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1.4 METHODOLOGY 

Approach to Services 

The approach to calculate the insurance premium forecast is outlined as follows: 

 

 Provide a historical analysis of the total annual insurance costs for AusNet transmission and distribution 

business from  year’s (22-23, 23-24 & 24/25) 

 Determine the estimated future changes to exposure and premium costs for all risk classes for the 

electricity distribution business. 

 Utilise estimated future changes to forecast the next regulatory period base premium (i.e. 2026 – 2031); 

 Determine the estimated future changes to exposure and premium costs for agreed risk classes for the 

electricity distribution business. 

 Utilise estimated future changes to forecast the next regulatory period base premium (i.e. 2026 – 2031); 

 For above period, include estimated statutory charges based on expected rates for the forecast period 

(Terrorism, Fire Service Levy, Goods & Services Tax, Stamp Duty and any other potential future taxes); 

 Calculate policy year premium forecast for each risk class, including statutory charges. 

 Remove the costs relating to the non-regulated portion of AusNet. 

 

For the purposes of this report, inflationary increases have been included in our projected increases for each 

policy calculation. 

 

1.5 FACTORS THAT AFFECT THE COST OF INSURANCE 

To accurately forecast insurance premiums into the future we must consider the factors that typically influence 

insurance premiums. 

 

The pricing of any risk is subject to the individual risk profile of the risk being considered (the ‘micro’) and the 

wider economic factors prevailing at the time (the ‘macro’). 

 

Micro Influencing Factors  

With respect to the risk being considered (the “Insured” risk), underwriters will take into consideration the 

exposure which for major classes is usually the physical asset declaration (including but not limited to 

construction, occupation, protection, environment (COPE) and values) and exposure to third parties measured 

by turnover, wages and/or type of activity. Whilst the exposure is largely determined by the insured (i.e. what 

business they are in and what they choose to insure or not), premium rates are determined by the insurer and 

are largely determined by the insured, although influenced by the insureds representation of their risk.  

 

Policy limits and deductibles also influence the cost of insurance. Unless otherwise stated, insurance  

policy limits and deductibles are assumed to remain constant for the purpose of this analysis.  

 

Macro Influencing Factors  

Insurance premiums are also subject to external factors, differing to many other operating costs of the Insured. 

Whilst insurance premiums largely reflect the risk that is being insured, other macro factors have a 

considerable influence on insurance pricing at any moment in time. 

 

These external factors include but are not limited to:  

 

 Global natural catastrophes 

 Local and global recent claims activity (e.g. transformer losses, bushfire liability class actions) 

 Underwriter market capacity availability 

 Bond yields and interest rate environment e.g. competition with other financial markets in view of the 

cost-of-capital 

 Underwriter appetite and competition 

 Underwriter regulation and capital requirements  

 The ability of the Underwriter to understand and rate risk 
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 Government taxes and statutory charges on insurance premiums and changes mid-term (e.g. recent 

change to the application of fire services levy in Victoria) 

 

Estimated statutory charges have been calculated and clearly itemised but have been based on current rates at 

the time of writing this report. 

 

1.6 ALLOCATION OF COSTS BETWEEN ELECTRICITY DISTRIBUTION, TRANSMISSION BUSINESSES & 

UNREGULATED BUSINESS 

For all classes of insurance considered in this Project, AusNet purchase a group insurance program providing 

cover for its entire business which is reasonable and consistent with a similar business as it creates cost and 

administration efficiencies. The group program includes the electricity distribution, electricity transmission, gas 

distribution and unregulated assets. 

 

Therefore, this Project allocates a portion of the overall costs to the electricity transmission and distribution 

businesses. This allocation methodology varies by class of insurance and is a matter for AusNet’s internal 

review and is based on, for example, asset base, turnover, employee salaries, CAPEX and other specific factors. 

 

In Lockton’s experience advising clients on premium allocation methodologies and its impact on prudent risk 

management, we recommend that any decision around allocation should ultimately remain with the business. 

The proviso is that the allocation amount should not be unreasonable, and the methodology should remain 

consistent when the regulatory proposal for the Distribution and Transmission businesses are submitted. 

 

1.7 DATA 

The following data was relied upon in determining historical and forecast insurance premiums: 

 

 Historical insurance premiums 

o 2019 – 2021 – provided by AusNet 

o 2022 – 2024 – Provided by Lockton summary sheets and reconciled with actual invoices 

 Historical exposure by class of insurance: 

o Property, Terrorism and Environmental Impairment Liability: based on historical declared asset 

schedules which are updated annually by AusNet 

o Motor: based on historical declared asset schedules which are updated annually by AusNet 

o Contract Works: based on historical declared and estimated turnover amounts which are updated 

annually by AusNet 

o Financial Lines Classes: based on historical declared turnover and employee numbers which are 

updated annually by AusNet 

o Travel and Group Personal Accident: based on historical declared employees, salaries and trip 

numbers which are updated annually by AusNet 

o Bushfire Liability: exposure for Bushfire liability is based on a range of tangible and intangible 

factors and can vary from insurer to insurer. Exposure for this risk class is not as straightforward as 

using turnover or employee numbers to determine a premium. Insurers will review various factors 

such as the electricity network location, network specifications, value of third-party assets within 

the network, bushfire modelling, weather patterns, climate change, international bush/wildfire 

losses and so forth. Many of these factors have been considered in this Project. 

o Lockton Bushfire Liability Insurance Market Update (Appendix 2) 
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Appendices 
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APPENDIX 1 
DISTRIBUTION AER PRICE RESET ANALYSIS – FORECAST PREMIUM MODEL 2024 - 2031 

Refer separate document. 
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APPENDIX 2 
BUSHFIRE MARKET UPDATE 

Refer separate document. 
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APPENDIX 3 
LOCKTON GLOBAL MARKET UPDATE 

Refer separate document. 
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Confidentiality 
Acknowledgement of Confidentiality 

The RECIPIENT acknowledges and agrees that the 

Confidential Information is confidential and secret 

and that unauthorised disclosure of it to any Third 

Party shall cause substantial loss and damage to 

the DISCLOSER. 

 

Obligation Not to Disclose Confidential 

Information 

The RECIPIENT agrees to keep the Confidential 

Information confidential and secret and not to 

disclose the Confidential Information or any part of 

it to any Third Party without prior consent of the 

DISCLOSER. 

 

The RECIPIENT acknowledges and agrees that: 

 

i) the Confidential Information is secret, 

confidential and valuable to the DISCLOSER; 

ii) it owes an obligation of confidence to the 

DISCLOSER concerning the Confidential 

Information; 

iii) it has no right or interest in any of the 

Confidential Information other than the right to 

use and disclose it on the terms of this agreement; 

and 

iv) all Confidential Information shall be and remain 

at all times the property of the DISCLOSER and 

that the receipt and handling of any Confidential 

Information shall not grant to the RECIPIENT any 

copyright, intellectual property or trademark rights 

with regard to such material. 

 

Use of the Information Only For the Purpose  

The RECIPIENT agrees to use the Confidential 

Information for the Purpose and only for the 

Purpose.  

 

The RECIPIENT agrees that it will not use (for the 

benefit of the RECIPIENT or any other person or to 

the detriment of the DISCLOSER) any confidential 

information other than for the Purpose without the 

prior written consent of the DISCLOSER.  

 

Obligation Not to Copy  

The RECIPIENT acknowledges and agrees that the 

Confidential Information in all its manifestations 

and whether such recording be in the “hard copy”, 

electronic or digital form of any kind on tape or on 

disc or otherwise recorded as in the property of 

the DISCLOSER and the DISCLOSER owns all right, 

title and interest in and to the copyright in such 

recordings of the information. 

 

The RECIPIENT will not make any copies of the 

Confidential Information in any form without the 

prior written consent of the DISCLOSER unless 

such copies are reasonably required for the 

Purpose. 

 

Intellectual Property  

The supply of Confidential Information by the 

DISCLOSER to the RECIPIENT shall not be 

construed as: 

i) Transferring any Relevant Intellectual Property to 

the RECIPIENT, which Relevant Intellectual 

Property will remain the property of the 

DISCLOSER; or  

ii) Granting or conferring any right by way of 

license or lease in respect of any Relevant 

Intellectual 

Property of the DISCLOSER to the RECIPIENT.  

 

All Relevant Intellectual Property will be the sole 

property of the DISCLOSER and the RECIPIENT will 

execute such transfers and other documents as the 

DISCLOSER may require to give effect to the 

intention of this sub-clause. 

 

The RECIPIENT will not: 

 

i) Apply for registration for, or any other form of 

protection of, any Relevant Intellectual Property in 

any jurisdiction, nor purport to do so; 

ii) Sell, assign, license, lease or otherwise deal with 

or dispose of any Relevant Intellectual Property, 

not purport to do so; 

iii) Disclose the existence or any particulars or any 

Relevant Intellectual Property to the extent that it is 

connected to the Purpose of this agreement to 

any person not authorised by the DISCLOSER; 

iv) Publish the existence or any particulars of any 

Relevant Intellectual Property in any article journal, 

periodical, magazine, letter, newspaper or any 

other publication, without the prior written consent 

of the DISCLOSER which may be given or withheld 

by the DISCLOSER, as the case may be, in the 

absolute discretion of the DISCLOSER and if given, 

subject to such conditions as the DISCLOSER may 

impose in its absolute discretion. 

 

Definitions 

1 Where used in this agreement, the following 

terms will have the following meaning: 
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Confidential Information means any and all 

information and documentation whether 

commercial, financial, technical or otherwise, 

disclosed to the RECIPIENT in connection with the 

Purpose, orally or otherwise, in any form 

whatsoever and whether or not the information is 

marked as confidential but does not include any 

information which, without breach of this 

agreement:  

 

i) is or becomes public knowledge; 

ii) was available to or which the RECIPIENT or its 

Representative already knew or had, on a non- 

confidential basis, prior to its disclosure by the 

DISCLOSER; 

iii) has been independently developed or acquired 

by the RECIPIENT or its Representative ; or iv) is or 

becomes available to the RECIPIENT or its 

Representative on a non- confidential basis from 

another source entitled to make such disclosure .  

 

Discloser means a party who gives Confidential 

Information to the other party, or from whom the 

other party acquires Confidential Information. 

References to ‘party’ include, in each case, a 

party’s Authorised Persons. 

 

Purpose means the purpose of Lockton 

Companies Australia Pty Ltd providing an 

independent review and forecast of the insurance 

premiums for the 2022 – 2029 periods for AusNet 

Services (Distribution) Pty Ltd(AusNet) in relation 

to their regulatory price reset. 

 

Recipient means AusNet Services (Distribution) Pty 

Ltd(AusNet). References to ‘party’ include, in each 

case, a party’s Authorised Persons. 

 

Representative means any directors, officers, 

employees, auditors, reinsurers, agents and 

advisers of the RECIPIENT. 

 

Relevant Intellectual Property means patents, 

trademarks, designs, copyright and applications 

for registration therefor and includes know-how 

and all other forms of intellectual property. 

 

i) Of the DISCLOSER; 

ii) Subsisting in Confidential Information; and 

iii) Which may be created by the RECIPIENT while 

engaged in the Purpose; 

 

Third Party means any person(s) or company(ies) 

not being party to this agreement. 

 

1.1. Words importing the singular will include the 

plural wherever the context requires and vice 

versa. 

 

1.2. Words importing any particular gender will 

include a reference to any or all other 

genders where the context requires. 

 

1.3. Every reference to a person will include a 

corporation, statutory authority or body and 

vice versa.  

 

1.4. The interpretation of any covenant, clause or 

word herein will not be restricted by 

reference to any other covenant, clause or 

word mentioned herein or by the 

juxtaposition of the same. 

 

1.5. Each phrase, sentence, paragraph and clause 

in this agreement is severable 

notwithstanding the manner in which the 

same may be entered of grouped 

grammatically and if any phrase, sentence, 

paragraph or clause is found to be defective 

or unenforceable for any reason whatsoever 

the remaining phrases, sentences, 

paragraphs or clauses, as the case may be, 

will be full force and effect will continue to be 

of full force and effect. 
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