10.2 Response to Draft Decision - Cost of Tax
1.
Introduction

Envestra proposed in its initial proposal submitted to the AER on 30 March 2012: 
· to continue to adopt a post-tax approach to determine the cost of tax component of total regulatory revenue;
· to update the Victorian and Albury tax assets bases (TABs) from 1 January 2007 for actual capital expenditure through to 2012 using the same information as that used to adjust the regulatory asset bases (RABs) for each network over this period;

· that the opening TAB values for Victoria and Albury be adjusted for forecast information over the 2013 to 2017 Access Arrangement period consistent with the forecast capital expenditure used for adjusting the Victorian and Albury RABs over this period;
· to apply tax depreciation methods and lives to capital expenditure incurred from 1 January 2013 that are the same as that recently approved by the AER in respect of our South Australian and Queensland networks; and
· to use the TAB roll-forward model developed by the Essential Services Commission of Victoria (ESCV) to determine the TAB values for Victoria and Albury, which has the advantage of ensuring that the opening TAB values as at 1 January 2013 for each network are treated in a manner that is consistent with the decisions made by the ESCV in previous regulatory periods.
The AER accepted the above methodology proposed by Envestra in its Draft Decisions. This attachment therefore updates the parameters used to determine the cost of tax benchmark for changes in the relevant inputs stemming from Envestra’s revised Access Arrangement proposal.
2.
Victoria
Table 1 presents the revised TAB roll-forward and table 2 the revised cost of tax calculation for Victoria over the 2013 to 2017 Access Arrangement period. 

Table 1:  Revised TAB Roll Forward, 2013 to 2017

	$M nominal
	2013
	2014
	2015
	2016
	2017

	Opening TAB
	382.7
	468.1
	559.0
	641.9
	699.8

	add Gross Capital Expenditure
	130.9
	138.0
	132.9
	110.9
	72.4

	less Tax Depreciation
	45.6
	47.1
	50.0
	52.9
	54.9

	Closing TAB
	468.1
	559.0
	641.9
	699.8
	717.3


Table 2:  Revised Benchmark Cost of Tax Calculation, 2013 to 2017

	$M nominal
	2013
	2014
	2015
	2016
	2017

	Total revenue
	172.3
	189.2
	206.6
	220.4
	234.5

	plus capital contributions
	3.1
	1.4
	4.5
	2.0
	1.6

	less opex
	68.0
	71.8
	73.2
	74.9
	78.3

	less depreciation
	45.6
	47.1
	50.0
	52.9
	54.9

	less interest
	44.9
	49.7
	54.8
	59.4
	63.1

	less tax losses carried forward
	0.0
	0.0
	0.0
	0.0
	0.0

	Taxable income
	17.0
	22.0
	33.1
	35.2
	39.9

	Tax payable
	5.1
	6.6
	9.9
	10.6
	12.0

	Value of imputation credits
	1.3
	1.6
	2.5
	2.6
	3.0

	Benchmark cost of tax
	3.8
	4.9
	7.5
	7.9
	9.0


3.
Albury
Table 3 presents the revised TAB roll-forward and table 4 the revised cost of tax calculation for Albury over the 2013 to 2017 Access Arrangement period. 

Table 3:  Revised TAB Roll Forward 2013 to 2017

	$M nominal
	2013
	2014
	2015
	2016
	2017

	Opening TAB
	7.8
	8.2
	8.9
	9.4
	9.9

	add Gross Capital Expenditure
	1.3
	1.5
	1.4
	1.3
	1.9

	less Tax Depreciation
	0.9
	0.9
	0.8
	0.8
	0.9

	Closing TAB
	8.2
	8.9
	9.4
	9.9
	10.9


Table 4:  Revised Benchmark Cost of Tax Calculation, 2013 to 2017

	$M nominal
	2013
	2014
	2015
	2016
	2017

	Total revenue
	5.9
	6.2
	6.5
	6.7
	7.0

	plus capital contributions
	0.0
	0.0
	0.0
	0.0
	0.0

	less opex
	2.3
	2.4
	2.4
	2.5
	2.6

	less depreciation
	0.9
	0.9
	0.8
	0.8
	0.9

	less interest
	1.4
	1.4
	1.5
	1.5
	1.5

	less tax losses carried forward
	0.0
	0.0
	0.0
	0.0
	0.0

	Taxable income
	1.3
	1.5
	1.8
	1.9
	2.0

	Tax payable
	0.4
	0.5
	0.5
	0.6
	0.6

	Value of imputation credits
	0.1
	0.1
	0.1
	0.1
	0.2

	Benchmark cost of tax
	0.3
	0.3
	0.4
	0.4
	0.5
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