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Key Points

Our Submission is founded on:

« extensive customer engagement to determine requirements;
 the resulting “Customer Commitments”;

« our legal and regulatory obligations for a safe and reliable supply;

 the success of our energy conservation & demand management programs
(target 122MVA);,

» revised (relaxed) jurisdictional rules for security & reliability criteria that
Ergon & Energex had successfully lobbied for;

« cost saving new technology such as ROAMES (spatial intelligence) and
GUSS (battery network support)

+ efficiencies and cost savings from our efficiency and effectiveness
programs and the Independent Review Panel,

« our strategy of enabling an effective market and driving efficient services;

* our objective to keep average network prices to below inflation to drive the
economy 5
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Ergon Energy’s network
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Our Vision:

“To be a High Performance,
Customer-Driven, Energy
Business”

Our Purpose:

“To provide safe, reliable,
efficient and sustainable energy
solutions to support our
customers and the Queensland
economy”

Our Values:

“Success is built on our values of
Safety, Professionalism,

Integrity, Respect, Innovation
and Teamwork — SPIRIT”

2. We'll maintain recent overall improvements in power supply reliability... and
continue to improve the experience of customers who are suffering outages
weell outside our standards.

3. We'll be there after the storm, prepared and with the resources to respond to
whatever Mother Nature delivers.

5. We're looking to the future - and evolving the network to best support customer
choice in economic electricity supply solutions.

l ol

8. We're targeting to reduce what we charge for the use of our network in
2015/16, and keep increases overall in network charges under inflation
for the next five years.




Ergon Energy’s strategy...

Solar data representative only based on post code.

Our network is increasingly operating as an open access platform for
distributed energy resources - with the local sugar industry (through the
generation of electricity using bagasse), solar energy exports from homes
and businesses across regional Queensland, and other renewable energy
sources now contributing over 10% of the electricity for our main grid.

..........................................................................................

Distribution network
Solar scaled to indicate density
Bl Bagasse (sugar by-product)

Hydro and wind

10% of the

electricity on our
main grid is from
renewable sources

000

solar energy systems

Solar farm in
Doomadgea

« To keep average network price
increases below Inflation

« Toimprove network productivity
through tariff reform.

are connected to the :ummmns
grid across regional 2 5%

% " Queensland °Q -
Geothermal in :
Birdsville

« To develop an open access platform
that enables an equitable and effective
market for energy, demand, storage,
information, control and services.

Solar dishes
in Windorah

 To deliver efficient services.




Ergon Energy’s strategy... Network Tariff Reform

The network tariff reform journey Identify feasible short and long-term network
tariff structures that send cost reflective tariff

— signals to customers.
network tariff
options and C Itati d in 2013-14 and
on regorm continues as we progress tariff changes for
t
PRatiRY 2015-16 and beyond

JUN 2013 sunched initial public consultation

puezom Ssdmisensevewedendntoptensaeeiesd - The key themes of our strategy include:

Now 2013 Proposed reform pathwiay with ndcatve 20141 * reduced overall reliance on volume
T (kWh) charges

* time of use as a critical dimension of
cost-reflective tariffs

R D ST « aligning demand charges to the

. e incremental network costs

next steps Now 2014 Consult on tariffs/prices for 201516 and associated with the demand or the

longer-term network tariff reform pathway

and tariff A Long Run Marginal Costs (LRMC)
reform FEB 2015 Submissions reviewed and tariff options )
pathway developed for further engagement ° re b al ancin g b etW een d eman d
e s st s o 20520 (aligned with LRMC outcomes) and
JUL New network tariff structures and rates implemented f|Xed Charges
* deploying kVA more widely as the
Nov  Propose indicative prices for each year n line unit of measure in our network

with tariff reform pathway for 2015-20 A
tariffs.

Development
of 2014-15
network tariffs

Ongoing

ONGOING
CYCLE consultation
FOR in line with

2015-20  t5riff reform
pathway*

MAR/APR Present Pricing Proposal to AER for approval

with any change of direction

* Our ongoing consultation process will be updated to incorporate consultation on our Tariff Structure Statement in line

with the rule changes currently being progressed by the Australian Energy Market Commission.
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Our progress in improving reliability, the challenge

ahead

DURATION OF OUTAGES CONTINUES TO
TREND DOWN

AVERAGE MINUTES (SAIDD
2051+ [ 257

2009-10
2010-1
20M-12

2012-13

The average duration of outages across our network reduced by 41%
and the frequency by 34% from 2010. Meeting our customers’

expectations, and our legislated standards, has driven a substantial
investment in reliability improvement.

In 2004 the EDSD Review led to

reliability standards that became
increasingly stringent & higher security
standards, both of which drove investment

up.

EDSD also included specific programme
requirements (e.g. copper conductor)

Over the last five years the performance of
the network has significantly improved.

Ergon Energy’s strategy since 2005 has
been to progressively transition to the
deterministic EDSD N-1 criteria , whilst
engaging with our shareholders and industry
counterparts on developing more sustainable
criteria and developing smarter demand
management responses

In 2014 — for the first time since 2008 — we
achieved all six reliability performance
targets within the Minimum Service
Standards.



We have taken action to address affordability

WE HAVE REDUCED OUR TOTAL
EXPENDITURE DRAMATICALLY
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As a result of changes to our capital program and a company-wide
efficiency drive, our total expenditure for the 2010-15 period is likely
to be at least $1.7 billion or 22% below the level approved by the AER.

Woe believe we can reduce our expenditure further, by another 11% in
2015-20.

In 2011, Ergon Energy adopted a
strategic goal to limit increases to
average network charges to less than
the CPI over the medium to longer
term.

Our focus has been on driving
efficiencies and effectiveness, and
ensuring prudent investment.

If we had not acted, and finance costs
had not fallen, our customers would
have been facing another substantial
increase in network charges of over
12% in 2015-16.
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Our investment plans address both low system-wide
demand and local growth across our network

OUR NETWORK DEMAND FORECAST SUMMER DEMAND GROWTH ACROSS
REGIONAL QUEENSLAND
4000
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Over recent years demand growth has slowed with the system-wide
peak demand relatively steady. Record temperatures across the state Whil i I’ I wth . th 5
in early January 2014 pushed the 2013-14 coincident peak to 2,441MW, fi Lo ls e s e B e e R s e
i . " ive years over 45% of our zone substation will still experience
as our customers brought air conditioning load online. sustained or high growth, both in general load and new connections.

Our submission is based on a low growth scenario, but there is political drive for change:
« The Queensland Plan targets a doubling of regional Queensland’s population in 30 years.

Northern Australia White Paper in progress. Objectives: set out a clear, well-defined and
timely policy platform for promoting the development of Northern Australia.

11



A changing industry and marketplace - But are a leader

CUSTOMER TAKE UP OF SOLAR IS AVERAGE HOUSEHOLD ELECTRICITY
CONTINUING USE DOWNS
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Over recent years there has been a dramatic jump in customers Average housahold energy consumption across regional Queensland is
across our network choosing solar as part of their electricity supply falling. This drop, which is being exaggerated by the households who
solution; more than 16% of homes now have solar, and support for are sourcing their alectricity from solar energy systems, is pushing up

this technology is continuing. the unit cost of electricity.

« 360 MW of distributed roof top PV and on over 21% of stand-alone houses

« PV impacts on demand, consumption, voltage management

« Estimated 2010-15 FiT & associated costs = $413 million

« Over 50 network connected generators with a feed in capacity of 589MW 1,
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Our journey to the best possible price ...

CAPITAL PROGRAM DOWN FROM
2010-15 ALLOWANCE
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Due to a very different growth profile to what was forecast at the time
of the last determination, and the low growth economic scenario wa
are using for our forward planning, our capital expenditure will be

lower in 2015-20 - totalling $3.56 billion.

Changes have also occurred to the classification of services. The trend
shown is for our Standard Control Services.

OUR OPERATING COSTS WERE REDUCED
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We have achieved substantial efficiencies over recent years, which
have placed us well to deliver savings as we move into 2015-16.

The targets we have set for our operating costs are a challenge and
will require significant reductions in costs in the future to deliver.
We are looking to technology-based capabilities to support greater

efficiencies moving forward.

Capital reduced due to falling demand for energy & connections, demand
management deferring/avoiding $664m and new security standards in
2012 & 2014. Cyclone Yasi, Oswald costs not passed through.

2019-20
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Our growth capex has been scaled to meet changes in demand
evident since 2010-11, as well as new security criteria

AUGMENTATION TARGETED TO
LOCAL GROWTH

$809 million 2010-15 $790 million 2015-20
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In our plans we have funds allocated to 23 major subtransmission
level projects that are already progressing, and another 29 new
projects. In addition, we are planning 47 distribution level projects.

All new projects have been planned based on forecast loads associated
with the low economic forecast for Queensland.

CHANGE TO THE CLASSIFICATION
OF NEW CONNECTIONS IMPACTS
EXPENDITURE PROFILE

$975 million 2010-15 $637 milllon 2015-20
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We are anticipating the rate of new connections to remain relatively
stable in the coming years. The drop shown in 2015-16 simply
reflects changes in the classification of some of our new connection
services - an estimated $385 million of large customer initiated

capital works are now considered Alternative Control Services and,
as such, are not shown in the Standard Control Service expenditure
forecasts here.




Managing demand - Demand response incentives

Zone sub - capacity Feeder - capacity

Note: data validation under way to ensure visualisation is accurate, i.e capacity constraints have not been verified




Maintaining reliability and safety performance...

With affordability such a significant issue, and given
: ASSET RENEWAL CRITICAL FOR SAFETY AND
our mproyed performar_wce, we have cut our MAINTAINING SERVICE STANDARDS
reliability improvement investment.
Asset Renewal capex comprises 38% of our $1.3 billion 2010-15 $1.4 billion 2015-20
capex spend, predominantly driven by
condition and safety — not age-based drivers as e
suggested by AER Issues Paper
. L
Safety drivers account for 30% of our proposed %
asset renewal spend. S
—
Replacing assets nearing end of functional life é
accounts for 70% of our proposed asset renewal _
spend. Q
=
We have allocated expenditure to address the L_,p,:,
performance of up to 45 feeder lines that are T 8 mm ¥ v oo~ 0 o0 g
consistently underperforming. S8 S5 E S 285 28 ¢
[ L8 [ (el o™ L o] o

We are targeting investment
into operational technology
and other improvement
Initiatives like protection

We have made improvements in our data and information systems,
inspection and condition monitoring regimes and our understanding
of asset management solutions. This has allowed us to defer significant
expenditure, and achieved other efficiencies in our asset management

techniques. This has allowed us to divert funds for emerging safety
risks, like the replacement of ageing copper powerlines and the

deViCGS and network old style, open wire or uninsulated services that go from the pole

to the house.

resilience (spreaders).

17
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Summary of Ergon Energy’s benchmarking approach

* Our benchmarking studies show that Ergon Energy’s network:

o has evolved with its customer base, and is designed, maintained and
operated in a way that suits its unique customer base

o services an area with very low customer density
o must transmit over longer distances than others and is radial in nature

o has an extensive dual level (eg 132-66-11kV) sub-transmission network
including transformation and switching stations, unlike the DNSPs assessed
as being on the frontier

o operates in a very harsh and challenging environment.

« Additionally, Ergon has a significant amount of imbedded generation

« Above factors demonstrate why:

o Iitis difficult to compare one Australian DNSP with another because of the
differences in scale, size and network attributes and environments

o some of our inherent and inherited drivers may make our costs appear
higher on some attributes when compared to other DNSPs

o there are significant challenges in using existing benchmarking information to
determine revenue and/or expenditure allowances 19



Concerns identified to date with AER’s benchmarking
approach requiring further engagement

AER’s Draft NSW Decisions have already concluded that Ergon Energy’s opex is
‘materially inefficient’

Our 2015-2020 Submission contains significant supporting material establishing our
efficient base year and the results of various internal and external efficiency reviews — this
material has not been considered as yet by the AER in its benchmarking reports in
assessing our opex efficiency

Assessment of ‘frontier’ businesses in Victoria and SA is based on 2009 data points

Assessment by the AER that bushfire risks have placed Victorian DNSPs at a cost
disadvantage compared to other NSPs does not adequately consider impacts of bushfire
events and whether pre-existing bush fire mitigation practices were prudent and efficient
(given Royal Commission findings and evidence drawn from Victorian regulatory impact
statements (RIS)):

“The VBRC had identified a number of inadequacies in respect of then current inspection and maintenance
arrangements for electricity assets in high fire risk areas and made recommendations for improved practice in this
area. ...” 2013 RIS

" ... to the extent that specific information on the drivers of these costs was provided, it suggests that the majority of
the overall impact was the result of changes in enforcement practices by ESV, rather than the substantive changes
made to the regulations ...“ 2074 RIS

20



Concerns identified to date with AER’s benchmarking
approach requiring further engagement

« Concerns regarding adequacy of underlying data, normalisation of international data sets
and choice of benchmarking models

« AER benchmarking report does not consider impacts of upcoming regulatory proposals
on ‘frontier’ businesses (e.g. SA Power Networks seeking 33% uplift in opex)

* Numerous network design and operational factors impact AER benchmarking results,
including:

o Level of vegetation management works undertaken by Councils and customers, not
just DNSPs in some states (e.g. Victoria, where Council’s undertake 25% of the work
by cost and customers are responsible for clearing around services on their property)

o Subtransmission network requirements in Queensland versus other states

o Capital investment cycles and capitalisation policies impact relative asset age profiles
and opex levels

o Normalisation for customer density and distance travelled to meet customer
requirements

o Different state OHS & regulatory environments, including distribution authority
requirements, vegetation management requirements, differing maintenance cycles,,
jurisdictional scheme impacts and level of solar PV penetration



The efficiency frontier being set by the AER has moved
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Ergon Energy operates in a harsh environment

EXPOSURE TO CYCLONES
o
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Ower the past half century, our service area has seen the destructive
force of ten major cyclones. Most recently the network has had to
stand up to the impacts of cyclones Yasi and Oswald, a mini tornado

in Townsville, and several major wide spread flooding events, to
name a few.




How Ergon Energy compares across the NEM

HOW ERGON ENERGY COMPARES
TO OTHER DISTRIBUTORS
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Our service area is by far the largest distribution area in the National 44“/3
Electricity Market (NEM). However, proportionally our customer
base is small.

Source: Huegin Ergon Energy Expenditure Benchmarking.

Customers Energy Employees Expenditure RAB Line Capacity Line Length Areqa

Proportionately lower coniribution than expenditure Proportionately higher contribution than expenditure




Ergon Energy: Challenges of low customer/population
~ density
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How our expenditure profile compares

Expenditure Profile - Ergon and Industry Average

@ |Industry average
B Ergon Energy

20%
With SPARQ SLA, Ergon includes
higher ICT opex costs
]5% ..................................................................
10% PR B v iy - S
5% ..........................................................
0%

Replacement Capex
Augmentation Capex
Connectfions Capex
Non-network Capex
Non-network Opex
Maintenance Opex
Vegetation management
Emergency response

26



How our unit replacement costs compare

Average Unit Replacement Costs by Asset Class - Ergon and Industry Range

$350,000.00
$15,000.00
$300,000.00 e
$250,000.00 e $12,000.00 e
oo BN $9.000.00 RS ...
$150,000.00 Ergen: $159,805
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$0

Poles

UG Cable

Switchgear E

Transformers
OH Conductor

Industry Range
@ Ergon Energy
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Resourcing Strategy Snapshot

Ergon Energy Regulated Opex by Element
Current Regulatory Period (54 Months)
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u Internal Transport
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m Stores & Materials
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® Capitalised Interest

m Other

Ergon Energy System Capex by Element
Current Regulatory Period (54 Months)

1% 2%
W Day Labour Costs

u Internal Transport

® Contractors, Consultant & Assets
Donated

m Stores & Materials

m Overheads

u Capitalised Interest

u Other
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Our 2015-20 regulated
revenue submission enables
us to meet our Customer
Commitments

2 We'l maintain recent overall mprovements in power supply rellability... and

continue to improve the experience of customers who are suffering outages
well outside our standards.

3. We'l be there after the storm, prepared and with the resources to respond to
whatever Mother Nature delivers.

5. We're looking to the future - and evolving the network to best support customer

choice in economic electricity supply solutions.

5

8. We're targeting to reduce what we charge for the use of our network in
2015/16, and keep increases overall in network charges under inflation
for the next five years.




Thank You

A suite of documents are also available for
you to access on our web site:
www.ergon.com.au/futureinvestment

30


http://www.ergon.com.au/futureinvestment

SUPPLEMENTARY SLIDES

Customer Research
Price Impacts
AER Benchmarking —

 Ergon’s harsh environment and
emergency response requirements

 Assessment of bushfire risk and
vegetation management impacts in
Victoria

31


http://www.ergon.com.au/futureinvestment
http://www.ergon.com.au/futureinvestment

» Customer Feedback. °

T AT L e ‘For the Best Possible Price’ is generally

considered to be the most important category
by residents. ‘Peace of Mind’ is generally the
second most important category.

Thes i & wermsmar  of the naights we'sve gened from sngeging with
o cutomaens and comerranfties sboul cur Pubues nverbeent prodte.
Reports on the key fndings fross o services/ coat treds ot reassrch
mﬂhmmmﬂnwﬂm s brien
P oy e onle w1l v  futareh

The big plctuns

Tk Pl vhary e, glmres. ol ey ram . r
e

el s s g . b g, “If's preffy spot on — I'd be happy with

that™
. - If they lizfen and do something
Townswille Rezident (Male,
“ nt (Male) vmmmtvmsm;,mu

.‘

would be good”
Roma Reszident {(Female)

“It's ironic, even the first paragraph falks
about what I've already said foday™
Roma Reszident (Male)
8 “Feace of mind iz just knowing they
are doing their job. That iz jusf
expected. The resf relafes fo the

Fr Itz exacHly what you wanf and
think. You wanf peace of mind that aptionzs | have to be comfortable
you have zafe and reliable power. with what I'm paying”

T N S o s W s et o e b e And you want the uptrona to chooze Bundaberg Resident (Female)
x b -ﬂﬂ—*ﬂ;ll-r-u-.lﬂ-prhpl-‘—r o haw .’I'H"E', ag F el f"ﬂH?E
: - ey willing to pay”

|\_ Bundaberg Resident (Male)

»»+ colmar brunton.
Stimulus B: What You've Said
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Customer Segments - Willingness to Pay
Residential/Business Cost Trade Off Research

27

IiSlelgil The following ranking, which is based on a range of questions, shows what
a3l customers would be most willingness to pay for (if required).

Customers are most willing to pay for services that are supply or response
related, rather than improvements in other areas.

Recommended Investment Priorities for Ergon Energy

Customers believe Ergon Energy shouwld. ..

O BT
O I
O I
O I
O [T

Most Willing
to Pay

o Rolling Out of Smart Meters
Improve Outage Notifications

Least Willing Invest in Communication Channels
to Pay v

colmar brunton
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How clean-tech is integrated to benefit all is critical

44c FIT (GWh)

The Average 5KW Residential Rooftop Solar Customer

357

+ Uses the grid 24 hours x 365 days

251 264

...and utlilises more of
the grids capacity

Export m Consume

Pwer (kW)

6.53¢ FIT (GWh)
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=P\ Generation ====Consumption

Export m Consume

Distributed roof top solar supplies 2.1% of the energy traded in the grid, plus
owners self consume approximately 1.1% above total grid fed energy.

High residential Feed-in Tariffs have increased grid costs as 44c customers
change behaviour by moving more load into the evening, adding to the peak for
predominantly evening peaking substations.

Residential solar PV is now a key driver for sizing infrastructure in residential

subdivisions 34



A typical residential customer

PLAYING OUR ROLE IN STABILISING PRICES AS A DISTRIBUTOR
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V
...." Charges for using the distribution network
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. Indicative retail bill for a customer on Notified Prices Transrpission, Solar Bonus Scheme and
Generation and other retail costs metering charges
B Distribution charges

What do our forecasts mean for our customers? This graph shows a reduction for a typical annual residential customer using 4,091kWh per annum
of around 6% in 2015-16 in the Distribution Use of System charge passed on to the customer's rotailer.

An indicative price stack and trend has been shown in nominal dollars to illustrate all of the charges that are allocated to an average electricity
bill for a residential customer on a market retail contract. Forward forecasts are indicative only.

The majority of residential customers in regional Queensland, however, benefit from the Queensland Government’s notified retail tariffs, which
are determined by the Queensland Competition Authority. This means the actual retail bill is subsidised in line with the GQueensland Government’s
Uniform Tariff Policy. The historical INDICATIVE BILL shows the retail bill for the customer on these Notified Prices. For further information on
how regulated retail tariffs are determined go to www.dews_qld.gov.au/energy-water-home/electricity/prices.
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Aggregate expected network charges:
Placeholder WACC = 8.02%

TUOS revenue

FiT recoveries

320 338 354 370 379 389

ACS Default Metering
Services revenue

Annual revenue
adjustment to DUOS,

excl. FiT (annual pricinq(]
mmms Smoothed building bloc

revenue (PTRM)
e X factors (CPI-X)

== == Annual increase in
DUOS (excl FIT)

MILLIONS NOMINAL $

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20

2015-16 201617 2017-18 201819 2019-20

- - - Annual increase in DUOS (excl. FiT) -3.7% 0.4% 0.4% 0.4% 0.4%

----- X Factors (CPI - X) 15.9% -3.1% -3.9% 2.1% 2.1%
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Ergon Energy’s benchmarking challenge: Finding
suitable peers

7 Number of Peer Networks for Ergon Energy

The tables below indicate the number of businesses in Great Britain, Australian and
MNew Zealand with common network attributes and ratios within 102 of Ergon

Mumber of Ergon & ‘:r
Peers by Atribute ﬁr i ,
o

14 businesses
£ 29 million customers
1‘ F92.000 network km

Connections 3 1
‘Networklength 0 0o 0
EnergySales 0 2 o

’ PeakDemand 3 4 0

All of the Above 0 o

Number of Ergon _.' ‘:r
Peers by Ratio “ i ,
o] 2

Customer Density 1
Eneroy per Custorner 2 O 2
AssetDensy’ 0 0 0
PopulationDensihy? 0 O 0
All ofthe Above 0 0 0

15 businesses
10 million custfomers

836,000 network km )
29 businesses

2 million customers
14% 000 network km

1. Defined as the number of nehwork kilometres per square kilometre of network area. F

2. Defined as the number of connections per sgquare kilomeire of network area.

Figure 4: Lack of peer organisations for Ergon Energy

Source: Huegin 2012
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ALWAYS SAFE - EMERGENCY RESPONSE - STC Yasi 2011




Emergency Response Challenges — Planning for the impacts of STC
Yasi

Preparations

O Request for help
o Resources (MOU in place)
o Suppliers

O Pre-position
o Stationed crews in Rockhampton

O Communications
o Stakeholders
o Social Media

O Awaiting point of impact
o Cairns or

o Townsville?

. Winten BN ERTS
Yeppoon |
Cladstone.2 N )

& Copynahl Commaorraealtl of sustralia 2011, Bureau of Meleorolsy



Emergency Response Challenges — The size of the challenge and
results after Cyclone Yasi

f ErRGON. )
W\ _ENERGY_J

Whatever it takes

155 mobile generators deployed to hardest hit
communities totalling 70,000kVA in generating capacity.

Of the 220,000 customers without power, 200,000 were
restored within 1 week. By comparison, in Cyclone Larry
there were approx 90,000 customers without power,
75,000 were restored within 1 week.

INITIAL RESPONSE CUSTOMERS OFF % OF NORMALLY % OFF BY THE END OF

ZONES DAY 1 CONNECTED WEEK 1
Cairns 55,000 79% 0%
Tablelands/Western 33,350 57% 0.1%
Cardwell/Innisfail 17,000 100% 64%
Townsville/Ingham 80,800 96% 14%
Burdekin/Whitsunday 40,800 47% 0%
TOTAL Over 220,000 72% 8%

(Total normally connected = 316,400)



Emergency Response Challenges — Meeting safety Requirements
after Cyclone Yasi

ol

|

Long days, demanding work (Fatigue)

Moving crews around where they are needed
Supporting the teams in the field
Teams from outside the tropics feeling heat and humidity

Public health issues — food, water, heat, mozzies




Emergency Response Challenges — Other factors affecting our
response after Cyclone Yasi

Challenges during the

More than 1,600 employees live in the area that was directly impacted

Some employees and relatives were personally impacted

Restricted communications

Counselling - Employee Assistance Program was available 24 hours a day for professional counselling
Ergon Energy buildings closed pnor to cyclone and employees sent home to prepare

Induction of external crews and daily safety briefings were held for staff and contractors
Accommodation was a major challenge — largest effort ever undertaken

Support staff to provide meals, bottled water, laundry services

Fatigue management plan for all employees and managers

.
¥
>
L

Nurse available for field crews




Responding to storm events - 11 December 2014

TlizBulletin

Crews kept busy as lightning knocks out power

11th Dad 2074 854 AM

ERGON Energy field response crews have been kept busy after mare
than 53,000 lightning strikes were recorded over the past three days
during storm activity across central Queensland.

Successive overnight storm activity since Sunday has resulted in
customers being affected by storm damage and power outages, some
for prolonged pericds.

Particularly affected are rural areas around Miriam Vale, Monto,
Biloela, Moura, across the Central Highlands and around
Rockhampton.

in some instances customears have been affected on consecutive
occasions, with power supply interrupted after equipment was
damaged by intense lightning strikes.
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Challenges of low customer density - 9 Dec 2014

Ergon defends efforts to restore outback power atter | Thr outage - ABC News (Austra... Page 1 of |
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Vegetation Management - Qld v Victoria

* In Victoria local councils perform vegetation management near electric
lines, particularly in urban areas that form part of the licence area covered
by a particular DNSP. In contrast, Ergon Energy performs this function in

Qld.

» Victorian Councils vegetation management expenditure is approx 25% of
the total spend in that state:

« September 2014 Draft Regulatory Impact Statement (2014 RIS) for the
proposed 2015 Victorian bushfire regulations the total combined annual
clearance expenditures for Victorian NSPs and councils is estimated to
be: $122.9 million (1TNSP + 5DNSPs) + $38.9 million (67 Councils with
Declared Areas) = $161.8 million per annum.

« Additionally, it is understood that Ergon Energy undertakes vegetation
clearance along service lines to the point of attachment on customer
premises and that other DNSPs outside Queensland, including in Victoria,
may not undertake these works.
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AER assessment of Opex environmental factors
affecting NSW DNSPs - Bushfire Impacts

AER considers the Vic DNSPs are at a cost disadvantage compared to NSW
DNSPs:

“ ... There were increased regulatory obligations placed on the Victorian service
providers after the Black Saturday bushfires, which occurred in 2009. Also, for the
majority of the benchmarking period, vegetation management regulations were stricter
for Victorian service providers than for the NSW service providers. ...

... we consider that while bushfire may be a serious risk for most service providers, the
NSW service providers do not appear to have as high bushfire risk as the comparison
service providers, which are located in South Australia and Victoria. This indicates that
the NSW service providers may have a cost advantage relative to the comparison
service providers.

We are satisfied that it is necessary to provide a negative 2.4 per cent operating
environment adjustment for differences in bushfire regulations between the NSW
service providers and the comparison service providers.”

Economic Insights report: “AER (2014) estimates that the effect of these temporary
opex increases [for bushfire mitigation] has been a cost disadvantage to the Victorian
DNSPs of just over 10 per cent for the period from 2011 onwards (ie their opex costs
were increased by just over 10 per cent for this period compared to what they otherwise
would have been). Taking the weighted average Victorian and South Australian
benchmark, this would be a cost disadvantage to the benchmark of 7.8 per cent from
2011 onwards.”
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Other views about Vic DNSPs and bushfire risk are at
odds with AER assessment: Class Action Plaintiff View

Maurice Blackburn's submissions against SP Ausnet in Black Saturday
Litigation:

"Importantly, the [economic] regulator consistently made clear that the ultimately-
allowed revenue was an aggregate figure to accommodate the distributors® estimates of
efficient expenditures plus a commercial rate of return, but that it was a matter for each
distribution business as to how it spent the aggregate revenue; the distributors had the
economic regulatory freedom to depart from their particular forecasts and the plans
underpinning them if they so wished.

... In both the 2005 Electricity Distribution Price Review (EDPR) (regulated by the ESC)
and the 2010 EDPR (regulated by the AER) the regulator explicitly commented on the
underspending. In the 7 years prior to Black Saturday, SPI underspent on operations
and maintenance by $95m — the equivalent of almost an entire year‘s spending for such
purposes.”
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Other views about Vic DNSPs and bushfire risk are at
odds with AER assessment: 2013/2014 Regulatory
Impact Statements

2013 RIS:

"Amendments to the regulations which took effect in October 2010 implemented two
specific recommendations from the Victorian Bushfires Royal Commission (VBRC). The
VBRC had identified a number of inadequacies in respect of then current inspection and
maintenance arrangements for electricity assets in high fire risk areas and made
recommendations for improved practice in this area. ...

[T]he VBRC believed that this approach was necessary to provide a high level of assurance
that the inadequacies in past performance in these areas would be addressed in the future
through more frequent and higher quality inspection arrangements. The proposed
regulations would retain these requirements.”

2014 RIS:

" ... the majority of MECs and councils argued that they had incurred significant increases
in vegetation clearance costs since the adoption of the current regulations and Code in
2010. However, only two distribution companies provided quantitative estimates of these
changes, while one of these estimates is apparently implausibly large, particularly in light of
the lack of information provided as to the drivers of this cost. ....

" ... to the extent that specific information on the drivers of these costs was provided, it
suggests that the majority of the overall impact was the result of changes in enforcement
practices by ESV, rather than the substantive changes made to the regulations ..."
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