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Request for submissions

Interested parties are invited to make written sgbions to the Australian Energy
Regulator (AER) regarding this paper by the claseusiness Friday 5 August 2011.

Submissions can be sent electronicallyagrinquiry@aer.gov.au

Alternatively, submissions can be sent to:

Mr Chris Pattas

General Manager
Australian Energy Regulator
GPO Box 520

Melbourne VIC 3001

The AER prefers that all submissions be publiclgiable to facilitate an informed
and transparent consultative process. Submissidhisentreated as public documents
unless otherwise requested. Parties wishing to gwdamfidential information are
requested to:

= clearly identify the information that is the sulije€the confidentiality claim

= provide a non-confidential version of the submissioa form suitable for
publication.

All non-confidential submissions will be placedtie AER’s website at
http://www.aer.gov.auFor further information regarding the AER’s usela
disclosure of information provided to it, see &@CC/AER Information Poligy
October 2008 available on the AER’s website.

Enquires about this paper, or about lodging subonss should be directed to the
Network Regulation South branch of the AER on @390 1444.

The AER will be hosting a public forum in July 20thlexplain the issues identified
in this paper to facilitate stakeholders’ prepamainf their submissions to the AER.
Details of this forum will be available on the AEERVebsite. It is expected that the
forum will take place in Hobart, Brisbane, Sydn€gnberra, Melbourne and
Adelaide via video links.

After consideration of stakeholders’ submissiohs,AER will publish a draft

guideline for further consultation in accordancéwihe distribution consultation
process under the National Electricity Rules.
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Shortened forms

AER

CPI
DNSP
ESCOSA
ESCV
IPART

kKVA

MVA
MCE
NER
QCA

SAC

SWER

Australian Energy Regulator

Consumer Price Index

Electricity Distribution Network Service Prder
Essential Services Commission of South Aliatr
Essential Services Commission of Victoria
Independent Pricing and Regulatory Triburfai8W

1000 volt-Ampere (VA): A unit for measuring aggent power
in an electrical circuit. The real power (activenao) in kilo-
watts (kW) equals kVA times the power factor of tireuit.

mega-Volt-Ampere = 1 000 000 VA, or 1000 kVA
Ministerial Council on Energy

National Electricity Rules

Queensland Competition Authority

Standard Asset Customer, a term used by Enefgex
Queensland

Single wire earth return line, high voltagstbution line
mainly used in rural areas




Summary

The Ministerial Council on Energy (MCE) has enddrtige introduction of a new
chapter 5A —Electricity connection for retail customers to the National Electricity
Rules (NER): Under chapter 5A, the AER will be required to depeand publish
connection charge guidelines to codify how ElediriDistribution Network Service
Providers (DNSPs) should charge new electricityamusrs for connecting to their
networks.

The principles of how DNSPs may charge for conoecservices and the matters that
the AER must have regard to in developing the cotme charge guidelines are set
out in chapter 5A. The key principles include (NEPs may charge reasonable
capital contribution towards the cost of the extegdhe networks to provide the
connection services; and (2) for customers withacap higher than a threshold set
by the AER, DNSPs may also charge for specific aargation cost towards the cost
for increasing the capacity of the existing netwgristream cost) because of new
customer demand.

The AER has developed a set of design criteriadbasdhe principles and rules set
out in chapter 5A at clause 5A.E.3(b). These ddtare:

1. Where possible, the connection charge should tectefe of the actual cost
for providing the network extension attributedhe tndividual customers.

2. Where suitable alternative service providers forstauction works are
available, the DNSP’s charge should be reflectivih® market price; where
no alternative service providers are available, BBISust charge at a
reasonable rate, which is reflective of the magkate.

3. Any cross subsidies between new and existing cuat®should be
minimised. However, minimising cross subsidies $thowt be pursued at the
expense of undue administrative costs.

4. Customers should not experience a large step charggital contributions if
they fall above or below the threshold for chardimgaugmentation.

Based on the above design criteria, the AER praptisefollowing key framework
for determining connection charges:

= Connection charges should be based on a cost-rexstesu If the cost to connect
a new customer exceeds the distribution network taenue collected over the
pre-determined time period from this customer,diitomer should pay for the
shortfall.

Chapter 5A is available at:
http://www.ret.gov.au/Documents/mce/_documents/2640Bulletins/No.185-10-
National_Electricity (Retail _Connection) AmendmeRtiles 2010.pdf
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= Customers with a peak demand less than 100 AmBepesse low voltage supply
should not pay specific shared network augmentatiamges.

=  Where a customer’s demand exceeds the above thde#mcustomer should
only contribute to the augmentation cost of thestxg network based on its
demand level above the threshold.

= DNSPs should seek to mimic the outcome of a caattéssimarket where possible
by using tender price, or setting up a typical gkaate table based on pre-
established contract rates with qualified independappliers, as their cost base.

The AER seeks stakeholders’ comments on the prdpms®ons and processes for
connection charges discussed in this paper.

Structure of this paper

Chapter 1 explains the purpose of this consultgiegrer and the legislative
framework under which the AER is developing thismection charge guideline.

Chapter 2 explains the purpose, scope and appilicafithe connection charge
guideline.

Chapter 3 provides a summary of the types of caioreworks that may be subjected
to connection charges.

Chapter 4 explains how the AER established itsghestiiteria for the guideline.
Chapter 5 explains the cost-revenue-test.

Chapters 6 and 7 address issues relating to thelaabn of the incremental cost and
incremental revenue attributable to a new connectio

Chapter 8 explains how the AER set the threshadadgmentation charges.

Chapter 9 discusses the treatment of augmentatBeisa security deposits and rebate
schemes—where earlier customers recover costsdutnsequent customers who use
the assets already paid for by the earlier custemer

Chapter 10 outlines the AER’s next steps in devefpfhe connection charge
guideline.

2 The cost of shared network augmentation for gdrilsmand growth is already shared amongst all

customers, new and existing. The shared networkneatation cost of customers below the
threshold will be treated in a similar manner.

Vi



1 Introduction

This chapter outlines the purpose of this congoltgtaper and the related legislative
framework.

1.1 Purpose of paper

The AER will be required by new provisions (a ndvapter 5A) under the National
Electricity Rules (NER) to publish a national coammen charge guideline. The
guideline will set the method that must be follovigdthe Electricity Distribution
Network Service Providers (DNSPs) in determining ¢hapital contribution for most
new customers for connecting to the distributiotwoeks.

In developing this guideline, the AER has identifenumber of issues and alternate
options for calculating the connection charge. s guideline will have a significant
impact on the community in how new customers asggdd for connecting to the
electricity grid, the AER considers that it is inm@nt to consult on these issues
before it proceeds to further develop the guideline

After considering all the submissions and issuesedain response to this paper, the
AER will develop and publish a ‘draft version’ d¢fet guideline for consultation, in
accordance with the distribution consultation pescgpecified by the NER.

1.2 Legislation
On 5 November 2010, the Ministerial Council on EyyefMCE) announced thét:

In line with the scheduled National Energy Custof@mework (NECF)
Parliamentary introduction timeframe outlined iretMinisterial Council on
Energy (MCE) Communiqué of June 2010, the Souttraliasm Minister for
Energy, the Hon Patrick Conlon MP, introduced twitlsBthe National Energy
Retail Law (South Australia) Bill 2010 (NERL) ame tStatutes Amendment
(National Energy Retail Law) Bill 2010 to the Parient of South Australia on
27 October 2010...

To assist stakeholders in preparation for impleragan of the NECF, the
Regulations and Rules that will be made are begtgased. These Regulations
and Rules are not subject to any further conswtatind their publication is
aimed at informing stakeholders to allow the comreement of implementation
planning.

The legislative instruments (to be made by the IBéuwistralian Minister) include the
National Electricity (Retail Connection) AmendmBuies 201(the Rule)* The Rule

®  Ministerial Council on Energy, Standing CommitaeOfficials, Bulletin No.185,
http://www.ret.gov.au/Documents/mce/ _documents/2040Bulletins/Bulletin%20No0.%20185%
20-%20%20National%20Energy%20Customer%20Framewobkdpdate.pdf

This rule is available from

http://www.ret.gov.au/Documents/mce/ _documents/20240Bulletins/No.185-10-

National Electricity (Retail Connection) AmendmedrRtiles 2010.pdf




enables the introduction of a new chapter SAleetricity connection for retail
customers—to the NER.

Under chapter 5A, the AER will be required to depeand publish connection charge
guidelines to codify how Electricity Distributiondiivork Service Providers (DNSPs)
should charge new electricity customers for coringdb their networks.

DNSPs will be required to develop their connectiolicies for approval by the AER
based on the guideline. The connection policiest setsout the circumstances in
which connection charges are payable and the fasitetermining the amount of
these charges.

While the legislative process is not complete,M@&E has announced that the AER
may commence the development and consultation gsandime for the NECF
implementation by the target date of 1 July 20A2tivities carried out by the AER

in accordance with NECF requirements prior to tleCIR start (such as consultation,
making instruments and decision-making) will bepsanped by appropriate
transitional provisions enacted by participatinggdictions to ensure instruments and
decisions are validly made under the National Elgtt Laws and Rules and take
effect on commencement of the NECF.

1.3 Connection charge principles

Chapter 5A sets out the following principles undeause 5A.E.1—Connection charge
principles:

(@) This clause states thennection charge principles

(b) Aretail customelother than aon-registered embedded generatoa
real estate developewho applies for @onnection servictr which an
augmentations required cannot be required to make a capitairimution
towards the cost of threeugmentatior{insofar as it involves more than an
extensiofif:

(1) the application is for a basic connection senvor

(2) arelevant threshold set in the Distributiost\ork Service
Provider’s connection policy is not exceeded.

Note In general, the intention is to exclude deegtesn augmentation charges for retail
customers.

(c) Subject to paragraph (b), in determining catioe charges in accordance
with its connection policy, a Distribution Netwo8ervice Provider must apply
the following principles:

(1) if an extension to the distribution networknescessary in order to
provide a connection service, connection chargeth#service may

> MCE Standing Committee of Officials Bulletin No.@9-Implementation of the National Energy

Customer Frameworlttp://www.ret.gov.au/Documents/mce/ _documents/Pollétins/Bulletin-
No-190-ImplementationoftheNationalEnergyCustomemteaork.pdf




include a reasonable capital contribution towah#sdost of the extension
necessary to provide the service;

(2) if augmentation of premises connection assetise retail customer’s
connection point is necessary in order to provideranection service,
connection charges for the service may includeasamable capital
contribution towards the cost of the augmentatibpremises connection
assets at the connection point necessary to proveservice;

(3) if augmentation of the distribution systenmecessary in order to
provide a standard connection service, connectianges for the service
may include a reasonable capital contribution tolwdhe cost of the
augmentation necessary to provide the service;

(4) if augmentation of the distribution systenmecessary in order to
provide a connection service under a negotiatedextion contract,
connection charges for the service may, subjeahyoagreement to the
contrary, include a reasonable capital contributawsards the cost of
augmentation of the distribution system to the mxteecessary to provide
the service and to any further extent that a prugervice provider would
consider necessary to provide efficiently for f@astdoad growth;

(5) despite subparagraphs (1) to (4) if augmenatf the distribution
system is necessary in order to provide, on thécgtion of a real estate
developer, connection services for premises comgiiis a real estate
development, connection charges for the services sudbject to any
agreement to the contrary, include a reasonabliéatapntribution
towards the cost of augmentation of the distribusgstem to the extent
necessary to provide the services and to any fuetktent that a prudent
service provider would consider necessary to peeidiciently for
forecast load growth;

(6) however, a capital contribution may only bguieed in the
circumstances described in subparagraphs (1) 6 g&jvision for the
costs has not already been made through existstgldition use of system
charges or a tariff applicable to the connection.

(d) If

(1) a connection asset ceases, within 7 yearsitfteonstruction or
installation, to be dedicated to the exclusive afshe retail customer
occupying particular premises; and

(2) the retail customer is entitled, in accordawdé the connection
charge guidelines, to a refund of connection charge

the Distribution Network Service Provider must m#ke refund, and may
recover the amount of the refund, by way of a cotiae charge, from the
new users of the asset.

(e) For the purposes of paragraph (d), a perstakén to be a new user of a
connection asset if the asset comes to be usatvalp a connection to that
person’s premises

() For the purposes of this clause capital cbation includes a prepayment
or financial guarantee.
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Purpose and requirements of the
connection charge guideline

2.1 Purpose of the connection charge guideline

Chapter 5A requires thttte purpose of the guideline isdnsurethat connection
charges:

arereasonable, taking into account the efficient cosgroviding the connection
services arising from the new connection or conapdilteration and the revenue a
prudent operator in the circumstances of the refelastribution Network Service
Provider would require to provide those connecsiervices

provide, without undue administrative cost, a ysys signal to reflect the efficient
cost of providing the connection services

limit cross-subsidisation of connection costs betvdifferent classes (or subclasses)
of retail customer

are competitively neutral, if the connectisarvices are contestable.

2.2  Scope of the guideline

Under chapter 5A, thguidelinesmust:

describe the method for determining charges fomjges connection asséts

describe the circumstances (or how to determineithemstances) under which a
Distribution Network Service Provider may receiveagital contribution,
prepayment or financial guarantee from a retaitaraser or real estate developer for
the provision of a connection service

describe how the amount of any such capital camioh, prepayment or financial
guarantee is to be determined

establish principles for fixing a threshold (basedcapacity or any other measure the
AER thinks fit) below which retail customers (naiig a non-registered embedded
generator or a real estate developer) are exemptdny requirement to pay
connection charges (or to give consideration inféinen of a capital contribution,
prepayment or financial guarantee) for an augmiemgbther than an extension) to
the distribution network necessary to make the eotion

describe the methods for calculating the augmematmponent for the connection
assets and, if the augmentation consists of ouded an extension, the extension
component of a connection charge

Under chapter 5A, premises connection assetssrtearcomponents of a distribution system used
to provide connection services; and connectionisemweans either or both of (a) a service
relating to a new connection for premises; (b)raise relating to a connection alteration for
premises.




= describe the method for calculating:

» the amount of a refund of connection charges fmyrmection asset when an
extension asset originally installed to connectgiremises of a single retail
customer is used, within 7 years of its installatim connect other premises
and thus comes to be used for the benefit of 2aremetail customers

= the threshold below which the refund is not payable

= describethetreatmeniof augmentation assets.

In developing the guidelines, the AER must haverggo: (1) historical and
geographical differences between networks; anth{8j-jurisdictional differences
related to regulatory control mechanisms, classifon of services and other relevant
matters; and (3) the circumstances in which conoresiervices may be provided by
persons other than Distribution Network Servicevitters (and are therefore
contestable).

2.3 Application of the guideline

Based on the connection charge principles set widgster 5A and the AER’s
connection charge guideline; each DNSP must subsmproposed connection policy
for approval by the AER. The connection policy msest out the circumstances under
which the DNSP may require a retail customer ok estate developer to pay a
connection charge for the provision of a connecsiervice.

DNSPs must charge new customers in accordancelvathuideline for the following
classes of connection services:

= basic connection service—connection service @@ connection (or a
proposed connection) between a distribution systeda retail customer’s
premises (excluding a non registered embedded g@narpremises), where the
retail customer is typical of a significant clagsetail customers or the retail
customer is, or proposes to become, a micro-emioegigieeratdr

= standard connection service—a connection sergibei(than a basic connection
service) for a particular class (or sub-class)arfnection applicant and for which
a model standing offer has been approved by the.AER

” Micro embedded generator means an embedded tjegarait contemplated by Australian

Standard AS 4777 (Grid connection of energy systammverters).




3 Typical connection works

The AER considers that a typical connection casdparated into three separate
components and to reduce confusion the AER seedettie on a robust definition of
each component. In this paper the AER applies d¢fi@itions in appendix A,
including the following:

= Direct Connection Assets - These are the preme®igection assets which run
from the connection point to the point of supplyavhere applicable also include
the consumer mains.

= Extensions - An augmentation that requires the ectiwn of a power line or
facility outside the present boundaries of thedmaigsion or distribution network
owned, controlled or operated by a Network Sermsvider®

= Augmentation - Augmentation of a transmission atrdhution system means
work to enlarge the system or to increase its agptctransmit or distribute
electricity, caused by the need to connect a custd@nly new customers with
capacity level above the threshold level set byAB® are required to pay for
their augmentation cost.

As network extensions are a subset of an augmentdtie AER considers that an
additional definition is needed to distinguish aapaaugmentations from extensions:

= Shared Network Augmentation—Augmentation of agmaigsion or distribution
system to increase its capacity to transmit oribiste electricity. This is all
augmentations other than extensions to the trasgmisr distribution system to
extend the area of coverage.

P

The AER seeks comments on the above proposedtitismiand those in appendix 4
for use in the connection guideline.

8
9

National Electricity Rules, glossary.
National Electricity Law, definitions.




4  AER’s design criteria and considerations

The AER considers that, subject to, and in addittotine conditions of chapter 5A, it
is important to establish a policy framework toldeat to design the connection
charge guideline. Based on the purpose of the abimnecharge guideline outlined in
chapter 5A clause 5A.E.3(b), the AER has adopteddliowing design criteria in
developing the connection charge guideline:

1. Where possible, the connection charge should tectefe of the actual cost
for providing the network extension attributedhe tndividual customers.

2. Where suitable alternative service providers farstnuction works are
available, the DNSP’s charge should be reflectivih® market price; where
no alternative service providers are available, BBISust charge at a
reasonable rate, which is reflective of the maptete.

3. Any cross subsidies between new and existing cuat®should be
minimised. However, minimising cross subsidies $thawt be pursued at the
expense of undue administrative costs.

4. Customers should not experience a large step charggital contributions if
they fall above or below the threshold for chardimgshared network
augmentation.

The rationale of the AER design criteria is expainn the following sections.

The AER seeks comments on its design criteriafferconnection charge guideline.

4.1 Connection charge should be reflective of actua |
attributable cost

Under clause 5A.E.3(b)(2), one of the purposes@iuideline is to ‘provide,
without undue administrative cost, a user-paysaitmreflect the efficient cost of
providing the connection services’. The AER therefoonsiders that, unless the
administrative cost out-weights the need to proadeser-pays signal, connection
charge should be reflective of the actual costbaited to the individual customers.

4.2 DNSP’s charge should be reflective of the marke  t
price where possible

Under clause 5A.E.3(b)(1) another purpose of thdajme is to ensure that the
connection charges are ‘reasonable, taking intowatcahe efficient costs of
providing the connection services arising fromrleg connection or connection
alteration and the revenue a prudent operatorartittumstances of the relevant
Distribution Network Service Provider would requiceprovide those connection
services’.

The AER considers that a prudent operator subjecbmpetitive pressure would
attempt to improve efficiency and charge custoreempetitive market rates. The
AER also considers that a competitive market pnoeld be reflective of efficient
cost. Hence, where suitable independent servicaders (contractors) are available,




a DNSP should either price its connection servideemarket price, or engage
independent service providers to provide the seriaccustomers. Where no
alternative service providers are available, DN®Ist charge at a reasonable rate,
which is reflective of the market price.

4.3  Any cross subsidies between new and existing
customers should be minimised

Clause 5A.E.3(b)(3) requires that the connecticargd should ‘limit cross-
subsidisation of connection costs between diffectagses (or subclasses) of retail
customer’. The AER considers that the guidelinautheeek to charge new
connecting customers a subsidy-free price. The A&fiders this approach would
not cause increases in network charges to existisgpmers due to new connections.

4.4  Customers should not experience a large step
change in capital contributions if they fall above or
below the threshold for shared network
augmentation charges

The AER notes that shared network augmentationealy occur in discreet steps.
The size of the steps depends on the voltage IEgelexample, a distribution feeder
typically has a capacity of 4 to 10 MVA, a zone siation’s capacity typically ranges
between 20-60 MVA and transmission connection partsformers are typically
larger than 100 MVA.

Most parts of the networks will have some levespére capacity. As new customers
are connected, the level of spare capacity dimgsshAt some point in time, the next
new customer would trigger shared network augmiemtaln consideration of the
requirement that the connection charges should be:

‘reasonable, taking into account the efficient sostt providing the connection
services arising from the new connection or conpadlteration and the
revenue a prudent operator in the circumstanceb®ftelevant Distribution
Network Service Provider would require to provitlege connection service¥,

the AER considers that it would be unreasonablettieacustomer who happens to
trigger the shared network augmentation shouldtipayull cost of this augmentation.
Rather each customer who connects to the netwakiditontribute an amount
towards the cost of shared network augmentatideatdfe of the load they place on
the network. Hence, the AER considers the shartdonke augmentation charge
should be based on the per unit usage of each nswroer, above the shared
network augmentation threshofd.

10 National Electricity (Retail Connection) Amendr@ules 2010, clause 5A.E.3(b)(1).

™ The cost of network augmentation for general dehgrowth is already shared amongst all
customers, new and existing. The augmentationafasistomers below the threshold will be
treated in a similar manner.




4.5  Existing jurisdictional connection charge
frameworks

In developing this consultation paper, the AER &las considered the current
jurisdictional connection charge framework andgpecific requirements of chapter
5A.

The applicable jurisdictional codes, guidelines BINSP pricing principles which
have been taken into account in developing the ABfREws include:

Australian Capital Territory
Utilities (Electricity Network Capital ContributienCode) Approval 2007

Available at;
http://www.leqislation.act.gov.au/di/2007-204/ddfasp

New South Wales

Capital Contributions and Repayments for ConnestiorElectricity
Distribution Networks in New South Wales

Available at;
http://www.ipart.nsw.gov.au/investigation contegpaindustry=2&sector=4&i
nquiry=16&doctype=1&doccateqgory=1&docgroup=1

South Australia
Electricity Distribution Code, and

Electricity Industry Guideline No. 13

Available at;
http://www.aer.gov.au/content/index.phtml/itemId30d 1

Victoria

Guideline no. 14: Electricity Industry - ProvisiohServices by Electricity
Distributors

Available at;
http://www.esc.vic.gov.au/public/Energy/Regulatiant+Compliance/Codes+a
nd+Guidelines/Guideline+no+14+electricity+industry+
+provision+of+services+hy+electricity+distributdgslideline+no+14+electricit
y+industry+-+provision+of+services+by+electricityisttibutors.htm

Queensland

Ergon Energy Policy, Capital Contributions (Assteibwith Network
Connections)

Available at;
http://www.ergon.com.au/ data/assets/pdf file/@63.00/Ergon-Capital-
Contribution-Methodology-April-05.pdf




Energex Limited, Capital Contributions Policy

Available at;
http://www.energex.com.au/network/network pricegt@bital contributions p

olicy 2009-10.pdf

Tasmania
not published.
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5 Method of determining capital
Contributions (cost-revenue-test)

Under clause 5A.E.3(c)(2), the AER's guideline nuesicribe the circumstances (or
how to determine the circumstances) under whicls&ibution Network Service
Provider may receive a capital contribution, prepeamt or financial guarantee from a
retail customer or real estate developer for tlwwipron of a connection service. As
discussed in this section the AER considers tleaptimary determinate of the
circumstances where a DNSP may receive a capitdtilbation for the provision of
connection services is whether or not the cust@necremental cost of connection
exceeds its incremental revenue provided from tmmection.

5.1  Current jurisdictional shared network augmentat ion
arrangements

5.1.1 Victoria

In Victoria, Guideline No. 14 implements an expligst of incremental cost versus
incremental revenue. In implementing this test,BElsential Services Commission of
Victoria (ESCV) stated that the purpose of custoowertributions was to ensure that
customers expect to pay at least the net increthessaof providing their servic¥.

This test applies to both the operating and maartea costs associated with the new
connection. It takes the form of:

CC=[IC-IR] +SF
Where:
CC is the maximum amount of the customer’s capiakribution;
IC is the amount of incremental cost in relationhte connection offer;
IR is the amount of incremental revenue in relatmthe connection offer; and
SF is the amount of any security fee under the ection offer

5.1.2 New South Wales
In New South Wales, IPART decided on a generalwilleh was that:

The general rule is that a customer will pay fa direct costs of establishing
the connection up to a defined point of connectiothe network. These
direct costs are those involved in providing argtaiiing the lines and
equipment that are dedicated to that customer didtgbution network
service provider (DNSP) will pay for all other cost

12 ESCV decision on Guideline 14. pg. 9.
13 |PART, Final Report - Capital Contributions Anefayments For Connections To Electricity
Distribution Networks In New South Wales, April Z0(.1

11



In deciding on this general rule, IPART rejected timdings of the connections
working group which recommended that a cost-revdasebe applied.

5.1.3 Queensland

In Queensland, the Queensland Competition Authdiasynot issued guidelines on an
appropriate capital contribution policy, howevéhas approved the capital
contributions policies of Ergon and Energex.

5.1.3.1 Energex
Energex has implemented a cost-revenue-test dbthe

CC = ICCS + ICSN — [IR(n=20) — SNC(10%)]
Where:

CC = Capital Contribution

ICCS = Customer specific incremental costs

ICSN = Incremental costs in the upstream (sharetyyark directly attributable to
the new connection

IR(n=20) = Present value of a 20 year revenue istidieectly attributable to the
new connection

SNC(10%) = A 10% attribution of Incremental reverili®(n=20)) to the costs of
the existing shared network.

Energex stated that:

The level of a particular capital contribution istermined by reference to the
following objectives:

» To meet the economic efficiency objective, cdpitantributions should only
cover any shortfall between the present value sifibution charges expected
to be paid by the new customer over the life ofakgets and the incremental
cost of connecting that customer. This approachresshat existing
customers are no worse off following the connectiba new user because the
expected network revenue from the new customeahérform of additional
charges and/or capital contributions) will covex thcremental cost of supply;
and

» To meet the equity objective, it is reasonablexpect each customer, in
addition to their incremental costs of connectiomiake some contribution to
shared asseté.

14 Energex2009-10 Pricing Principles Statemept 35
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5.1.3.2 Ergon

Ergon reached similar conclusions to Energex asal iahplemented a
cost-revenue-test of the form:

CC = ICCS- [IR(n=20) — SNC(X%)]

Where:

CC = Capital Contribution

ICCS = Incremental Costs - Customer Specific partibthe Project Cost
IR(n=20) = Incremental Revenue (present value 29 gear revenue stream
directly attributable to the new connection — ckdted on the annual

Network Price Book rates)

SNC(X%)= Shared Network Cost (a 25, 80 or 2% attidn of Incremental
Revenue (IR(n=20)) to the costs of the existingethaetwork)

East Zone 25%
West Zone 80%

Mt Isa Zone 2%

5.1.4 South Australia
There is no explicit cost-revenue-test.

515 ACT
There is no explicit cost-revenue-test.

5.1.6 Tasmania

There is no explicit cost-revenue-test.

5.2

Issues under chapter 5A

The connection charge principles state that the AR®uld provide user-pays signals
to reflect the efficient cost of providing the c@ation services and seek to limit the
cross subsidisation of connection costs betwederdiit classes of retail customers.
The economic theory of cross-subsidy is based emviirk of Gerald Faulhabét.
Faulhaber explicitly defined subsidy-free pricimglgresented two tests for the

existence of cross-subsidisation:

A service is the recipient of a cross-subsidy & thvenue generated by producing
the service is less than the incremental costmfiging the service.

A service is a potential source of subsidy if tteemue generated by providing
the service is greater than the stand-alone cqstoeiding it. The stand-alone
cost of a service is the cost of producing thatiserin isolation.

15

Cross-SubsidizatiorPricing in Public Enterprises, Gerald R. Faulhab&he American Economic
Review, Vol. 65, No.5 (Dec., 1975), 966-977.
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The AER considers that these two tests generdilthseupper and lower bounds for
the connection charges that a customer shouldgragofinection to the electricity
distribution networks to limit cross subsidies. T&ER's initial position is that it is
appropriate to implement a cost-revenue-test, vidyeaecustomer will only be
charged a capital contribution if its incrementagicexceeds the incremental revenue
that the connection will provide over its life.

This may result in a new connecting customer cbatimg to its incremental costs as
a combination of an upfront capital contributiordamgoing network tariff
(distribution use of system charges (DU0S)) charfjee AER's guideline does not
indicate a preference for either charging an ugfoapital contribution or through
network tariffs but rather, it seeks to limit cresssidies between new and exiting
customers® The AER considers that appropriate user pays ksigvid be provided

by the cost-revenue-test, regardless of whetheretenue is received upfront or
through ongoing charges, if a subsidy free pricgharged to each customer.

5.3 AER considerations

To ensure that a customer pays at least the inoiat@ost it imposes on the network,
it is necessary to test the incremental revenueaticastomer will provide against the
incremental cost of connecting that customer. Inmgleting a cost-revenue-test
requires estimates of all the costs that a DNSPinalr by connecting the customer
and all the revenue that a DNSP will receive frbiat tustomer. The AER's
preliminary position is that all costs incurredthg DNSP, including direct
connection, extension, shared network augmentatard an allowance for the
additional operating and maintenance c8steould be compared against the
anticipated DUOS revenue from the customer. Anarfcapital contribution would
only be required to the extent that the custom2tJeS payment is less than their
incremental cost.

A connecting customer’s costs will be recovered asmbination of ongoing DU0S
payments and upfront capital contribution, if reqdi Each jurisdiction currently has
its own method of apportioning a customer’s connectosts as either upfront capital
contributions or ongoing DU0S payments. Changimgjaiisdictional balance
between DU0S and capital contributions would cregtaty issues between new and
existing customers. Additionally, the AER considiérat it generally does not matter
if connecting customers’ costs are recovered upfmoas ongoing payments, so long
as a mechanism is in place to ensure that a sub®idyrice is recovered by the
DNSP As such, the AER is not seeking to adjust theohiisl split between capital

% However, the AER notes that a DNSP’s DU0S changest be in accordance with the Distribution

Pricing Rules contained in the NER.

This is subject to the discussion in section Bictv outlines the threshold beneath which customers
do not explicitly pay for shared network augmeiotati

While ongoing operational and maintenance castsat strictly covered by the requirements of
Chapter 5A, the AER proposes to include it in thkewlation of incremental cost. The AER
considers that this is necessary because the Agpbpes to use DUOS in the calculation of
incremental revenue and DUo0S includes a compomdated to operational and maintenance costs.
Section 7.4 discuss this issue in more detail.

DNSPs have suggested that upfront payment o$ @osvides a stronger locational signal to
connecting parties. Therefore, a customer shoulérgdly pay upfront for its direct connection
costs. Whilst this may be the case, the AER consithat for most small customer, direct

17

18

19
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contributions and DUOS in each jurisdiction. Applyithe cost-revenue-test will
ensure new connecting customers pay a subsidyfiee but not necessarily alter the
historical split between DUoS and capital contridmg >

In a non contestable environment, all costs areried by a DNSP and all the
revenue is received by the DNSP, therefore, aliscasd revenues would be included
in the cost-revenue-test. However, where some eostpaid by a customer directly
to a third party service provider, or where thetooger performs some of the work
(i.e. in the case of some developers), the appiicaif a cost-revenue-test is less
clear. The AER's preliminary view is that the costenue-test should be applied only
on the costs incurred, and revenue received, bipM®P. Where the costs are borne
by a third party, they should not feature in thetaevenue-test. Otherwise, the AER
considers a customer would always seek the DN$Rrform the works given that
the DU0OS payment would offset the cost of the mtpj@hereas if an accredited
service provider undertook the works, the customwarld pay the full cost to that
provider in addition to DU0S payment to the DNSRe RER considers that not
including competitive services in the cost-revetes-is more likely to facilitate
competitive neutrality of contestable servicesanadance with the purposes of the
guideline.

Where there is a revenue shortfall from an indigidtustomer, then the DNSP will
levy a capital contribution. Alternatively, whelgetincremental revenue is in excess
of the incremental cost, then the customer woutdoeaequired to make a capital
contribution to the network. The AER is not propaosthat any excess incremental
revenue be returned to the customer. The AER cerssttiis would still be consistent
with the limit cross-subsidisation purpose of thidgline because it is unlikely these
customers will be paying in excess of their staodeacost.

Where the incremental connection cost is less tivamcremental revenue, it does
not mean that the particular customer should begdgss than the DUOS for the
same class of customers. This is because the Dhax§es also includes cost
recovery of the upstream assets for supplying tiséomer. All customers of the same
connection and load characteristic should pay éneesDUoS rate because this
network charge represents the average real cgsbeiding the network service.

While the AER considers that the cost-revenueitasiquired to ensure customers
are contributing at least their incremental castsmany classes of customer, a set
capital contribution may be the most administrayivefficient manner to charge for
connections. For basic and some standard connegffiens, the AER would allow the
amount of a capital contribution to be pre-calcedafor all customers within a class.

connection costs will not vary substantially anddea locational signal is not necessary. The
AER has provided strong locational signals on,rtioee substantial, extension and augmentation
costs. Also, where a customer’s direct connectasiscare higher than usual, for example when a
customer requires a pole on private property, t® will be included in a customer’s revenue test
possibly resulting in a capital contribution, thprsviding a locational signal.

DUoS charges in each jurisdiction should refteetaverage connection costs not currently
covered by an upfront capital contribution. In gdlictions where customers have not historically
paid capital contributions, DU0S charges would tenlde higher and as such customers will
generally contribute more incremental revenue ¢oDNSP, this would result in lower capital
contributions under the AER’s scheme.

20
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Where this amount was pre-recalculated it woulddrge using a cost-revenue-test
based on an average or typical customer withirckies. As such, large groups of
roughly homogenous customers would be able to ammmections on consistent
terms at a consistent price.

The AER considers that:

= For larger customers, or customers with specifipirements in addition to
standard connection services, the cost-revenuevtadtl need to be applied
individually. As DNSPs can determine what standamanection offers to
provide, the AER considers that DNSPs will be d@blbalance the administrative
costs against ensuring that customers are medtlegs their incremental cost.

= Implementing a cost-revenue-test is in accordantetive AER’s design criteria
3 and 4 as it seeks to minimise cross-subsidiasmanner which is not
administratively burdensome for DNSPs.

The AER notes that Queensland’s implementatiolm@icbst-revenue-test includes an
explicit allowance towards the cost of the existshgred network and that this was
adopted to maintain equity between new and existirsjomers. The Victorian
approach to the cost-revenue-test does not in@ndexplicit allowance towards the
costs of the shared network. The AER’s initial viewthat the connection charge
principles under Chapter 5A (clause 5A.E.1, seé@ed.3) do not specifically allow
for the inclusion of an allowance towards the co$the existing shared network and
so the AER is not proposing to include this speaflowance in the cost-revenue-test
at this time.

AER’s preliminary position is that a cost-revenesttwill be applied in the form of:
CC = ICCS + ICSN - IR(n=X)
Where:

CC = Capital Contribution
ICCS = Customer specific incremental costs incubnethe DNSP

ICSN = Incremental costs in the upstream (sharetyyark directly attributable to
the new connection, where applicable

IR(n=X) = Present value of a X year revenue streaectly attributable to the
new connection

The AER considers it appropriate that an additi@oalstraint be placed on this
formula that CC 0.

The AER seeks comments on its preliminary posittoapply a cost-revenue-test of
the form CC = ICCS + ICSN - IR(n=X).
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5] Incremental revenue

The cost-revenue-test relies upon an estimatiadgheoincremental revenue that a
DNSP will receive from the connecting customer. AR considers that the four
primary issues to consider in determining the appate estimate of total revenue to
use in the cost-revenue-test are: the appropriatsuare of revenue; the appropriate
time period over which to assume revenue for aqaar connection is earned by the
DNSP; the price path to assume beyond the currstmitadition determination and; the
appropriate discount rate to use for calculatirgribt present value of the future
revenue stream.

6.1  Appropriate measure of revenue

The AER considers that the measure of revenueindéé cost-revenue-test should
be consistent with the costs which it will offsehe AER proposes that its cost-
revenue-test will apply to all capital and openaéiband maintenance costs borne by
the DNSP due to the connection of the new custoAgsuch the AER considers that
DUOS is the appropriate measure of revenue to esause it compensates DNSPs for
these costs.

The AER requests comments regarding whether DUt&iappropriate measure of
revenue to use in the cost-revenue-test.

6.2  Appropriate time period

The AER considers that the cost-revenue-test shinaldde an assumption about
future revenue that reasonably reflects the pesaa which a DNSP will receive
revenue from the connection. In many cases it neagdpropriate to use an
assumption which corresponds to the useful lifthefassets being installed.
However, in some cases it may be apparent, torethgoth parties, that the
connection may be needed for a shorter/longer geridime. In these cases, the AER
considers that a shorter/longer time period, cpording with reasonable
expectations of the required connection period,ld/be reasonable. Where a
connection is assumed to be used for a periodhessthe useful life of the asset, the
AER considers that a reasonable assumption shtadda made for the salvage
value of the assets (taking into account the dostdved in recovering the assets).

The AER has noted the connection periods currestymed in Victoria and
Queensland. The AER’s initial view is that a defagisumption for residential
customers connecting for 30 years and busineseroess connecting for 15 years
may be appropriate. The AER considers that it g@priate for the assumption for
residential customers to be set rigidly becauseetiseunlikely to be substantial
variance in the expected life of a dwelling. Howewkie to the greater variance in the
nature of business connections, the AER consitietsINSPs and business
customers, should have the flexibility to vary #ssumed connection period taking
into account the circumstances of the new conneckor example, a high rise office
building in the CBD would typically exist for mudbnger than 15 years.

The AER requests comments on the appropriate asgmapegarding the connectign
period for new connections.
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The AER requests comments on how much flexibilityI®s, or new business
customers, should have to alter these default gssoms.

6.3 Discount rate

To calculate the incremental revenue, an apprapodeicount rate is required to
discount the future revenue stream into presentevdlhe AER considers that the
DNSPs’ real weighted average cost of capital (WA@EYetermined in the
respective DNSPs’ price determinations is the gmpaite discount rate to use.

The AER requests comments regarding whether the WiGhe appropriate
discount rate to use in performing the net presehte calculation.

The AER requests comment regarding whether it js@piate to use a pre-tax
WACC, or a post tax WACC with a separate adjustr@ntaxation.

6.4  Appropriate price path

The calculation of incremental revenue requireassumption to be made regarding
the price path of DU0S. For the period until the ehthe current distribution
determination this price path is reasonably clelamvever, it becomes more difficult
to accurately estimate the revenue the customébwitontributing after the active
distribution determination. The four most obviouE@ paths to follow in subsequent
periods are:

1. Continue the current price path indefinitely
2. A historical average growth rate

3. Trend prices in line with CPI

4. Flat price path

The AER's preliminary view is that continuing therent price path indefinitely, as
currently assumed in Victoria, is likely to be ipappriate because the price path can
differ markedly from historical or anticipated fuéuprice growth rate. Due to the
inherent difficulty in estimating the future pripath, the AER’s preliminary position
is that it is appropriate to assume prices will aenflat for the period of the
connectiorf.

The AER requests comments regarding the appro@sstemption of future price
path to use in the cost-revenue-test.

2L The AER is proposing to use a real WACC in th&/Nfalculation and as such it is not necessary

to escalate the current price path in line with.@P4 nominal WACC is adopted then it will be
necessary to inflate DU0S revenue using CPI.
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7 Incremental cost

Under chapter 5A, the purposes of the AER's guidahclude ensuring connection
charges are reasonable taking account of efficiesiis of providing the connection
service, provide a user pays signal and limitirggsrsubsidisation. The AER must
also have regard to historic and geographical diffees between networks.

The cost-revenue-test relies upon an estimatidgheoincremental cost that a new
connection imposes on the DNSP. Therefore, to ahéterthe capital contribution for
a new connecting customer, it is necessary to ffyailtthe costs that that customer
imposes upon the DNSP. Generally, a connectiorbedroken into three separate
components being, the direct connection assetexiemsion and the shared network
augmentation. Also, a new connection will also isgeome additional operational
and maintenance costs onto the DNSP.

Under clause 5A.E.3(c)(5)of the NECF, the AER'sIgline must “describe the
methods for calculating the augmentation compofarthe connection assets and, if
the augmentation consists of, or includes an eidenthe extension component of a
connection charge”. While there is no specific refee to operational and
maintenance costs in the new chapter 5A, as disdusssection 7.4 of this paper, the
AER proposes to include these costs in the cogtrmas-test. This would ensure the
costs are offset against the component of DUoSect k@ operational and
maintenance costs.

7.1 Direct connection assets cost

Generally the costs associated with direct conoe@ssets are easily identifiable and
attributable to an individual customer. Hence, tiast element should be included in
setting the connection charge. Where the serviclssified as standard contfékhe
charges for direct connection assets should ball@aséhe efficient costs of

providing the required service in accordance wienfborm of control applied by the
AER in a distribution determination.

7.2 Extensions cost

Consistent with most current arrangements, the Akfial view is that the full cost
of an extension should be funded by the customéhwiequires the extension,
subject to a cost-revenue-test and rebate schemeepiicing will also provide a
strong locational signal. The rebate scheme wil/jgle a rebate to the initial
customer, if subsequent customers join the extan3iois scheme is discussed
further in section 9.4.

The AER considers that a competitive market prioala be reflective of efficient
costs. Hence, where suitable independent servedars (contractors) are available,
a DNSP should either price its connection servide@market price, or engage
independent service providers to provide the seriaccustomers. In a non

22 standard control services are typically provittedll customers, or to a broad class of customers,

and are generally available only from the incumisemvice provider (i.e. they have a monopoly
over the provision of those services). Costs fes¢hservices are recovered through regulated
tariffs.
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contestable environment, the AER regulates DNSIpsite alternative control
services at cost reflective pricésOne option, which could be applied to a connection
service, is a schedule of fixed prices.

Another option to ensure efficient prices is touiegga DNSP to call for tenders
subject to customer agreement before performindksvover a certain dollar

threshold (where the administrative cost of callimgtenders would not be significant
relative to the total project cost). The AER coesgdthat the threshold could be set at
$3000 which should not create a substantial adinatige burderf’ For works below
the threshold, the AER’s preliminary view is to ueg@ DNSPs to use pre-established
period (standing) contract prices from qualifiettdhparty contractors as the cost
calculation basis.

The AER seeks comments on its preliminary view #maéxtension should funded by
the customer requiring the extension, subject éoctyst-revenue-test.

The AER seeks comments on its preliminary view:that

- Subject to customer agreement, DNSPs shoulderaders for connection works
over $3000.

- For works below this threshold, DNSPs shouldpreeestablished period (standing)
contract prices from qualified third party conti@stas the basis for cost calculation.

7.3 Shared network augmentation cost

Under chapter 5A, only new customers with demarmyalthe threshold level set by
the AER are required to pay for specific sharedvodt augmentation costs.

However, this does not mean that other new cus®aenot fund shared network
augmentation costs. DNSPs will be recovering théigroof the overall shared
network augmentation cost due to new customer dréhvbugh network tariffs,
which apply to all existing customers and new Consis.

7.3.1 Current jurisdictional shared network augment ation charge
arrangements

This section provides an overview of the augmenatharge arrangements in the
relevant jurisdictions. It does not, in all casiscuss the actual charge methodologies
adopted by each DNSP.

% Alternative control services are generally preddt the request of, or for the benefit of, specif

customers. They are subject to less onerous réguland they can often be provided by third
parties (other than the DNSP). They are “excludedhe sense that they are not covered by the
price cap or revenue cap applicable to direct cbsrvices. A fee is usually charged for these
services.

Based on the assumption that the total costafaeng should not exceed 10 per cent of the
overall cost and the cost for tendering is about fours of an electrician’s rate of about $80 per
hour. This hourly rate is based on the averagdralem charge-out rates of Adelaide, Brisbane,
Melbourne and Sydney published Rgwlinsons Australian Construction Handbook, 2011.

24
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7.3.1.1 New South Wales

Under IPART's capital contributions determinatitire network augmentation works,
which a new customer must fund, must be the ecomoptimum size required given
the customer's connection capacity, other loadsapdcted growth in other loaffs.

7.3.1.2 South Australia (SA)

Under clause 3.3 to 3.11 of ESCOSA's Electricitgtlbution Code and the SA
Guideline No. 13, the appropriate augmentationgdaras based on either a
published standard unit charge or local costs deted by an individual assessment
of the augmentation impacts.

The unit charge was based the aggregate averaigeoshof; sub-transmission lines,
the costs of substations, high voltage feederandthigh voltage feeders using recent
cost data for the metropolitan a®a’he AER now performs and exercises functions
and powers of ESCOSA under the Electricity Distiidnu Code Provisions. Under SA
derogation 9.28.3 of the NER, the standard unitgdé&s $135 adjusted for CPI. The
charge applies to each kVA above 90 kVA except whiee customer is supplied by a
19kV SWER line [single wire earth return line],wmich case the allowance is
25kVA 2’

For individual assessment customers, a similar corapt based approach is used to
develop the standard unit charge, however, the coemts are limited to those
requiring augmentation within 10 ye&fs.

7.3.1.3 Queensland

Ergon requires new customers to contribute to dstscof the existing shared
network. This amount is a 25%, 80% or 2% (dependimthe area) attribution of the
incremental revenue. In addition, Ergon appliesftfiewing general principles:

= |f the shared network works were previously outsfeePlanning Horizon (5
years for distribution networks and 10 years faresubstations and sub-
transmission networks), then the customer/develgpequired to fully fund the
cost of the works.

= |f the shared network works were already within B@nning Horizon, then the
customer/developer will be required to pay the cbstdvancement of the works.

= |f the shared network works, or advancement cosssilt in a benefit to other
customers, then the new customer/developer witeeaired to pay only its share
of the costs. Where costs are to be shared, Ergbdetermine at its absolute
discretion, the cost shares proportional to theebederived by each party.

Energex requires a 10 per cent reduction in DUo&pdpéied when determining
capital contributions as a contribution to sharetiwork costs. In addition, where

% |PART, Capital Contributions and Repayments for ConnestitmElectricity Distribution

Networks in New South Wales Determinaticlause 5.
% ESCOSAElectricity Industry Guideline No. 13uly 2005 GL 13 p. 7, 8.
27 ESCOSAElectricity Industry Guideline No. 1. 5.Electricity Distribution Code 20Q%. A-33.
% ESCOSAElectricity Industry Guideline No. 13uly 2005 GL 13 p. 8, 9.
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upstream network costs can be clearly identifiedl ane material, they are included in
the calculation of total cosfs.

7.3.1.4 The Australian Capital Territory (ACT)

In the ACT, ActewAGL charges customers who triggeraugmentation and whose
connection is uneconomic relative to the cost efupgrade, the total cost of works
associated with the augmentatitn.

7.3.1.5 Victoria

Guideline No. 14 requires that augmentation chasesild be calculated as the
difference between the present value of undertakugmentation at an earlier date as
the result of the customer having connected to#teork and the present value of
the cost the DNSP would otherwise inétrr.

7.3.1.6 Tasmania
There is no published policy in this regard.

7.3.2 Issues under chapter 5A

As noted, the purposes of the AER's guideline ishelensuring connection charges
are reasonable taking account of efficient costgroviding the connection service,
providing a user pays signal and limiting crosssadibation. In addition, the AER
must have regard to historic and geographical idiffees between networks.

In order to account for cost efficiency (chargdtemive of actual cost), the AER
considers that some locational signal would be @mate when charging for shared
network augmentation. This will ensure customecg fand take account of the actual
costs of providing connection services. A shardd/ogk augmentation charge limits
cross subsidisation because the costs to the shatedrk resulting from a new
customer will be paid by that customer and not otisers.

The AER proposes the guideline should allow foxifidity in DNSPs’ shared
network augmentation charges to take account efar&tdifferences in actual costs.

7.3.3 Alternative approaches

Under chapter 5A, the AER must set a thresholdvib@tbich customers will not pay
for specific shared network augmentation. In additto have regard to the
guideline's purposes under chapter®®fe AER considers that shared network
augmentation costs should be met by the connectisgpmers where relevant. For
these reasons, the AER has not listed—as an eptioet no specific shared network
augmentation charge be levied. The AER has clasgsifie current approaches
adopted into the following broad categories:

29 Energex2009-10 Pricing Principles Statemept 36

30 ActewAGL, response to AER information requek April 2011.

31 ESCV,Electricity Industry Guideline No. 14\pril 2004, p. 5, 6.

32 The purposes of the guideline include providisgrpay signal and to limit cross subsidisation of
connection cost.
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1. Shared network augmentatioharges, for all customers connecting to the
network above the shared network augmentation etthargshold, could be set as
a unit rate (e.g. $ per kVA rate).

2. Shared network augmentation charges, for all custsmmonnecting to the
network above the shared network augmentation ehtirgshold, could be based
on the brought forward costs. This is the costrafartaking the shared network
augmentation sooner as a result of the new customer

3. Shared network augmentation charges could be thalamst of the shared
network augmentation which is triggered by a cugtoand those customers that
do not immediately trigger an upgrade are not reguio pay).

7.3.4 AER considerations

The AER's preliminary view is that option one, & wate charge, should be adopted
to calculate shared network augmentation chargesligcussed further in section 8,
the shared network augmentation charges shouldoenfpplied to a customer's peak
demand in excess of the shared network augmentdtieshold level and the demand
measure should be consistent with the threshold—tarslthe charge should be
levied on peak demand. Approach one will promottamers above the shared
network augmentation threshold paying for the obshe shared network
augmentation which can be attributed to them aridimit any step change
concerns. Therefore, the method would be in acomelavith the AER’s guideline
design criteria 3 and 4. The AER considers thig@ggh to also provide a user pays
signal in that, a customer will pay for the shanetivork augmentation it requires, but
not that which will be taken up by subsequent qusts.

Option two is the approach currently adopted intdfia and in some cases
Queensland. The AER has previously found, duriegXBR’s review of the
benchmark upstream augmentation charge rates tiéo@ier's network, that:

...there is almost no theoretical difference in therémental cost of
continuously augmenting a distribution network ogenting it in large
steps. As such, the brought forward concept hides ffitactical value. As
fewer large augmentations are almost equivaleabtdinuously augmenting
the network, the brought forward cost of augmeatatvould be
approximately the same as the cost of undertakiagaigmentation
immediately®

...not all new customers connecting to the netwdgger upstream
augmentation. Some new customers use network ¢gplaat has already
been paid in part by previous customers. The exéstef spare capacity in
the network does not imply that no connection charghould be paid by the
particular new customer who will use this excegmcdy. The AER
considers that each customer should contributertismhie cost of adding
their required capacity, regardless of the timihgrevious or future
augmentationd?

33 AER, Benchmark Upstream Augmentation Charge Rates FiP@iter's Network Draft

Decision, 19 February 2010
AER, TheAER's Conclusion on the Benchmark Upstream Augrient@harge Rates for
CitiPower’s NetworkGuidance Paper, 25 June 2010.
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Option two, the brought forward cost approach isthe AER's preferred preliminary
option because there is considerable complexitietermining the costs accurately.
There is also a lack of transparency to customfers result some of the Victorian
DNSPs are using method one as a proxy for the htdogwvard cost.

The AER considers that method three—requiring tietamer who triggers shared
network augmentation to pay for the full cost—is$ equitable. All customers
connected to the network contribute to the costhafed network augmentation and
So it is not appropriate to only charge the custowteo triggers it. The AER came to
this same conclusion in its final decision on teadhmark upstream augmentation
charge rates for CitiPower’s network review. Furtliee AER considers that such an
approach would lead to large impediments to investrwhere the utilisation of the
network is reaching capacity. The approach wouldoeaconsistent with the AER's
criteria 4, and may also be inconsistent with oat8 and the purpose of the AER's
guideline to limit cross subsidisation.

Under approach one, there are different methodaltwulate a per unit charge rate. It
is the AER's preliminary view that the rate shdoddbased on average recent project
shared network augmentation costs for an areaouthSAustralia, Guideline No. 13
outlined:

The standard unit cost will be determined througisideration of the
augmentation costs associated with four components:

= sub-transmission lines,

= substation,

= high voltage feeder exit, and
= high voltage feeder.

In the case of sub-transmission lines, the meshada of the network makes
it difficult to assess the incremental network aatyaattributable to specific
augmentation works. Consequently, the incrememtstl @f augmentation
capacity will be assumed to be equal to the avetagg at current prices, of
the 66 kV metropolitan network capacity needed ézttustomer demand.
This average value will be determined by calcutatime total cost of the
metropolitan 66 kV network at current prices, sabting the proportion of
that cost attributable to spare capacity, and @igidhe remaining cost by the
aggregate peak demand in the metropolitan area.

Augmentation expenditures related to each of theratomponents and the
corresponding capacity increases provided will &eianined using recent
cost data for the metropolitan area. The total edjteres will then be
divided by the total capacities to give a unit das/kVA for each
component.

The four component unit costs will then be addegite an aggregate
average unit cost for all augmentation in the npalitan area. The standard
unit augmentation charge is then determined byodisting this average
value in current dollar terms for the average pkhefore future
augmentation expenditures will be required. Thealist rate to be used in
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this calculation will be as specified by the Consios from time to time.
From 1 July 2005 the value will be 8.5% per anriim.

The AER proposes adopting a similar methodologyedoulate the per unit shared
network augmentation charge rate. The AER consitletsthe rate would result in
charges reflective of the efficient costs.

The AER seeks comments on its preliminary viewharge for shared network
augmentation on a per unit rate based on the egionlmethod outlined in the South
Australia Guideline No. 13.

7.3.4.1 Locational signals

The AER considers that DNSPs may propose to segtieintnetwork into different
areas where different shared network augmentatiarge rates will be applied. In
some parts of a DNSP's network, the cost per disihared network augmentation
will be higher than in other parts. By allowingfdifent rates in different areas, the
shared network augmentation charge will be refleatif the actual shared network
augmentation unit rate cost, which should providefficient locational signal to the
market. This is in accordance with the purposdsofAER's guideline under chapter
5A to take account of the efficient costs of pravigda service.

The AER seeks comments on its preliminary viewlimaaDNSPs to segment their
network into areas where different shared netwodn@entation charge rates would

apply.

7.4  Operation and Maintenance (O&M) cost

A new connecting customer imposes not only the idiate cost of connecting to the
distribution network, but also ongoing costs in thien of additional operation and
maintenance expenses. However, the AER notesh@atoinnection charge principles
under clause 5A.E.1 do not explicitly indicate tBdSPs should charge O&M cost
as part of the upfront connection charge.

As the AER is proposing to use DUOS to calculageiticremental revenue and DU0S
is used to recover both capital and O&M costs ABR considers it necessary to
include an O&M component to the calculation of araental cost to ensure that
O&M cost is netted-off from the cost-revenue-t€herwise, the future O&M
contributions from the new customer would be ugeslbsidise their connection cost.

The AER’s preliminary view is that the operatiomslanaintenance cost should be
based on the current network average for each ofagsstomers.

The AER requests comments on

- what is the most appropriate manner to calcul&eperation and maintenance
costs imposed by a new customer

% ESCOSA, Electricity Industry Guideline No. 13,77.8.
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- should the O&M cost be excluded from the incretakcost calculation; and insted
the incremental revenue calculation be adjusteskdban the equivalent network

tariff with the O&M component removed?

26
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8 Capacity threshold for shared network
augmentation charge

Under clause 5A.E.3(c)(4), the AER's guideline nassablish principles for fixing a
threshold (based on capacity or any other meakar@ER thinks fit) below which
retail customers (not being a non-registered eméxtdeénerator or a real estate
developer) are exempt from any requirement to ey ection charges (or to give
consideration in the form of a capital contributiprepayment or financial guarantee)
for an augmentation (other than an extension)éaltktribution network necessary to
make the connection.

8.1  Current jurisdictional augmentation threshold
arrangements

A substantial body of work has been produced biouarjurisdictions and
jurisdictional regulators on augmentation chargegholds. Different charge
thresholds and methods for setting charge threshwde been adopted in
jurisdictions. The AER has provided a summary efttiresholds and in some cases a
brief statement on the justifications, as appeatke relevant Codes, Guidelines and
pricing principles.

8.1.1 New South Wales (NSW)
In NSW, a customer pays for augmentation if thearasr is:

1. A rural customer—where average demand per kilonathégh voltage line is
less than 300 kVA or where council has zoned tka as rural.

2. A large load customer—where the expected demaneldatricity is such that the
customer would require more than 50 per cent ot#pacity of the existing
assets to be augmented.

In 2001, the NSW Independent Pricing and Regulatoityunal (IPART)
commissioned a report from Meritec to assist whikh development of a capital
contributions policy’® The report found that the net present value (N&M\4I
connections in NSW were profitable except for soaral ones. The report noted that
this raised the question of whether connectiongdgmshould be levied, except for
rural and large load customer.

In IPART's final report on capital contributionsadopted the above definition of
rural and large load customers, noting that thendefn of large load customer was
the same as in the draft determination.

8.1.2 South Australia

In South Australia, a customer's demand subjeahtaugmentation charge is the
customer’s estimated maximum demand at times qurelng to network design

% Meritec,Report on Capital Contributions in the NSW Eledtyidlarket September 2001, p. 1.
37" Meritec,Report on Capital Contributions in the NSW Eledtyidarket September 2001, p. 11,
16.

IPART, CapitalContributions and Repayments for Connections tctedity Distribution
Networks in New South Wa)dsnal Report, p. 8, 9.
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conditions less a specified augmentation allowambe.allowance is 90 kVA except
on 19kV SWER lines where the allowance is 25 I&7A¢.is the customer's
responsibility to specify the maximum demand, hosvethe customer must satisfy
ETSA Utilities that it is reasonable. If the cusemaoes not have information, ETSA
will estimate the demand. When agreement canncgédiehed, a provisional value
will be used with a true up after three ye®rs.

The Essential Services Commission of South Austi@B5COSA) indicated in the
draft Supplementary Determination that 90 kVA iglslly in excess of a 100
Amperes 3-phase low voltage service. ETSA Utilitesnmented that more than 95
per cent of its connections are less than 1H0A.

8.1.3 Queensland

In Queensland, the DNSPs have developed a chamgtigpdology which was
approved by the Queensland Competition Authorit§ AR

Energex only charges Standard Asset Customers (SACaugmentation where the
augmentation costs can be clearly identified aectansidered materisd.However,

all customers have a 10 per cent reduction in theremental revenue as a
contribution to the shared network when calculaargistomer’s capital contribution.

Ergon Energy charges for augmentation when a custtnggers an augmentation or
brings one forward to within the planning horizénygars for distribution networks
and 10 years for zone substations and sub-transmisstworks) then the customer
must fund all or a share of the cost.

8.1.4 The Australian Capital Territory (ACT)

In the ACT DNSPs may charge a capital contribut@raugmentation of its network
undertaken at the request of a custofiéctewAGL informed the AER that it
charges for augmentation when the customer triggeesd to augment non
dedicated connection assets and the load is detednt® be uneconomical relative to
the cost of the upgrad®é.

8.1.5 Victoria

Guideline No. 14 in Victoria does not specify agm@entation charge threshold.

8.1.6 Tasmania
There is no published policy in this regard.

39 ESCOSAElectricity Industry Guideline No. 1. 5. Electricity Distribution Code 2007, p. A-33

0 ESCOSAElectricity Industry Guideline No. 19. 6.

*l ESCOSAAmendments to Chapter 3 of the Electricity Disttiti Code: Final decisionMarch
2005, p. 10.

2 Energex2009-10 Pricing Principles Statemept 36.

3 |CRC,Electricity Network Capital Contribution CodAugust 2007, p.1.

“ ActewAGL, response to AER information requek$ April 2011.
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8.2 Issues under chapter 5A

Under chapter 5A, the purposes of the AER's gudahclude ensuring connection
charges are reasonable taking account of efficiesiis of providing the connection
service, provide a user pays signal and limitirggsrsubsidisation. The AER must
also have regard to historic and geographical diffees between networks.

Taking account of efficient costs may indicate #yaplying a locational signal to the
shared network augmentation threshold would becgpjate. In some circumstances,
a single threshold may not be appropriate. Thengdvioe situations where a new
customer could be considered small in comparisdhdanfrastructure available in a
highly developed area but would be considered léagd would normally require
shared network augmentation to the local netwdrik)connected to a SWER line in a
rural area. In such a case, it could be arguedhleatustomer should pay for shared
network augmentation charges because they woulddold normally) trigger a
shared network augmentation expense. The AER aenssidat DNSPs could have
some flexibility under the new guideline to take@unt of the historical and
geographical differences in networks, in settingretd network augmentation charge
thresholds. The AER considers that a locationalaighay provide customers with
incentives to connect to the network where theidlaould result in a lesser need to
augment the network, which will reduce pressureeiwork costs. The AER
recognises that once a load is connected, suataidaal signal will not provide an
incentive to use the network efficiently by, foraexple, reducing demand or shifting
load to off peak times.

To a degree, the requirement for the AER to shteshold will somewhat
undermines user pay signals for certain classeasibmers. Some customers who
are not required to pay for shared network augntientavill not take account of their
full impact on the shared network to which theymect. However, the AER notes
that some users should not be charged for shatesrikeaugmentation for both
administrative simplicity and the materiality oktbharge on individual small users.

A shared network augmentation threshold could berseonsumption or on demand.
The AER considers that the threshold could furtieeset on peak coincident demand
(demand when the network is operating at peak jinféss demand may provide the
strongest user pays signal as the AER understaisipeak coincident demand that
drives the need for shared network augmentatioweker, this may be difficult to
administer. Further, after connecting to the nekwarDNSP cannot impose
restrictions on a customer’s usage pattern.

When setting a shared network augmentation thrdshlause 5A.E.3 stipulates that:

(d) The principles for establishing an exemptiodemparagraph (c)(4) must
ensure that the exemption only operates in theviaflg circumstances:

(1) the connection is a low voltage connection; and
(2) the connection would not normally require augtagon of the
network beyond the extension to the distributiotwoek necessary

to make the connection; and

(3) the connection is not expected to increaséoihe on the
distribution network beyond a level the DistributiNetwork
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Service Provider could reasonably be expected pe gath in the
ordinary course of managing the distribution networ

8.3  Alternative approaches

The AER has characterised the different jurisdi@lapproaches, and other
approaches it has identified, into two high levesgible approaches. The methods for
setting a shared network augmentation thresholdhténge been identified are:

1. A fixed electricity demand threshold. The threshwolay be set as a fixed demand
amount for each jurisdiction, region (e.g. CBD,antand rural) or DNSP. This
could be determined via a variety of methods, idiclg, to capture a certain
number of a DNSP's customers, being calculatedp@scentage of a standard
design (or typical) feeder capacity or based otohsal jurisdictional definitions.

2. Athreshold based on a percentage of existing keemler or substation capacity
may be established. For example if a customerlessshan 10 percent of the
local substation capacity they may not be requiogoly for shared network
augmentation.

8.4 AER considerations

8.4.1 Setting the threshold for shared network augm  entation charges

The AER must establish principles for establisrarghared network augmentation
threshold. The AER's preliminary position is thasiappropriate to provide some
locational signal to potential new connectionsrioairage efficient use of the
network. This is because different parts of DNS#givorks are substantially
different in terms of customer size, load capapdind network development.

Method one above provides some locational sigtihlpagh not as strong as that
which could be provided under method two. Underhoeéttwo, a customer would
only pay for shared network augmentation basedsorelative size to the local
network to which it connects. However, given thieioonnectedness of many parts of
the network, this method may not provide an appatptocational signal. In a highly
integrated network, a locational signal may noaippropriate as the size of a new
customer may not substantially necessitate the fogedshared network
augmentation at the shared network connection plourttit may trigger a shared
network augmentation in another section of the ngtwHowever, there is still scope
for locational signals to a lesser degree to difiiiate between highly different
network characteristics. Method two may also reisudt higher administrative burden
(having to calculate and publish the local substatiapacity to provide investment
certainty) although the AER notes that some ofr#ugiired information would be
reported in DNSPs' planning repoftsThe AER also considers it would provide more
certainty to the market if a shared network auget@n threshold was set at a fixed
amount. Method two may also make the requiremerDfSPs to make standing
offers under chapter 5A more difficult to adminrstEherefore, method two is not the
AER's proposed option. In addition to being mormeuiistratively simple, method

> This type of approach is adopted in South Auisttal determine if the customer is an Individually

Calculated Customers.
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one can have regard to the size of existing custoimea given section of a
network—as a proxy for the network’'s development#srmapplication.

Table 1 provides a summary of data provided by DiNi®Barding the average
demand and consumption levels of new residenticinam-residential customers.

The information collected indicates that for sont¢dPs, the top 10 per cent of all
new residential customers’ demand and annual copisomare less than 15 kVA and
25 MWh respectively across all jurisdictions. Samly, the lower limits of the top 10
and 15 percentile of all business customers’ anomagumption are just below 100
and 60 MWh respectivel.

The AER proposes to set the demand threshold dtigher of either:

= the level of customer demand in each DNSP’s netwwakwould result in
approximately 10 per cent of new customers paymmgpecific shared network
augmentation (based on existing customer demandaition); or

= 70 kVA (equivalent to 100 Ampere 3-phase low vatagpply);

These threshold levels of demand are substantesythan the typical network
capacity of a DNSP’s network. Hence, the AER casrsidhat these thresholds meet
the chapter 5A requirements of:

= the connection is a low voltage connection

= the connection would not normally require sharesvogk augmentation of the
network beyond the extension to the distributiotwoek necessary to make the
connection

= the connection is not expected to increase thedoatie distribution network
beyond a level the Distribution Network Service\rder could reasonably be
expected to cope with in the ordinary course of agamg the distribution
network.

The AER’s preliminary position is based on:

= the South Australian precedent (where only custerabove 100 A 3-phase low
voltage supply pay for augmentatichi);

= the average demand figures provided by the DNSRk; a

6" The top 10 and 15 percentile business customeksisgrid’s area consume 110 and 70 MWh or

more respectively per annum, in Endeavour Eneranga they use above 120 and 72 MWh
respectively, Energex’s area 76 and 47 MWh respagtiErgon’s area 64 and 43 MWh
respectively, ETSA Utilities area 55 and 40 MWhpesgtively and Aurora Energy’s area 52 and 33
MWh (Aurora’s data excludes sites with daily congtion less than 1kWh).

ESCOSA's amendments to Chapter 3 of the Elegti@ade final decision noted that it considered
a 100 Ampere 3-phase supply a practical augmentatiarge boundary. In 2004, ETSA Utilities
commented that over 95 per cent of its annual ottiores were less than 100 Ampere 3-phase
supply. However, ESCOSA ultimately adopted 90kVAtasthreshold.

47
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= the AER’s understanding that in general, a 100 AmmBephase supply
connection is the largest connection possible withioe need of current

transformer metering—it is a requirement in thieowss jurisdictional service and
installation rules that where a connection excd@fsAmperes 3-phase low
voltage supply that a current transformer is regfifif Hence, the AER considers
that 100 Amperes 3-phase low voltage supply i®arabatural break point to
define this threshold.

Table 1 Average demand and consumption of new cust@rs, all jurisdictions

Residential Non residential Remarks
Jurisdiction DNSP demand, consumption, demand. KVA consumption,
kVA MWh ’ MWh
ACT ActewAGL | 2.5-5 56 na na (F;.'a””.ed demand
iversity not actual
NSW Ausgrid 3to5 6.85 na 214
Endeavour Demand level
NSW Energy 45t09 na na na depends on whether|
gas is also available
-majority of these
customers uses less|
Essential generally than 75 kVA
NSW energy 5-10 na - medium size 75- na
200 kVA
- large 200+ kVA
QLD Energex 5.13 45.27
QLD Ergon 5.09 44.88
All customers 4
MWh
SA (a) ETSA 0.72 6.3 11.4 100 a — based on
customers connecte
in 2008
b - excluding the
Tas Aurora 2.04 10.78 na 80.1 (b) single largest new
customer
Vic CitiPower 4.5 6.3 na na
) based on customers|
Vic Jemena 3 na na na -
with gas hot water
) 2.5(c) 5.5(c) c- urban with gas
Vic Powercor | &3 () 10.7 (d) na na d- rural without gas
e-prestige house
generally 3 without gas ]
_ t010(e) f- snow area with
Vic SP AusNet 5.2 (9) slab heating
12 (f) g- average
consumption all
customers
Vic United Energy| 3 na na na bgsed on customer
with gas supply

na: information not available

Source: DNSPs

8 Except the Queensland Service and InstallatidesRuote; 9.3. Current Transformers - When
required The customer shall make provision foritis¢allation of current transformer metering
where the calculated maximum demand of the lodzbtmetered exceeds 120A per phase as
determined in accordance with the guidelines gimedS/NZS 3000 (Wiring Rules). Current
transformer metering shall be used for actual lagdater than 90A or motors larger than 50kW
(65hp). Unless otherwise advised by the meteringider, direct connected meters rated up to

100A will be supplied for loads less than thesaigal
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Having regard to differences in networks, the AERes that if a DNSP has higher
proportion of larger customers, then a threshol@Goper cent of customers not
paying for shared network augmentation could biglaen threshold than the

100 Ampere 3-phase low voltage supply limit progbde such a case the AER
considers this threshold should be adopted bedtsiseuld also ensure most retail
customers do not pay for shared network augmentatiolst balancing the need to
limit cross subsidisation.

The AER proposes that in order to calculate the&(cent threshold, the DNSP
should use its network’s existing customer demaiatmation. Where this
information is not available, or the DNSP cannadineste it, or 100 Ampere 3-phase
low voltage supply is a higher threshold—the 100p&ne 3-phase low voltage
supply threshold should be adopted.

The AER also considers that there is merit in alhgADNSPs to nhominate less
developed parts of the network where differentshoéds would be more appropriate.
For example, in a less developed area, if the DbI&fPged shared network
augmentation to customers with demand over 100 Aenpghase low voltage
supply, then a new connection which may substdntiélect the need for
argumentation, may not be large enough to triggeishared network augmentation
threshold. The DNSPs will need to justify to theRARhy these areas should be
subject to a different shared network augmentati@arge threshold during the
process of approving a DNSP's connection polidies. AER considers that such
areas will generally be rural areas where the neétvgoless interconnected and less
developed. This approach is similar to that adoptethost jurisdictions in that it
allows some variability in thresholds to suit thetwmork differences. The approach
would also result in a locational signal that eetive of customers' impacts on the
network and will therefore provide efficient invesgnt decision signals.

Additionally, the AER proposes a default threshedSWER lines of 25kVA as
adopted in South Australia. This threshold maysuit all networks and so the AER
proposes to allow DNSPs to vary from this defaalte, if they can satisfy the AER
that a different value is more appropriate.

In conclusion, in accordance with clause 5A.E.3ititeal view the AER has outlined
for setting a DNSP's thresholds will ensure thatekemption only operates for low
voltage connections. In addition, the AER considdiaving some flexibility in the
thresholds will ensure that the DNSPs can seteskiold so that shared network
augmentation charges will not be levied on conoestthat would not normally
require shared network augmentation for a giveti@eof the network, while
balancing the need to limit cross subsidisatiore fi&xibility also means the DNSPs
should be able to nominate (subject to AER appjadifferent thresholds. This
would ensure that connections, which are expeaauctease the load beyond that
the DNSP could be expected to cope with, are netngt from shared network
augmentation charges.

The AER seeks comments on its preliminary viewetivasfixed demand threshold
rather than a threshold dependant on local capacity
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The AER seeks comments on its preliminary viewetoasthreshold for most areas ¢
networks on the greater of:

- the level of customer demand in each DNSP’s nétwaat would result in
approximately 10 per cent of new customers payimgpecific shared network
augmentation (based on existing customer demandattion);

or
- 70 kVA (equivalent to 100 Ampere 3-phase low ag# supply).

The AER seeks comments on its preliminary viewlimmaDNSPs to nominate less
developed areas of the network where a differeestiold would be more
appropriate.

The AER seeks comments on its preliminary view tustomers connected on
SWER lines should pay for shared network augmenmtain demand above 25kVA as
the default level unless a different thresholdammmated by a DNSP and deemed
appropriate by the AER.

The AER has also considered basing the shared rleaugmentation thresholds on
coincident peak demand. This measure appears toatssly align with the trigger
for shared network augmentation and is thereforsticeely to provide efficient price
signals. For example, if a customer connects tmanser peaking section of the
network but its load is winter peaking, then thetomer may not contribute
materially to the need for shared network augmemtdiased on its summer peak
demand. However, the AER considers that coincigeak demand may be difficult
for DNSPs to verify and enforce. At this stage, AR does not propose to adopt
coincident peak demand in setting the shared n&tewogmentation charge threshold.

The AER seeks comments on its preliminary view thatll be difficult to verify and
enforce a customer’s peak coincident demand andftire the threshold should be a
set based on peak demand.

In South Australia, it is the customer’s respongibio specify its maximum demand,
however, the customer must satisfy ETSA Utilitiesttits estimate is reasonable. If
the customer does not have the necessary data, Elilt#es will estimate the
demand based on its experience of existing custwmién similar characteristics.
When agreement cannot be reached, a provisionat vall be used. After three
years the appropriate demand value will be recenstiand there is a corresponding
refund or additional charge based on it and theah®@UoS charge¥’

The AER's initial view is that the South Australi@omproach seems to be a reasonable
approach to estimating peak demand. The AER alssiders that the approach may
also reduce the number of customer disputes. IEtlséomer was to become insolvent
within the first three years, then the AER conssdbiat reconsidering the provisional
value would not be practicable and need not occur.

49 ESCOSAElectricity Industry Guideline No. 13uly 2005 GL 13 p. 5, 6.
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The AER seeks comments on its preliminary view thatapproach outlined in
ESCOSA's Guideline No. 13 is a fair and practicaplproach for estimating peak
demand that should be adopted.

8.4.2 How to charge for shared network augmentation

The AER notes that in some jurisdictions, such@slSAustralia, customers receive
a shared network augmentation allowance of thestiwld size. In other words,
customers only pay shared network augmentatiorgelsasn their demand which is
above the shared network augmentation threshold.afiproach would reduce step
changes in connection charges for customers nedhtashold. The approach,
however, may not limit cross subsidies to the expeissible (depending on a
customer's consumption, demand and connectiorchasacteristics) as these larger
customers may pay below their incremental codhicase, the AER has given
more weight to its design criterion 4—to removetongers experiencing large step
changes depending on whether they fall below oveliioe shared network
augmentation charge threshold—than criterion 3noiting cross subsidies.

The AER seeks comments on its preliminary view ¢hatistomer who is required tq
pay for shared network augmentation, would payskared network augmentation gn
the amount of their peak demand above the shataesdrieaugmentation threshold.

8.4.3 Shared network augmentation charges to embedd ed generators

The AER considers that it is generally appropriatealculate any capital
contribution for an embedded generator to conreetiid network using a cost-
revenue-test in the same manner as a load custbioeever, the AER notes that
there are some specific issues related to thelasilmo of costs and revenue from
these customers.

The AER notes that some generators are also lagdroers. In this case, the AER
considers that all costs associated with the laatign as well as all costs associated
with generated load need to be considered sepgridekexample if a load customer
also has integral embedded generation, the peauogstion demand capacity
specifically requested by this customer, or theeeigd overall peak demand of this
customer, should be used to determine the shatesrkeaugmentation charge of
this customer. This is because the network wouétirte be able to support this peak
demand should the customer’s generating unit becoraeailable for any reason.

Customers who are only generators do not consuerggrand their output can be
represented as negative load. For example, a 2Qddrator could be considered as
a negative 20 kW (—20 kW) load. The AER’s threshblelow which specific shared
network augmentation should not be charged) doeseadably transfer to embedded
generators. For example, there may be situatiorgewvihe existing network does not
have the capacity to provide the power transfealsipy to accept the entire
proposed output of a new embedded generator oadpgito an existing generation
system. If a specific generator wants to avoid ¢oisstraint, parts of the existing
network need to be augmented. The AER considets-thiailar to transmission
connected generators and other registered pamicgmnerators—embedded
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generators should pay for this user specific amstdmoving output constraints,
unless there is a demonstrable net benefit to oibtevork users.

Under the current national electricity market stuwe, generators do not pay for the
usage of the network to deliver their output tactleity users. As such, when
connecting a generator to the network, the germratbmponent does not provide
any revenue to the DNSP in the form of DUOS chafgethe generated electricity.
Hence, the incremental revenue, from generatedrieieg, should be zero for the
purposes of the cost-revenue-test.

The AER seeks comments on its proposal that embegielgerators should fund
specific network shared network augmentation tooretonstraints on their outputs
due to limits of the existing network.

U7
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9 Other Issues

9.1 Treatment of augmentation assets

Under clause 5A.E.3(c)(7), the AER's guideline ndestcribe the treatment of
augmentation assets.

9.1.1 AER considerations

Consistent with the broader regulatory framewok AfER considers that
augmentation assets should be treated in the magnehich they are paid for. A
DNSP funded augmentation asset will be includethbyDNSP in its regulatory asset
base (RAB) and a customer funded augmentation slseatd be netted off the RAB.

9.2 Prepayments

Under chapter 5A clause 5A.E.3(c)(2), the AER'slgline must describe the
circumstances (or how to determine the circumstnoeder which a Distribution
Network Service Provider may receive prepaymemhfeoretail customer or real
estate developer for the provision of a connecenvice.

9.2.1 Issues under chapter 5A

There may be substantial costs involved in a DN&thecting a new customer
(particularly larger customers) and some of thestscmay be incurred a long time
before the connection occurs. This is often the ceslarger connections where there
is considerable design work or specific componaetxl to be ordered and delivered
before the connection can occur. As such, some BN8Rently require all or a
substantial portion of the capital contributiorbe paid upfront.

9.2.2 AER considerations

The AER considers that any prepayment is largelgramercial matter for agreement
between the two parties. As such, the AER proptisddts connection charge
guideline will provide DNSPs with a degree of detayn in deciding whether to
require the prepayment of a capital contributiod e amount of any prepayment.
For transparency, the AER will require DNSPs tdude a policy regarding the
calculation and charging of prepayments in thenmaztions policies.

However, the AER may seek to limit the maximum antdbat a DNSP can require
to be prepaid by a customer. The AER considersréuatiring the full capital
contribution upfront may not be reasonable anddleaterally the amount of any
prepayment should not exceed the upfront costsreduy the DNSP when, or
immediately after, the connection offer is accepidte AER's initial position is that
it appears reasonable that a DNSP receive prepayoresosts that they will incur
before construction works begin, such as desigt) and equipment that must be
ordered in advance. For administrative simplidity AER may consider setting the
maximum amount of any prepayment to a defined p¢age of the capital
contribution.
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The AER seeks comments on:

Should the AER place limits on the maximum amodrrepayment that a DNSP
can charge the connecting customer?

If so, should the AER specifically limit the amowfita prepayment to the actual
upfront costs incurred by the DNSP, or shouldtissmaximum percentage?

9.3 Security fee (financial guarantee) scheme

Under clause 5A.E.3(c)(2), the AER's guideline ndestcribe the circumstances (or
how to determine the circumstances) under whicls&ibution Network Service
Provider may receive a financial guarantee froratailrcustomer or real estate
developer for the provision of a connection service

9.3.1 Issues under chapter 5A

Financial guarantees or security fee schemes imi3N&Ps against the risk of failing
to collect the total incremental revenue estimatéd regard to a connection offer. In
the absence of a security fee scheme, if the DN®B dot collect the total estimated
incremental revenue, then the shortfall would ewalh be recovered through higher
network tariffs to all other network users. Thue security fee reduces the risks that
existing customers will be required to bear iné#int connection costs attributable to
certain new connecting customers.

A security fee is usually an up front payment ©NSP, which is held for a period of
time, to cover any shortfall of the expected inceetal revenue or otherwise refunded
to the customer. The AER is considering the optosrDNSPs to implement a
security fee scheme.

The AER seeks comments on whether its connectiaeljoe should have an optior
for DNSPs to implement security fee schemes.

9.3.2 AER considerations

The AER is considering security fee principles &mio those set out in the ESCV's
Guideline No. 14 which states that:

3.5 Distributors may require customers to pay agcfees

3.5.1 If a distributor fairly and reasonably asseedhat there is a risk that, if
the customer accepts the distributor’'s connectitar,ahe distributor may
not earn the incremental revenue in relation toctienection offer as
estimated by the distributor under clause 3.3.2(e) distributor may under
the connection offer require a security fee.

3.5.2 The amount of the security fee must not leatgr than so much of that
estimated incremental revenue for which the distabfairly and reasonably
assesses that risk as high and in no case maycketteepresent value of the
incremental costs the distributor will incur in wmthking any relevant new
works and augmentation.

38



3.5.3 The distributor must pay to a customer irgieo@ the amount of a
security fee at a rate and on terms and condiisregpproved by the
Commission.

3.5.4 A connection offer must require the distriyub rebate to the customer
the amount of any security fee, together with eseearned on the amount of
the security fee, as the distributor earns thesimemtal revenue in relation to
the connection offer. A rebate must be alloweckast once each calendar
year beginning after the calendar year in whichcihrenection services are
provided.

The AER considers that the principles could be medlito include requirements that:

® The interest rate paid to the customer on the ggdae should be commensurate
to the manner in which the security fee is tredtethe DNSP. That is, if the
security fee is invested in the business thenesteshould be paid at the weighted
average cost of capital. However, if it is heldrumst then it may be appropriate to
pay at an interest rate similar to commercial depates.

= Qver the entire security fee period, a DNSP shaoldeceive—through DU0S
and security fee—an amount more than the origisiaated revenue, unless
above estimated incremental revenue was realisedahover the period. In such
a case, the amount should not be more than theastl revenue plus the actual
above estimated revenue.

®=  The customer should not receive an amount greaaarthe security fee deposit
plus interest from the DNSP in total over the siégdiee period.

The AER seeks comments on its proposed principlea $ecurity fee scheme.

9.4 Refund of connection charges for extension asse ts

Under clause 5A.E.3(c)(6) of chapter 5A the AERIi&lgline must describe the
method for calculating:

i. the amount of a refund of connection charges fmranection asset when
an extension asset originally installed to contieetpremises of a single
retail customer is used, within seven years ahgsallation, to connect
other premises and thus comes to be used for tiefibef 2 or more retail
customers; and

ii. the threshold below which the refund is not payable

9.4.1 Issues under chapter 5A
The AER also notes that in accordance with cladsg 3:

(f) In developing guidelines dealing with the medtor calculating the
amount of a refund of connection charges paid leedoronnection asset
becomes a shared asset, the AER must have regard to

(1) the Distribution Network Service Provider’s igiaition to make
the refund; and
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(2) future projections of distribution network exysion and usage
and any consequent effect on the Distribution Netv@&ervice
Provider’'s capacity to finance the acquisition ofmentation
assets out of increased revenue; and

(3) the fact that the Distribution Network Serviemvider's
obligation to make the refund will expire after &ays.

The AER notes that the most efficient method tddoainetwork may, in some cases,
be in excess of the minimum requirements to meeh#eds of the connecting
customer (or group of customers), depending orcistload growth. For example, a
customer may request an extension to the netwoirghwirould require a SWER line,
however, the DNSP may forecast that a 33 kVA lirsg/iine more appropriate given
forecast growth. As such, the AER considers thatcthst to the customer should not
in all cases be the total cost of the assets, dégga of the existence of a rebate
scheme.

9.4.2 AER considerations

In accordance with chapter 5A a rebate schemeowiil apply when an extension
asset is used by subsequent customers within g@aesa of installation. The AER's
preliminary position is that the DNSPs should havegh degree of flexibility in
developing their own rebate scheme having regaedjtity, the extent (physical
amount) of any extension required by subsequenbriess and the capacity used by
subsequent customers. Weightings may need to appiye extent and capacity of an
extension used by subsequent customers.

The amount of a rebate to be paid under the redzhiteme should be calculated on the
depreciated value of the assets to which it apph#bough, for the purpose of the
rebate scheme, depreciating the asset over seaes (flee period which the rebate
scheme operates across) would reduce the stepeiratite cost borne between
customers connecting in year seven or in year gigbtassumed depreciation would
not be reflective of the true value of the asskts geven years. Depreciating the
asset over a period of seven years would alsotnesthie first connecting customer
receiving substantially less value than the origoost. However, depreciating the
asset over its useful life—typically 40 to 60 yearsay create a different impediment
to investment, where a subsequent connecting cestamould have a greater
incentive to not connect to an extension until yeght when the rebate scheme is no
longer operational. Therefore, the AER’s prelimynaiew is that, for the purposes of
calculating the amount of a rebate, the extenssseta could be depreciated over 20
years. This may better balance the incentives asdiple investment impediments
between the original customer requiring an extenaind subsequent customers.

The AER must also set a threshold value below waiokfund is not payable. The
AER considers that the threshold should balanc®t8Ps’ administrative costs
against the materiality of the refund to the cugmnThe AER'’s preliminary view is
that a $500 threshold may strike an appropriatertza!.

The AER considers the above described method atirigeextensions will be in
accordance with the AER's design criteria 1 whetbkycharge for extensions will
reflect the cost attributed to the individual cus@y. If no new customers connect to
an extension, then the full cost of the extensismdtributed to the customer who

40



required the extensions. Whereas, when new cussornenect, the original customer
will only fund the portion of the extension used bayd attributable to that customer.

If a DNSP can reasonably foresee that substargtalark expansion (in terms of
reach or capacity) is likely to occur and therefoudds the network, upon request of
a single customer (or a group of customers), teeatgr standard than is required by
that customer, then it may be equitable for that@mmer to only pay what the
connection cost would otherwise be to service ¢hatomer. However, the customer
would also be entitled to a rebate scheme on tleuatrof its payment to the DNSP
when new customers connect. The AER considerstlat a scheme would be
difficult to accurately calculate because the ovadjicustomer would need to be
rebated, to the extent new customers used thesagb&th were paid for by the
original customer. This would require an assumptiwt the actual assets built were
the only assets required by the original custonoersection. The AER seeks
comments on how to best address such a situation.

The AER seeks comments on its preliminary view thatassets subject to a rebate
scheme should be depreciated over a 20 year term.

The AER seeks comments on its preliminary view éhegbate scheme should have
regard to the length of an extension and the cgpatihe assets used by subsequent
customers.

The AER seeks comments on its preliminary view ¢hé500 refund threshold strikes
an appropriate balance between a DNSPs’ admingrebsts and the materiality of|a
refund.

The AER seeks comments on its preliminary view est@mer payments when the
network is built to a greater standard than a enstoor group of customers would
otherwise require, if the DNSP did not considendre efficient to build the network
to a greater standard based on forecast load growth

The AER seeks comments and alternative approaoldesat with the costs allocation
issues where a DNSP provides a network extensiogeguest of a single customer, |to
a standard greater than that customer requiretodihe DNSP's network planning
process.
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10 Next steps

The AER will be hosting a public forum in July 20thlexplain the issues identified
in this paper in order to facilitate stakeholderpieparing their submissions to the
AER. Details of this forum will be available on tA&ER’s website. It is expected that
the forum will take place in Hobart, Brisbane, SggnCanberra, Melbourne and
Adelaide via video links.

After consideration of stakeholders’ submissiohe,AER will publish a draft
guideline for further consultation in accordanc#wihe distribution consultation
process under the NER.
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A Appendix — Proposed definitions

The AER notes that aspects of a connection aremtlyrreferred to in a different
manner in each jurisdiction. The connection chapgédeline will require a single
definition to be applied in all participating jutistions.

Chapter 5A defines a ‘connection’ as a physic& between a distribution system
and a retail customer’s premise to allow the fldwelectricity, and ‘premises
connection assets’ as the components of a diswibsistem used to provide
connection services. These definitions appear vercall components of the
distribution network.

The AER considers that a premises connection aasdbe separated into three
separate components and to reduce confusion thesREKS to settle on a robust
definition of each component. The AER has largakeh the following definitions
from the NEL, the NER and existing jurisdictionalidelines (particularly NSW). In
this paper the AER has adopted the following deéns:

= Direct Connection Assets - The premises conneessets which run from the
connection point to the point of supply and whespli@able also include the
consumer mains.

= Augmentation - Augmentation of a transmission strdhution system means
work to enlarge the system or to increase its agptctransmit or distribute
electricity

= Augmentation Assets - assets installed to perftveratigmentation.

= Extensions - An augmentation that requires the ectiwn of a power line or
facility outside the present boundaries of thedmaigsion or distribution network
owned, controlled or operated by a Network SerFimsvider*

= Extension Assets - assets installed to perfornextension.

The AER notes that an extension is a specific sudfssn augmentation. As
such, the AER generally considers that an additidenition is needed
which refers to augmentations other than an exaensi

=  Shared Network Augmentation (in some jurisdictitms was historically referred
to as deep connection) - Augmentation of a transiomsor distribution system to
increase its capacity to transmit or distributegieity. This is all augmentations
other than extensions to the transmission or digion system.

=  Shared Network Augmentation Assets - assets iesgtatl perform the shared
network augmentation.

50
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National Electricity Law, definitions.
National Electricity Rules, glossary.
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Connection Point - the agreed point of supply distaéd between Network
Service Provider(s) and another Registered PaatitjiNon-Registered Customer
or franchise customéf.The AER considers that this would generally rédethe
point at which the service connects to the distrdrusystem. Refer to Figures 1.1
and 1.2.

Point of Supply - means the junction of an eletridistributor's conductors with
consumer’s mains. Refer to Figures 1.1 and 1.2.

Point of Attachment - means the point or pointsylaich aerial conductors of an
overhead service or aerial consumer’s mains an@neated on a customer’s
building, pole or structure. Refer to Figure 1.0 dn2.

Consumers Mains - consumers’ mains are the condulseiween the point of
supply and the main switchboard and form part oflaotrical installation.
Consumers’ mains may be overhead, undergroundtbmva structure. Refer
Figures 1.1 and 1.2.

Dedicated Connection Asset - premises connectisetasised solely by one
customer. This would generally comprise the dicectnection assets and
extension assets.

The AER requests feedback on the completenessistemsy and adequacy of the
proposed definitions.

The AER seeks comment on whether stakeholdersreeglarification of any
additional terms.

52

NER, glossary

44



Figure 1.1 Definitions - Supply from Overhead Distibution Mains
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* A connection must be able to be made at the Point of Supply
NOTE: Terminal enclosure, pit or pillar is required if service exceeds 50 metres. Refer to clause 2.7.3 in Section 2.

SourcedService and Installation Rules of New South Walesendment 3: January 2010, available
from www.industry.nsw.gov.au/energy/electricityimetk-connections/rules
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Figure 1.2 Definitions - Supply from Underground Dstribution Mains
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