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8.1 Introduction 

As part of the building block approach to regulation, a prescribed service provider is entitled to 

recover the efficient operating expenditure (‘opex’) incurred as part of the provision of a prescribed 

service.76 Basslink Pty Ltd must forecast the efficient operating costs for the whole of the regulatory 

period in this revenue proposal that Basslink Pty Ltd considers is required to achieve each of the 

operating expenditure objectives.77 All operating expenditure is for the purposes of providing the 

prescribed transmission service. 

This chapter discusses the process for creating the efficient opex forecast for the regulatory period. 

The structure is outlined below: 

 Section 8.2 discusses the regulatory requirements and economic principles that must be 

considered when generating a forecast. 

 Section 8.3 provides an assessment of the actual opex Basslink incurred in FY 2021/22, the 

year from which our forecast is based. 

 Section 8.4 describes the step changes that need to be made to the base year forecasts.  

 Section 8.5 presents the results.  

Key Assumptions 

Basslink will be converted to a TNSP on 1 July 2025. 

No increase in the maximum capacity of the Basslink Interconnectors is being undertaken in the 

period 1 July 2025 to 30 June 2030. 

The forecasts are based on current legislative and regulatory obligations and that those obligations 

will not materially change prior to 30 June 2030. 

The best forecast of opex required to meet the opex objectives over the 2025-30 period will be 

current opex requirements, with adjustments to reflect changes in input costs, outputs delivered, 

productivity and step changes. 

8.2 Principles of opex forecasting 

To calculate our opex forecast we have employed the AER’s preferred ‘Base-Step-Trend’ model. 

However, we have had to make a number of adjustments to the base year, reflecting the fact that in 

the base year, Basslink was not operating as a prescribed service. We discuss these adjustments in 

Section 8.3. The decisions on how to make these adjustments, were guided by the following 

regulations, precedents, and principles.  

                                                      
76 National Electricity Rules, Clause 6A.5.7(a)(6) 
77 NER, clause 6A.6.6(a). 
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Principles and regulatory requirements 

Efficiency of expenditure 

The regulatory requirements and limitations for opex forecasts are set out in Clause 6A.6.6 of the 

Rules. It relevantly provides that the AER must accept the forecast of required opex included in a 

TNSP revenue proposal if the AER is satisfied that the total of the forecast opex for the regulatory 

control period reasonably reflects each of the following (the operating expenditure criteria) 78: 

 

These objectives can be summarised as: 

 Meeting the demand for the prescribed services. 

 Complying with all applicable regulatory requirements. 

 To the extent there are no applicable regulatory obligations relating, quality, reliability or 

security of supply, maintaining the quality, reliability, and security of supply across the 

prescribed transmission system and, where relevant, the rest of the NEM transmission 

system. 

 Maintaining the security of the transmission system.  

In this proposal, Basslink Pty Ltd submits a number of opex step changes that we consider allow 
Basslink to better meet these objectives, and provide value for money in doing so.  

Accuracy of forecasts 

Forecasting efficient costs as accurately as possible is a key concern for both investors and 

consumers. Bar any changes in the underlying efficiency, when capex forecasts are higher than 

outturns, consumers are forced to pay more than is efficient, and when they are lower, businesses 

may be at risk of missing financing payments. However, forecasting the multitude of variables 

contained in opex over a 5-year period is not a simple task and can come at significant forecasting 

cost. In preparing this forecast, We considered it paramount to attain a high level of accuracy, 

despite certain data constraints relating to the age and nature of the Basslink business. Basslink Pty 

Ltd drew on all available data and consulted experts where practical.  

Removing cross-subsidisation and duplication 

APA is a large business providing many regulated and unregulated infrastructure services and can 

thus reach many efficiencies of scale with respect to operating costs. However, this also means that 

                                                      
78 NER, clause 6A.6.6(c). 

(1) the efficient costs of achieving the operating expenditure objectives; 

(2) the costs that a prudent operator would require to achieve the operating expenditure 

objectives; and 

(3) a realistic expectation of the demand forecast and cost inputs required to achieve the 

operating expenditure objectives. 
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APA must be vigilant not to allow any duplication of costs or cross-subsidisation across its network of 

businesses.  

APA applies a single cost allocation methodology across all businesses to make sure shared 

overheads are distributed according to what maximises economic efficiency. This methodology is set 

out in APA’s Cost Allocation Method, which is attached to this proposal.   

Opex forecasting during Murraylink and Directlink conversions 

It is useful to consider the process followed in Murraylink and Directlink’s initial revenue proposals. In 

these cases, it was determined that the most economically efficient amount of opex was not related 

to the costs of operating the actual asset in question, but rather the cost of operating an optimised 

ideal asset.   

Murraylink initially proposed a forecast of opex that was determined using information on the actual 

opex costs being incurred at the time of application. However, the ACCC determined that as the RAB 

had been determined according to the costs of a theoretical alternative asset, the opex allowance 

would also be determined according to that alternative. The ACCC engaged consultants to forecast 

an opex cost for that alternative asset, and this cost was accepted by the ACCC.  

In the Directlink decision, the AER also set the opex allowance according to the opex of the optimal 

alternative project. The alternative chosen was that which had the greatest net market benefit, 

despite that benefit being negative and the RAB being determined on the value of gross market 

benefits.  

As discussed in Attachment 5 – Regulatory Asset Base, Basslink considers it most appropriate to 

set the RAB according to the historical costs of the actual asset. Accordingly, it is most appropriate to 

forecast opex using the historical costs of the actual asset as a basis.  

8.3 Base year forecast 

To create an accurate forecast of Basslink’s future opex, we draw on Basslink Pty Ltd’s historical 

opex to calculate a basis from which to forecast. This involves calculating the efficient opex Basslink 

would have incurred in FY 2021/22 had Basslink been converted under the terms set out in this 

proposal. From this starting point, we can inflate the opex according to inflation and other 

considerations to forecast opex across the regulatory period.  

To calculate the base year value, accounting data for FY 2021/22 is available through Basslink Pty 

Ltd’s historical record of accounts. FY 2021/22 was chosen as the base year as this is the most 

recent full financial year for which audited opex reporting is available at the time of preparing this 

proposal. We consider it to be broadly representative of operating conditions. 

While the projections are based on FY 2021/22 as a base year, we will expand our analysis to the 

five previous financial years. By conducting this analysis, we are able to compare the base year 

against past trends. 

While we consider FY2021/22 to be broadly reflective of operating conditions, for some opex 

categories, the costs incurred in the FY 2021/22 period will not reflect what we expect the costs to be 

if Basslink were to become a prescribed asset. Thus, some adjustments must be made to provide an 

accurate basis for forecasting. We propose to remove some cost categories all together and forecast 

others by building up expected costs. 
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Costs to be replaced 

Other cost categories may remain if Basslink were to become a regulated TNSP but will be treated 

materially differently, such that relying on Basslink’s historical data for these categories would 

produce inaccurate forecasts of opex costs going forward if Basslink becomes a regulated TNSP.  

We have built up these cost categories by making specific forecasts on the underlying elements of 

the cost categories. For each category, we discuss why the costs must be calculated separately, how 

we calculated them, and the effect they had on the base year opex total. 

APA overheads 

APA group owns and operates regulated and unregulated businesses across Australia including gas 

transmission and distribution assets, renewable energy generators, and the Murraylink and Directlink 

interconnectors. The APA’s management team provide services to each asset and businesses it 

oversees. This includes providing tax accounting services, insurance coverage, risk management, IT 

and cyber security and other services. The costs for providing these services must be considered as 

opex for Basslink. A cost allocation methodology must thus be implemented to distribute the 

management and overhead costs across all of APA’s businesses.  

The rules and guidelines applicable to APA’s businesses that set out the requirements of a cost 

allocation method are: 

 Rule 6A.19 of the NER. 

 Rule 103 of the National Gas Rules.  

 The Electricity Transmission Network Service Providers Cost Allocation Guidelines (AER, 

2007) 

Included in this proposal for conversion is a proposal for a Cost Allocation Methodology (CAM) for 

Basslink in accordance with these rules. APA corporate costs will be allocated to Basslink consistent 

with the same principles and processes accepted by the AER in APA’s most recent Cost Allocation 

Methodology submissions.79 

Forecast Corporate Overheads 

We have forecast corporate overheads based on the corporate overheads that Basslink incurred in 

FY 2022. These corporate overheads cover: 

 Basslink executives (Chief Executive Officer, Chief Financial Officer) 

 Tax Advisory 

 Company Secretarial 

 Sponsorships and donations 

                                                      
79 Including:  

 APA VTS, see: APA VTS Australia, “APA VTS – access Arrangement 2023-27 – RRIN Response 
Schedule 3 Appendix 2 – APA Cost Allocation Methodology – December 2021”. 

 Roma to Brisbane System, see: APA, “APA Cost Allocation Methodology,” December 2020.  
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This is based on the regulatory principle that regulators should not dictate ownership structures to 

regulated businesses but customers should not fund different changes in ownership structures. 

Making Basslink corporate operating expenditure the basis for the forecast avoids doing this. 

To avoid duplication Basslink Pty Ltd has removed the corporate cost categories identified above 

from the APA corporate cost allocation. 

Due to its size Basslink Pty Ltd did not provide many of the necessary and commonplace corporate 

services that APA will bring to Basslink Pty Ltd. These include: 

 Regulatory and policy management staff 

 Risk management and insurance coordination 

 Sophisticated IT management and Cyber Security 

APA considers these services are justified, will provide long-term value to customers by allowing the 

Basslink asset to operate according to best practice standards and are required in order for Basslink 

to achieve each of the opex objectives. 

Basslink has also removed corporate operating expenditure from the FY 2022 base year associated 

with those items from IT/OT that have a separate forecast such as opex associated with the 

Enterprise Resource Planning program. 

According to Basslink Pty Ltd’s proposed CAM, the corporate opex is allocated according to revenue. 

As such, Basslink’s revenue was compared to the revenue of APA’s other businesses. In FY22, 

Basslink would have represented 6.74% of APA’s revenue.  

The total corporate opex is $3.0m in annual operating expenditure. This is considerably lower than 

the amount Basslink Pty Ltd would pay to procure these services separately (ie as a standalone 

operator). 

Insurance costs 

Under the BSA, Basslink Pty Ltd was required to follow a specific insurance regime and was 

refunded for those insurance costs. The BSA set out that Basslink Pty Ltd was required to obtain all 

the insurance policies set out in the Insurance Concession Deed (ICD). The ICD specifies each type 

of required insurance in detail, including when it would come into effect, who would be indemnified, 

and the minimum limit of liability. While it was Basslink Pty Ltd’s duty under the agreement to seek 

the best value insurance contracts given these requirements, Basslink Pty Ltd was unable to 

consider whether the insurance requirements provided the best value.  

Under the arrangements detailed in the BOA, Basslink Pty Ltd is responsible for designing a portfolio 

of insurance contracts but must have that portfolio approved by the Tasmanian Government. Since 

the acquisition of Basslink Pty Ltd by APA and the signing of the BOA, Basslink has undergone a 

process of rationalising its insurance arrangements for the period between its receivership and the 

proposed conversion date.  

One part of this rationalisation is joining APA’s existing corporate insurance policies. The terms of 

these policies are more favourable than if Basslink Pty Ltd were standalone as APA is better able to 

reach economies of scale, can better manage and distribute risks, and have more negotiating power 

because of its relative size. The classes of insurance include workers' compensation, cyber, directors 

and officers, crime, motor vehicle, mobile plant and equipment, marine cargo, corporate travel, and 

employee benefits. 
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were difficult to comprehend in a short period of time, and thus in our surveys we simplified the 

choice to two main options80: 

 Option 1: Paying less upfront insurance cover (higher risk of paying more for uncovered d s 

later); and 

 Option 2: Paying more upfront insurance cover (lower risk of paying more for uncovered 

repairs later).  

Of those choosing one of the main options, over two thirds chose Option 2. This was the case in both 

states—with Tasmania (72%) being slightly more in favour of higher insurance cover than Victoria 

(65%). 

Results 

The following table shows the result of Marsh’s expected insurance premium costs for Basslink in its 

first regulatory period. Both Marsh and Basslink Pty Ltd consider this program to be the best value for 

consumers while also meeting consumers’ cost reliability expectations. 

  

                                                      
80 Two other options were presented alongside these: Option 3: A different approach, and Option 4: Don’t 

know/Not sure. 














