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1 Introduction

The Victorian Government advised us on 30 October 2019 of its intention to make legislative changes to the

National Electricity (Victoria) Act 2005 (NEVA), amending the timing for the next Victorian distribution regulatory
1

reset.

Although the changes to the NEVA are yet to take effect, we have been advised the changes will extend the
current 2016—2020 regulatory period for six months and require us to submit a 'mini' regulatory proposal for the
six month extension. We understand the changes to be:

e amending the NEVA to direct the Australian Energy Regulator (AER) to apply the 2018 Rate of Return
Instrument (RORI) from 1 January 2021

e validate the AER's actions, retrospectively if required, regarding the process used to apply the RORI and the
process for determining the averaging periods

e give the AER discretion to make adjustments to the current and future distribution determination that are
necessary or incidental to the date change.

The final changes to the NEVA are expected to pass through the Victorian Parliament in early 2020.

Following instruction from the Victorian Government, the AER contacted us on 6 November 2019 and provided
further advice on how it wishes us to determine the building blocks that comprise the revenue requirement for
the transition period. The AER's advice was to apply a simple trended-forward methodology for establishing
most building blocks and apply the RORI. Further, the AER proposed that:

e for operating expenditure, the 2020 allowance be trended forward by rate of change and then halved
e capital expenditure be based on the 2020 allowance and then halved

e the opening regulatory asset base (RAB) be based on actual capital expenditure where available, or the
latest estimates where are actuals are not available, for the current regulatory period using the standard 5-
year roll forward model (RFM)

e depreciation of capital expenditure be based on the existing asset classes/lives/methods applied to the
current regulatory period. For depreciation of existing assets, we are to use the depreciation model
approved for the current regulatory period adjusted to reflect the half year

e no revenue adjustments be applied associated with the efficiency benefit sharing scheme (EBSS) or the
capital efficiency sharing scheme (CESS) for the current regulatory period. These calculations will be
considered as part of the 2021-2026 regulatory period

e corporate income tax be based on the approach used for the current regulatory period except for gamma,
which is to be based on the RORI.

The AER also advised that for the transition period, the EBSS and service target performance incentive scheme
(STPIS) would continue to apply but the CESS would not.

For determining our revenue requirement for the transition period, we have adopted all the requirements
stipulated by the Victorian Government and the AER. They advised that STPIS incentive rates would remain the
same as in the current regulatory period and STPIS targets for the transitional period will be based on average
historical performance for the six months of each calendar year from 2010 to 2014.

! See CP ATT133 - MP - Victorian network price updates - Oct2019 - Public
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Staff at the AER have also verbally advised us of their intention to:

e apply a similar approach to the above for metering alternative control services (ACS)

e set public lighting charges based on 2020 rates

e escalate the remaining 2020 ACS charges by consumer price index (CPI) and real labour escalation.

We have applied the proposed AER approach for setting ACS charges for the transition period.
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2 Building blocks

2.1 Regulatory asset base

2.1.1 Roll forward of the RAB to 1 January 2021

The AER’s RFM has been used to calculate the 1 January 2021 opening RAB. Refer to the attached model, CP
MOD 10.08 - RFM 2016-20 - Jan2020 - Public.

Capital expenditure rolled into the RAB has been reduced by customer contributions and disposals. Net capital
expenditure includes a half year’s weighted average cost of capital (WACC).

Straight-line depreciation based on forecast capital expenditure has been deducted in accordance with the AER’s
2016-2020 Final Determination (Final Determination).

The RAB has been adjusted for actual inflation, consistent with the method used for the indexation of the
control mechanism.

The estimated opening value of the RAB for standard control services as at 1 January 2021 and the approach
taken is shown in table 2.1.

Table 2.1 Roll forward of the RAB from 1 January 2016 to 1 January 2021 ($ million, nominal)

1 January 2016 opening RAB from previous determination 1,763
Add: true-up for 2015 capital expenditure -1
Add: actual/estimated net capital expenditure for 2016—2020 (including half-year WACC) 600
Less: forecast straight-line depreciation for 2016-2020 -554
Add: adjustment for actual inflation for 2016—-2020 149
1 January 2021 opening RAB 1,957

Source: CitiPower

2.1.2 Roll forward of the RAB from 1 January to 30 June 2021

The RAB has been rolled forward over the transition period in accordance with the National Electricity Rules
(Rules) using the AER’s post-tax review model (PTRM). Refer to attached model, CP MOD 10.09 - PTRM 2021HY -
Jan2020 - Public.

The forecast net capital expenditure (based on the 2020 regulatory allowance) for the roll forward of the RAB
over the transition period has been reduced by the forecast customer contributions (based on the 2020
regulatory allowance).

The roll forward of the RAB over the transition period is shown in table 2.2.
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Table 2.2 Roll forward of the RAB over the transition period ($ million, nominal)

1 January to 30 June 2021

Opening RAB 1,957
Add: forecast net capex (including half-year WACC) 62
Less: regulatory depreciation -54
Add: inflation on opening RAB 23
30 June 2021 closing RAB 1,989

Source: CitiPower

2.2 Regulatory depreciation

Straight-line depreciation has been calculated using year-by-year asset tracking from 2011 consistent with the
approach taken in the in the Final Determination. Refer to attached model, CP MOD 10.10 - Depreciation
2021HY - Jan2020 - Public.

Standard asset lives are equal to standard lives in the Final Determination.
Our proposed standard asset lives are shown in table 2.3.

Table 2.3 Standard and remaining asset lives (years)

Asset Standard life

Sub-transmission 50
Distribution system assets 49
Supervisory control and data acquisition (SCADA)/network control 13
Non-network general assets—IT 6
Non-network general assets—other 10
Victorian Bushfires Royal Commission (VBRC) 25.6
Equity raising costs 42

Source: CitiPower

Regulatory depreciation is calculated using straight-line depreciation less the inflation adjustment to the RAB.
We have estimated the inflation rate in accordance with chapter 10 of the regulatory proposal.

Regulatory depreciation for transition period is shown in table 2.4.
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Table 2.4 Regulatory depreciation ($ million, nominal)

1 January to 30 June 2021

Straight-line depreciation 54
Less: inflation adjustment 23
Regulatory depreciation 30

Source: CitiPower

2.3 Rate of return

We have calculated the rate of return consistent with the RORI, modified in accordance with AER instructions to
accommodate the Victorian Government's intent to extend the current regulatory period by six months.

Our rate of return calculation is provided in model CP MOD 10.04 - Rate of return - Jan 2020 - Public.

Our annualised rate of return and the factors used to calculate the same are shown in table 2.5. For the
purposes of the half-year PTRM, the annualised rate of return is converted to a half-year return.

Table 2.5 Annualised rate of return

1 January to 30 June 2021

Nominal risk free rate (%) 1.32
Market risk premium (%) 6.10
Equity beta 0.6
Return on equity (%) 4.98
Return on debt (%) 4.76
Gearing (%) 60
Nominal rate of return (%) 4.85

Source: CitiPower

2.3.1 Averaging periods

The RORI proposes an averaging risk-free rate period set for each year to determine the allowed return on debt
and a single averaging risk-free rate period to determine the allowed return on equity.

We have proposed our averaging periods confidentially to the AER in accordance with the RORI and AER
instructions.

% See CP ATT090 - AER - Rate of return - Sep2019 - Public
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2.3.2 Return on debt

The RORI requires the return on debt to be calculated as a 10-year trailing average, updated annually. The AER
have provided us with modified weightings to be used to accommodate the transition period.

We have calculated the 10-year trailing average annual return on debt using the estimated debt rate in the last
20 business days of July 2019 as the placeholder averaging period for the half-year debt rate.

2.3.3 Return on equity

Under the RORI, the return on equity must be calculated as the risk free rate plus a market risk premium of 6.1%
multiplied by an equity beta of 0.6. The risk free rate must be calculated as the 10-year yield to maturity on
Commonwealth Government Securities, measured over the agreed risk free rate averaging period.

We have calculated the return on equity using a placeholder risk free rate of 1.32% based on the averaging
period of the last 20 business days in July 2019.
2.4 Expected inflation

The Rules require the AER to specify in the PTRM a methodology that is likely to result in the best estimate of
expected inflation. The current PTRM method is to calculate the geometric average based on the inflation
forecasts for two years sourced from the latest available Reserve Bank of Australia’s (RBA) Statement of
monetary policy and the mid-point of the RBA's target inflation band for eight years.

Our estimate of expected inflation, for the purposes of a placeholder for the transition period, is 2.40% using the
PTRM method, assuming an RBA inflation forecast of 2.0% for the first two years, and 2.5% for the remaining
eight years. This annualised rate is converted to a half-year rate for the purposes of the half-year PTRM.

The energy networks recently raised concerns with the AER about the current PTRM expected inflation
estimation method, and potentially the inflation framework. Based on the AER's consideration of these
concerns, we may amend the method used to calculate expected inflation prior to the AER publishing its
transition period determination in August 2020.

2.5 Debt raising costs

Debt raising costs are transaction costs incurred each time debt is raised or refinanced. These costs may include
arrangement fees, legal fees, company credit rating fees and other transaction costs.

We have applied a placeholder debt raising cost of 8 basis points per annum for the transition period. It has
been included in operating expenditure.
2.6 Equity raising costs

Equity raising costs are transaction costs incurred when a network raises new equity in order to fund capital
investment.

The AER provides a benchmark allowance to recover an efficient amount of equity raising costs, when a
network's capital expenditure forecast requires an equity injection to maintain the benchmark gearing of 60%.

Our calculation of equity raising costs is contained in the transition period PTRM. This calculation includes the
latest AER parameters consistent with the RORI.

2.7 Other revenue adjustments

We have included half a year’s demand management incentive allowance (DMIA) in the revenue building blocks
as per advice we have received from the AER.
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2.8 Estimated cost of corporate income tax

The Rules require that the estimated cost of corporate income tax must be for a benchmark efficient entity. The
estimated costs of corporate income tax for the transition period have been calculated using the AER’s half-year
PTRM. The tax opening asset values, remaining lives and standard lives inputs for the PTRM have been
calculated in the AER's RFM. The standard tax asset lives are consistent with the Australian Tax Office ruling
Income tax: effective life of depreciating assets (applicable from 1 July 2019).?

We have applied a value of 0.585 for the value of imputation credits consistent with the RORI.
Estimate cost of corporate income tax is shown in table 2.6.

Table 2.6 Estimated cost of corporate income tax ($ million, nominal)

1 January to 30 June 2021

Estimated cost of corporate income tax 49

Source: CitiPower

2.9 Revenue requirement

For the purposes of clause 6.4.3(a)(6) and clause 6.4.3(b)(6) of the Rules, there are no other revenue increments
or decrements that have been carried forward into the transition period.

The previous sections set out our proposed building blocks. The building blocks are used to derive our proposed
annual revenue requirement for standard control services which are shown in table 2.7.

Table 2.7 Revenue requirement ($ million, nominal)

1 January to 30 June 2021

Return on assets 47.2
Regulatory depreciation 30.4
Operating expenditure 50.4
Other revenue adjustments 0.1
Corporate income tax 4.9
Revenue requirement 133.1

Source: CitiPower

2.10 Price controls
The total allowable revenue (TAR;) is proposed to be set equal to:

e revenue requirement as calculated in the PTRM (AR;), plus

®TR 2019/5
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e licence fees payable by the DNSP to the Victorian Essential Services Commission in the 2019/20 financial
year (L2019/20)

e revenue for f Factor revenue relating to 2018/19 performance year (f291g/19)
The proposed control formulae are show below:

TAR, = Y1, X7 v qf TARy = ARy + Lao19/20 + f2018/19

The standard control services side constraint formula is proposed to be:

ij ij
T Zikap 4p

T i
Z?=1Z;‘11 Di_19¢

< (1+ ACPI) x (1 + 2%)

where

CPIjy;
ACPI, = 1222 _q
CPljuly 2019

No amounts for unders/overs accounts, STPIS, or cost pass-throughs are proposed to be incorporated into
revenue in the transition period. The amounts which would have normally been applied in calendar year 2021
will be applied in financial year 2021/22.

2.11 Indicative charges and bill impact

For an indicative reduction on a distribution and metering bill, refer to table 2.8. Based on the proposed average
revenue requirement for the transition period, the typical residential customer’s annual distribution charge will
decline in the order of 15% on 1 January 2021 and then rebound by a similar amount on 1 July 2021.

We consider volatility in distribution charges to be at odds with our customers' interests and doubt it would
have been the intention of the Victorian Government in transitioning distribution charges to financial years.
Going forward we intend to consult further with our customers and stakeholders on transition period charges
with a view to minimising any future price volatility.

Table 2.8 Distribution and metering real bill reduction for typical customer (including metering charges), %

1 January to 30 June 2021

Residential 15

Small commercial 16

Source: CitiPower

Whilst these movements provide an early indication of our commitment to customers for the transition period,
they are indicative only at this stage.

The actual prices that will be charged to customers for the transition period are dependent on:
e the revenue that the AER will determine for us for the transition period
e actual energy consumption:
— if energy consumption falls below our forecast, average charges would increase more than indicated or

— if energy consumption rises above our forecast, average charges would decline below the estimates
indicated.
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We note that the percentage changes outlined above represent only a portion of the total network use of
system charge to customers. The network use of system charge also includes the cost of the services provided by
the transmission network service provider and the recovery of an amount to satisfy obligations under the
jurisdictional scheme requirements. These components are outside our control.
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3 Alternative control services
(ACS)

ACS are our customer requested services that are directly recovered from the customer requesting the service.
They include network ancillary services, such as customer connections, as well as public lighting and metering.

For the transition period we have applied the verbal advice provided to us by AER staff. This includes:
e applying a similar approach to standard control services for metering ACS
e setting public lighting charges based on 2020 rates

e escalating the 2020 ancillary ACS charges by CPI and real labour escalation as per our independent expert,
BIS Oxford Economics.

We have not altered the structure of existing charges or added or deleted any ACS charges for the transition
period.

Table 3.1 Proposed fee-based metering ancillary services charges, 1 January to 30 June 2020 ($ nominal)

Fee based service Business hours After hours
Meter investigation test 388.84 444.17
Meter accuracy test — Single phase 433.99 497.20
Meter accuracy test — Single phase additional meter 201.07 N/A
Meter accuracy test — Multi phase 486.38 558.72
Meter accuracy test — Multi phase additional meter 373.33 N/A
Meter accuracy test — CT 630.90 728.44
Special reading 32.07 N/A
Service truck visit (Metering) 593.55 715.79
Wasted truck visit (Metering) 372.03 429.79
Remote meter reconfiguration 59.59 N/A
Remote re-energisation 11.24 N/A
Remote de-energisation 11.24 N/A

Source: CitiPower
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Table 3.2 Proposed fee based ancillary network services charges, 1 January to 30 June 2020 ($ nominal)

Fee based service

Contestable Meter / NMI investigation

Manual Re-energisation (incl customer transfer)

Manual Re-energisation (same day)

Manual De-energisation (existing connections)

Manual De-energisation (disconnection for non-payment)
Access to meter data

Service truck visit (Servicing)

Wasted truck visit (Servicing)

New connection where we are the metering coordinator
Single phase

Multi-phase DC

Multi-phase CT

New connection where we are not the metering coordinator

Single phase
Multi-phase DC

Multi-phase CT

Business hours

388.84

38.99

50.07

39.58

39.58

51.08

593.55

372.03

549.08

656.26

2,744.50

528.11

635.29

2,342.96

After hours

444.17

181.81

N/A

N/A

N/A

N/A

715.79

429.79

608.08

715.27

3,378.51

583.46

690.64

2,660.58

Source: CitiPower

Table 3.3 Proposed quoted labour type and rates, 1 January to 30 June 2020 ($ nominal)

Labour type Business hours After hours
Skilled electrical worker ' 138.16 162.26
Support staff 2 78.14 N/A
1. Quoted service labour categories include labour costs directly incurred in the provision of the service.
2. An additional 30.74% will be applied to the direct labour rates for labour on-costs, fleet on-costs and overheads.
Source: CitiPower
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Table 3.4 Proposed OM&R* charges for public lighting per light type, 1 January to 30 June 2020 ($ nominal)

Light type Annual OM&R

Replacement luminaire - WDV recovery 138.82
Replacement luminaire - avoided costs -29.27
Mercury vapour 80 watt 65.29
Sodium high pressure 150 watt 111.62
Sodium high pressure 250 watt 113.24
Fluorescent 20 watt 129.93
Fluorescent 40 watt 130.59
Mercury vapour 50 watt 92.72
Mercury vapour 125 watt 103.16
Mercury vapour 250 watt 95.12
Mercury vapour 400 watt 96.25
Sodium high pressure 70 watt 138.42
Sodium high pressure 100 watt 113.85
Sodium high pressure 220 watt 113.47
Sodium high pressure 360 watt 115.50
Sodium high pressure 400 watt 124.56
Metal halide 70 watt 138.42
Metal halide 100 watt 175.25
Metal halide 150 watt 176.36
Metal halide 250 watt 135.89
Metal halide 400 watt 135.89
Metal halide 1000 watt 202.70
T5 2X14W 43.37
T5 2X24W 42.77
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Compact Fluoro 32W 42.01

Compact Fluoro 42W 42.01
Category P LED Standard Output 29.60
Category P LED High Output 29.60

* OM&R = operation, maintenance, repair and replacement
Source: CitiPower

Table 3.13 Metering provision charges, 1 January to 30 June 2020 ($ nominal)

Single phase 68.28
Three phase direct connected meter 84.37
Three phase CT connected meter 106.11

* NMI=National Metering Identifier
Source: CitiPower

Table 3.14 Manual meter reading charge, 1 January to 30 June 2020, ($ nominal)

Per read

Manual meter reading 32.1

Source: CitiPower

Table 3.15 Metering exit fees, 1 January to 30 June 2020, ($ nominal)

Single phase 291.3
Three phase direct connected meter 366.0
Three phase CT connected meter 1,184.1
Accumulation or manually-read interval meter 46.4

Source: CitiPower
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4 Service target performance
incentive scheme (STPIS)

The AER advised us by email of the following preliminary position for the application of the STPIS to transitional
period of 1 January to 30 June 2021:

e continuation of current performance targets for 2016—-2020 regulatory period, with an adjustment to reflect
average performance in the first six months of the year. Specifically, actual performance of first six months
of the year for 2010-2014 should be used to derive the targets for the transitional period

e adoption of the incentive rates for current 2016—2020 regulatory period to the transitional period

e application of actual performance in this period should be applied with a 2.5 year lag into the 2022/23
financial year.

We have calculated the STPIS targets and rates in the tables below in accordance with the AER preliminary
position.

Table 4.1 STPIS targets 1 January to 30 June 2021

Network segment Target Incentive rate

Unplanned system average interruption duration index (SAIDI) CBD 5.4 0.0503
Urban 16.1 0.0506

Unplanned system average interruption frequency index (SAIFI) CBD 0.075 3.1517
Urban 0.232 3.5284

Unplanned momentary average interruption frequency index (MAIFI) CBD 0.003 0.2521
Urban 0.070 0.2823

Telephone answering (fault calls) Network 72.8% - 0.040

Source: CitiPower
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