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REVENUE	  PROPOSALS	  

	  
PRELIMINARY	  	  	  	  	  	  	  	  

CONSUMER	  FEEDBACK	  



Preliminary	  Consumer	  Feedback	  
	  Ø  Prices	  
Sugges/ons	  that	  current	  prices	  are	  excessive	  and	  significant	  reduc/on	  are	  
jus/fied	  
Concerns	  that	  Energex	  and	  Ergon’s	  proposals	  consider	  that	  ongoing	  price	  
increase	  are	  acceptable	  

Ø 	  	  Return	  on	  Capital	  (WACC)	  
Objec/ons	  to	  the	  proposed	  departures	  from	  the	  AER	  Rate	  of	  Return	  Guideline,	  
and	  the	  “very	  high”	  proposed	  WACCs	  

Sugges/ons	  that	  the	  parameters	  in	  the	  AER	  Rate	  of	  Return	  Guideline	  have	  
been	  set	  too	  high	  and	  will	  deliver	  excessive	  profits	  to	  Energex	  and	  Ergon	  

Sugges/ons	  that	  the	  Queensland	  government	  should	  accept	  lower	  returns	  
more	  reflec/ve	  of	  their	  actual	  financing	  costs	  

Sugges/ons	  that	  the	  QCA’s	  ‘Reasonabless	  Review’	  didn’t	  appropriately	  
consider	  the	  ‘reasonableness’	  of	  the	  WACC	  claims	  

	  



Preliminary	  Consumer	  Feedback	  
Ø  Regulatory	  Asset	  Bases	  (RABs)	  
Concerns	  regarding	  the	  current/proposed	  RAB	  levels,	  and	  sugges/ons	  that	  inefficient	  
past	  investments	  are	  locking	  in	  excessive	  future	  prices	  
Sugges/ons	  that	  major	  write-‐downs	  to	  the	  RABs	  are	  required	  	  

Ø  Capex	  
Concerns	  that	  the	  proposed	  levels	  of	  augmenta/on	  capex	  are	  inconsistent	  with	  flat/
declining	  demand	  trends	  and	  reduced	  reliability	  standards	  
Sugges/ons	  that	  the	  proposed	  levels	  of	  replacement	  capex	  are	  significantly	  above	  the	  
underlying	  needs	  
Cri/ques	  of	  the	  networks’	  demand	  and	  energy	  forecasts	  
Cri/ques	  of	  the	  networks’	  claims	  regarding	  “ageing	  assets”	  

Ø  Opex	  
Sugges/ons	  that	  the	  networks’	  past	  and	  proposed	  opex	  levels	  are	  inefficient	  
Expecta/ons	  that	  benchmarking	  will	  determine	  significantly	  lower	  allowances	  
Sugges/ons	  that	  the	  previous	  opex	  allowances	  were	  excessive	  and	  that	  the	  associated	  
efficiency	  incen/ve	  payments	  are	  inappropriate	  



Preliminary	  Consumer	  Feedback	  
Ø  Reliability	  	  
Challenges	  to	  the	  networks’	  claims	  regarding	  consumers’	  feedback	  on	  reliability	  

Concerns	  that	  price/reliability	  trade-‐offs	  were	  not	  discussed	  at	  a	  level	  of	  detail	  that	  
enabled	  informed	  feedback	  

Concerns	  regarding	  Ergon	  not	  mee/ng	  current	  reliability	  standards	  in	  FNQ	  	  

Ø  Consumer	  Engagement	  Programs	  

Concerns	  that	  the	  key	  issues	  raised	  during	  the	  consumer	  engagement	  programs	  have	  
not	  influenced,	  or	  been	  reflected	  in,	  the	  revenue	  proposals	  

Challenging	  some	  conclusions	  that	  Energex	  and	  Ergon	  are	  claiming	  from	  their	  
consumer	  engagement	  programs	  

Cri/cisms	  of	  the	  high	  level	  nature	  of	  the	  engagement	  programs,	  and	  the	  difficulty	  in	  
obtaining	  informa/on	  during	  the	  process	  

Feedback	  that	  the	  sessions	  “fell	  short	  of	  conduc/ng	  meaningful	  consulta/on”	  	  



Preliminary	  Consumer	  Engagement	  
Ø  Regulatory	  Rules/AER	  
Concerns	  with	  the	  AER’s	  inability	  to	  challenge	  the	  efficiency/need	  of	  past	  investments	  

Sugges/ons	  that	  the	  AER’s	  ‘Be3er	  Regula5on	  Guidelines’	  inappropriately	  reduce	  the	  
AER’s	  flexibility	  

Sugges/ons	  that	  the	  parameters	  in	  the	  AER	  ROR	  guideline	  are	  too	  high,	  and	  concerns	  
that	  the	  AER	  did	  not	  reduce	  those	  parameters	  in	  its	  recent	  draa	  determina/ons	  	  

Sugges/ons	  that	  the	  AER	  needs	  to	  determine	  WACCs	  for	  government	  owned	  network	  
that	  are	  more	  reflec/ve	  of	  their	  actual	  cost	  of	  capital	  

Challenging	  the	  appropriateness	  of	  a	  Revenue	  Cap	  as	  the	  Control	  Mechanism	  

Ø Other	  
Concerns	  with	  the	  volume	  of	  the	  revenue	  proposals	  and	  the	  the	  “level	  of	  spin”	  

Concerns	  with	  the	  difficulty	  in	  finding	  details	  important	  to	  consumers	  

Concerns	  that	  the	  revenue	  proposals	  “deflect	  the	  empha/c	  nature	  of	  concerns	  around	  
unsustainable	  prices	  by	  burying	  it	  amongst	  other	  secondary	  issues”	  

	  



Building	  Block	  Revenue	  –	  Consumers’	  Capacity	  to	  Influence	  
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Issues	  which	  consumers	  have	  limited	  
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PROPOSED	  REVENUES	  



Energex	  -‐	  Proposed	  Revenue	  



Ergon	  -‐	  Proposed	  Revenue	  



Es/mated	  Price	  Impacts	  

Ø Energex	  claims	  that	  its	  proposed	  revenue	  would	  result	  
in	  annual	  price	  increases	  of	  around	  2%	  

Ø Ergon	  claims	  that	  its	  proposed	  revenue	  would	  result	  in	  
annual	  price	  increase	  of	  around	  0.5%	  

	  

	  

	  

Source:	  AER	  Issues	  Paper,	  Page	  9	  



AER	  Draa	  Determina/ons	  -‐	  NSW/ACT	  DNSPs	  
	  	   DNSPs’	  

Proposed	  
Revenue	  

AER	  DraO	  
DeterminaPon	  
2014/15	  -‐	  18/19	  

ReducPons	   Key	  Areas	  of	  
ReducPon	  

ActewAGL	   $1,062	  M	   $761	  M	   28	  %	  
§  28%	  WACC	  Reduc/on	  
§  37%	  Capex	  reduc/on	  
§  42%	  Opex	  Reduc/on	  

Ausgrid	   $12,212	  M	   $8,850	  M	   27.5	  %	  
§  24%	  WACC	  Reduc/on	  
§  43%	  Capex	  reduc/on	  
§  39%	  Opex	  Reduc/on	  

Essen/al	  
Energy	   $6,824	  M	   $5,038	  M	   26	  %	  

§  23%	  WACC	  Reduc/on	  
§  36%	  Augex	  Reduc/on	  
§  38%	  Opex	  Reduc/on	  

Endeavour	  
Energy	   $5,256	  M	  	   $4,016	  M	   24	  %	  

§  23%	  WACC	  Reduc/on	  
§  27%	  Capex	  Reduc/on	  
§  23%	  Opex	  Reduc/on	  



	  

GROWTH	  IN	  REGULATORY	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
ASSET	  BASES	  (RABs)	  



Energex	  -‐	  Historical	  and	  Proposed	  RAB	  Growth	  



Ergon	  -‐	  Historical	  and	  Proposed	  RAB	  Growth	  



Return	  on	  Capital	  (WACC)	  

Ø  Energex	  has	  proposed	  a	  total	  WACC	  of	  7.75%.	  Ergon	  has	  proposed	  a	  
total	  WACC	  of	  8.02%	  

Ø  Refer	  to	  CCP	  Papers	  to	  the	  AER	  on	  the	  AER’s	  approach	  to	  determining	  
the	  Rate	  of	  Return	  
hup://www.aer.gov.au/sites/default/files/CCP%20Leuer%20to%20the%20AER
%20Board%20-‐%20Rate%20of%20Return%20Paper.PDF	  

hup://www.aer.gov.au/sites/default/files/CCP%20report%20prepared%20for
%20AER%20Board%20-‐%20Rate%20of%20Return.pdf	  

Ø  Applying	  the	  CCPs’	  recommendaPons	  should	  result	  in	  overall	  
WACCs	  of	  below	  6%	  (assuming	  the	  current	  risk	  free	  rate)	  

Ø  That	  would	  s/ll	  deliver	  generous	  returns	  to	  Energex	  and	  Ergon	  and	  
beuer	  reflect	  consumers’	  long	  term	  interest	  



	  

AUGMENTATION	  CAPEX	  



Augmenta/on	  Capex	  

Ø  The	  proposed	  levels	  of	  augmenta/on	  capex	  appear	  very	  high	  –	  par/cularly	  
in	  light	  of	  the	  flat	  load	  forecasts,	  and	  reduced	  reliability	  standards	  

Ø  This	  is	  par/cularly	  the	  case	  for	  Ergon,	  with:	  
§  A	  similar	  level	  of	  ’Corpora/on	  Ini/ated	  Augmenta/on’	  capex	  to	  the	  
previous	  period	  

§  An	  increase	  of	  around	  20%	  for	  ‘Customer	  Connec/on	  Ini/ated’	  capex	  



Ergon	  Augmenta/on	  Capex	  Trend	  
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REPLACEMENT	  CAPEX	  



Proposed	  Replacement	  Capex	  

Ø Energex	  is	  proposing	  a	  66%	  increase	  compared	  to	  its	  actual	  
spend	  in	  the	  previous	  period	  

Ø Ergon	  is	  proposing	  a	  23%	  increase	  compared	  to	  its	  actual	  
spend	  in	  the	  previous	  period	  

Ø These	  proposed	  expenditure	  levels	  are	  very	  high	  by	  
historical	  standards	  and	  follow	  substan/al	  replacement	  
capex	  programs	  during	  the	  previous	  regulatory	  periods	  



Proposed	  Replacement	  Capex	  
	  

“We	  consider	  the	  distributors'	  repex	  proposals	  to	  be	  
a	  key	  issue	  for	  our	  assessment	  of	  their	  regulatory	  
proposals	  overall……	  Our	  general	  expecta.on	  is	  
that	  repex	  levels	  should	  remain	  rela.vely	  constant	  
over	  .me”	  	  

	   	   	   	   	   	   	   	   	   	  	  	  	  AER	  Issues	  paper,	  Page	  15	  



Energex	  Replacement	  Capex	  Trend	  
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Energex	  Replacement	  Capex/RAB	  
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Ergon	  Replacement	  Capex	  
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Replacement	  Capex	  Jus/fica/ons?	  
	  
“Energex	  is	  faced	  with	  the	  challenge	  of	  monitoring	  and	  replenishing	  its	  
ageing	  asset	  base” 	  	  

	   	   	   	   	   	   	   	   	   	  Energex	  Revenue	  Proposal,	  P	  82	  

	  

“Despite	  undertaking	  substan5al	  replacement	  programs	  in	  the	  2010–15	  
period,	  the	  distributors	  have	  submi3ed	  that	  the	  average	  age	  of	  
network	  assets	  con.nues	  to	  increase.	  They	  argue	  that	  their	  proposed	  
repex	  is	  required	  to	  maintain	  the	  average	  age	  of	  the	  network	  within	  
an	  acceptable	  range,	  consistent	  with	  their	  reliability	  and	  safety	  
obliga5ons”	  	  

	   	   	   	   	   	   	   	   	   	   	   	   	  	  AER	  Issues	  paper,	  P	  15	  



Energex:	  Asset	  Age	  Trends	  

Source:	  Bev	  Hughson	  Analysis	  of	  Energex	  RINS	  Data	  



Energex	  System	  U/lisa/on	  
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Ergon	  System	  U/lisa/on	  
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Replacement	  CapEx	  -‐	  Preliminary	  Comments	  

Ø  It	  is	  not	  clear	  that	  the	  networks’	  average	  asset	  age	  is	  increasing	  	  -‐	  
analysis	  of	  RINS	  data	  appears	  to	  suggest	  the	  opposite	  

Ø  The	  proposed	  levels	  of	  replacement	  capex	  appear	  very	  high,	  
par/cularly	  in	  light	  of:	  
§  The	  substan/al	  replacement	  capex	  programs	  during	  the	  previous	  
regulatory	  periods	  

§  Asset	  age	  and	  asset	  u/lisa/on	  trends	  

Ø  Irrespec/ve,	  the	  networks’	  proposals	  have	  not	  demonstrated	  their	  
claimed	  linkages	  between	  the	  proposed	  replacement	  capex	  and	  
system	  performance	  



AER	  Draa	  Determina/ons	  -‐	  Replacement	  Capex	  
	  	   Proposed	  

Replacement	  
Capex	  
	  

AER	  DraO	  
DeterminaPon	  

2014/15	  -‐	  2018/19	  

ReducPons	  

Ausgrid	   $3,113	  Million	   $1,901	  Million	   39	  %	  

Essen/al	  
Energy	   $2,515	  Million	   $1,552	  Million	   38.3%	  

ActewAGL	   $414	  Million	   $241	  Million	   42%	  



	  

OPEX	  



Benchmarking	  

Ø  The	  new	  Rules	  formally	  require	  the	  AER	  to:	  
Ø Undertake	  benchmarking	  to	  assess	  the	  rela/ve	  efficiencies	  of	  network	  
businesses	  

Ø Apply	  the	  outcomes	  to	  determine	  efficient	  costs	  for	  the	  networks	  

Ø  The	  AER’s	  first	  benchmarking	  reports	  were	  released	  in	  late	  November	  

Ø  The	  AER	  has	  applied	  benchmarking	  to	  determine	  the	  opex	  
allowances	  for	  the	  NSW	  DNSPs	  	  



Mul/lateral	  Total	  Factor	  Produc/vity	  
	  

	  



Opex	  Determina/on	  
	  

	  



Opex	  step	  changes	  
	  

	  



Par/al	  Factor	  Produc/vity	  -‐	  Opex	  



Opex	  per	  Customer	  
	  

	  



AER	  Draa	  Determina/ons	  -‐	  Opex	  	  
	  	   Proposal	   AER	  DraO	  DeterminaPon	  

2014/15	  -‐	  2018/19	  
ReducPons	  

Ausgrid	   $3,113	  Million	   $1,901	  Million	   39	  %	  

EssenPal	  
Energy	   $2,515	  Million	   $1,552	  Million	   38.3%	  

ActewAGL	   $414	  Million	   $241	  Million	   42%	  



Performance	  Incen/ve	  Schemes	  

Ø Efficiency	  Benefit	  Sharing	  Scheme	  (EBSS)	  

Ø Service	  Target	  Performance	  Incen/ve	  Scheme	  (STPIS)	  

Ø Demand	  Management	  Incen/ve	  Scheme	  (DMIS)	  

Ø Capital	  Expenditure	  Sharing	  Scheme	  (CESS)	  

Ø Network	  Capability	  Incen/ve	  Parameter	  Ac/on	  Plan	  (NCIPAP)	  



Incen/ve	  Scheme	  Outcomes	  

Ø  The	  outcomes	  of	  the	  incen/ve	  schemes	  to	  date	  suggest	  that	  
the	  AER	  has	  consistently	  set	  allowances	  and	  targets	  above	  
the	  efficient	  level	  

Ø  The	  AER	  needs	  to	  nego/ate	  targets	  that	  deliver	  genuine	  
efficiency	  improvements	  and	  incen/vise	  best	  prac/ce	  



]	  
Thank	  You	  

Hugh	  Grant	  	  
AER	  Consumer	  Challenge	  Panel	  Member	  


