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® Both parties see value in continuing the engagement




vance for
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® Consumers have a sub: n the existing electricity networks and don’t

want to see that investment devalued as a result of high prices leading to consumers

e bypassing the network.
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Figure 1.3: CPI for electricity compared with other sectors and wage growth

Table 2.12; Residential elactricity disconnactions for non-payment, 2008-10 to 2016-17
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The affordability threshold is exceeded



In our view, the ans

r



senf
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odelled returns so as to

allow the AER e Guideline for future periods.

Previous decisions are reinforced by the use of market data that themselves reflect

previous decisions.

The Black version of the CAPM and the DGM used in the Foundation model (2013 °

Guideline) result in an excessive allowance for the equity risk premium. _R(







Figure 2.34: Regulatory Asset Base from 2006 to 2016, by NEM region, real values in 2015-16

dollars NEM average utilisation %

40

(==

5

x
Lx]

[=

30 -

[=}]

$ billions
o e
5 8 B
(83 ) L (¥g) i L
o L) (=)

[
o

v
Y
[=3]

LN

[ [ (=] ) (=] [ L) (=] ) (=] [
=

(=) (o)

NSW & ACT

A AT An e o " n " o n ~ A
Source: AER economic benchmarking, Regulatory Information Notice responses. 2006 2007 2008 2009 2010 2011 2012 201 2014 2015 2016 2017

Investment has not reduced, utilization has fallen, profits (no AER data yet) have been

@,

demonstrably excessive in at least one jurisdiction, and RAB multiples average

around 1.4







logy risk

Future in
Opex is not benchmarked : ! est practice
Debt is set at Australian costs but firms can access debt at lower overseas costs

Pass through of costs to consumers is allowed for changes in laws, regulation and for '

/ catastrophes




The entity as measured under method in the ROR Guideline

The BEE Non-regulated
Not the BEE

Regulated entity



vhich future

Our submission de range of suggestions for ensuring

such information is available to infc uture decision making. These would form part of a
/ broader review following the completion of this review.
@
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* The CRG e MRP, as the assumptions

embedded in the DGM c ‘to be optimistic than pessimistic, delivering o
biased assessment.
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‘market actions by

Recognise g the AROR above the efficient
AROR. .

Reflect that the drive to increase equity beta to incentivise CAPEX is not appropriate as CAPEX is not a

diversifiable risk and that the Rules already provide sufficient incentive to ensure that there is adequate

CAPEX 18

ROR
On this basis the CRG considers that a point estimate for equity beta should be closer to 0.4 or lower. CRG




ave more weight

The D

past trends are not ag

tion and demand indicate the

MRP comprises returns from all sources, including returns that are excluded from the regulated

ROR (eg incentive schemes, lower debt and tax costs, shared assets, unregulated activities, etc)
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the RAB.
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d A series for the

determinatior ) the outcomes of the AER’s debt
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CRG estimation of
allowed WACC and

consumer price impacts

Parameter ‘ AER ' CRG ‘ Variance

Risk free rate

K CRG RATE OF RETURN GUIDELINE SUBMISSION

Equity beta

Market risk
premium

Return on equity

Expected inflation

2.
519

Return on debt year
1 6.51%
WACC year 2-5 6.68%

Cost component Percentage change

Rate of return on capital (WACC*average
RAB or EBIT/average RAB) 29

Total network bill

Total customer (retail) bill




This needs to







