5 August 2011

Mr Chris Pattas

General Manager
Australian Energy Regulator
GPO Box 520

Melbourne VIC 3001

AERIinquiry@aer.gov.au

Dear Mr Pattas
Re: Consultation Paper — Connection Charging Guidelines

ENERGEX Limited (ENERGEX) welcomes the opportunity to respond to the
AER'’s Consultation Paper (Consultation Paper) detailing issues and
preliminary positions on connection charging under the new Chapter 5A of
the National Electricity Rules. These new provisions will apply to ENERGEX
from 1 July 2015.

ENERGEX provides customer connection services in Queensland pursuant
to its Distribution Authority and under the Electricity Act 1994 (QLD).
Charges for these services are currently regulated by the 2010-15
Queensland distribution determination.

ENERGEX believes that the connection charging should act as a
complement to existing network tariff structures implemented by the
distribution business and approved by the AER. Over-specification will result
in undue administrative costs being passed on to customers.

ENERGEX therefore considers that the Connection Charging Guideline
should, to the extent possible, be confined to the establishing matters of
framework and approach. Detailed scoping and implementation should be
subject to business-specific consultation and assessment at the time of the
distribution determination.

ENERGEX provides specific detailed comments on the Consultation Paper in
the attached document. If you wish to discuss this matter further please
contact Louise Dwyer, Group Manager - Regulatory Affairs on

(07) 3664 4047

Yours sincerely

il

Kevin Kehl
Executive General Manager Strategy and Regulation

Attachment

Reference: 49-11
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positive energy

1 Summary of ENERGEX’s Position

ENERGEX welcomes the opportunity to comment on the AER’s Connection
Charging Consultation Paper.

ENERGEX believes that the capital contributions framework should act as a
complement to existing network tariff structures implemented by the distribution
business and approved by the AER. Over-specification will result in undue
administrative costs being passed onto customers.

Incidence of Connection Charging

ENERGEX considers that a capital contribution should only be levied where a new
connection will place requirements on the DNSP which are beyond standard
requirements. The DNSP should not be required to apply a complicated capital
contributions formula to every new connection. For ENERGEX, this would require
the application of the formula to more than 25,000 new connections every year.

‘Standard’ requirements may differ between networks. This threshold should be
considered as part of the DNSP’s regulatory reset to allow the specific
circumstances of each DNSP to be fully considered. This approach is consistent
with clause 5A . E.3(e) of the new Rules, which requires the AER to have regard to
the differences between DNSPs when developing the Connection Charging
Guideline (the Guideline).

ENERGEX also notes that other AER Guidelines, for example the Service Target
Performance Incentive Scheme Guideline, provides scope for the DNSP’s
Distribution Determination to vary the manner in which the Guideline applies to that
DNSP. This allows a degree of flexibility to both the DNSP and the AER to
practically manage a DNSP’s particular circumstances in a manner that is still
consistent with a national regulatory framework. ENERGEX considers that the Draft
Guideline should afford this flexibility in the context of connection charging.

Should the AER consider it necessary to establish a national definition of ‘standard’
in its Guideline, the following thresholds should be considered:

o Dedicated direct connection assets are beyond 20 metres of overhead service
line or 7 metres of underground service line'; and/or

' Under section 14 of the Electricity Regulation 2006 (QLD), Queensland DNSPs are required to
provide, at its own cost, up to 20 metres of overhead service line or 7 metres of underground service
line.

Page 1
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e The cost of constructing direct connection assets, connecting these assets to the
distribution network, and constructing any network extensions are relatively easy
to identify;

o Upstream shared network augmentation costs are more challenging to identify
and charge on an equitable basis. ENERGEX supports the threshold of 100
Ampere 3-phase low voltage supply. At this point a customer’s connection is
likely to require CT metering. If sufficient guidance is provided, this approach
should also be reasonably straightforward to implement and apply.

Regarding the IR calculation, ENERGEX considers that the calculation requires a
series of relatively tenuous assumptions to be made (e.g. the expected life of the
connection, the customer’s tariff, the discount rate). In these circumstances
ENERGEX considers that a practical approach to calculating incremental revenue
should be adopted that will minimise customer disputes.

Finally, ENERGEX considers that a capital contribution should only be levied where
that charge is material. ENERGEX notes that the AER has set ‘materiality’ at $500
in the context of refunding extension asset costs. ENERGEX would therefore
support a $500 constraint applying to upfront connection charging.

ENERGEX provides specific comments on each section of the AER’s Consultation
Paper in Section 2 of this submission.
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service providers are available, DNSPs must charge at a reasonable rate, which
is reflective of the market price;

Any cross subsidies between new and existing customers should be minimised.
However, minimising cross subsidies should not be pursued at the expense of
undue administrative costs;

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

In terms of further developing the criteria, ENERGEX notes:

Criterion 1 refers only to cost-reflectivity for network extensions and ENERGEX
queries whether the scope is intended to extend to direct connection assets. The
discussion of the criteria provided in section 4.1 of the Consultation Paper does
not appear to limit the principle to network extensions;

The AER might consider whether criteria 1 and 3 could be merged because
attributable, cost-reflective charging should, by definition, limit cross-
subsidisation;

The "where possible” qualification to criteria 1 might be rephrased because, in
theory, almost anything is ‘possible’. Perhaps it should state “where practical” or
“where reasonable”; and

Regarding criteria 2, it is not clear to ENERGEX why a DNSP’s charge should
be regulated (such that it should be reflective of the market price) in
circumstances where competition exists.

Cost-Revenue Test

The AER seeks comments on its preliminary w_omn_o:_ to apply a cost-revenue
test of the form CC = ICCS + ICSN — IR(n=x) (p. 16)

ENERGEX considers that the cost-revenue test should be transparent and straight-
forward to apply.

Consistent with the broader intention of capital contributions charging, ENERGEX
considers that the incremental cost-revenue test should only apply where a new
connection is beyond standard requirements. This should be determined at the time
of the DNSP's regulatory reset.
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However, ENERGEX considers that a 20 year presumption should be applied as a
default to all customers. Hypothesising about the expected longevity of a particular
class of connection would, in ENERGEX’s opinion, result in relatively spurious
assumptions being applied. It may also only serve to create disputes.

ENERGEX also notes that cash flows become less and less valuable the further into
the future they are received. Revenues received beyond year 20 will have a very
small Net Present Value, and would therefore not significantly impact the capital
contribution calculation.

Should there be evidence that a 20 year presumption is likely to materially overstate
or understate the expected life of the connection, the DNSP should be given
flexibility to adopt a different life.

The AER requests comments ammamz@_s\:m%mﬁ the WACC is the appropriate
discount rate to use in performing the net present value calculation. (p.18)

The Uy_mm requests _ooB.BmsH regarding whether it is appropriate to use a pre-
tax WACC, or a post-tax WACC with a separate adjustment for taxation.
(p.18) : A _ . S

The AER requests _83_3@_33 regarding the appropriate assumption of future
price path to use in the cost-revenue test. (p.18)

The discount rate applied to revenues should, theoretically, be specific to the risks
associated with revenues. ENERGEX notes that the WACC is a discount rate that
is specific to profits, not revenues. It has been argued by consultants to the
Australian Competition Consumer Commission® that profits are generally more
volatile than costs and revenue.

Therefore ENERGEX considers that there is a case for the discount rate being lower
than the WACC.

Regarding the basis of the WACC, ENERGEX considers that the terms of the cash
flow (nominal, real, pre-tax, post-tax) must be consistent with the discount rate
applied. ENERGEX has no theoretical preference in this regard, so long as
consistency is maintained. The outcomes for all parties should be the same if
correctly applied.

ENERGEX believes that the future price path assumed to the end of the current
regulatory period should be reflective of the CPI and X-factors assumed in the
current distribution determination. Beyond this point, assumed CPI growth should

° NERA, Assessment of Elements of APT’s DORC Calculations for RBP, A report for the
ACCC, 25 July 2006.
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2.5.1
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Further, should no competition exist, ENERGEX queries how a tender/pre-
established rate requirement is to work in practice. By definition, in these
circumstances there would be no ‘independent suppliers’.

ENERGEX therefore submits that the tender/market rate test should not be included
in the Draft Guideline. To the extent that it is included, ENERGEX believes that the
requesting customer should meet the costs of the tender process.

Should a tender/market rate requirement be considered necessary and appropriate,
the threshold of $3,000 is too low as connection works (particularly extensions) up to
$20,000 could be considered relatively minor works. ENERGEX considers that a
threshold of $20,000 would more appropriately reflect a balance between affording
customer protection and creating unnecessary administrative burden and cost,
which would ultimately be borne by the customer.

ENERGEX also queries how the additional time taken for a tender will be treated in
the context of the timelines stipulated for the making of connection offers under the
new chapter 5A. The Draft Guideline should address this matter.

Incremental Cost — Shared Network Augmentation

There are two issues that need to be addressed when determining how incremental
shared network augmentation expenditure should be incorporated into the
calculation of total incremental costs:

1. Where a new customer ‘necessitates’, or ‘triggers’ shared network augmentation
should that customer face the costs of this augmentation? This customer can be
referred to as the ‘tipping point’ customer;

2. Where a new customer is expected to place ‘above-average’ demands on the
network into the future, should these additional requirements be reflected in an
upfront charge?

It is important to note that the Rules state that the general intention is to exclude
deep system (shared network) augmentation charges for retail customers (clause
5A.E.1(b)).

Tipping Point Charging

Clause 5A.E.1 can be interpreted to address the treatment of tipping point
customers directly. Where a retail customer's connection necessitates a distribution
system augmentation:
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positive energy

ENERGEX understands that the AER has a different interpretation of the Rules
provisions which the AER considers results in a more equitable outcome.
ENERGEX would support the Draft Guideline setting out the preferred interpretation
to provide clarity to all stakeholders.

2.5.2 ‘Above-Threshold’ Charging

To ensure economic pricing, a customer-specific charge may be applied to send a
cost-reflective price signal to this customer.

ENERGEX is, in principle, supportive of this approach to the extent that the
mechanism used to calculate this charge:

e Will result in the customer receiving a cost-reflective price signal;
e Is not unduly onerous on the DNSP or customers:

» Results in conformity with the general intention of the new Rules that retail
customers are to be excluded from deep system augmentation charges.

The Consultation paper considers an approach whereby the DNSP sets a threshold
above which a new connection is considered to place materially above normal
demands on the network. New customers that are expected to have requirements
above this threshold will face an upfront capital contribution charge proportionate to
the extent they are above this threshold.

ENERGEX supports the intention behind this approach. Ideally customers will face
cost-reflective and equitable network charges. This will signal to connecting
customers the economic costs their connection will impose.

It is important that the implementation of these principles is achieved through a
practical and relatively simple charging mechanism. A mechanism which requires
too many assumptions, estimates and subjectivity will act against the achievement
of the network pricing objectives.

ENERGEX reiterates its view that the capital contributions framework should act as
a complement to existing network tariff structures implemented by the distribution
business. Over-specification will result in undue administrative costs being passed
onto customers.

It is also necessary to acknowledge the legislative intent enshrined in the Rules that
retail customers are to be excluded from deep system augmentation charges.
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positive energy

The AER'’s preliminary position is primarily based on the South Australian precedent
where only customers above 100 Ampere 3-phase low voltage supply pay for
shared network augmentation. Where there is insufficient information or the DNSP
cannot estimate the 10 per cent threshold, the AER expects that the 100 Ampere
threshold should be adopted.

ENERGEX understands that the intention behind setting a threshold is to capture
the average peak demand of customers in a particular tariff class. Customers
expected to have a peak demand above this average might be considered
uneconomic connections.

The 100 Ampere threshold does not appear to be related to average demand for
any particular tariff class. However ENERGEX does note that it will exclude most
retail customers. The Rules’ intention is to exclude shared network augmentation
charging for retail customers.

The Consultation Paper also raises the possibility for the DNSP to propose different
thresholds for ‘less developed’ areas of its network. This is on the grounds that an
isolated new connection may not be above the threshold, but by virtue of its location,
may impact the need for shared network augmentation. ENERGEX supports
providing the flexibility to the DNSP on this issue.

Setting the Rate

The AER seeks comments on its preliminary view to charge for shared
network augmentation on a per unit rate based on the calculation method
outlined in the South Australian Guideline No.13. (p.25)

The AER seeks comments on its preliminary view to allow DSNPs to segment
their network into areas where different shared network augmentation charge
rates would apply. (p.25)

Should a threshold approach be adopted, a per unit (e.g. kVA) based rate appears
reasonable on theoretical grounds. The practical calculation of this rate will require a
number of assumptions to be made.

Scope to allow a DNSP to propose different rates for different network segments is
supported in principle.
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on retail customers. Retail customers are defined by clause 5A.A.1 as including non-

registered embedded generators and micro embedded generators.

ENERGEX considers that this is ultimately a policy issue that should be resolved in
consultation with Federal and State Governments, prior to a charging regime being
implemented.

Operation and Maintenance Cost (O&M) Cost

The AER requests _no_:._z._m:.a_ on:

- .:Jm most appropriate manner to calculate the operation and
maintenance costs imposed by a new customer;

- Whether the O&M should be mxo_cama #oB the incremental cost
nm_nc_mﬁ_o:

- Whether the incremental revenue calculation should be adjusted,
based on the equivalent network tariff. E_ﬁ: the O&M component
removed. (pp25-26)

Excluding O&M costs from the calculation of incremental costs is akin to accepting
that there is no relationship between customer numbers and O&M costs. However,
quite clearly, more customers will generally mean more substations, feeders, and
poles. These assets must be operated and maintained. Excluding this cost will result
in the total incremental cost imposed by a new customer being understated. The
challenge is to isolate and calculate the incremental operating costs imposed by a
single new customer.

To address this challenge, an alternative approach could be implemented whereby
the O&M component of the network tariff is removed from that tariff used to calculate
incremental revenue. In this way both the incremental revenue and incremental cost
calculation solely relates to capital. This requires an implicit assumption that each
customer in a specific tariff class imposes similar O&M requirements on the DNSP.
This is a reasonable assumption.

Therefore ENERGEX supports the removal of O&M from the tariffs used to calculate
incremental revenue.
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positive energy

2.7.2 Prepayments

The AER seeks comments on:

- Should the AER place limits on the maximum amount of prepayment
that a DNSP can charge the connecting customer?

- Ifso, m:o:_a the AER specifically limit the amount of a prepayment to
the actual upfront costs incurred by the DNSP, or should it set a
maximum percentage? (p.38)

The AER considers that any prepayment is largely a commercial matter for
agreement between the two parties. As such, the AER proposes that its connection
charge guideline will provide DNSPs with a degree of discretion in deciding whether
to require the prepayment of a capital contribution and amount of any prepayment.

ENERGEX supports these views. Regarding any restriction on prepayment
amounts, ENERGEX considers that a prepayment could be limited to any sunk
costs incurred by the DNSP prior to the connection offer being accepted. This would
include design costs and specific equipment purchases.

2.7.3 Security fee (financial guarantee) scheme

_ The AER seeks comments on where its connection guideline should have an
option for DNSPs to implement a security fee scheme. (p.38)

The AER seeks comments on its vavomma principles for a security fee
scheme. (p.39)

Capital contributions are calculated on the basis that a customer will provide a
certain revenue stream to the DNSP over time. Should that assumed revenue
stream not materially differ from the incremental costs of the new connection, the
customer will not face a capital contribution.

However, if the actual revenue received from the customer over time falls
significantly short of the revenue assumed to be received, existing customers will
have subsidised this connection.

A security fee scheme attempts to protect existing customers, whereby if a DNSP
considers that there is a reasonable risk that the customer will not provide the
assumed revenue stream, they could be charged a security fee to account for this
risk. This fee would be refunded after a period of time.
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2.7.5

: energex
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» ENERGEX supports a 20 year depreciation schedule for the purposes of
calculating extension asset rebates. This depreciation schedule will apply within
the 7 year refund period;

e ENERGEX considers that the specific requirements of the subsequent customer
should be taken into account when determining the extent of any rebate
payable. This may take into account the length and capacity of the extension
utilised,

o ENERGEX supports a $500 rebate threshold;

e ENERGEX considers that the requesting customer should only face the cost of
dedicated extension assets necessary to provide distribution services to that
customer, based on the expected future requirements of that customer. Any
additional costs incurred to provide for forecast load growth would generally be
seen as shared network costs.

Applicable Definitions

The AER requests feedback on the completeness, o.o:._mmmﬁm:ov‘ and adequacy
of the proposed definitions. (p.44)

The AER seeks comment on whether stakeholders require clarification of m3<
additional terms. (p.44)

The Consultation Paper seeks to apply network definitions derived from the NSW
Service and Installation Rules, the NER and NEL.

ENERGEX considers that these definitions are not in alignment which may cause
internal inconsistency in the Guideline, and confusion in its application.

For example, the NSW Service and Installation Rules establish the connection point
at the point where the distribution mains meet the service line. These Rules appear

to lead the Consultation Paper to define direct connection assets as those which run
from the connection point to the point of supply.

However, the NER defines the connection point as the point of supply (NER Chapter
10).

ENERGEX believes that the NER should prevail and considers that the definitions in
the Draft Guideline should be amended to reflect the definitions in the NER.






