains in effigidBee Division 9); and

(e) aforecast of operating expenditure for the yBae Division 7).
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Division 4 The Capital base
77 Opening capital base

(1) When a pipeline first becomes a covered pipelar the opening capital base for a
pipeline is first calculated, the opening capitas® is to be as follows:

(a) if the pipeline was commissioned before the m@mcement of these rules,
the opening capital base is to be determined bgreate to the relevant
provisions of the Gas Code;

(b) if the pipeline was commissioned after the canoement of these rules,
the opening capital base is to be:

(i) the cost of construction of the pipeline anghgdine assets incurred
before commissioning of the pipeline (including test of acquiring
easements and other interests in land necessatlidarstablishment
and operation of the pipeline);

plus:

(i) the amount of capital expenditure since thenoussioning of the
pipeline;

less:
(i) depreciation; and

(iv) the value of pipeline assets disposed of stheecommissioning of the
pipeline.

(2) If an access arrangement period follows immediately on the conclusion of a
precedingaccess arrangement period, the opening capital base for the laetess
arrangement period is to be:

(@) the opening capital base as at the commencenfetite earlieraccess
arrangement period (adjusted for any difference between estimated and
actual capital expenditure included in that operapgital base);

plus:

(b) conforming capital expenditure made, or to bade) during the earlier
access arrangement period;

plus:
(c) any amounts to be added to the capital baserunteé 82, 84 or 86;
less:

(d) depreciation over the earliaccess arrangement period (to be calculated in
accordance with any relevant provisions of the s&carrangement
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78

79

3)

(1)

governing the calculation of depreciation for thegomse of establishing the
opening capital base); and

Note:

See rule 90.

(e) redundant assets identified during the cour$ethe earlier access
arrangement period; and

(H the value of pipeline assets disposed of duritg earlier access
arrangement period.

If a period intervenes betweecess arrangement periods during which the
pipeline is not subject to a full access arrangdmée opening capital base for
the lateraccess arrangement period is to be:

(@) the opening capital base determined in acceelavith these rules for a
notional access arrangement taking effect at thd eh the access
arrangement period for the last full access arrangement (thevant date);

plus:

(b) the amount of capital expenditure since thevaht date;
less:

(c) depreciation since the relevant date; and

(d) the value of pipeline assets disposed of dineeelevant date.

Projected capital base

The projected capital base for a particular peisod

(@) the opening capital base;

plus:

(b) forecast conforming capital expenditure for pleeiod;
less:

(c) forecast depreciation for the period; and

(d) the forecast value of pipeline assets to bpadied of in the course of the
period.

New capital expenditure criteria

Conforming capital expenditure is capital exghure that conforms with the
following criteria:
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(2)

3)

(4)

(@)

(b)

the capital expenditure must be such as woeldnburred by a prudent
service provider acting efficiently, in accordanegth accepted good
industry practice, to achieve the lowest sustamatibst of providing
services;

the capital expenditure must be justifiableacground stated in subrule (2).

Capital expenditure is justifiable if:

(@)
(b)

(€)

(d)

the overall economic value of the expenditangasitive; or

the present value of the expected incrememtsnue to be generated as a
result of the expenditure exceeds the present valliethe -capital
expenditure; or

the capital expenditure is necessary:

(i) to maintain and improve the safety of serviaas;

(i)  to maintain the integrity of services; or

(i) to comply with a regulatory obligation or regement; or

(iv) to maintain the service provider's capacitymeet levels of demand
for services existing at the time the capital exfieme is incurred (as
distinct from projected demand that is dependenammexpansion of
pipeline capacity); or

the capital expenditure is an aggregate amduisible into 2 parts, one
referable to incremental services and the otheerabfe to a purpose
referred to in paragraph (c), and the former isifjfable under paragraph (b)
and the latter under paragraph (c).

In deciding whether the overall economic vabfi€apital expenditure is positive,
consideration is to be given only to economic vatliectly accruing to the
service provider, gas producers, users and end.user

In determining the present value of expectedemental revenue:

(@)

(b)

()

a tariff will be assumed for incremental seegidased on (or extrapolated
from) prevailing reference tariffs or an estimateh® reference tariffs that

would have been set for comparable services ifethservices had been
reference services; and

incremental revenue will be taken to be thesgm@venue to be derived from
the incremental services less incremental operagixgenditure for the
incremental services; and

a discount rate is to be used equal to the oatesturn implicit in the
reference tariff.
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(5) If capital expenditure made during access arrangement period conforms, in
part, with the criteria laid down in this rule, tlsapital expenditure is, to that
extent, to be regarded as conforming capital exipemed

(6) The AER's discretion under this rule is limited
Note:

See rule 40(2).
80 AER's power to make advance determination withr  egard to
future capital expenditure

(1) The AER may, on application by a service previdnake a determination to the
effect that, if capital expenditure is made in ademce with proposals made by
the service provider and specified in the detertionathe expenditure will meet
the new capital expenditure criteria.

(2) The AER may (but is not required to) engagpublic consultation before making
a determination under subrule (1).

(3) A determination under subrule (1) is binding the AER but adecision not to
make such a determination creates no presumptairittture expenditure will not
meet the relevant criteria.

81 Non-conforming capital expenditure
A service provider may make, during access arrangement period, capital
expenditure that is, in whole or in part, non-confing capital expenditure.

82 Capital contributions by users to new capital ex penditure

(1) A user may make a capital contribution towaedservice provider's capital
expenditure.

(2) Capital expenditure to which a user has couateéd may, with the AER's
approval, be rolled into the capital base for el but, subject to subrule (3),
not to the extent of any such capital contribution.

(3) The AER may approve the rolling of capital exgieure (including a capital
contribution made by a user, or part of such atabpontribution) into the capital
base for a pipeline on condition that the accesmgement contain a mechanism
to prevent the service provider from benefitingotigh increased revenue, from
the user's contribution to the capital base.

83 Surcharges
(1) When the service provider makes non-conforngagital expenditure, it may

notify the AER that it proposes to recover the antpor part of the amount, of
the expenditure by means of a surcharge.
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84

(2)

3)

(4)

(5)

(6)

(1)

(@)

®3)

Note:

A surcharge may be proposed even where the nomiguinfg capital expenditure has been funded
in whole or part by a user.

A surcharge is a charge, approved by the ABERgddition to a reference tariff (or
other tariff):

(@) to be levied on users of incremental serviaas,

(b) designed to recover non-conforming capital exjitere or a specified
portion of non-conforming capital expenditure.

To the extent that non-conforming capital exgieme is, or is to be, recovered by
means of the surcharge, it can never be rolledtiaapital base.

The AER must not approve a surcharge unlessfisdt that the amount to be
recovered from the surcharge does not exceed €sept value terms) the amount
of the non-conforming capital expenditure that wiobke incurred by a prudent
service provider acting efficiently, in accordanwéh accepted good industry
practice, to achieve the lowest sustainable copt@fiding services.

The AER may (but is not required to) engagepublic consultation before
approving a surcharge.

The AER's approval of a surcharge is binding am arbitrator in an access
dispute.

Speculative capital expenditure account

A full access arrangement may provide thatatm@unt of non-conforming capital
expenditure, to the extent that it is not to beoveced through a surcharge on
users or a capital contribution, is to be added twtional fund (thepeculative
capital expenditure account).

The balance of the speculative capital expengliaccount increases annually at a
rate, determined at the AER's discretion, which niay need not, be the rate of
return implicit in a reference tariff.

If at any time the type or volume of servicémimges so that capital expenditure
that did not, when made, comply with the new cdp&spenditure criteria
becomes compliant, the relevant portion of the sladive capital expenditure
account (including the return referable to thattipar of the account) is to be
withdrawn from the account and rolled into the talpibase as at the
commencement of the neatcess arrangement period.
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85

(1)

(2)

3)

(4)

86

(1)

(2)

Capital redundancy

A full access arrangement may include (andAB& may require it to include) a
mechanism to ensure that assets that cease tébcoatin any way to the delivery
of pipeline services (redundant assets) are remfsoadthe capital base.

A reduction of the capital base in accordandd wuch a mechanism may only
take effect from the commencement of the fastess arrangement period to
follow the inclusion of the mechanism in the accessangement or the
commencement of a lataccess arrangement period.

An applicable access arrangement may includeeahanism for sharing costs
associated with a decline in demand for pipelinevises between the service
provider and users.

Before requiring or approving a mechanism urtties rule, the AER must take
into account the uncertainty such a mechanism woaltse and the effect the
uncertainty would have on the service providerraisad prospective users.

Re-use of redundant assets

Subject to the new capital expenditure critdfijaafter the reduction of the capital
base by the value of assets identified as redundlamtassets later contribute to
the delivery of pipeline services, the assets maytieated as new capital
expenditure of an amount calculated by taking thealue as at the time of their
removal from the capital base and increasing itualip at the rate of return

implicit in the reference tariff.

To the extent the new capital expenditure gatallow, the amount arrived at
under subrule (1) will be returned to the capitabd in accordance with those
criteria.

Division 5 Rate of return

87

Rate of return

(1)

The rate of return for a service provider foraccess arrangement period is the

cost of capital as measured by the return requirechvestors in a commercial
enterprise with a similar nature and degree of diversifiable risk as that faced
by the service provider and must be calculated:

(a) as a nominal vanilla weighted average cost apital (WACC) in
accordance with the following formula:

wacc =k, Lk, 2
vy
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where:

ke is the return on equity (determined using the @Gapisset Pricing Model)
and is calculated as:

re + Be XMRP

where:

I; is the nominal risk free rate for the access aj@arent period;

Be is the equity beta; and

MRP is the market risk premium;

kq is the return on debt and is calculated as:

rr + DRP
where:

DRP is the debt risk premium for the access arnaege period;

E/V is the market value of equity as a proportidnthee market value of
equity and debt, which is 1 — D/V; and

D/V is the market value of debt as a proportiomhef market value of equity
and debt; and

(b) in accordance with the statement on the cosapital.

e e e T

87A Review of the rate of return

(1) The AER must, in accordance with paragraphd®)y out reviews of the matters
referred to in paragraph (4).
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(2)

A first review is to be concluded by 1 Marchl20and further reviews are to

(3)

follow at intervals not exceeding, in any casegefiyears with the first interval
starting from 1 March 2014.

The AER must, in consequence of a review, issg@atement (a statement on the

(4)

cost of capital) adopting values and methods forise providers or for specified
classes of service providers.

The following matters referred to in rule 84él))and 87B (and the method of

(5)

their calculation) may form the subject of a review

(a) the nominal risk free rate;

(b) the equity beta;

(c) the market risk premium;

(d) the debt risk premium:;

(e) the ratio of the value of debt to the valueadity; and

() the assumed utilisation of imputation credits.

In undertaking a review, the AER must have redde:

(6)

(a) the need for the overall rate of return cal@dafor the purposes of rule
87(1)(a) to be a forward looking rate of returnttllacommensurate with
prevailing conditions in _the market for funds aritk trisk involved in
providing pipeline services;

(b) the need for the return on debt to reflecte¢bheent cost of borrowings for
comparable debt;

(c) the need for the values attributable to, or miiethods of calculating, the
matters referred to in paragraph (4) that vary aling to the efficiency of
the service provider to be based on a benchmaidiegft service provider;

(d) the need to achieve an outcome that is comsistth the national gas
objective; and

(e) the previously adopted values for or methodsaltulating the matters
referred to in paragraph (4).

A statement on the cost of capimdplies only for the purposes of ancess

(7)

arrangement proposal submitted to the AER after publication of the sta¢@t on
the cost of capital.

An access arrangement to which a statemenh®rcdst of capital is applicable

(8)

must be consistent with the statement.

In carrying out a review under this rule:

(a) the AER must publish:
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(b)

(i) the proposed values or methods of calculathe matters referred to
in paragraph (4);

(i) an explanatory statement that sets out theawes for the proposed
values or methods of calculating the matters reteto in paragraph

(4); and

(i) an invitation for written submissions on tha the proposed values or
methods of calculating the matters referred toarapraph (4).

The invitation must allow no less than 30 bassdays for the making of

(c)

submissions, and the AER is not required to comsadg submission made
pursuant to that invitation after this time perlogb expired.

The AER may publish such issues, consultatimh discussion papers, and

(d)

hold such conferences and information session®lation to the proposed
values or methods of calculating the matters reteto in paragraph (4) as it
considers appropriate.

Within 100 business days of publishing the doents referred to in

(e)

paragraph (a), the AER must publish, in relatiothi® values or matters of
calculating the matters referred to in paragraph (4

(i) its final decision including its reasons; and

(i) notice of the making of the final decision.

Subject to paragraph (b), the AER must, in maldis final decision referred

Division 5A

to in subparagraph (d)(i), consider any submissimasle pursuant to the
invitation for submissions referred to in subpasady (a)(iii), and the
reasons referred to in subparagraph (d)(i) mus$tdec

() a summary of each issues raised in those susionis that the AER
reasonably considers to be material; and

(i) the AER’s response to each such issue.

Estimated cost of corporate income tax

87B Estimated cost of corporate income tax

(1) The estimated cost of corporate income tax sEwvice provider for each year

(ETCt) must be calculated:

()

in accordance with the following formula:

ETC = (ETk xr) (1 —v)

where:
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ETI is an estimate of the taxable income for that year would be earned
by a benchmark service provider a result of thevision of reference
services;

I is the expected statutory income tax rate for year as determined by the
AER; and

v is the assumed utilisation of imputation credits;

(b) in accordance with the statement on the cosapital.

(2) For these purposes:
(@) the cost of debt must be based on that of @hmeark efficient service
provider; and
(b) the estimate must take into account the estichdepreciation for that year
for tax purposes, for a benchmark efficient seryiogvider, of assets where
the value of those assets is included in the dapgise for that year.
Division 6 Depreciation
88 Depreciation schedule
(1) The depreciation schedule sets out the basiswbith the pipeline assets
constituting the capital base are to be depreciatethe purpose of determining a
reference tariff.
(2) The depreciation schedule may consist of a raunolb separate schedules, each
relating to a particular asset or class of assets.
89 Depreciation criteria
(1) The depreciation schedule should be designed:

(a) so that reference tariffs will vary, over tinnea way that promotes efficient
growth in the market for reference services; and

(b) so that each asset or group of assets is dafgeémver the economic life of
that asset or group of assets; and

(c) so as to allow, as far as reasonably pracecdiolr adjustment reflecting
changes in the expected economic life of a padicakset, or a particular
group of assets; and

(d) so that (subject to the rules about capitaluneldncy), an asset is
depreciated only once (ie that the amount by wkhehasset is depreciated
over its economic life does not exceed the valubefisset at the time of its
inclusion in the capital base (adjusted, if thecacting method approved
by the AER permits, for inflation)); and
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(e) so as to allow for the service provider's reabte needs for cash flow to
meet financing, non-capital and other costs.

(2) Compliance with subrule (1)(a) may involve dedéof a substantial proportion of
the depreciation, particularly where:
(@) the present market for pipeline services iagtnetly immature; and
(b) the reference tariffs have been calculatedhenassumption of significant
market growth; and
(c) the pipeline has been designed and constriscted to accommodate future
growth in demand.
(3) The AER's discretion under this rule is limited
Note:
See rule 40(2).
90 Calculation of depreciation for rolling forward capital base from
one access arrangement period to the next
(1) A full access arrangement must contain prowssigoverning the calculation of
depreciation for establishing the opening capitakeb for the nextaccess
arrangement period after the one to which the access arrangemenerdilyr
relates.
(2) The provisions must resolve whether depreaiatd the capital base is to be
based on forecast or actual capital expenditure.
Division 7 Operating expenditure
91 Criteria governing operating expenditure
(1) Operating expenditure must be such as woulihberred by a prudent service
provider acting efficiently, in accordance with epted good industry practice, to
achieve the lowest sustainable cost of deliveripglme services.
(2) The AER's discretion under this rule is limited

Note:

See rule 40(2).

Page 63



NATIONAL GAS RULES PART 9

VERSION 10 PRICE AND REVENUE REGULATION
Division 8 Tariffs
92 Revenue equalisation

93

(1)

(@)

®3)

(1)

(2)

3)

A full access arrangement must include a meashaxareference tariff variation
mechanism) for variation of a reference tariff over the ceeirof anaccess
arrangement period.

Thereference tariff variation mechanism must be designed to equalise (in terms
of present values):

(a) forecast revenue from reference services okieratcess arrangement
period; and

(b) the portion of total revenue allocated to refere services for thaccess
arrangement period.

However, if there is an interval (theterval of delay) between a revision
commencement date stated in a full access arramgesne the date on which
revisions to the access arrangement actually coroeen

(@) reference tariffs, as in force at the end ef plheviousaccess arrangement
period, continue without variation for the interval oflag but

(b) the operation of this subrule may be taken axtoount in fixing reference
tariffs for the newaccess arrangement period.

Allocation of total revenue and costs

Total revenue is to be allocated between rafereand other services in the ratio
in which costs are allocated between referenceotmet services.

Costs are to be allocated between referencethed services as follows:

(a) costs directly attributable to reference sawiare to be allocated to those
services; and

(b) costs directly attributable to pipeline sergicbat are not reference services
are to be allocated to those services; and

(c) other costs are to be allocated between reteramd other services on a
basis (which must be consistent with the revenug @cing principles)
determined or approved by the AER.

The AER may, however, permit the allocatiorttod costs of rebateable services,
in whole or part, to reference services if:

(&) the AER is satisfied that the service providell apply an appropriate
portion of the revenue generated from the saleebhteable services to
provide price rebates (or refunds) to the userefefence services; and
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94

(4)

(1)

(@)

()

(4)

(5)

(b) any other conditions determined by the AERsatesfied.

A pipeline service is eebateable service if:

(@) the service is not a reference service; and

(b) substantial uncertainty exists concerning tkierdg of the demand for the
service or of the revenue to be generated fronsé¢in@ce; and

(c) the market for the service is substantiallyedt#nt from the market for any
reference service.

Tariffs — distribution pipelines

For the purpose of determining reference wrifustomers for reference services
provided by means of a distribution pipeline mwstivided into tariff classes.

A tariff class must be constituted with regtod

(@) the need to group customers for reference svitogether on an
economically efficient basis; and

(b) the need to avoid unnecessary transaction.costs
For each tariff class, the revenue expecteddorecovered should lie on or
between:

(@) an upper bound representing the stand alorteo€@soviding the reference
service to customers who belong to that class; and

(b) alower bound representing the avoidable cbabbproviding the reference
service to those customers.

A tariff, and if it consists of 2 or more charg parameters, each charging
parameter for a tariff class:

(@) must take into account the long run marginat ¢or the reference service
or, in the case of a charging parameter, for tleeneht of the service to
which the charging parameter relates;

(b) must be determined having regard to:

() transaction costs associated with the tarifeach charging parameter;
and

(i) whether customers belonging to the relevanifftalass are able or
likely to respond to price signals.

If, however, as a result of the operation drsile (4), the service provider may
not recover the expected revenue, the tariffs rbasadjusted to ensure recovery
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95

96

(6)

(1)

(2)

)

(4)

(1)

(2)

of expected revenue with minimum distortion to @é&nt patterns of
consumption.

The AER's discretion under this rule is limited
Tariffs — transmission pipelines
A tariff for a reference service provided byane of a transmission pipeline must

be designed:

(a) to generate from the provision of each refezesmrvice the portion of total
revenue referable to that reference service; and

(b) as far as is practicable consistently with geaph (a), to generate from the
user, or the class of users, to which the referesgeeice is provided, the
portion of total revenue referable to providing tieéerence service to the
particular user or class of users.

The portion of total revenue referable to atipalar reference service is
determined as follows:

(@) costs directly attributable to each refereraeise are to be allocated to that
service; and

(b) other costs attributable to reference servimesto be allocated between
them on a basis (which must be consistent withréwenue and pricing
principles) determined or approved by the AER.

The portion of total revenue referable to pdowy a reference service to a
particular user or class of users is determineidlbsvs:

(@) costs directly attributable to supplying theruer class of users are to be
allocated to the relevant user or class; and

(b) other costs are to be allocated between thearselass of users and other
users or classes of users on a basis (which mustobsistent with the
revenue and pricing principles) determined or appadoy the AER.

The AER's discretion under this rule is limited
Note:

See rule 40(2).

Prudent discounts

Despite the other provisions of this Divisidghe AER may, on application by a
service provider, approve a discount for a pardiculser or prospective user or a
particular class of users or prospective users.

The AER may only approve a discount under this if satisfied that:
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(@) the discount is necessary to:

(i) respond to competition from other providers pypeline services or
other sources of energy; or

(i)  maintain efficient use of the pipeline; and

(b) the provision of the discount is likely to leda reference or equivalent
tariffs lower than they would otherwise have been.

Note:

Even though a user's incremental load is retairieal discounted price, overall tariffs may be
lower because of the user's contribution to fixests.

(3) If the AER approves a discount under this rilkee AER may also approve
allocation of the cost, or part of the cost, ofyiding the discount to the costs of
providing a reference or other service in one orerfatureaccess arrangement
periods.

(4) Inthisrule:

equivalent tariff means the tariff that is likely to have been setd service that
is not a reference service if the service had laesference service.

97 Mechanics of reference tariff variation

(1) A reference tariff variation mechanism may provide for variation of a reference
tariff:

(@ inaccordance with a schedule of fixed tariffs;
(b) in accordance with a formula set out in theeasarrangement; or

(c) as aresult of a cost pass through for a défexent (such as a cost pass
through for a particular tax); or

(d) by the combined operation of 2 or more or theve.

(2) A formula for variation of a reference tariffay (for example) provide for:

(a) variable caps on the revenue to be derived &xgmarticular combination of
reference services; or

(b) tariff basket price control; or
(c) revenue yield control; or

(d) acombination of all or any of the above.

(3) In deciding whether a particulareference tariff variation mechanism is
appropriate to a particular access arrangemenfAHRBfe must have regard to:
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(4)

(@) the need for efficient tariff structures; and

(b) the possible effects of theeference tariff variation mechanism on
administrative costs of the AER, the service previénd users or potential
users; and

(c) the regulatory arrangements (if any) applicatdethe relevant reference
services before the commencement of the proposéerence tariff
variation mechanism; and

(d) the desirability of consistency between reguiatarrangements for similar
services (both within and beyond the relevant glictson); and

(e) any other relevant factor.

A reference tariff variation mechanism must give the AER adequate oversight or
powers of approval over variation of the referetaréf.

(5) Except as provided byraference tariff variation mechanism, a reference tariff is
not to vary during the course of access arrangement period.
Division 9 Incentive mechanisms
98 Incentive mechanism
(1) A full access arrangement may include (andAE®R may require it to include)
one or more incentive mechanisms to encourageiegifig in the provision of
services by the service provider.
(2) An incentive mechanism may provide for carryowgr increments for efficiency
gains and decrements for losses of efficiency foomaccess arrangement period
to the next.
(3) An incentive mechanism must be consistent vitie revenue and pricing
principles.
Division 10 Fixed principles
99 Fixed principles
(1) A full access arrangement may include a priecideclared in the access
arrangement to be fixed for a stated period.
(2) A principle may be fixed for a period extendimyer 2 or moreaccess
arrangement periods.
(3) A fixed principle approved before the commeneathof these rules, or approved

by the AER under these rules, is binding on the AfgR the service provider for
the period for which the principle is fixed.
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(4) However:
(@) the AER may vary or revoke a fixed principleaaty time with the service
provider's consent; and

(b) if a rule is inconsistent with a fixed prinaplthe rule operates to the
exclusion of the fixed principle.
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