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CC:   

 
 
Dear David 

RE: Unaccounted for gas benchmarks 2018 to 2022 

1. Introduction  

I write in relation to the following two matters: 

(1) Our concerns around the Essential Services Commission’s (Commission) process and timeframes for 

establishing the Unaccounted for Gas (UAFG) benchmarks for the period 1 January 2018 to 31 

December 2022.  The current UAFG benchmarks, set out in Schedule 1 of Part C of the Victorian Gas 

Distribution System Code (Code) are due to expire on 31 December 2017.  The benchmarks are intended 

to be updated every five years in line with our access arrangement periods. The Commission is 

responsible for establishing the new benchmarks to apply for the 2018 to 2022 period in accordance with 

the change procedures in Schedule 4 of the Code; and 

(2) Our views on establishing appropriate 2018 to 2022 UAFG benchmarks and the information that the 

Commission should consider in undertaking its review in order to set the benchmarks. 

Each of these matters is discussed below. 

2. Process for establishing new benchmarks 

We are concerned with the Commission’s approach to establishing the new benchmarks.  In particular, the 

lateness of the decision making process. This is of significant concern to us given the material financial impact of 

unaccounted for gas calculated by Australian Energy Market Operator (AEMO) using benchmarks set by the 

Commission.  

You will be aware that due to an administrative oversight by the Commission, it did not establish the 2013 to 2017 

UAFG benchmarks in sufficient time for the Code to be amended until July 2013 to incorporate the new 

benchmarks.  As a result, a Ministerial Order was made to extend the 2012 benchmarks until the Code was 

amended.  The six month delay in implementing the new benchmarks resulted in us incurring significant financial 

mailto:energy.submissions@esc.vic.gov.au


 

 2 

penalties that were not consistent with the scheme and that we would not have otherwise incurred if the 

Commission had established the new benchmarks in a timely manner. 

We request that the Commission bring forward the milestones and timeframes for its review process and finalise 

the review as soon as possible so that the new benchmarks can be set well before 1 January 2018.  Managing 

the financial impact of the UAFG benchmarks continues to be a significant issue for us and we therefore want to 

engage with the Commission on this issue as a matter of urgency.  We consider that establishing a transparent, 

timely and consultative process for determining the 2018 to 2022 benchmarks is critical. 

3. Submission on appropriate level of UAFG benchmarks 

To assist the Commission commence the process for establishing the 2018 to 2022 UAFG benchmarks, please 

see attached our submission on the appropriate level of UAFG benchmarks and method for establishing the 

benchmarks.  This is supported by an independent expert report from Asset Integrity Australasia Pty Ltd (AIA) 

which is also provided as an attachment to this submission.  

4. Closing 

Please do not hesitate to contact me on  if you or your staff would 

like to discuss these matters further.  

 

Yours sincerely 

 

 

 

Andrew Schille 

General Manager Regulation and Corporate Affairs 
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Multinet Gas – Establishing the 2018 to 2022 Unaccounted for Gas (UAFG) Class B 
Benchmarks 

 

1. Introduction 

The purpose of this submission is to set out our views on establishing the Unaccounted for Gas (UAFG) class B 

benchmarks for the period 1 January 2018 to 31 December 20221.  The current benchmarks, set out in Schedule 

1 of Part C of the Victorian Gas Distribution System Code (Code), are due to expire on 31 December 2017.  The 

Essential Services Commission of Victoria (Commission) is responsible for establishing new benchmarks to apply 

for the period 2018 to 2022, in line with our upcoming access arrangement period. 

Establishing appropriate benchmarks is critical because under the Code the regulatory arrangements provide that 

if our actual volume of UAFG exceeds the benchmark then we are required to compensate the gas retailers for 

the UAFG in excess of the benchmarks and if the actual volume of UAFG is below the benchmark, then retailers 

are required to make a reconciliation payment to us.  These reconciliation payments are made in accordance with 

the Australian Energy Market Operator (AEMO) established procedures for reconciling UAFG.  The Commission 

considers that the benchmark and reconciliation process forms part of an “incentive” framework to encourage gas 

distributors to minimise the volume of UAFG within their control including by replacing deteriorating pipelines.   

We consider that in order for the benchmarks and reconciliation payments to be an “incentive” scheme: 

 The benchmarks must be set appropriately such that the risk under the scheme is symmetrical and does 

not simply result in on-going underperformance against the benchmarks.  We consider that over the 

current and previous access arrangement periods, the benchmarks were set artificially low and there 

were no actions that we could have efficiently and prudently undertaken to meet the benchmarks. This 

has resulted in us paying material reconciliation payments to retailers.  We consider that there is no 

benefit to consumers from this outcome, but merely higher profit margins for gas retailers; and 

 We should not be exposed to the volatility of the wholesale gas spot market in calculating the 

reconciliation payments made under the scheme.  The intent of the scheme is to incentivise us to 

minimise the volume of UAFG.  Payments should therefore be calculated based on a pre-determined 

dollar value per gigajoule that ensures we are not exposed to changes in the wholesale gas spot market 

price over which we have no control.  We consider that relying on the wholesale gas spot market price 

grossly distorts the incentive properties of the UAFG arrangements by introducing price risk that is 

beyond our reasonable control but that could materially penalise or reward us on a basis that is not 

consistent with our performance.  

The above issues are discussed further in sections 2 and 3 below.  We consider that if these are not addressed 

by the Commission for the purposes of the UAFG arrangements to apply to us in the 2018 to 2022 period, then 

the scheme will not meet the Revenue and Pricing Principles (RPP) set out in section 24(2) of the National Gas 

Law (NGL), which provides that: 

A service provider should be provided with a reasonable opportunity to recover at least the efficient 
costs the service provider incurs in –  

a. providing reference services; and  

b. complying with a regulatory obligation or requirement or making a regulatory payment.  

 

                                                
1 Class B customers use less than 250 TJ per annum and typically use medium to low pressure networks. 
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In establishing the 2018 to 2022 UAFG benchmarks the Commission must also have regard to its objectives set 

out in sections 8 and 8A of the Essential Services Commission Act 2001 (ESC Act).   

In particular, section 8 provides that the ESC must: 

(1) In performing its functions and exercising its powers … promote the long term interests of 

Victorian consumers. 

(2) Without derogating from subsection (1), in performing its functions and exercising its powers in 

relation to essential services, the Commission must in seeking to achieve the objective 

specified in subsection (1) have regard to the price, quality and reliability of essential services 

Section 8A of the ESC Act further provides that the ESC must, in making decisions, have regard to the following 

matters: 

(1) In seeking to achieve the objective specified in section 8, the Commission must have regard to 

the following matters to the extent that they are relevant in any particular case— 

(a) efficiency in the industry and incentives for long term investment; 

(b) the financial viability of the industry; 

(c) the degree of, and scope for, competition within the industry, including countervailing 

market power and information asymmetries; 

(d) the relevant health, safety, environmental and social legislation applying to the industry; 

(e) the benefits and costs of regulation (including externalities and the gains from competition 

and efficiency) for— 

(i) consumers and users of products or services (including low income and vulnerable 

consumers); 

(ii) regulated entities; 

(f) consistency in regulation between States and on a national basis; 

(g) any matters specified in the empowering instrument. 

(2) Without derogating from section 8 or subsection (1), the Commission must also when 

performing its functions and exercising its powers in relation to a regulated industry do so in a 

manner that the Commission considers best achieves any objectives specified in the 

empowering instrument. 

We consider that if the 2018 to 2022 UAFG benchmarks developed by the Commission do not satisfy the RPP 

under the NGL, then they will also not give effect to sections 8 and 8A of the ESC Act.  In this case we request 

that the Commission: 

 Amends our licence conditions to remove our obligations to comply with the UAFG reconciliation 

payments to retailers under the Code (preferred option); or else 

 Adopts the methodology for setting class B UAFG benchmarks as set out in this submission and that the 

Australian Energy Regulator (AER) includes a pass through provision to ensure that we can recover the 

cost associated with price impact (as opposed to the volume impact) arising from using the wholesale gas 

spot price to calculate the reconciliation payments. 
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2. Basis for setting the benchmarks 

As noted above, if the class B UAFG benchmarks are set artificially low, and there are no cost efficient or prudent 

actions that we could take to meet the benchmarks, then we will continue to consistently underperform against 

the benchmarks and will continue to incur penalties under the UAFG regulatory arrangements. 

The key matter that the Commission should consider in setting the benchmarks is whether the risk under the 

scheme is symmetrical and does not simply result in on-going underperformance against the benchmarks.  To 

this end, the Commission should have regard for the following: 

(1) Our historical UAFG performance; 

(2) The contributory elements of our UAFG; 

(3) Whether our management of UAFG is in line with industry best practice; and 

(4) The varying mains lengths and material compositions between the Victorian distributors that contribute to 

their UAFG in determining the methodology for setting the class B UAFG benchmarks. 

We commissioned Asset Integrity Australasia Pty Ltd (AIA) to prepare an independent expert report focusing 

particularly on matters (2) to (4) above. 

Each of these issues is addressed below. 

2.1. Our historical UAFG performance 

The current UAFG Class B customer benchmarks, for the 2013 to 2017 period, are 4.1 per cent per annum.  The 

Commission derived these benchmarks based on a three year average of our actual UAFG from 2008 to 2010.  

The Commission also made a downward adjustment of 0.05 percentage points to the forecast base because it 

considered that we made a “windfall gain” by not replacing the approved volume of mains in the Commission’s 

2008 to 2012 Final Decision.  In particular, the Commission stated that2: 

…Multinet replaced less than half of the kilometres of pipes for which funding was previously 

approved by the Commission… 

It went on to state3:: 

The reduced expenditure (and kilometres) on mains replacement has resulted in a windfall 

gain to the two [Multinet and Envestra] GDBs. Consumers have paid gas prices reflective of 

the higher expenditure on replacement approved in the previous regulatory period, not the 

actual expenditure completed.  

Accordingly, the Commission will adjust the forecast base. 

Figure 1 below shows that over the period from 2013 our actual UAFG has been well above the 4.1 per cent for 

the Class B benchmark and therefore we have made significant reconciliation payments to retailers for the 

volume of UAFG above the benchmark.  Figure 1 also shows that: 

 We significantly underperformed against the benchmark in each year of the previous 2008 to 2012 

access arrangement period and therefore made material reconciliation payments to retailers; and  

                                                
2  Essential Services Commission (Commission), Gas Distribution System Code Review of Unaccounted for Gas Benchmarks Final Decision June 2013 
p.3 
3  Commission, Gas Distribution System Code Review of Unaccounted for Gas Benchmarks Final Decision June 2013 p.3 
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 Our UAFG has been steadily increasing since 2002 despite us taking all reasonable and appropriate 

measures to minimise UAFG as discussed in section 2.3 below.   

The material difference between the benchmark and actual UAFG for Class B, as shown in Figure 1, 

demonstrates that we have faced strong financial incentives to take all efficient actions to minimise UAFG and 

therefore strongly suggests that the Commission’s class B benchmarks were not set appropriately.  In particular 

the Commission did not have appropriate regard for the varying mains lengths, ages, material compositions as 

well as other factors between the Victorian distributors that contribute to their UAFG. 

We consider that this has important implications in light of the RPP in the NGL, which provide that we should be 

provided with a reasonable opportunity to recover at least the efficient costs that we incur in providing reference 

services and complying with our regulatory obligations.  It also therefore has significant implications for the 

Commission’s requirements to have regard to its objectives set out in sections 8 and 8A of the ESC Act.  

 

Figure 1: Our actual UAFG performance and the ESC’s benchmark from 2002 (per cent)  

 

Note – the benchmark for 2013 is based on 6 months of 3.1 per cent and 6 months of 4.1 per cent 
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2.2. The contributory elements of our UAFG  

UAFG is defined by the Victorian Wholesale Market Guide as the difference between metered injected gas supply 

and allocated gas at delivery points.  Key factors contributing to UAFG include fugitive emissions (network leaks), 

billing correction factors (pressure and temperature), CTM uncertainty, metering errors, heating value error, billing 

and accounting errors, theft and other factors.  

It is well accepted that actual UAFG is difficult to break into component parts due to the inherent uncertainty 

(compared to electricity) of metering a compressible fluid and the lack of data associated with determining 

physical unmetered losses. 

We therefore engaged AIA to assess the contributory elements of our UAFG using the same principles that it 

applied in preparing its 2013 report, which we submitted to the Commission as part of its 2013 UAFG review 

process.  AIA is an industry expert in UAFG and has applied its sophisticated understanding of the various drivers 

causing UAFG trends, including as arising from mains replacement, in order to assess the contributory elements 

of our 2015 UAFG.  AIA’s analysis is based on a single year (2015) but the analysis is representative of all years 

of the current access arrangement period. 

Figure 2 below, shows AIA’s assessment, in gigajoules, of the contributory elements of our total 2015 UAFG of 

3,392 TJ together with the level of uncertainty AIA attributes to each element (shown as a vertical line). The 

contributory elements can be grouped into three main categories: 

 Fugitive emissions (or leaks) - AIA has assessed total fugitive emissions (this includes the distribution of 

unknown UAFG to individual categories) to be 1,575 TJ4 or 46.4 per cent. Of this AIA has determined 

that: 

o 758 TJ (22.3 per cent) is attributable to emissions from low pressure network; 

o 259 TJ (7.6 per cent) is attributable to emissions from the medium pressure network; 

o 386 TJ (11.4 per cent) is attributable to emissions from the high pressure network; and 

o 172 TJ (5.2 per cent) is attributable to other fugitive factors such as transmission network leaks, 

regulator leaks and meter leaks. 

 Measurement based UAFG – AIA has assessed total net measurement based UAFG to be 1,818 TJ5 or 

53.6 per cent (this includes the distribution of unknown UAFG to individual categories).  The key driver of 

measurement factors is temperature compensation which involves gas being delivered to Tariff V 

customers on the LP network at a lower temperature than assumed in the gas bill.  This means that tariff 

V customers are delivered more energy than they pay for and hence it is a major contributor to 

temperature related UAFG, which is assessed to be 698 TJ of UAFG per year as shown in Figure 2. 

 Unknown causes – AIA has assessed total unknown causes of emissions, being emissions that are not 

readily directly attributable to any individual UAFG element, to be 1,201 TJ (35.4%).  These have been 

attributed to fugitive and measurement based UAFG in line with their individual uncertainty shown as a 

vertical line. 

AIA’s report, provided as an attachment to this submission, provides further details on the contributory 

elements of our UAFG.  

                                                
4 2015 fugitive UAFG emissions are 1,360 TJ of on a directly attributable basis i.e. before the allocation of unknown emissions to individual UAFG 
categories. 
5 2015 measurement based UAFG are 832 TJ of on a directly attributable basis i.e. before the allocation of unknown emissions to individual UAFG 
categories. 
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Figure 2: AIA assessment of contributory elements of our UAFG - with Unknown UAFG distributed 

 

AIA has assessed that fugitive emissions, which comprises 46.4 per cent of our 2015 UAFG, is the key driver 

of our UAFG performance above the base level of the Victorian gas distributors and the primary cause of our 

steadily increasing UAFG since 2002, as shown in Figure 2 above. (Fugitive emissions are denoted by the red 

bars). 

This explains our significantly higher levels of UAFG compared to other Victorian gas distributors because we 

have the largest low pressure network, as well as the largest population of cast iron and unprotected steel, to 

replace6.  At the end of 20157: 

 We have 2,228 kilometres of LP mains including 1,268 kilometres of cast iron and unprotected steel 

remaining;   

 AusNet Services has 801 kilometres of LP mains including 340 kilometres of cast iron and 

unprotected steel remaining; and 

 AGN has 464 kilometres of LP mains including 214 kilometres of cast iron and unprotected steel 

remaining. 

AIA concludes that our longer length of LP mains, cast iron and unprotected steel, and the associated higher 

leakage rates with these assets, is the key driver of the divergence between our UAFG (from 2011) and the 

UAFG levels experienced by the other two Victorian gas distributors that have similar assets and UAFG 

sources in all regards except for the length of LP cast iron and unprotected steel.  This divergence is shown in 

Figure 3 below, which also shows that in 2015, AusNet and AGN’s Class B UAFG levels were 4.79 per cent 

and 4.17 per cent respectively, compared to 6 per cent for Multinet.   

                                                
6 Our LP to HP Mains Replacement program is based on a 30-year initiative, which commenced in 2003 and is scheduled to be completed 
by 2033. The AER accepted and endorsed the basis for this initiative in, amongst other place places, its September 2015 decision on our 
mains replacement cost pass-through for the current access arrangement period. 
7 Victorian gas distributors 2018 to 2022 Reset RIN data, December 2016 
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Figure 3: Class B UAFG (%) Comparison between Victorian gas distributors 

 

We agree with the AIA report that if the impact on UAFG arising from LP, cast iron and unprotected steel is 

removed then we will have a Class B UAFG of 4.21 per cent in 2015 which is in line with the other two 

Victorian gas distributors.  In particular, the AIA report states8: 

AIA considers that if all Multinet’s LP and MP networks are replaced with HP then Multinet will have a Class 

B UAFG of 4.21% by 2033 which is line with the level of UAFG experienced by the other Victorian gas DB’s 

who now have minimal cast iron networks remaining.  

Accordingly, the continued replacement of cast-iron and unprotected steel in the LP and MP networks with 

current generation HP polyethylene mains should continue to be the focus of our replacement program as they 

have high leakage rates per kilometre. The other fugitive emission elements are relatively low and are at a 

level expected in similar networks. 

Consistent with AIA’s recommendations, we have prioritised the completion of our mains replacement 

program.  In particular, we: 

 Expect to replace 527 kilometres of LP with HP mains over the current 2013 to 2017 access 

arrangement period which is more than double the AER’s original forecast.  Our proposed increased 

volumes ensures that our LP to HP Mains Replacement program remains on track for completion by 

2033; 

 Propose, in our 2018 to 2022 Access Arrangement proposal submitted to the AER in December 2016, 

to undertake a further 625 kilometres of LP to HP mains replacement in the next access arrangement 

period.  This is consistent with completing the 30 year replacement program by 2033;  

 Propose, in our 2018 to 2022 Access Arrangement proposal, to replace 24 kilometres of MP cast iron 

mains.  This is consistent with AIA’s recommendation9 “to maximise UAFG reduction, these cast iron, 

PVC and unprotected steel mains should be targeted for replacement, especially, where economic, in 

the MP network”. 

Our proposed Mains Replacement program for the 2018 to 2022 period comprises more than 50 per cent of 

our total capex program.  We consider the AER’s approval of our 2018 to 2022 Mains Replacement program is 

critical to managing our UAFG and bringing our fugitive emissions back in line with other distributors.   

                                                
8 AIA Review of Multinet Gas’ Unaccounted for Gas, 2017, p. 31 
9 AIA Review of Multinet Gas’ Unaccounted for Gas, 2017, p. 16 

4.17%

6.01%

4.79%

1.00%

2.00%

3.00%

4.00%

5.00%

6.00%

7.00%

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

AGN UAFG % Multinet UAFG % Ausnet UAFG %



 

 10 

Importantly, however, as shown in Figure 4 the net leakage from our distribution network will not decrease in 

direct proportion to the length of cast-iron pipes that are replaced. This is because there is increased leakage 

from the remaining cast iron pipes which offsets the leakage benefits until the “turning-point” has been 

reached.  After this point, there is a clear decrease in UAFG emissions.  Figure 4 shows that we expect this 

“turning-point” to occur in around 2023.  

Figure 4: Expected UAFG with mains replacement 

 

 

AIA describes this as follows10: 

[There will be] A slight increase in Class B UAFG levels from 2017 until 2023 (5.72%) due to the 

deterioration rate of the remaining cast iron and unprotected steel being greater than the replacement rate, 

after which it decreases down to 4.21% by 2033 once Multinet has completed its mains replacement 

program. 

This is in line with actual UAFG for other Victorian gas distributors, who have a small amount of cast iron 

mains left in their network. 

                                                
10 AIA Review of Multinet Gas’ Unaccounted for Gas, 2017, p. 43 
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2.3. Management of UAFG 

AIA has reviewed our practices and policies for managing UAFG and considers they are robust and in-line 

with best industry practice.  There were three key aspects of AIA’s review being: 

 Reviewing our current strategies, policies and procedures for managing UAFG against industry best 

practice; 

 Assessing how we have responded to and addressed the recommendations in AIA’s 2013 report to 

improve our management of UAFG; and 

 Assessing the initiatives, identified by our in-house team of engineers, to reduce UAFG particularly 

relating to Industrial and Commercial customers as they make up 30 per cent of the network 

throughput. 

Based on its assessment of the above, AIA concluded that our strategies, policies and procedures are in line 

with best practices.  AIA found that:11 

 Multinet’s UAFG management practices and policies are in line with industry best practice.  AIA 

considers that Multinet has maintained its UAFG at efficient and economically prudent levels over the 

2013 to 2017 period given the nature of its network; 

 Multinet has addressed all of the recommendations set out in AIA’s 2013 report 

 there are no additional cost effective actions available to Multinet that would effectively reduce the 

current effective Class B UAFG level of 6.0%. 

The full details of AIA’s review are set out in chapter 6 of AIA’s 2017 Report. 

2.4. The basis for setting the class B UAFG benchmarks 

We support AIA’s recommendation that consistent with the approach adopted by the Commission to 

determine the 2013 to 2017 benchmarks, a three year average based on our actual UAFG remains 

appropriate to determine the launch point (forecast UAFG level for 2017) for the 2018 to 2022 UAFG 

benchmarks.  We consider that the Commission should use the most recently available and validated data to 

determine the launch point being 2014 to 2016 – because the most recently available information is the best 

and most accurate information available.   

We also support AIA’s recommendation that: 

It is critical that the methodology adopted by the Commission to set the 2018 to 2022 

benchmarks recognise the significantly higher proportion of cast iron and unprotected steel in 

Multinet’s network compared to AusNet and AGN who have nearly replaced all of these assets.  

This is because these material have highest leakage rates and AIA consider that coupled with 

an ongoing deterioration of these assets are driving Multinet’s increasing UAFG; 

To this end, we propose to adjust the launch point of 5.66 per cent (derived based on a three year average 

from 2014 to 2016)  with an annual “deterioration rate”, which recognises the impact of expected future 

leakage from the remaining cast iron pipes that are yet to be replaced.  This deterioration rate has been 

calculated to be 8 per cent per annum based on leak survey data in 2010 compared to leaks in 2015.  The 

                                                
11 AIA Review of Multinet Gas’ Unaccounted for Gas, 2017, p. 26 
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deterioration rate provides a reasonable estimate of the expected increase in UAFG from the LP mains that 

are yet to be replaced. 

Appendix 6 of AIA’s report provides further details about the calculation of the deterioration rate.  Importantly, 

AIA’s report states that12: 

If this deterioration rate was applied to the Commission’s cast iron leakage rate agreed in 2008, then 

the current leakage rates would be around 70% higher (425GJ/km/yr) which would account for much 

of Multinet’s increasing UAFG level. This higher leakage rate has been applied in the UAFG model as 

it best rationalises the higher levels of UAFG in Multinet. This would have a much lower impact on the 

other Victorian DB’s levels of UAFG as they have a much lower population of cast iron. 

The deterioration rate is only applied to the fugitive emissions component of UAFG attributable to LP and MP 

Cast Iron and Unprotected Steel networks. 

The UAFG benchmarks derived using the above approach are set out in the Table 1 below: 

Table 1 Proposed Class B UAFG 2018 to 2022 benchmarks – per cent (based on three year average) 

 2018 2019 2020 2021 2022 

Annual UAFG 
benchmarks % 

5.70 5.69 5.71 5.71 5.72 

 

We have validated the proposed benchmarks in Table 1 above using trend analysis (linear line of best fit) 

over the period 2002 to 2016.  This is shown in Figure 5 below. 

Figure 5: Trend line (line of best fit) 2002 to 2015 actual Class B UAFG  

 

The 2017 launch point derived using trend analysis is 5.92 per cent, which is 0.26 per cent higher than the 

launch point derived using the three year trend methodology.  The correlation of the line of best fit with the 

data is very high, with a strong R2
 of 0.8965.  

                                                
12 AIA Review of Multinet Gas’ Unaccounted for Gas, 2017, p. 14 
  

2.4%

3.0% 3.0%

3.6%
3.8%

4.20%
3.92% 4.04%

4.33%

3.89%

4.55%

5.05% 4.95%

6.01% 6.01% 5.92%

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

7.0%

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Actual UAFG Trendline



 

 13 

Applying the deterioration rate to this launch point derives the following benchmarks set out in Table 2 below. 

Table 2 Proposed Class B UAFG 2018 to 2022 benchmarks – per cent (based on trend – line of best fit) 

 2018 2019 2020 2021 2022 

Annual UAFG 
benchmarks % 

5.97% 5.98% 6.01% 6.01% 6.02% 

The benchmarks derived using trend analysis are consistently higher, albeit in line with those derived using a 

three year average approach.  This supports the continued use of the three year average provided a 

deterioration rate is also applied, as a reasonable and appropriate method for establishing the 2018 to 2022 

benchmarks. 

3. Basis for calculating the reconciliation payments Changes in the AEMO reconciliation process  

As noted in section 1 above, the intent of the UAFG incentive scheme is to incentivise us to minimise the 

volume of UAFG from our network.  Incentive payments under the scheme should therefore be calculated 

based on a pre-determined dollar value per gigajoule that ensures we are not exposed to changes in the 

wholesale gas spot market price over which we have no control. 

Rule 317 of the National Gas Rules (Rules) requires AEMO to make distribution UAFG procedures which set 

out how AEMO will calculate unaccounted for gas and the basis on which it will determine the payments to be 

made for that gas between gas distributors and retailers.  

AEMO has published the Wholesale Market Distribution Unaccounted for Gas Procedures (UAFG 

Procedures) which require us to make Reconciliation Payments, being amounts calculated in accordance with 

Schedule 1 of Part C of the Code.  That amount depends upon a number of terms, including “X” which is 

defined as:  

‘X=the quantity annual price of Gas, using spot and contract prices and quantities, as determined by AEMO 

for the previous calendar year expressed in $ per gigajoule;’  

As set out in our 30 October 2015 submission to AEMO in relation to the “AEMO Impact and Implementation 

Report – Wholesale Market Distribution Unaccounted for Gas Procedures (UAFG Procedures), we consider 

that AEMO cannot redefine “X” to use a 100 per cent average volume weighted market price (AVWMP) in the 

UAFG Procedures.   

We do not support the use of the AVWMP as we do not use spot and contract prices.  The AVWMP 

introduces more price volatility, over which we have no control and therefore grossly distorts the incentive 

properties of the UAFG arrangements by introducing price risk that is beyond our reasonable control but that 

could materially penalise or reward us on a basis that is not consistent with our performance. 

As discussed above, we do not support the continuation of a UAFG incentive scheme whereby the 

reconciliation payments are calculated using AVWMP and consider that the Commission should: 

 Amend our licence conditions to remove our obligations to comply with the UAFG reconciliation 

payments to retailers under the Code (preferred option); or else 

 Adopt the methodology for setting class B UAFG benchmarks as set out in this submission and the 

AER to include a pass through provision to ensure that we can recover the cost associated with price 

impact (as opposed to the volume impact) arising from using the wholesale gas spot price to calculate 

the reconciliation payments. 



Class B Actual UAFG % GJ
2014 4.95% 2,535,911     
2015 6.01% 3,392,597     
2016 6.01% - Preliminary data shows 2016 UAFG at about 6%, use 2015 value for analysis

Network 2015 2016 2015 values are as per AIA report
Low Pressure 2,254 2,141 CI (55%), UPS (9.8%), protected Steel (5.3%), PVC (28%), PE (14%)
Medium Pressure - CI / UPS 108 108 CI (35%), UPS (65%)
Medium Pressure - Other 790 790 Protected steel (64%), PE (36%)
High Pressure 6,795 6,964            Protected steel (39%), PE (61%)

Source: SAP

Network GJ/km/yr %
Low Pressure 757,785 22.3% LP is not split as CI/UPS makes up 97% of leakage for LP
MP 259,022 7.6%

Medium Pressure - CI / UPS 242,704         7.1% CI/UPS makes up 93.7% of leakage for MP
Medium Pressure - Other 16,318           0.5% Other makes up 6.3% of leakage for MP

High Pressure 385,644 11.4%
Source: AIA Report, 2015 breakdown

Network 2017 2018 2019 2020 2021 2022
Low Pressure 128.0 126.4 127.7 127.8 135.4 107.4
Medium Pressure - CI / UPS 4.8 10.2 5.5 8.1 3.0 5.4

Source: Distribution Mains Strategy (MG-SP-0009)

HP growth (km/p.a.) 56.5 Length HP network has grown minus pipework's. Take the average of the last 2 years (2016, 2015)
Source: Estimate from ESV reporting on network lengths

Applied only to CI/UPS
Low Pressure 8.0% Based on leakage survey on MP CI from 2011-2015
Medium Pressure - CI / UPS 8.0% Same deterioration rate as LP
Medium Pressure - Other 0.10% Minor / variable
High Pressure 0.10% Same deterioration rate as MP - Other

Source: Estimate from GN

Deterioration rates (%)

Model INPUTS

As per submission to AER for next regulatory period

AIA 2015 Attributed UAFG

Network lengths (km) 

Replacement rates (km p.a.)



2017 Launch point (3 yr avg) 5.66% 3 year average (2014-2016)
Peak point 5.73% in 2023
End point 4.21%

2018 2019 2020 2021 2022 Average
Proposed benchmark (3 yr avg) 5.70% 5.68% 5.71% 5.71% 5.72% 5.71%

Note:
*MP network length displayed is only length of cast Iron and UPS as this is the material with the highest leakage rates

Model OUTPUTS
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