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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 17 February 2012.

Submissions can be sent electronicallyaerinquiry@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 publiclgikable to facilitate an informed
and transparent consultative process. Submissidhisentreated as public documents
unless otherwise requested. Parties wishing to gudamfidential 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 placedthve AER’s website at
http://www.aer.gov.auFor further information regarding the AER’s usela
disclosure of information provided to it, see &kK@CC/AER Information Poligy
October 2008 available on the AER’s website.

Enquires about this paper, or about lodging sulionss should be directed to the
Network Operations and Development branch of th& AR (03) 9290 1444.
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Shortened forms

AER
Capex

CPI
Chapter 5A
DCCEE
DNSP
ESCoSA
ESCV
IPART
JEN

kVA

MEU
MVA
NECF
NEL
NER
QCA
RAB

SAC

Seed

SWER

WACC

Australian Energy Regulator

Capital expenditure

Consumer Price Index

Draft chapter 5A of the National Elestyi Rules
Department of Climate Change and Energy iefiy
Electricity Distribution Network Service Prder

Essential Services Commission of South Aligtr
Essential Services Commission of Victoria
Independent Pricing and Regulatory Triburfal8W
Jemena
1000 volt-Ampere (VA): A unit for measuring aggent power
in an electrical circuit. The real power (activeyao) in kilo-
watts (kW) equals kVA times the power factor of tireuit.
Major Energy Users
mega-Volt-Ampere = 1 000 000 VA, or 1000 kVA
National Electricity Customer Framework

National Electricity Law

National Electricity Rules

Queensland Competition Authority

Regulatory asset base

Standard Asset Customer, a term used by Enefgex
Queensland

Seed Advisory

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

Weighted average cost of capital
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Introduction

The AER is required by the proposed chapter 5A utigeNational Electricity Rules
(NER) to develop a national connection charge diundeChapter 5A will come into
effect in conjunction with the implementation oétNational Electricity Customer
Framework on 1 July 2012. The guideline will set thethod that must be followed
by the Electricity Distribution Network Service Riders (DNSPs) in determining the
capital contribution for new retail customers cactirgy to the distribution networks.

DNSPs are regulated monopolies with respect tptbeision of distribution services.
DNSPs’ efficient expenditure and cost of capit& set by the AER under distribution
price control determinations every five years. Thanection charge guideline sets
the principles for the recovery of costs by chatgasdividual customers for specific
expenditure, separate to the charges for use afdatveork on an on-going basis.

As part of the guideline development process, tB® dublished, on 10 June 2011, a
Consultation Paper: Issues and AER'’s preliminargipons, Connection charge
guidelines: for accessing the electricity distrilom network(issues paper). The issues
paper identified a number of issues and alternatptens for calculating the
connection charge, on which the AER sought stakisns! opinions. In conjunction
with the issues paper, the AER also hosted a pidoiion on 11 July 2011 to explain
the issues identified in the issues paper to fatdistakeholders in preparing their
submissions.

The issues paper and submissions are availabletfre ARER’s website:
http://www.aer.gov.au/content/index.phtml/item|dd7Z7.

After considering submissions, the AER has now kbpegl a draft connection charge
guideline which it is publishing with this explanat statement.

This explanatory statement provides the backgr@antbreasons for the AER’s
proposed draft connection charge guideline. Se&hik.3(g) of the NER states that
in developing the connection charge guidelinesABR must act in accordance with
the distribution consultation procedures. This pap@ublished in accordance with
the distribution consultation procedures set olause 6.16(b) of the NER for the
purpose of consulting with stakeholders beforeARR finalises the connection
charge guideline.

Interested parties are invited to make written sisbions to the AER, regarding the
draft connection charge guideline, by the closbusdiness 17 February 2012.
Following consideration of all submissions receitieel AER will publish a final
connection charge guideline.

Legislation

Two Bills, theNational Energy Retail Law (South Australia) BilZ and the
Statutes Amendment (National Energy Retail Law)2Bil0, were introduced to the
Parliament of South Australia on 27 October 201t National Electricity (Retail
Connection) Amendment Rules 2@hables the introduction of a new chapter 5A—
Electricity connection for retail customerdo the NER.
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While the legislative process is not complete,Nheisterial Council on Energy
(MCE) (now Standing Council on Energy and Resoyrbas announced that the
AER may commence the development and consultatimreps in time for the target
NECF implementation of 1 July 201 Activities carried out by the AER in
accordance with NECF requirements prior to the NEGFmencement (such as
consultation, making instruments and decision-ngkmill be supported by
appropriate transitional provisions enacted byigiggting jurisdictions to ensure
instruments and decisions are validly made undeNidttional Electricity Laws and
Rules and take effect on commencement of the NECF.

In this guideline a reference to chapter 5A of Nii€R, refers to the draft chapter 5A,
as it is set out in thHational Electricity (Retail Connection) AmendmBuoies 2010

Under chapter 5A, the AER will be required to deypehnd publish connection charge
guidelines which will govern how DNSPs develop cection policies. DNSPs will

be required to develop their connection policiegsajgproval by the AER based on the
principles set out in clause 5A.E.1 together with AER's guideline. The connection
policies must set out the circumstances in whiainegtion charges are payable and
the basis for determining the amount of those asfrg

Purpose of the connection charge guideline

Chapter 5A provides th#lte purpose of the guideline isdnsurethat connection
charges*

= arereasonable, taking into account the efficient cosfsroviding the connection
services arising from the new connection or conaedilteration and the revenue a
prudent operator in the circumstances of the releR&NSP would require to provide
those connection services

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

® |imit cross-subsidisation of connection costs bevdifferent classes (or subclasses)
of retail customer

= are competitively neutral, if the connectisarvices are contestable.

Scope of the connection charge guideline
Under chapter 5A, thguidelinesmust:

» describe the method for determining charges fomjses connection asséts

MCE Standing Committee of Officials Bulletin No.@9-Implementation of the National Energy
Customer Frameworkttp://www.ret.gov.au/Documents/mce/_documents/Pollétins/Bulletin-
No-190-ImplementationoftheNationalEnergyCustomemteaork.pdf

See the definition of ‘connection policy' in dalbA.A.1 of chapter 5A.

% Clause 5A.E.3(b) of chapter 5A.

Under chapter 5A, premises connection assetssrtharcomponents of a distribution system used
to provide connection services; and connectionisemweans either or both of (a) a service
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= describe the circumstances (or how to determineitbamstances) under which a
DNSP may receive a capital contribution, prepayneefiiinancial guarantee from
a retail customer or real estate developer foptlision of a connection service

= describe how the amount of any such capital camtiob, 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 customer®{being a non-registered
embedded generator or a real estate developegxampt from any requirement
to pay connection charges (or to give consideratidhe form of a capital
contribution, prepayment or financial guarantee)dio augmentation (other than
an extension) to the distribution network necessaumake the connection

= describe the methods for calculating the augmemtatbmponent for the
connection assets and, if the augmentation corefistsincludes an extension, the
extension component of a connection charge

= describe the method for calculating:

= the amount of a refund of connection charges fmraection asset when an
extension asset originally installed to connectgitemises 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

= describe the treatment of augmentation assets.

In developing the guidelines, the AER must havewrégo: historical and
geographical differences between networks; intasglictional differences related to
regulatory control mechanisms, classification ot/®es and other relevant matters;
and the circumstances in which connection servitag be provided by persons other
than DNSPs (and are therefore contestable).

Application of the connection charge guideline

Based on the connection charge principles setrochapter 5A and the AER’s
connection charge guideline, each DNSP must submai;cordance with the
proposed Clause 6.7A of the NER, its proposed atiorepolicy for approval by the
AER. The connection policy must set out the circtamees under which the DNSP
may require a retail customer or real estate deeelto pay a connection charge for
the provision of a connection service. A connectervice may be either a service
relating to a new connection or a connection aitem& DNSPs must charge
customers in accordance with their policy which tagsnply with the principles in
chapter 5A and the AER’s guideline.

relating to a new connection for premises; (b)raise relating to a connection alteration for
premises.

®  See the definition of connection service in ctaB8.A.1 of the NER
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Connection charge principles

Chapter 5A sets out that a DNSPs’ connection mdionust be consistent with the
connection charge principles. Under clause 5A.Eth@NER the connection charge
principles are:

5A.E.1(b) Aretail customerother than aon-registered embedded generator
areal estate developewho applies for @onnection servictor which an
augmentations required cannot be required to make a capitatritution
towards the cost of theugmentatior{finsofar as it involves more than an
extensioif:

(1) the application is for a basic connection menvor

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

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

5A.E.1(c) Subject to paragraph (b), in determirgngnection charges in
accordance with its connection policy, a DistribantNetwork Service Provider
must apply the following principles:

(1) if an extension to the distribution networkhecessary in order to
provide a connection service, connection charget#service may
include a reasonable capital contribution towah#sdost of the extension
necessary to provide the service;

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

(3) if augmentation of the distribution systenméxessary 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 systenmeéxessary in order to
provide a connection service under a negotiatedeciion contract,
connection charges for the service may, subjeahyoagreement to the
contrary, include a reasonable capital contributewards the cost of
augmentation of the distribution system to the mixtecessary to provide
the service and to any further extent that a prusgervice provider would
consider necessary to provide efficiently for f@astdoad growth;

(5) despite subparagraphs (1) to (4) if augmemnadi the distribution
system is necessary in order to provide, on thécgtion of a real estate
developer, connection services for premises coregiis a real estate
development, connection charges for the services sudbject to any
agreement to the contrary, include a reasonabléatapntribution towards
the cost of augmentation of the distribution systerthe extent necessary
to provide the services and to any further extieat & prudent service
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provider would consider necessary to provide edfidy for forecast load
growth;

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

5A.E.1(d) If:

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

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

the Distribution Network Service Provider must méke refund, and may
recover the amount of the refund, by way of a cotioe charge, from the
new users of the asset.

5A.E.1(e) For the purposes of paragraph (d), aopeisstaken to be a new user
of a connection asset if the asset comes to betag@dvide a connection to that
person’s premises

5A.E.1(f) For the purposes of this clause capitatcbution includes a
prepayment or financial guarantee.

CONNECTION CHARGE GUIDELINES 11



Overview of regulatory regime

This section provides an overview of the broadgul&ory environment in which the
connection guideline operates. It explains howntle¢hods of calculating connection
charges may need to differ for different customsesyice classifications and
locations.

Service classification

The AER has a role in the classification of digitibn services which determines the
appropriate form of economic regulation that i®¢ocapplied to the services offered
by a monopoly service provider.

The AER may decide to classify a distribution seevinder clause 6.2 of the NER, or has
the discretion not to classify the distributionwseg. Service classification occurs at two
levels:

1. the AER may choose to classify a distribution senas:

I. adirect control service, or
i. a negotiated distribution serviée.

2. where the AER classifies a distribution serviceasrect control service it must
further classify it as either:

i. a standard control service, or

ii. an alternative control service.

Additionally, in some jurisdictions, or for some BRs, portions of the work required for
a connection are not a distribution service, beeaus not offered by the DNSP. In these
circumstances this connection service would nauigect to regulation under chapter 6

of the NER®

The classification of a service determines whatfof control can be applied to that
service, what the basis for the control mechanigiibe, and this in turn will determine
how the service and costs associated with provithiagservice are to be recovered from
customers or treated in a distribution determimafichis is illustrated in Figure 1 below.

Clause 6.2.1(a) of the NER.
Clause 6.2.2(a) of the NER.

8 Service offered by ASP’s in NSW may fall unddstbategory.
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Figure 1 Service classification and control mechanisms
Distribution Services Non-distribution sernvices
¥ ¥ l
Direct control MNegotiated Services the AER
services services chooses not to
classify
¥ T
Form of control Nat covered by
Megotiate/Arbitrate disfribution
{Ch. 6, Pt. D) defermination

I

Basis of control

- Presecribed negotiating principles
- AER-approved negofiating framework
- AER-determined negotiated distribution

services criteria

k J

L

Standard control services

Alternative control services

¥

Form of control
- Schedule of fixed prices

- Combination of the above

Form of control
- Schedule of fixed prices

- Price cap - Price cap

- Revenue cap - Revenue cap

- Tariff basket'weighted average - Tariff basket'weighted average
price cap price cap

- Revenue yieldfaverage revenue - Revenue yieldlaverags revenus
cap cap

- Comkination of the above

!

L J

Basis of control

- EBSES, ETRIS, DMIS
- 3 year+ regulatory pericd

Basis of control

- Building block determination, - Sfated in distribution

CPI-X {Ch. &, Pt. C} determination
- Annual revenue reguirement - May, but need nat, utilise Ch. 6,
- Indexation of RAB PiL C

- Mechanigm for monitorng and
demonstrating comgliance

l

h

Annual pricing propozsal

Annual pricing proposal
(if applicable)
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Connection services

In preparing and publishing each DNSP’s next frapr&vand approach paper, the
AER will re-examine the way in which connection\sees are defined. The AER will
be seeking to achieve as much consistency as gahictithe definition of these
connection services. However, the service clasditio and form of control applied to
each connection service may vary, taking accouhtstbrical jurisdictional practices
and the degree of competition, or likelihood of patition developing, for these
services.

The AER considers that a typical connection casdparated into at least four
separate connection services and the AER will bkisg to broadly define these
connection services in the following manfier:

®=  Premises connection assets—the components ofrébdigin system used to
provide connection serviceS.

= Extensions—an augmentation that requires the cdiomeaf a power line or
facility outside the present boundaries of thednaission or distribution network
owned, controlled or operated by a Network SerPioevider™*

= Shared network augmentation—augmentation of arnmessson or distribution
system to increase its capacity to transmit oribiste electricity (this is all
augmentations other than extensions to the trasgmisr distribution system for
the purposes of extending the area of coverdge).

® |Incidental costs—including administration, desigertification and inspection.

DNSPs may propose disaggregating these serviggepose further services as they
consider appropriate.

Interaction between service classification and chap ter 5A

The AER’s connection charge guideline, publisheddoordance with chapter 5A of
the NER, will complement the AER’s role and respbifises in classifying services.
The draft connection charge guideline distinguidbetsveen different classifications
of connection services and forms of control decidpdn by the AER in the relevant
distribution determinations.

° Inthe AER’s issues paper it proposed that stahdefinitions be developed and applied to all

DNSPs. The AER received submissions that indicttatidue to differences in jurisdictional
regulation, it is not practical to standardise éhdsfinitions at this time. The connection services
listed here only serve as useful illustrationstfar purpose of this paper.

% Clause 5A.A.1 of the NER

1 National Electricity Rules, glossary.

12 Augmentation is defined in the NER. However, dieéinition provides that network extensions are
a subset of an augmentation. The AER considersettiahsions and shared network augmentation
are sufficiently distinct that differing forms agégulation can be meaningfully applied. As such, the
AER considers that augmentation of the shared n&tneeds to be defined as a separate
distribution service, and have a form of regulatiqplied accordingly.
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The connection charge guideline will apply to di#fiet service classifications in the
following manner:

= capital contributions for unclassified or negotthservices should be determined
through good faith negotiation.

= capital contributions for alternative control sees should meet the requirements
in the specified form of control.

= Standard control services are generally recoveie®stribution Use of System
Charges (DUO0S charges). Clause 5A.E.1(c)(6) preveapital contribution
being sought from a customer for a connection sera the extent that provision
has been made for it in DU0S charges. Howevedhda@xtent that provision is
not made in ongoing DUOS charges for a conneceovice, a capital contribution
may be levied. The connection charge guidelineiBpsthe circumstances in
which a capital contribution can be required fanstard control services.

Guidance regarding the classification of connection
services

The AER’s connection charge guideline does notgongt or bind the AER to apply
any particular service classification as part disdribution determination. However,
the AER anticipates that connection services magldsesified as follows:

=  Where a service is offered by a competitive martket AER may determine that
no regulation of that market is required and saeskmot to regulate this
particular service. The accredited service provadieme, in NSW, may be an
example of where these classifications might apply.

= |f the cost of a connection service can be readtiiybuted to a particular
customer, and the service is not contestable @yetls not a competitive market),
then an alternative control service classificatizay be appropriate.
Augmentation of premises connection assets, exdeasind incidental connection
services, might generally fit into this category.

= |f the cost of the connection cannot be easilykatted to an individual customer,
then a standard control service classification miigghappropriate. Augmentation
of the shared network might generally fit into tb&egory.

= The AER considers that connection services shoeldngertaken at the least
cost technically acceptable standard. If a DNS®dsiested to perform a
standard control service to a higher standard, itr@mould propose an
additional connection service specifically relatedvorks above the least cost
technically acceptable standard. It might be appatgthat the provision of
connection assets to a standard greater thanabedest technically
acceptable standard be classified as either atteen@ontrol or negotiated
services.

The AER will review the circumstances of each jiggon, in consultation with
stakeholders, prior to deciding on the relevantiserclassification in a distribution
determination.
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Summary of the proposed connection charge
guideline

Connection offers

Under chapter 5A, DNSPs must offer a basic conoediffer and may offer standard
connection offers. These basic and standard caoneaffers are ‘off the shelf’ offers
to connect customers. The offers will group cust@méth similar connection
characteristics together, and will most likely cotree majority of customers. To
reduce the administrative cost of applying the-tesenue-test (discussed below),
which determines each customer’s upfront conneai@rge (capital contribution),
the AER will allow DNSPs to pre-calculate capitahtributions for any standard
control services offered as part of basic and stahdonnection offers.

Customers who do not fit within a standard or basignection offer, may negotiate a
connection agreement with the DNSP under claus€ 83AThis negotiated
connection agreement must comply with all relexsaations of the AER’s connection
charge guideline, chapter 5A and any other relepentisions of the NER.

Connection charges

The principles to determine when a DNSP may levineation charges are set out in
clause 5A.E.1 of the NER. Under clause 5A.E.3(dhefNER, the guidelines must
describe the method for determining charges fomge connection assets, extensions
and for calculating the augmentation componenttferconnection assets.

Customers’ connection charges will be the totahefcharges for each connection
service required by the customer. This may beectyr negotiated amount between
the parties in the case of negotiated or unclassgervices.

Capital contributions for standard control services

All relevant connection services classified asdsad control will be grouped
together and subject to a cost-revenue-test. Tsieregenue-test will compare the
incremental cost attributable to the customer agdire incremental revenue
attributable to the customer, for the relevant emtion service. If the incremental
cost is greater than the incremental revenue, tteecustomer will be required to
meet the shortfall with a capital contribution pagnmh

Connection services that are classified as alteenabntrol services will be subject to
the terms of the relevant determination under wkhdse services are classified as
alternative control.

In all cases, a DNSPs’ connection policies mustmgrwith the requirements of
chapter 5A of the NER, and in particular, the catio@ charge principles set out in
clause 5A.E.1.

Calculating incremental cost

Where a DNSP may seek a capital contribution ddrix@m the application of the
cost-revenue-test, the incremental cost of conmedtervices should be calculated
based on the efficient costs incurred by the DN@#¢h are attributable to the
customer.
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Only customers whose peak demand is above thedshateork augmentation
threshold, will be directly charged for the costsytimpose on the shared network.
This charge should be based on the average castédcby the DNSP of adding a
unit of capacity to the network and the expectedated of the customer.

Calculating incremental revenue

The incremental revenue received from a customazuldibe calculated based on the
portion of DUOS charges, which are reasonablytattable to the standard control
connection services the customer requires. Themental revenue would be the net
present value of the revenue stream taking intowatcmatters such as:

= the expected connection life of the connectionjrimavegard to whether the
customer is a retail or business customer.

® increases in DUOS charges over time due to inftatio

= the DNSP’s weighted average cost of capital.

Shared network augmentation threshold

Under clause 5A.E.1(b) of the NER, connection ceafgr augmentation can only be
levied on customers who exceed a relevant threshibkel guidelines are required to
establish principles for fixing those thresholdsl@enclause 5A.E.3(c)(4) of the NER.

Under the guidelines, DNSPs will have discretiosebomultiple thresholds, below
which customers will not be charged for an augntenigother than an extension).
This will allow DNSPs to distinguish between are&the network which have
different characteristics or capacity. In each atteathreshold must be set so that a
customer below the threshold would not be expettt@dcrease the load on the
distribution network beyond a level the DNSP cawdsonably be expected to cope
with in the ordinary course of managing the disttibn network.

The threshold should also be set such that custab@ve and below the threshold
have identifiably different characteristics.

The AER has proposed default thresholds to applresh DNSP cannot demonstrate
that alternative thresholds would satisfy the regments of chapter 5A and the
principles in this paper.

Pioneer scheme

In accordance with clause 5A.E.1(d) of the NER,gtelelines provide for customer
refunds in connection with pioneer schemes. Thdadimes must describe the method
for calculating refunds and the threshold belowchha refund is not payable in
accordance with clause 5A.E.3(c)(6).

DNSPs must develop a pioneer scheme to apply emsixin assets that are initially
constructed for the dedicated use of a particulatamer. If a customer funds
connection assets, which subsequently become stiaesdwill be entitled to a
refund from the DNSP. The DNSP may recover thengkfwhich it paid to the initial
customer, from subsequent customers who conndlaetextension asset within 7
years of the initial connection.
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The pioneer scheme must consider subsequent custamage (for example line
length) and capacity when calculating the amouméefafind to the initial customer.
The charge to the subsequent customers, and hefooel ito the initial customer,
must be based on the depreciated value of thesassed by the subsequent
customers.

Real estate developers and embedded generators

In accordance with section 5A.E.1(c)(5) of the NBReal estate developer’s
connection charge may include the incremental afdfse connection services
required and, to any further extent that a prudentice provider would consider
necessary, the cost of providing efficiently fordoast load growth.

Micro-embedded generators will be treated in theesenanner as load customers.
Real estate developers will be treated as thougihdhe a single customer.

Real estate developers and non-registered embegaedators will generally be
treated in the same manner as other new connemisigmers. However, there is no
threshold below which they will not be requiredoty for augmentation.

Where a non-registered embedded generator is &sm a&ustomer, then its shared
network augmentation cost will be based on thetgred either its load or generation
capacity.

Embedded generators will need to pay to removetnts on the network unless
there is a demonstrable net benefit of a sharesanktupgrade occurring.

Capital contributions, prepayments and financial grantees

Under clause 5A.3.E(c)(2) and (3), the guidelinestnaescribe the circumstances
under which DNSPs may receive a capital contrilmjfpzepayment or financial
guarantee and how the amount is determined.

DNSPs may include provisions for the prepaymerthefconnection costs in their
connection policies. Full prepayment of the conioectharge at the time of accepting
the connection application is permissible, unlégsconnection work is not expected
to occur within three months of the payment beiragien

If a DNSP considers there is a high risk that It mot recover the expected
incremental revenue from a customer, the DNSP real a security fee in the form
of a prepayment or financial guarantee. Where dcarity fee has been provided as
an upfront payment, the DNSP must rebate the sgdag over the period of the
security fee scheme. A rebate must be allowedast lence each calendar year.

Treatment of augmentation assets

The net cost of the DNSP providing any connectemise will be included by the
DNSP in its regulatory asset base (RAB). This balcalculated as—the gross capital
cost to the distributing network service providéperforming a connection service —
the customer connection charge.

The value of any assets gifted to a DNSP by a oustowill not be included in the
DNSP’s RAB.

18 CONNECTION CHARGE GUIDELINES



1 Method of determining total connection
charges

The principles to determine when a DNSP may levyneation charges are set out in
clause 5A.E.1 of the NER. Under clause 5A.E.3(dhefNER, the guidelines must
describe the method for determining charges fompge connection assets, extensions
and for calculating the augmentation componenttHferconnection assets.

A DNSP's connection policy may provide for connactcharges to be made up of
charges for multiple connection services and vélchlculated in accordance with the
following formula:

Connection Charge = AS + CC + PS

Where:

= AS is the charge payable to the DNSP for all alittve control connection
services.

= CC is the capital contribution payable to the DN&Pstandard control
connection services.

= PS is the total amount payable to the DNSP to atddou any existing pioneer
scheme, applying to the assets to which the custoomnects.

A connection policy may also require a customeprtwvide a security fee to the
DNSP, which will be refunded if the DNSP receivies éxpected incremental revenue
from the customer.

A connection policy may provide for connection soa$sociated with unclassified or
negotiated connection services to be paid by tktoawer directly to the relevant
service provider, as agreed by the parties in @ecmwe with chapter 5A of the NER.

In addition to the charging principles set out lmapter 5A, alternative control service
charges must also be charged in accordance withegoyrements of the relevant
distribution determination.

The method for determining connection chargestimdard control services is
described in more detail in the following sections.
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2 Method of determining charges for alternative
control, negotiated and unclassified services

In addition to complying with the connection chagprinciples of chapter 5A, the
charges for alternative control services will biegkated in accordance with the
approved form of control.

For negotiated or unclassified services, the chaitjyde agreed upon by the
customer and the relevant service provider in ataare with the principles in
Chapter 5A.
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3 Method of determining capital
contributions for standard control services
(cost-revenue-test)

Under sub-clauses 1, 2, 3 and 5 of clause 5A.2A#R's guideline must describe
the circumstances (or how to determine the circantgs) under which a DNSP may
receive a capital contribution, prepayment or fmahguarantee from a retail
customer or real estate developer for the provisfcaconnection service. The
guideline must also set out how the amount is tddiermined, the method for
determining connection charges for premises cororeessets, and the methods for
calculating the augmentation component for the eotion assets.

Where these connection services are classifiethadard control services, a cost-
revenue test will be applied to determine the eirstances and the amount of the
connection charge.

3.1 Cost-revenue-test formulation

3.1.1 The AER'’s preliminary view

As presented in the AER'’s issues paper, the AERI;unary view was that it is
appropriate to implement a cost-revenue-test terdehe a customer’s upfront charge
for an electricity connection. Under this approaatustomer is only charged a capital
contribution if the incremental cost of the conmatiservices exceeds the incremental
revenue that the DNSP would receive in respedtasd connection services. The
incremental cost is calculated as the cost of plingia connection to the electricity
network. The incremental revenue is received a®theS payments that customers
make to DNSPs over the life of the asset. This@gugr results in a new connecting
customer contributing to its incremental costs asrabination of an upfront capital
contribution and ongoing network (DUoS) chardes.

The AER considered that all costs incurred by thNSP (including for premises
connection assets, extension, shared network augtiwer) and an allowance for the
additional operating and maintenance costs, shHmilcbmpared against the
anticipated DUOS revenue from the customer. Anargfcapital contribution would
only be required to the extent that the net pregainie of the customer’s future DU0S
payments is less than the incremental cost of toginection services. For basic and
some standard connection offers, the AER propdsediount of a capital
contribution could be pre-calculated for all cusemswithin a class. This would be
donellising a cost-revenue-test based on an averag@cal customer within the
class.

The AER's preliminary view was that the cost-revetest should only apply to the
costs incurred, and revenue received, by the DN\#re the costs are borne by a
third party, they would not be included in the emstenue-test. Otherwise, the AER

13 AER, Issues and AER’s preliminary positionsn@ection charge guidelines: for accessing the

electricity distribution network, 10 June 201114-16
AER, Issues and AER'’s preliminary positions. Connectioarge guidelines: for accessing the
electricity distribution networkl0 June 2011, p. 14-16
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considered a customer would always seek the DN$@rform the works, given the
DUo0S payment would offset the cost of the projedtereas if an accredited service
provider undertook the works, the customer woulg tha full cost to that provider in
addition to DU0S payments to the DNSP.

AER'’s preliminary view was that a cost-revenue-testild be applied in the form:
CC = ICCS + ICSN - IR(n=X)
Where:

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

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

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

CC>0.16

3.1.2 Proposed alternatives to a cost-revenue-test

As discussed in section 3.1.3 below, the AER carsithat many of the limitations
raised in submissions of the AER'’s preliminary agoh have been addressed by
modifying the cost-revenue-test to:

= Only apply to services which have been classifeedtandard control.
= Ensure the costs included the match the revenledied.

= Not include operational and maintenance costs.

Clause 5A.E.1(c)(6) prevents the imposition of amstion costs to the extent that
provision for those costs has already been madeghrexisting DUo0S charges or a
tariff applicable to the connection. The AER comesglto address this clause, a cost-
revenue-test should be applied to services for vthie costs are recovered through
DUOS charges.

However, there were also submissions which propaltethative approaches to the
cost-revenue test. These are considered below.

> AER,Issues and AER’s preliminary positions. Connectioarge guidelines: for accessing the

electricity distribution networkl0 June 2011, p. 14-16
AER, Issues and AER'’s preliminary positions. Connectioarge guidelines: for accessing the
electricity distribution networkl0 June 2011, p. 16.
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3.1.2.1 Charging customers who trigger augmentations

Energex considered augmentation charges could (tinelie interpretation of 5A.E.1)
be levied on the customer who triggers an augmientdtEnergex suggested the
AER clarify its interpretation of the rules becaitsdiffers from its own®

The AER considers that, to appropriately manage caawections to the network,
augmentation must often occur before the connextoa actually made. Otherwise
connections could not be made routinely and comrgly. However, the AER
considers that:

1. In a practical sense, each customer who conneth® toetwork is contributing
towards the necessity for a future network augmema

2. Clause 5A.E.1(c) requires that any capital contrdrusought from a customer be
no more than is necessary to provide for that @aler customer’s connection.

The AER considers that levying a charge on eadbv@et) customer for
augmentation and then subjecting the charge todkerevenue-test would be a
reasonable basis on which to attribute the necgssementation to a customer. This
method promotes the purposes of the guidelineudmed in chapter 5A, which
includes that the connection charge must be reas®maad provide a user pays signal.

The AER has reservations about allowing those ousts who trigger an
augmentation to be charged the full cost of thengmgation. Some of the issues
related to charging the triggering customer thedot of augmentation can be
highlighted by a recent case study.

In a developed area of NSW, a new business movedmexisting

premise. The new business required more capagityttie previous tenants,
however, the DNSP advised there was less than @8 available in the
street. Thus, the new business was asked by thé?DdlSrovide land to
house the DNSP’s equipment to upgrade the avaitstgacity. The
customer estimated the cost of the land to costoxppately $300 000.

This example illustrates the problems of requirmegv customers to bear the full cost
of an augmentation, the benefits of which will bared across many users. In built
up area, new customers would use the capacity wishinitially required for the
first customer who triggered the need for an augatem. If a single customer who
triggers the augmentation is charged for the ttats of augmentation, there would
be a significant barrier to entry to the electyicietwork. More importantly, this
would not reflect the requirements in clause 5A(R).8f the NER, that charges be
reasonable and reflect an efficient user-pays tidgsathe need for shared network
augmentation is driven by all customers who contette network, an incremental
cost-revenue-test ensures that the capital comimibuequired for a connection better
provides a user-pays signal.

However, the AER also considers the charging metlogy will be determined by
the service classification applied in each jurisdit Thus, if shared network

augmentation is classified as alternative contregotiated or unclassified, then a
DNSP would be able to implement a charging schemeravonly those customers

17
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The AER is proposing a per unit rate for sharevork augmentation charging.
Energex, response to AER issues paper, Augudt. 20111
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who trigger augmentation are required to contrilboweards the cost of the
augmentation, which they trigger. However, if sklametwork augmentation is
classified as standard control, then the AER carsithat all customers who connect
to the network should have shared network augmentabsts calculated on and
average basis via a per unit rate and includeddrcost-revenue-test.

One option, which may mitigate the AER’s concermalsa be for a DNSP to propose
two connection services related to shared netwogknentation:

1. Shared network augmentation for customers who ddrigger an identifiable
augmentation. This service could be classified@asdsard control and be subject
to the cost-revenue-test.

2. Shared network augmentation for customers whtrigger an identifiable
augmentation. This service may be classified astamnative control, negotiated
or unclassified service and may have a customeifapeharge applied® Under
such an arrangement, the customer should onlygratsfshare of the
augmentation triggered, based on its usage ofetipgined assefS.

The AER considers that the second service woulérgdly relate to customers who
are larger than those contemplated by the firsticerSplitting augmentations into
two connection services would allow the cost-rewetast to be applied to most large
customers. However, when a very large customer, lveisaa clearly identifiable
impact on the network, triggers an augmentatios ctistomer should be charged on
their share of the actual cost of the augmentation.

3.1.2.2 Charging only out-of-sequence customers for augmeation

SP AusNet and United Energy submitted that custenméo are ‘in-sequence’ should
not be required to pay for shared network augmiemtaln-sequence customers are
those whose level of connection, location, and, i48NSP could reasonably be
expected to cope with in the ordinary course of agamg the network. They
submitted that these customers’ augmentation costsrpin the long run marginal
cost estimates the DNSPs undertake in the distoibaleterminations, and are
therefore paid via DUOS charges.

Similarly, the MEU also considered new customemushnot pay augmentation
costs other than through DUOS.

It appears that in-sequence customers would be thhhe connect where a specific
network augmentation program has been identifiel DNSP’s capex program. As
the forecast capex is featured in a DNSP’s didtioinyprice proposal, this cost

9 1t should be noted that very large customerdygieally connected at high voltage or sub-

transmission voltage level. As such the upstreagmentation relevant to such customers would
be zone substation transformers or transmissionemiion assets. The dedicated connection for
very large customers’ connection may include achkdd substation or high voltage network
extension to the customer’s location. These compisn@ould be included in the extension or
premises connection component of the connectiorpamede locational signals to the customer.
The Independent Pricing and Regulatory TribufidNew South Wales, Determination on Capital
Contributions and Repayments for Connections tatEtity Distribution Networks in New South
Wales contains a definition of large load custonaerd Rural customers. Similar thresholds for
this second augmentation service could be propog&NSPs.
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impacts on all customers’ DU0S. The AER has corgwiith this approach,
particularly that:

= The DNSP would forecast areas of expected growdhlzn does not charge
customers for augmentation if they connect in tiggeavth areas. The reason for
not charging customers connecting in these argasaapto be that a forecast of
the cost of connecting these customers is includéoe DNSP’s RAB and so the
costs is being recovered through DU0S charges ABR does not consider that
this is an argument for not applying a cost-revetesé to determine whether these
customers should make a capital contribution.

®=  An assessment of a customer’s connection charsitsrivould be required to
determine whether a customer is in-sequence.

Although the AER is not proposing to charge only-olisequence customers, as
submitted by United Energy and SP AusNet, the ABRSIers it is appropriate to
provide for a locational price signal to custom@itse AER’s approach of allowing
different thresholds in different areas of a netwann result in a similar outcome,
without incurring the problems associated with §feAusNet’s and United Energy’s
method outlined above.

The AER considers by setting a different augmematharge threshold in different
areas of its network, a DNSP can take accountftdgrdnt sizes of customers, which
the DNSP would be expected to cope with (in eaeh)an the ordinary course of
business. Customers below the shared network augtimnthreshold will not be
charged for augmentation and would be treatedamthnner proposed for
in-sequence customers. Conversely, customers dhewshared network
augmentation threshold will be charged for augntemtaand would be treated in the
manner as proposed for out-of-sequence customieiswill allow DNSPs more
targeted charging for augmentation, reflectivehef ¢osts in specific areas.

According to the MEU, requiring customers to paydpare capacity raises barriers to
entry. To require customers to contribute to replaspare capacity is inefficient
because the assets are not otherwise UsEte MEU submitted that it is in the
interests of existing customers that spare capeitytilised so that the costs for
replacing assets are shared over a larger numiperopie®”

Spare capacity results largely from the lumpy retfrnetwork augmentation, such
as the installation of a new zone substation tansér. The AER understands that
spare capacity is also maintained to provide fomdin as well as to provide adequate
supply reliability*® As spare capacity is used up, new augmentatidrbeitequired

at certain trigger points in order to maintain dahle level of spare capacity (that is
to maintain an appropriate level of network utiiisa®®). As such, using the

network’s spare capacity has a cost to the network.
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Major Energy Users Inc, Submission, August 2@il1,1, 12.

Major Energy Users Inc, Submission, August 2@l 1,2.

Darryl Somerville, Steve Blanch, Jack Carmptailed Report of the Independent Panel for
Electricity Distribution and Service Delivery fdra 21st Century — July 200g. 8.

Darryl Somerville, Steve Blanch, Jack Carptailed Report of the Independent Panel for
Electricity Distribution and Service Delivery fdra 21st Century — July 200g. 8.
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The AER accepts that utilising spare capacity gahelowers the cost to all users.
However, the AER considers that it is efficient fmw customers to bear the costs
they impose on the network. To ensure that a custds®ars the cost of using the
capacity it requires, the AER proposes to incluwsé costs in a cost-revenue-test. If
the cost of using this capacity is not includethi@ cost-revenue-test, then customers
would not face an incentive to take account ofrthagmentation cost.

3.1.3 Implementing a cost-revenue-test

3.1.3.1 Ensuring the revenue is only offset against corregmding costs

In the issues paper, the AER outlined an approdabharesulted in all the revenue
derived from a new connection, being offset agdims connection costs incurred by
the DNSP. The customer should be charged the éifter between the DNSP’s
relevant incremental costs and incremental reveBulemissions indicated that if a
customer was below the augmentation charge thrésth@n the customer would not
be required to pay for augmentation, but would hs/&ll DUoS charges offset
against only the premises connection assets aed®ah components of its
connection work. JEN, SP AusNet and United Eneupyrstted that in such
circumstances, a new customer could request a chonen excess of the most
efficient connection because it would bear no aoio#l cost of doing s&

The AER agrees that the proposal could have residtall of a customer’'s DU0S
charges (which includes components for customesifspeshared and operational
and maintenance costs) being offset against omhesaf the connection costs. For
example, not all new customers would pay an ex@iggmentation charge (those
below the shared network augmentation charge thl@shAs such, under the
approach outlined in the issues paper, the DUo&ekavould likely be larger than
the costs included in the incremental cost compbokthe cost-revenue-test.

The AER considers this issue can be addressedsstirig DU0S charges against
only the costs recovered through DUoS—and thenitiegua capital contribution for
any shortfall (uneconomic connections). Proposatdar to this position were made
by CitiPower and Powercor which supported the AGR&iminary views, on the
condition that only the revenue, which has a cpwading cost is included in the
cost-revenue-test. ETSA submitted that the incréaheavenue should only include
the parts of DUOS applicable to the components@fistribution system included in
the calculation of incremental costs. Ergon supgubtihe use of DUOS in the cost-
revenue-test if only standard control services virckided?’ JEN did not support the
cost-revenue-test applying to premises connectseta.

To ensure that the costs and revenues for corrdgmprervices offset each other in
the cost-revenue-test, the AER has modified itBrpneary approach in three ways:

1. The cost-revenue-test will only be applied to staddcontrol services.

% The AER notes such a customer would actuallyfpagn excess connection over its life, but it

would pay the same amount regardless of whethegitested an extension in excess of what was
required or not.

This could occur if a connection was below arrage connection.

Ergon Energy Corporation Limited, Submission loe €onnection Charge Guidelines, August
2011, p.5.
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= This is appropriate because the costs of othercgsrean be identified and are
attributable to a given customer and therefore kshio@ paid in full by that
customer.

2. When a customer is not required to explicitly payghared network
augmentation (and shared network augmentatiorstaradard control service),
then only the DUOS charges attributable to extenard premises connection
assets costs will be included in the cost-revelege-t

= DNSPs will be required to provide a method of deiemg what components
of DUOS can be reasonably ascribed to the diffezenhection services
required by a connection

3. Operational and maintenance costs will be remok@d DUOS revenue and the
connection costs included in the cost-revenuefteist is discussed further in
section 3.3.1).

The AER considers these modifications ensure tserewvenue-test correctly offsets
the costs of standard control services againstetenue received for them and hence
is an appropriate method to determine whether ditiadal capital contribution from
the new customer is required.

The AER considers that the modified cost-revensgediould address the concerns of
SP AusNet and United Energy and that this appreaxid provide an incentive for
new customers to request efficient connections.

3.1.3.2 Customers requesting greater than least cost techudlly acceptable connections

SP AusNet and United Energy proposed that costeedlhe least cost technically
acceptable level should be explicitly providedifothe cost-revenue-test as an
additional parameter.

The AER considers that standard control servicesldirelate to undertaking the
connection service to the least cost technicaltgptable standard, because this
approach is an efficient manner to augment a nétwidris approach is appropriate
because existing customers should not bear theotast inefficient augmentation.

In order to meet specific customers’ individual deér connections of a higher
standard, a DNSP may propose additional connesgorices specifically related to
providing network connections to a standard highan the least cost technically
acceptable standard. A different service clasgiboamay be applied to these
connection services.

3.1.3.3 Application of cost-revenue-test

The AER proposes to apply the cost-revenue-tetatolely to all standard control
services rather than applying it to each standantrol service separately.

While clause 5A.E.1(c)(1) to (3) can be interpreasdequiring the cost of each
connection service and its associated revenue loeingjdered individually, when
calculating the amount of any capital contributittre AER’s guideline must ensure
connection charges are:
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= reasonable, taking account of the efficient cogirotiding the connection
services arising from the new connection.

= provide a user-pays signal without undue admirisgaost.

= |imit cross subsidisation between different clasdassers; and

if contestable, are competitively neutfél.

It is the AER’s view that the capital contributitor standard control connection
services cannot be negative (that is, a paymenerrath the DNSP to the customer,
for connecting to the network). As such, if thete@venue-test is applied

individually to each standard control connectiorvee, then a surplus of incremental
revenue for one connection service would not beebfigainst a deficit for another.
This would result in the connection charge beirgptgr than required to ensure a
customer contributed its incremental cost (throbigth DU0S charges and the capital
contribution). Therefore, to ensure a reasonalpéalacontribution, all standard
control services should be collectively includedha cost-revenue-test.

The AER concludes that the connection charge giesiand the requirements for the
AER'’s guidelines are satisfied by the proposediapfibn of the cost-revenue-test to
standard control services and by providing sepamagsmgements for connection
services that are not classified as standard dosgruices.

3.1.4 AER draft decision on the cost-revenue-test f  ormulation

The AER’s draft decision is that the incrementatsmr incremental revenue
received from any services classified as altereatontrol services, negotiated control
services or unclassified services will not be ideld in the cost-revenue-test. The
cost-revenue-test will be applied to all connecservices classified as standard
control, subject to the following conditions:

= Shared network augmentations will not be includethe cost-revenue-test, where
the customer is not required to make a capitalrdmriton towards the cost of
augmentation because chapter 5A does not allaw ihe customer is below the
shared network augmentation threshold.

= in these cases neither the amount of ICSN nor IR)@ttributable to these
connection services will be included in the costeraie-test.

= QOperational and maintenance costs will not be ohetlin the cost revenue test.

The cost-revenue-test will apply to all standardtoal connection services in a
collective manner.

The cost-revenue-test will be applied in the form:
CC = ICCS + ICSN = IR(n=X)

Where:

% 5A.E.3(b)(1)
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= |CCS+ICSN - IR(Nn=X}k 0
=  CC = Capital Contribution for standard control sess.

®= |CCS = Incremental Cost Customer Specific — Theeimental costs incurred by
the DNSP for premises connection assets and egtexsi

®= |CSN = Incremental Cost Share Network — The castsrred by the DNSP for
the shared network augmentation attributable tavdéve connection.

= |R(n=X) = Incremental revenue expected to be rexmtivom the new connection
— This is the present value of a X year reventeast directly attributable to the
new connection.
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3.2 Incremental cost

As noted in section 3.1, the cost-revenue-testi@ppb premises connection asset
costs, extension costs, incidental costs and shaatebrk augmentation costs when
these services are standard control. The AER cerssttiat three of these four costs—
premises connection assets costs, extension gabia@dental costs—can be
considered to be customer specific costs. The dhe®vork augmentation cost is not
necessarily triggered when a customer joins thearétand can be more difficult to
attribute to a specific customer (discussed inige@.2.2).

3.2.1 Customer specific incremental cost (ICCS)

3.2.1.1 The AER'’s preliminary view

The AER considered that generally the costs assakigith premises connection
assets are easily identifiable and attributablentindividual customer. The AER
considered that where these services are classifistandard control, charges for
premises connection assets should be based offithent costs of providing the
required service.

The AER considered that a competitive market prioald be reflective of efficient
costs. Hence, where suitable independent servadars (contractors) are available,
a DNSP should either price its connection servidee@market price, or engage
independent service providers to provide the sertoccustomers. The AER
suggested it would require a DNSP to call for tesdgubject to customer agreement,
before performing works over a certain dollar thadd. The AER proposed this
threshold would be $3000.

3.2.1.2 Submissions and AER considerations

JEN submitted that it currently offers three opsidor determining the price of
connection services; customers can accept JEN:sgrcustomers can conduct their
own tender; customers can request JEN to condiecicer. The fee for conducting a
tender ranges from $4000 to $8000 and so JEN cemesidhe AER’s $3000 threshold
was too low. JEN submitted the threshold coulddidased on a contribution amount
of $5000, not on the cost of the required workserdatively, the AER could require
DNSPs to publish their tendering policies. JEN suigal the use of pre-established
contract prices but considers the DNSPs shouldfyge threshold.

The MEU submitted that the thresholds seemed appteplt submitted that in a
dispute, a customer should have the right to dsedwn quotations, which the DNSP
should be required to accept if the quote meetsetttenical requirements.

Ergon believed that the threshold was too low ashjority of its 4000 connections
per year have costs above $3000. It would be adirétively burdensome and cause
delays to connection works. This would also immarcthe ability to provide offers
within the timeframes required by the NER. Ergobmsiited it may be difficult to

find pre-established contract rates because nobatractors will give quotes for
works they do not expect to receive. In additionsome regional areas there are no
contractors available.
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CitiPower and Powercor did not support the prelamyposition. They contended
there should be no threshold value, rather, tendestould be limited to when it is
requested by the customer.

ETSA did not support the AER'’s preliminary view aagjued that tendering should
only be considered when a customer is requiredakena capital contribution. Also,
ETSA submitted that either the customers or the PNBould be able to undertake
tenders (as specified by the DNSP’s connectiorcpgpland it should be done at the
customer’s expense.

The AER accepts that its preliminary position itatien to tenders may not have been
workable. As such its preliminary position that@hnection works greater than
$3000 must be tendered has been relaxed. HowéeeAER considers that DNSPs
should offer to tender work for customers when estied, as this provides comfort to
customers that the construction work is being peréal at an efficient price. The
AER also considers that—in line with JEN’s currpractice—where possible,
DNSPs should offer the opportunity for customereutotheir own tender. The AER
considers it is appropriate for the customer ta biea cost of any tender which is run.
As the customer bears the cost of the tenderstiasld limit tenders to cases where
customers either dispute the cost estimate provigetie DNSP, or consider they can
extract savings from a tender process. This shwitidate the concerns regarding the
administrative burden of running tenders. Findlyg AER no longer considers that a
threshold above which tenders must be called, shapbly.

The AER has concluded that to determine the cdssgandard control services
DNSPs should:

= Determine the charge for each component in a fairraasonable manner. The
cost estimate should be reflective of the efficiemdts.

= Calculate the charge for each component on thé ¢eastechnically acceptable
standard necessary for the connection servicessinle

= the customer requests a connection service othmeof be performed to a
higher standard. In which case the customer shmuittibute the additional
cost of providing the service to the standard retpce

= the connection service involves augmentation testieged network, in which
case the customer should be charged no more foséhvice than the cost
attributable to its electricity demand.

For negotiated connections under clause 5A.C.heNER, a customer should be
allowed to conduct a tender, whenever jurisdictionkes allow. Additionally, for
these services DNSPs should offer to conduct setgmacess on behalf of the
customer to have the connection work provided Qualified independent service
provider. Thus the AER considers:

= A DNSP should notify a customer that it can seeki¢ées on behalf of the
customer.
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= A DNSP may charge the customer the reasonable absisning a tender
process.

3.2.2 Shared network augmentation cost (ICSN)

Under chapter 5A, only customers above the thredleokls set in accordance with
these guidelines may be required to pay a captaribdution for connection services
involving an augmentation other than an extension.

3.2.2.1 The AER’s preliminary view

The AER’s preliminary view was that a unit rate igeashould be used to calculate
shared network augmentation charges. The unichetege was to be calculated based
in accordance with South Australia’s Guideline NI8, and only be applied to a
customer’s demand above the shared network augtimentareshold. This approach
involved consideration of the augmentation costeeiated with sub-transmission
lines, substation, high voltage feeder exit andh vigltage feeder. The AER also
proposed to allow DNSPs to segment their netwaik ameas where different shared
network augmentation unit rates would apply—albgit based on the approach
outlined. The AER considered this would allow therge to be reflective of the cost
of augmentation in the area, and provide a locatisignal®®

Stakeholders’ submissions on this topic are segplgrdiscussed below.

3.2.2.2 Brought forward cost

SP AusNet and United Energy submitted that theeduie should permit DNSPs to
levy charges for the brought forward cost of cotingoout-of-sequence customers.
The brought forward cost concept involves estingatite cost that will be incurred by
bringing a planned augmentation forward, relatovevhen it was originally planned.
To reduce the administrative burden of the brodigivtard cost, SP AusNet
contended that development maps, which would reflecaverage timeframes until
the requirement for a future augmentation, coulgioeluced. Additionally, the
augmentation charge threshold could be set to dgalusequence customers from
shared network augmentation charges.

As discussed in the AER'’s issues paper, the AERIiders the brought forward cost
concept would be difficult for most customers talerstand and the AER is therefore
concerned that it would not meet the legislativqureements in chapter 5A because it
would be difficult for customers to take advantaf@any user pays signal. In the
AER'’s experience, customers cannot easily deterthigie connection costs under
this method and therefore this method is unlikelipé¢ effective in limiting undue
administrative costs.

When the AER examined this issue for Victorian DNSRe AER found that if
augmentation could occur in continuous steps, therbrought forward cost would be

#  See clause 5A.E.1(b). Note that this restrictioas not apply to non-registered embedded

generators or real estate developers.

AER, Issues and AER'’s preliminary positions. Connectioarge guidelines: for accessing the
electricity distribution networkl0 June 2011 p. 23-25.

The AER has received a number of queries or thsmelating to this methodology.
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equivalent to the cost of adding the amount of capaequired by the custom&.
Therefore, the AER considered that charging custsttie average cost of adding the
required capacity to the network would result mitar charges to those using a
brought forward cost approach. However, the AERsmaTs its approach is easier to
implement and achieves the goals of chapter 5A.

Charging based on a brought forward cost approaehdaresult in customers’
connection charges varying depending on when tbagexct to the network. For
example, one customer which brings forward an amgatien from say year 10 to
year 5, would pay less than the next customer (whg be a similar size) who brings
augmentation from year 5 to the present. If a ecustds unable to accurately identify
the capacity requirements of other customers wiitlconnect to the network

before it, then it will not be able to accuratadgmtify its connection costs in advance.
The AER is therefore concerned that it would noetrike legislative requirements in
chapter 5A, because it can lead to an inaccura&tepas/s signal that is not reasonable
in all the circumstances.

Further, the AER is concerned the brought forwarst smay significantly depend
upon DNSP’s network planning. For example, if a BNBrecasts very little load
growth for an area, a large new connection mayskaraed to significantly bring
forward an augmentation and thus give rise togelahared network augmentation
charges. Additionally, external factors may charsgeh as government infrastructure
plans and changes in zoning, which may mean a DNfSRécast load growth may no
longer be appropriate. The AER would prefer to dwani approach which is
influenced by the vagaries of an individual DNSpBlanning, as well as factors
outside the DNSPs control. Therefore, the AER lvaglcded that a per unit rate
should be adopted to charge new customers for gimatevork augmentation because
of the limitations of the brought forward cost. 8Jss discussed in the AER’s issues
paper, the approach provides a user pays sigtlahira customer will pay for the
shared network augmentation it requires.

Setting the shared network augmentation charge rate

JEN submitted that the South Australian approadeting a per unit rate can be
improved upon by basing the rate on the following Lomponents—sub-
transmission line, zone substation, high voltagelée, distribution substation and low
voltage main€—JEN considered that including low voltage mainsciastomers who
connect to them would minimise cross subsidisadiut provide a locational signal.
On the other hand, United Energy that submittedooners should only pay for
upstream components, for example, if a customeonsiected to a high voltage
feeder, the customer should only be liable fordbsts to the sub transmission lines.

The AER agrees with JEN’s view that DNSPs shouldllmved to include low
voltage mains because it is efficient for a custotadear the costs it imposes on the
network, to the extent allowed by chapter 5A. THeRArecognises that including low
voltage mains may increase the unit charge rateigfentation, however, this cost
will be offset by a customer’s DUOS charge. As Htifimitted, this method would
also minimise cross subsidisation and otherwiset thegpurposes of chapter 5A.

%2 Draft DecisionBenchmark Upstream Augmentation Charge Rates tiP@ier's Network19

February 2010, p. 20.
% JEN,Submission5 August 2011, p. 18, 19.
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Therefore, it is reasonable that all the costsragiBom a new customer connection,
which are above the augmentation charge threshoédpaid for by that customer (so
long as they are not recovered already as a diffesgrvice).

Ergon submitted that a contribution to the sharmtvark should be made by reducing
a customer’s incremental revenue by a certain pereghich would change
depending on the location. It contended this apgrasnot as complex or
administratively burdensome. The AER notes thig@ggh results in a reduction of a
customer’s incremental revenue that is offset agjaiosts. This means the shared
network augmentation cost would be calculated baseal customer’s consumption
rather than peak demand as proposed by the AERis&sssed in section 4.2.2, the
AER considers peak demand or peak coincident denaealne the appropriate
measure on which to base shared network augmemtaigis. Additionally, the basis
for the amount of the percentage reduction (apfdeBrgon) is unclear. The AER
takes the view that a unit rate should be basdti@actual average cost of
augmenting the network.

Different shared network augmentation charge ratesn nominated areas

As noted, in the issues paper the AER proposetiaw different unit rates to apply
in some areas. There was general agreement tagpisach from ActewAGL, Ergon,
ETSA, CitiPower and Powercor.

The MEU submitted that all customers of the sarasscpay the same tariff and to
segment the network moves away from the conceptjoél standing for all
customers of the same class.

The AER still considers it appropriate to allow DRESto apply different unit rates for
shared network augmentation costs in differentsaoé@ DNSP’s network. Under this
approach, shared network augmentation chargebeviieflective of the actual shared
network augmentation cost in each region, which pvidvide an efficient locational
signal to new customers. DNSPs should only apgfgréint unit rates in different
areas when the cost of augmentation differs sicpnifily between areas.

3.2.3 Determining the cost attributable to a custom  er

The AER considers that only the shared network angation cost which is
attributable to the customer should be used irctst-revenue-test. Further to adopt a
per unit rate, in ascertaining the cost attribigablthe customer, the DNSP should
consider both the proportion of the assets usdatidogustomer and the length of time
that capacity will be used by the customer. Wherastomer will use an asset for less
than its expected useful life, and where a DNSPlavmeasonably be expected to
reuse some of this capacity once that customeegetihe network, each customer
should only be charged for the period for whicis itising the asset.

The AER noted this issue in its review of the benatk upstream augmentation
charge rates for CitiPower’s netwotk:

As upstream assets can be used by multiple cusscanelrthe same asset
could be used by future new customers once theeatstomers stop using

3 Guidance PapeThe AER’s Conclusion on the Benchmark Upstream &uatation Charge Rates

for CitiPower’s Network25 June 2010, p. 11.
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such assets at the end of their connection lifg,ribt equitable for the first
new customer to fund the full cost of upstream agigpation...

The net present value of all connection chargesived by CitiPower in
respect to the augmentation of a particular asseild equal the MCR of
that asset. A methodology that does not take tihisaccount would result
in CitiPower either over or under recovering itstso

The charges paid (in respect of the augmentati@engifen asset) by
previous, current and future new customers shoelddual in real terms. A
methodology that does not take this into accountlévoesult in an inter-
temporal transfer of wealth and would be inequédbl some customers.

To address this issue, the AER developed a caionlatethod under which, in total,
the connection charges received by a DNSP wouldlehjg marginal cost of
reinforcement (MCR)—or the per unit rate chatg&he AER considers DNSPs will
need to either adopt a method similar to this,oaléernative method that achieves a
similar outcome.

3.2.4 Draft decision on incremental cost

The AER has concluded that to determine the cdsttandard control services
DNSPs should:

=  Determine the charge for each component in a fadrraasonable manner. The
cost estimate should be reflective of the efficiemdts.

= Calculate the charge for each component on thé ¢eastechnically acceptable
standard necessary for the connection servicessinle

» the customer requests a connection service otlpagof be performed to a
higher standard. In which case the customer shoaittibute the additional
cost of providing the service to the standard retpde

= the connection service involves augmentation tcstieged network, in which
case the customer should be charged no more fosdévice than the cost
attributable to its electricity demand.

For negotiated connections under clause 5A.C.heNER, where possible, a
customer may undertake a tender. Additionallyttesse services DNSPs should offer
to conduct a tender process on behalf of the cuetéorhave the connection work
provided by a qualified independent service provid@us the AER considers:

= A DNSP should notify a customer that it can seeki¢ées on behalf of the
customer.

= A DNSP may charge the customer the reasonable absisning a tender
process.

To determine the incremental cost of shared net@admentations, DNSPs should
apply a unit rate charge, rather than charge inrdence with one of the other

% Guidance PapeThe AER’s Conclusion on the Benchmark Upstream &uatation Charge Rates

for CitiPower’s Network25 June 2010, p. 11.
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methods canvassed in the issues paper. The unghatlld be applied to a customer’s
total electricity peak demand, or peak coincidearhend if the DNSP chooses, for
customers above the relevant shared network augti@ntharge threshold
(discussed more in sections 4.2.2 and 4.2.4).

DNSPs may apply different unit rates for sharedvoédt augmentation costs, in
different areas of a DNSP’s network.

The unit rate for shared network augmentation rhageflective of the average cost
of shared network augmentation for the local afé&. rates may be based on the
shared network augmentation costs of:

= sub-transmission line
= zone substation;

= high voltage feeder

= distribution substation

= |ow voltage mains.

The incremental cost should be adjusted to takeantount the proportion of the
assets used by a customer and the useful lifeeafie¢twork component compared
with the period for which the customer will be wgihe network.

Operational and maintenance costs should be renfom@dthe costs which are
included in the cost-revenue-test (discussed iiae8.3.1).
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3.3 Incremental revenue

The cost-revenue-test relies upon an estimatigheoincremental 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 appropriatsure 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 curistiitadition determination; and the
appropriate discount rate to use for calculatirggrtet present value of the future
revenue stream.

3.3.1 Appropriate measure of revenue

The AER’s preliminary view was that DU0S chargesthe appropriate measure of
revenue to use in the cost-revenue-test becaasenpensates DNSPs for capital and
operational and maintenance costs, and it is esiyresquired to be considered when
ascertaining contribution charges in accordanck mile 5A.E.1(c)(6).

Several DNSPs noted DUoS charges are an appropredsure of revenue if only
standard control services are included in the oostnue-test. As discussed in section
3.1.3.3 the AER has decided to remove alternativerol services from the cost-
revenue-test. Thus, only standard control servigB$e in the test.

Additionally, the AER will not include DUoS chargesich are attributable to
operational and maintenance costs in the increrhentanue. The AER considers

that if this revenue—from assets which were insthlis alternative control services,
but were then replaced (as a standard controlcgrand included in a DNSP’s
RAB— was included, then this could be used to offise incremental costs of a
connection. Given this, the AER also considers dipatrational and maintenance costs
would need to be removed from the incremental costponent of the cost-revenue-
test. This should ensure the costs included thanmthae source of the revenue used
to offset it.

The AER now considers that for customers belowthiheshold, shared network
augmentation costs must be removed from DUo0S bejopéying the cost-revenue-
test because these customers do not explicitlfguraghared network augmentation.
Additionally, as noted, an estimate of operaticaral maintenance costs will need to
be removed from the relevant DU0S before being uséte cost-revenue-test. Only
DUOS attributable to the capital costs of standanatrol services should be included
in the cost-revenue-test.

Ausgrid considered that the AER provided no guiéamt what tariffs or customer
profiles will be used to calculate the incremenéalenue. Energex supported using
DUoS as the appropriate measure of revenue, howeetd that for complex tariffs
(for example, time of use) assumptions such ay daihsumption patterns are
required. Energex suggested using pre-determingtmmer profiles unless presented
with clear and unequivocal evidence that a diffepgofile is more appropriate. The
AER considers predetermined load profiles wouldegally be an appropriate manner
in which to estimate the revenue a DNSP will reedrem a customer. However,
DNSPs should also consider information providedheycustomer regarding whether
their load profile will vary from the predeterminkzad profile.
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Ausgrid also considered that using DUOS resultagentives for customers to game
their usage estimaté&The AER has discussed the method to reduce theripyity
for customers to game their electricity usage ctisa 3.4.

Ausgrid questioned what tariff to use or whetheawaerage tariff is appropriate. The
AER considers that in estimating the incrementaéneie, the tariff which the
customer is expected to be assigned to, will bd tsealculate the incremental
revenue.

ActewAGL supported the use of DU0S but questionbdtiver average revenue or
the tariff revenue should be used for a given custoclass. The AER considers
DNSPs should use tariff revenue multiplied by cangtion. As noted, for basic
connections and other standard type connectiomageenformation could be used.

3.3.2 Appropriate time period

The AER’s preliminary view was that the cost-reveitest should include an
assumption about future revenue that reasonalibctefthe period over which a
DNSP will receive revenue from the connection. AldR’s preliminary view was
that a default assumption for residential custoraersecting for 30 years and
business customers connecting for 15 years mapm®priate.

Ausgrid, Aurora, JEN, CitiPower and Powercor supgbthe AER’s preliminary
view. ActewAGL submitted DNSPs should have disorefor business customers.
DCCEE also considered DNSPs should have flexilitityetting the connection life
assumptions. It considered DNSPs should be reqtordisclose and justify the
connection periods chosé&hErgon supported flexibility to alter connectiofeli
assumptions but considered such requests musabenable in the circumstancgs.

ETSA contended the AER’s preliminary position woirldrease the rebate to new
customers from about three times DUO0S to 10 timds®for residential customers
(NPV of 30 years revenue) and eight times for bessrcustomer. This would result in
existing customers funding approximately $30 millimore. Similarly, Energex and
Ergon expected to contribute more towards connestimder the AER’s proposal.
The DNSPs proposed a 20 year connection life femass and residential customers,
which would reflect the average life of networketss Ergon also contended that
different time periods would raise equity concerns.

The cost-revenue-test seeks to ensure a customedes at least its incremental cost
to the DNSP, over the life of the connection as&stsuch, the estimated incremental
revenue used in the cost-revenue-test should lestanate of the amount of revenue
that a DNSP will derive from the premise over tifie df the connection. The
ownership of a premise may change but the revensiagfrom it will likely remain
and so it is the life of the connection assetsaratiian the period the initial customer
will be present, which is of interest.
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Department of Climate Change and Energy Efficjedadressing Market and Regulatory Failures
for New and Upgraded Connection Assets, Septentiikt.2

Ergon Energy Corporation Limited, Submission loe €onnection Charge Guidelines, August
2011, p. 12.
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The AER considers it would not be likely that aidestial premise would be used for
less than 30 years. Even if an existing housebisilte the network asset can be
reused. Therefore, the AER does not consider a&afgonnection life, as proposed
by Energex and Ergon, or ETSA’s proposal for a loregenue estimate, to be
appropriate. The AER considers its residential jgernonnection assumptions to be
more accurate.

The life of a business connection is less certaim¢h is why the AER proposed
flexibility for DNSPs and business customers topx@nnection life assumptions in
the issues paper. The AER still considers thereldhme flexibility in varying
connection life assumptions for business custonmensever, the AER also considers
an assumed 15 year life is a reasonable defauligpothat would fit with the
principles and requirements in chapter 5A. Thisugported by several DNSPs as
noted above. The AER considers DNSPs should negatiggood faith when varying
connection life assumptions.

ETSA’s submission stated the AER’s preliminary vieareases network prices for
existing users. ETSA did not include the basigtiocalculations, however, the AER
considers that appropriate connection life asswmptwill ensure the costs that new
customers pay are reflective of the costs theyeptacthe network.

The AER'’s draft guideline provides that DNSPs, whereloping connection charges
policies, should assume that residential custorw@naect for 30 years, and the
default connection life for business customers khba 15 years. DNSPs and
business customers should be able to vary thecaybdi assumed connection period if
agreement is reached on a different connectiogefter negotiations in good faith.
The relevant period should reflect the life of tomnection to the premises rather
than the period that a particular customer is cotatketo the network.

3.3.3 Discount rate

In the issues paper the AER sought comments onhwhatpre or post tax WACC
was the appropriate rate to discount DUo0S for datimg incremental revenue.

DNSPs generally supported the use of the pre taxC®As the relevant discount rate.
The AER agrees that a pre-tax WACC is the apprtgpdecount rate.

3.3.4 Price path

The calculation of incremental revenue requireassumption to be made regarding
the price path of DU0S. The AER'’s preliminary viewas that it was appropriate to
assume prices will remain flat, in real terms,tfoe period of the connection.

SP AusNet, Ausgrid, ETSA, Aurora, CitiPower and Boxer supported a flat (in real
terms) revenue path for current and future regwygteriods. Energex and Ergon
contended that trending prices in line with CPI lgdae an appropriate price path
(the AER notes that this is flat in real terms)itgdd Energy supported a historic
average growth rate and noted there is some meaiflat price path.
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The AER still considers that if a real pre tax WA@GQised to discount DU0OS
payments then a flat (in real terms) price pathémost appropriat&.As noted in

the issues paper, the AER’s reasons are that comginhe current price path
indefinitely is likely to be inappropriate becaubke price path can differ markedly
from historical or anticipated future price grow#te. Additionally, it is inherently
difficult to estimate the future price path. To erescompliance with the requirements
of chapter 5A, and in particular to ensure thargba are reasonable, and without
undue administrative cost, the guideline provide<¥NSPs to use a flat real price
path in this aspect of the calculation of increraérgvenue.

3.3.5 Draft decision on incremental revenue

®  The relevant revenue to use in the cost-revenuestédse DUO0S attributable to the
capital costs for standard control services. Amege of operational and
maintenance costs should be removed from this tezen

®= The revenue estimate will use a 30 year connetif®for residential customers
and a 15 year connection life for business custsmeless:

= a 15 year connection period does not reflect soredsde estimate of
the time that a business customer would be conté¢atéhe network,
in which case the DNSP will set an appropriate eation life for that
business customer. The DNSP should negotiate hatltistomers in
good faith when determining an alternative conmeclife

= A DNSP’s real pre tax WACC is the appropriate tatdiscount the incremental
revenue stream.

= DNSPs will use a flat real price path after the efithe relevant distribution
determination, for the remaining life of the conti@t, when estimating the
incremental revenue.

3.4 Estimating customers’ consumption and demand

3.4.1 The AER'’s preliminary view

When applying a cost-revenue test, it will be neaggto estimate the customers'
peak demand. When adopting an appropriate estith@&®ER's preliminary view

was that the South Australian approach seemed #oréasonable approach to
estimating a customer’s peak demand. In South Aliestit is the customer’s
responsibility to specify its maximum demand, hoarethe customer must satisfy
ETSA that its estimate is reasonable. If the custotles not have the necessary data,
ETSA will estimate the demand based on its expeeer existing customers with
similar characteristics. When agreement cannoelehred, a provisional value will be
used. After three years the appropriate demandcewatwuld be reconsidered and there

% The AER is proposing to use a real WACC in th&/Nflculation 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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would be a corresponding refund or additional cedrgsed on it and the actual DUoS
chargeg?

3.4.2 AER considerations and submissions

JEN, Aurora and SP AusNet supported the AER’s iiekry position to estimate
peak demand based on the South Australian appr&agbn supported the approach
to estimating peak demand (assuming the threshasdnet based on consumption)
but did not support a true-up mechanism becauseutd be administratively
burdensome, inefficient and costly. Also, it woble difficult to determine an
appropriate demand value after three years if aotatiron meters are installed.

The AER sought clarification from ESCoSA on how #pproach is applied in
South Australia. ESCoSA informed the AER that thevsional value was only
applied to the revenue (DU0S) estimate if revenae disputed’ The AER considers
ESCo0SA’s guideline 13 allows for the provisionalueato also be applied in
determining a customer’s peak demand.

The AER considers that where possible (and onlywdggeement on the estimates
cannot otherwise be reached), the approach coulgieed to demand and
consumption estimates. As noted by Ergon, it mayafways be possible to apply the
approach to the demand estimate because consummei@ns may be installed.

Energex questioned how the scheme would operateadfiginal customer is no
longer at the premises. The AER considers it igonatticable for the scheme to
operate once the original customer has left thenfzes. First, it would not be
possible to require a customer to make a paymenOBNSP under the scheme if that
customer had not agreed to the scheme. Additignallyould not be practicable to
charge or make a refund to a customer based &ititepart) on a previous
customer’s consumption patterns and connectioreaggat. Thus, the AER considers
the scheme should simply cease without any truéthp customer who is a party to
the original connection agreement leaves the pesmsthin three years. The AER
now considers that it will be the DNSP’s estimateansumption or demand that will
be used as the provisional value to mitigate thleto the DNSP of customers leaving
the premises.

ActewAGL submitted that the NECF has appropriagpdie resolution provisions to
deal with circumstances where agreement on estinecatenot be reached. Also,
ActewAGL contended the three year review wouldikely to shift risk from a
developer to its customers.

The AER anticipates that the scheme will reducentbed for formal dispute
resolutions made by a third body. The AER notesafty@ication of the approach to
real estate developers is less clear. For exaramapital contribution could be made
by a developer on a given demand or consumptiomat&. If the approach was
applied and the estimate was found to be inaccutat®uld not be equitable to levy
an additional charge on the residents of the ptgpegiven the developer would have
the benefit of the approach by paying a lowerahitapital contribution. The AER
considers that real estate developers and DNSP<hamge to enter into private

40 ESCoSAElectricity Industry Guideline No. 13uly 2005 GL 13, p. 5, 6.
4 ESCoSAgmail,26 August 2011.
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agreements in such circumstances, so that additosts or revenues could be settled
between the DNSP and the developer directly.

The MEU submitted the drawback of the approachas ¢customers must outlay costs
upfront and will then get restitution three yeatet. The AER recognises this
possibility but considers that with the applicatadrthis approach, the customer will
at least recover the additional outlay whereaswioisld not occur otherwise.
Additionally, the converse is also possible, tlsathe DNSP may initially charge a
lower contribution than required.

The MEU also contended that an alternative solutmuidd be for DNSPs to apply a
limit on demand, with an automatic shut down if tustomer’'s demand was
exceeded. The AER considers customers and DNSRP®ar® negotiate such
arrangements if they suit. However, all partiesudth@consider whether this is a
practicable solution.

3.4.3 Draft decision on estimating customers’ consu mption and
demand

= DNSPs’ may provide an estimate of a customer’s adehaad consumption for
use in the cost-revenue-test.

=  When customers and DNSPs cannot agree on demaotsumption estimates:
»= the DNSP may make provisional demand and consumpgbmates

= after three years, the actual and forecast demaodnsumption value
should be reconciled and there would be a correipgnefund or
additional charge based on the difference betwerraband forecast
costs and revenue.

= no additional charge or refund will be made if tustomer is no
longer at the premise after three years.

®= When a real estate developer and a DNSP canna agrdemand or
consumption estimates, the parties may choosetéo o a private agreement to
use provisional estimates, so that additional cmstsvenues could be settled
between the DNSP and the developer directly.
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4 Shared network augmentation charge
threshold

Under clause 5A.E.3(c)(4), the AER's guideline nassablish principles for fixing a
threshold (based on capacity or any other meaker@ER thinks fit) below which
retail customers (not being a non-registered eméxedenerator 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)daltktribution network necessary to
make the connection.

When setting a shared network augmentation thrdshl@duse 5A.E.3 stipulates that:

(d) The principles for establishing an exemptiodemparagraph (c)(4) must
ensure that the exemption only operates in thevigtig 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 increaséothe on the
distribution network beyond a level the DistributiNetwork
Service Provider could reasonably be expected pe @dth in the
ordinary course of managing the distribution networ

4.1 The AER’s preliminary view

The AER proposed to set a fixed demand threshdeérahan a threshold dependant
on local capacity, at the higher of either:

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

= 70 kVA (equivalent to 100 Ampere 3-phase low vaitagpply).

The AER'’s preliminary position was based on:

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

= the average demand figures provided by the DNSRE; a
= the AER’s understanding that in general, a 100 Ara@Bephase supply

connection is the largest connection possible withioe need for current
transformer metering—it is a requirement in theoues jurisdictional service and

42 ESCo0SA's amendments to Chapter 3 of the Elegti@ide 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 attiores were less than 100 Ampere 3-phase
supply. However, ESCOSA ultimately adopted 90kVAtssthreshold.
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installation rules that where a connection excdélsAmperes 3-phase low
voltage supply that a current transformer is reggliif Hence, the AER considered
that 100 Amperes 3-phase low voltage supply i®arahatural break point to
define this threshold.

The AER also considered DNSPs could nominate legsldped areas of the network
where a different threshold would be more appraépri@ustomers connected on
SWER lines should pay for shared network augmentain demand above 25kVA as
the default level unless a different thresholdasmimated by a DNSP and deemed
appropriate by the AER.

The AER proposed new customers would pay for shaeédork augmentation on the
amount of their peak demand above the shared nlemugmentation threshold.

4.2 Submissions and AER considerations

4.2.1 The AER’s preliminary view to set a fixed dem  and threshold
rather than a threshold dependant on local capacity

SP AusNet and United Energy submitted that theneeist in allowing an option to

set a local spare capacity threshti@his would provide a locational signal to
connecting customers. The AER has partly discugssdssue in section 3.2.2.2
when discussing the merits of the brought forwarst&—which to a degree bases the
connection charge on the amount of local spareciypavailable. The AER

considers that it is more appropriate to set adftemand threshold in different areas
of the network for the duration of the distributidetermination.

The AER considers that DNSPs can propose differeasholds in different areas of
their network, if they can demonstrate that thesuare sufficiently distinct. In
demonstrating this, DNSPs may consider the netwalbkgy to connect additional
load in a region and the costs incurred in eactonegf adding this additional load.
While DNSPs will not be permitted to set a thredhblat is explicitly related to spare
capacity, DNSPs will be able to incorporate sonoational signals, where they can
identify particular regions where different threktsowould ensure that DNSPs could
be expected to cope with their load in the ordir@yrse of business. Additionally,
DNSPs may be able to set locational signals byyapgpdifferent augmentation
charge rates in these different segments.

The AER considers that an approach based on sppaeity, in the absence of
perfect information, may not be equitable. For eplana new customer may
calculate its connection cost based on the devedopmaps (discussed in section
3.2.2.2) displaying the amount of spare capacitylatation and then find that

43 Except the Queensland Service and InstallatidesRuote; 9.3. Current Transformers - When

required The customer shall make provision foritiséallation of current transformer metering
where the calculated maximum demand of the lodzbtmetered exceeds 120A per phase as
determined in accordance with the guidelines gimeS/NZS 3000 (Wiring Rules). Current
transformer metering shall be used for actual lgadater than 90A or motors larger than 50kW
(65hp). Unless otherwise advised by the meteringiger, direct connected meters rated up to
100A will be supplied for loads less than theseigsl

Their first preference was that only out-of-satpeeconnections should pay for augmentation costs
(as discussed later), and the amount paid woulthbed on a brought forward cost. The DNSPs
submitted in-sequence connection’s costs are cdugrédUoS.

a4
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another customer has since joined (or is furthexudh the process of joining) the
network resulting in this customer incurring a f@gbost. If a customer is unable to
make use of spare capacity information then mappropriate to use this as a basis
for the connection charges.

The MEU primarily considered new customers showldpay augmentation costs
other than through DUGS. It also submitted thaked threshold does not recognise
there are differences in connecting to differemtgaf the network. Nevertheless, the
MEU considered a preferable approach is that custe®im the same class should be
treated equally regardless of their locatfoifo an extent the AER has adopted this
position given its draft decision to apply a fixéeinand threshold. At the same time,
the AER recognises there is merit in allowing DN&Papply different thresholds in
different areas to suit the specific circumstarafabe network.

Some submissions, including from Aurora and Energegported the AER’s
preliminary position of setting a fixed demand #ireld. The AER considers it
appropriate that the augmentation charge threshadch area should be fixed
(rather than vary based on spare capacity) foredasons discussed above.

4.2.2 Athreshold set on consumption, peak demand o r coincident
peak demand?

Submissions, which were generally in support oéakpdemand threshold were
received from, JEN, Aurora, ETSA, CitiPower and Boor. Ergon and ActewAGL
primarily supported a consumption threshold.

ActewAGL considered that peak demand would be irgppate because a customer
may only operate its load at off-peak times. A Peatand threshold could therefore
negate economically sound behavidUHowever, ActewAGL noted that peak
coincident demand would be costly to applifhus, ActewAGL supported the use of
a consumption threshold because it consideredpitantical to apply coincident peak
demand.

SP AusNet and United Energy submitted an averageune of coincident peak
demand for similar customers could be used, butustomer specific coincident
peak demand—because customers would then haveetiire to claim their
demand is not coincident and the nature of theocwst's demand would not be
known until after connection.

The AER considers it would be possible to set estwld on either a consumption or
demand measure. The AER notes Ergon and ActewA&Iibsissions in support of a
threshold based on a customer’s consumption. Howthe AER considers the need
to augment the shared network to be driven by ddmather than consumption. As
such, setting a threshold based on demand moreatelyuidentifies whether a
connection would normally require augmentationyould increase the load on the
network beyond a level with which the DNSP coulas@nably be expected to cope.
Correspondingly, in order to provide efficient grisignals as required by section

4> Major Energy Users Inc, Submission, August 2q23.

46 ActewAGL, submission10 August 2011, p. 9.
47 ActewAGL, submission10 August 2011, p. 9.
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5A.E.3(b)(2), a customer should pay the per urginaentation rate on a measure of
their demand.

Measuring a customer’s demand

The AER agrees with ActewAGL'’s view that peak cailenit demand may be too
costly to apply. Additionally, as noted by SP Ausied United Energy, customers
would have an incentive to claim that their demenaot coincident, but the actual
demand would not be known until after the connectio

To address these problems, SP AusNet and United)yizsabmitted that an average
measure of coincident peak demand (derived fronilasirmustomers) could be used to
determine the augmentation charge. However, the éd&fRiders this approach
removes the incentive for customers to designiefitanstallations or to invest in
peak demand and consumption reducing technologgause an average of similar
customer’s demand would be applied. Thus, the A&®sahot consider that applying
an average measure of coincident peak demand apgiedy addresses the factors
listed in clause 5A.E.3 that the guidelines areiireqgl to address.

To overcome the problems associated with custopesific peak coincided demand,
the AER considers customer specific peak demanldl tmuused. Customer specific
peak demand would be a good proxy for peak coimtidemand, without the
administrative burden of peak coincident demand.

Thus, the AER concludes:

=  The augmentation charge threshold will be basedemmand rather than
consumption, because customer demand is the drivestwork augmentation.

And, DNSPs may either:

1. Apply an estimate of customer specific peak coiactdiemandn determining
whether a customer is above the threshold. or

2. Apply an estimate of customer specific peak demarntttermining whether a
customer is above the threshold.

To set the estimate of customer specific peak/geaicident demand, the DNSP
should have regard to the customers’ specific aistances, but may also use its
experience with similar customers in arriving & tlemand estimate.

4.2.3 The AER’s view on the threshold levels

Stakeholders including Energex, JEN, CitiPower Badiercor supported the AER’s
preliminary views to set the shared network augateti charge threshold at the
higher of either:

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

= 70 kVA (equivalent to 100 Ampere 3-phase low vaitagpply);
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ETSA and Aurora supported a 70 kVA fixed threshmitly.*® United Energy
accepted a 70 kVA threshold but proposed a 20k\fésiold on SWER line¥s.

Ausgrid considered that the AER has not correctigrpreted the requirements of
chapter 5A. It submitted the AER should set prileg@and DNSPs apply these
principles to set the threshold. Ausgrid strongiyueed the AER was not required to
set a predetermined threshold. It considered thisladvbe at odds with the
requirement to consider historical and geographiifiérences’

The AER considers its preliminary view on sharetivoek augmentation thresholds
would meet the requirements of chapter 5A to:

= have regard to historic and geographic differerfesdifferent threshold on
SWER lines and allowing DNSPs to propose altereativesholds)

= ensure the exemption only operates where the ctinonas low voltage

= ensure the exemption only operates where the ctinonegould not normally
require augmentation to the network beyond extensio

= ensure the exemption only operates where the ctinonas not expected to
increase the load on the network beyond that winetDNSP could reasonably be
expected to cope with in the ordinary course of agamg the distribution network.

However, the AER agrees that its role is not talsetsholds but to provide guidelines
establishing principles for setting them. The AER Imodified its preliminary view
for the draft decision to reflect this.

DNSPs should set augmentation thresholds that detmad@ a natural break point
where customers can be naturally differentiateds hconsidered appropriate
because the threshold level results in differezdtinent of customers, and therefore
customers above and below the threshold should idewgfiably different
characteristics. For example, a 100 Ampere thresholld be considered a natural
break point because typically customers abovehtesiold require current
transformer metering. Where there is no clear bpeaiit, in addition to meeting the
principles in 5A.E.3(d), the proposed threshold nalisw for historic and geographic
differences, and limits cross subsidisation, inbadance with chapter 5A of the NER.
When demonstrating consistency with this, a DNS#ukhhave regard to:

= The average size of the customers connected toetfaeork relative to the
threshold

®  The interconnectedness of the network

48 ETSA Utilities, Submission: AER’s Consultationfea Issues and AER’s preliminary positions

Connection charge guidelines: for accessing tharétéy distribution network, p. 4; and Aurora,
submission p.5.

United Energy, Response to AER’s Consultatiorepalssues and AER's preliminary positions -
connection charge guideline for accessing the rd@gtdistribution network, p. 29.

Ausgrid, Ausgrid submission to AER Connectionrgieaguidelines consultation paper, August
2011, p.1.
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=  The network classification

= Any other factor it considers relevant.

In the absence of satisfactory thresholds that linaiss subsidisation, a default
threshold of 100 Ampere 3 phase supply will apglyen this is a clear and natural
breakpoint.

Applying the clear breakpoint principle more broadli would be appropriate to set a
different threshold for customers on SWER lineghadocation of these customers
and the network to which they connect make thearatteristics substantially
different from customers in more developed sectafrtbe network. If the DNSP
cannot satisfy the AER there is a clear naturahkpeint or that the DNSP’s proposed
threshold meets the purposes of the connectiometwuideline then, the AER will
adopt a 25kVA threshold. For these customers, auttethreshold of 25kVA would
appear to be satisfactory and would meet the reopgnts of chapter 5A.

Ausgrid submitted it historically used 200 ampslifferentiate between customers
who pay for low voltage augmentation and those dimot>* According to Ausgrid,
reducing the threshold would create connectionydel@he AER would consider this
threshold and any supporting or dissenting subomsson this threshold, if it is
submitted by Ausgrid, in the process of approvimg¢onnection charge policy.

The MEU contended that the amount of spare capsbyld also be a factor in
setting augmentation threshoffdJnited Energy and SP AusNet primarily
considered the threshold should only require otgeafuence customers to pay for
augmentation> As noted in section 3.1.2.2, United Energy and88Net stated
customers’ augmentation costs underpin the longmarginal cost estimates the
DNSPs undertake in the distribution determinatiams] are therefore recovered via
DUOS charges. The AER agrees that on averageguregsee customers’ charges are
recovered from DUO0S. However, it is peak demandcttviiggers the need for
augmentation whereas the amount of DU0S payaltiased on consumption. Thus,
for any given large customer or for large custonm@igeneral, it is not necessarily the
case that they pay for the augmentation costbataile to them via DU0S. The AER
considers it important large customers, which diggmtly affect the need for shared
network augmentation, pay for this augmentatiomreigss of whether the customer
is in-sequence or the amount of spare capacityettind submitted approaches,
many large customers, which significantly affea tieed for augmentation, although
in-sequence or connected in area with spare cgpamuld not necessarily pay for
the amount of augmentation attributable to them.

Ergon and ActewAGL submitted that in setting a $shied, the guideline should
prevent a single customer artificially using mukipgonnection points to remain

L Ausgrid, Ausgrid submission to AER Connectionrgeaguidelines consultation paper, August

2011, p.18.

Major Energy Users Inc, Submission, August 2Gil24.

3 United Energy, Submission, August 2011, p. 28 &R AusNet, SP AusNet Response to AER'’s
Consultation Paper — Connection Charge Guidelidagust 2011, p.18

52

48 CONNECTION CHARGE GUIDELINES



below the threshold The AER considers the issue to be one concerhimgelevant
jurisdictional service and installation rules amahicot be altered by this guideline.

Different thresholds in different areas of the nebnk

There was support from JEN, Ergon, ETSA, AuroraABBNet and United Energy in
allowing DNSPs to nominate less developed sectbtiseir network where a
different threshold would appR7.Section 5A.E.3(d)(3) of the NER states that the
threshold must only apply where:

the connection would not normally require augmeoitadf the network
beyond the extension to the distribution networkassary to make the
connection; and

the connection is not expected to increase the doathe distribution
network beyond a level the Distribution Network Bee Provider could
reasonably be expected to cope with in the ordinatyse of managing the
distribution network.

The AER considers that DNSPs can apply differergsimolds in identifiably different
areas of its network. In adopting different thrddespDNSPs must consider the ability
for each region to cope with additional demand. iAddally, all thresholds should
satisfy section 5A.E.3(d)(3) including, that theeshold in each region must be set
such that the connection would not ordinarily req@ugmentation of the network in
that area.

4.2.4 The AER’s preliminary view on paying shared n  etwork
augmentation on demand above the threshold

Ausgrid, JEN, CitiPower, Powercor and DTEI suppottee AER’s preliminary
position that customers would only pay augmentatizarges on their peak demand
above the threshoff.Ergon supported the AER'’s preliminary view assigrarpeak
demand threshold is adopted.

Although there was support for the AER’s initiaéwi, the AER now considers it
efficient for customers to face the cost they placehe network, which would
require customers to pay a per unit charge oreait peak demand. In the issues
paper the AER did not adopt this approach becdwsmsidered it may result in a
step change in costs between customers abovertdshtid and those below the
threshold®” However, given the proposed changes to how theressnue-test will
apply, any step change would not be significantaerage customer’s incremental
cost should be offset by the amount of incrememtednue attributable to that
customer—which for many customers will not resalaicapital contribution charge.
Only customers whose connections are more cosily édwverage (relative to the
additional revenue they provide) should be chaageddditional capital contribution

**  Ergon Energy Corporation Limited, Submission loe €onnection Charge Guidelines, August

2011, p. 15; and ActewAGIlsubmission10 August 2011, p.3.
5 JEN,Submission5 August 2011, p.20; Ergon, Submission, p.14; &£TSubmission, p. 14.
Aurora, Submission, p. 4; SP AusNet, Submissio25pUnited Energy, Submission, p. 29.
Ausgrid, Submission, p. 19; Jen, Submission,1p CtiPower and Powercor, response to AER
issues paper, August 2011, p.13; Department fonsfrart Energy and Infrastructure, Response to
AER issues paper, August 2011, p. 2.
AER, Issues and AER'’s preliminary positions. Geetion charge guidelines: for accessing the
electricity distribution network, 10 June 2011,%.3
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for standard control services. In a jurisdictionemd customers are required to
contribute to augmentations they trigger, it wonktd be possible to prevent a step
change in the charge they receive.

If customers only pay augmentation on peak dembpnseathe threshold then it is
unlikely any customer would pay a capital contribnt For example a customer with
peak demand of 140 kVA (approximately double 10@am 3 phase low voltage
supply) would have all of its DUOS charges offsgdiast only 70 kVA. Because the
DUOS charges are based on consumption, which ggneaeases as peak demand
increases, it is unlikely demand would ever be schrhigher than consumption that
a capital contribution would be required. Therefaustomers would not have an
efficient connection signal or locational signal.

4.3 AER draft decision
DNSP policies should comply with the following geiches:

There should be a fixed shared network augment#ti@shold.
®=  The shared network augmentation threshold willdieoa a customer’s demand.

= DNSPs can apply different threshold in identifialifferent areas of its network.
In adopting different thresholds, DNSPs must cagrsilde ability for each region
to cope with additional demand.

= Customers above and below the threshold should idamgfiably different
characteristics. Where there is no clear breaktptiia AER will have regard to
the principles in chapter 5A, when approving a DIS®nnection policies.

= A default threshold of 100 Ampere 3 phase low \g@taupply will generally
apply. A default threshold of 25kVA will apply onNER lines.

= A new customer will pay shared network augmentadiorll of its demand if that
customer is above the relevant shared network anigtien charge threshold.
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5 Pre-calculated capital contributions

Under clauses 5A.E.3(2), the guidelines must deecdhe circumstances under which
a DNSP may receive a capital contribution, prepayroe financial guarantee.

For applicable basic connection and some standamdection offers, in the issues
paper the AER proposed that the amount of a cagotatribution could be pre-
calculated for all customers within a class. Thaie be done using a cost-revenue-
test based on an average or typical customer wilti@rclass.

DTEI supported the AER's approach to pre-calculaecapital contributions of
customers within a certain cla¥CitiPower and Powercor supported the AER’s
preliminary view, however, they requested clarifi@a on the basis on which pre-
calculated charges will be developed and how toraccodate differences in
charging arrangements for alternative control sesi® SP AusNet and

United Energy noted that energy consumption vaigsificantly by region.

United Energy indicated that a large attributinggda is whether a connection is in a
holiday region, where the usage patterns vary fsogmtly. This would have
implications for adopting a pre-calculated averegital contribution charge if the
cost-revenue-test is adopted. United Energy subdhitie class of customers may be
more reflective of their location as opposed to,ewample, residential and
commercial classificationd.ETSA requested clarification on what basis the AER
would approve the charges.

DNSPs must offer basic and standard connectiomsofidtne AER proposes that
where the group of customers receiving a partidodasic or standard connection offer
have substantially the same connection charadterishe DNSP may choose to levy
a pre-determined capital contribution. DNSPs dohravee to levy a pre calculated
capital contribution if they do not consider it appriate for a particular class or
classes of customer.

A pre-calculated capital contribution should bedabasn the average or typical capital
contribution for customers within the class. Unthes draft decision the cost-
revenue-test will only apply to standard controlaees.

As such, a DNSP’s standard and basic connecti@n offuld pre-calculate charges
for standard control services, which would be sttieg to a cost-revenue-test, and
could then add customer specific charges relatrajternative control services,
where applicable. The AER would accept a policy theludes a pre-calculated
charge if satisfied the charge is reflective oftyy@cal capital contribution that would
be charged to each customer within the class i€tis¢-revenue-test was individually
applied to customers within the class.

8 DTEI, Submission, p. 1.
% CitiPower and Powercor , Submission p. 11.
0 United Energy, Submission, p. 24.
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6 Maintaining a contestable framework

6.1 The AER'’s preliminary view

The AER considered that not including competitigevges in the cost-revenue-test
would facilitate competitive neutrality of contelska services in accordance with the
purposes of the guideline.

6.2 Submissions and AER considerations

JEN submitted that the AER’s approach in the ispag®r towards contestability
would encourage customers and developers to nalarlys obtain works from
DNSPs because otherwise the customer would natveeageduction in the costs of
the works from their DU0OS charges. JEN noted theesiability problem would be
avoided if premises connection assets and extengiere removed from the cost-
revenue-test:

Essential Energy found the AER’s issues paper amobig) in its application to
NSW—patrticularly regarding the contestability framoek. Essential Energy
contended the AER’s cost-revenue-test may not aelilee outcome of protecting
contestability, which is outlined in the legislatit

Ausgrid argued the AER’s approach was not apprtgphbacause the issues paper
presumed DNSPs construct or have some controltbeeronstruction work, other
than setting standards, certification and comp&&néusgrid indicated that this is
not the case. Ausgrid also stated that calculaugmentation costs on an average
augmentation cost is not appropriate in NSW becabhalblow augmentation is
generally contestabfé.

DTEI sought clarification on how, by not includiogmpetitive services in the cost-
revenue-test, competitive neutrality would be fatiéd®°

Submissions indicated the AER’s issues paper waslear on how contestability
would be maintained. The AER has clarified its jpn@lary position to make it clear
that different considerations apply when dealinthwibnnection services depending
on whether the connection services are classiiestandard control services,
alternative control services, negotiated servicem® unclassified services. A cost-
revenue-test should be applied to standard cos¢nices to meet the various
requirements of chapter 5A. However, for other mex; different considerations may
apply in the development of DNSP connection chapgdéisies. As JEN noted, a cost-
revenue test may negatively impact a contestabladwork. Classifying connection
services as either negotiated or unclassified seswivould allow for a contestable
environment.

The AER has outlined its role in service classtfmain the introduction to this paper
as well as some of the factors it may consider wdeanding upon the relevant service

1 JEN,Submission5 August 2011, p.14.

62 Essential Energy, response to AER issues papgust 2011, p. 2.
8 Ausgrid, Submission, p. 1.

6 Ausgrid, Submission, p. 15.

%  DTEI, Submission, p. 2.
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classification. The AER considers that contestéial@meworks can be maintained, or
promoted, by applying an appropriate service di@ssion in each jurisdiction. As
noted in section 2, the AER’s connection chargegine will not determine the
charge for negotiated services, alternative comsgolices or unclassified services. If
a connection service is classified in one of theags, then competitive neutrality in
contestable services can be maintained.

DNSPs and stakeholders should make sure that issla¢igg to contestability and
service classification are raised with the AER whes developing the framework
and approach paper in each jurisdiction. The AERissification of connection
services will take into account the manner in wraatonnection service is performed
in each jurisdiction and whether it is offered inanpetitive manner.

Contestability of shared network augmentation

In NSW, shared network augmentation is contestatecustomers can be charged
for the augmentations they trigger. The AER consideper unit charge to be a
reasonable basis on which to attribute the coatighentation to a particular
connection. However, the charging methodology balldetermined by the service
classification applied to these services in NSW ahdtakeholders should comment
on the appropriate manner to classify these sesvice

As stated in section 3.1.2.1, one option may b@fDNSP to propose two connection
services related to shared network augmentation:

1. Shared network augmentation for customers who ddrigger an identifiable
augmentation. This service could be classified@asdard control and be subject
to the cost-revenue-test.

2. Shared network augmentation for customers whtrsigger an identifiable
augmentation. This service may be classified astamative control service,
negotiated service or unclassified and may hauestomer specific charge
applied. Under such an arrangement, the custonoeitclnly pay for its share of
the augmentation triggered, based on its usadeeakequired assets.

This should allow NSW DNSPs to maintain its cordbkt market for very large
customers, who trigger augmentation, while alsoeémgnting a per unit charge for
other large customers.

6.3 AER conclusion

The AER concludes that contestable markets candietamed, or promoted, by
adopting a suitable service classification and fofroontrol. The AER has sought to
ensure its guideline complements the AER’s rolservice classification. Service
classifications and forms of control are decidethmdistribution price control
determination process and the AER will considenessrelated to contestability in
deciding upon an appropriate form of control.

The AER invites comments regarding whether its psail approach adequately
addresses stakeholders’ concerns regarding theenanwhich chapter 5A will
maintain current contestable frameworks.
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7 Other issues

7.1 Prepayments

Under clause 5A.E.3(c)(2), the AER's guideline ndestcribe the circumstances (or
how to determine the circumstances) under whiciN&B may receive prepayment
from a retail customer or real estate developetiferprovision of a connection
service.

7.1.1 The AER'’s preliminary view

The AER considered that prepayments are primardgramercial matter for
agreement between the two parties. The AER coresddaniting the maximum
amount that a DNSP could require upfront so thep@yments would not exceed the
upfront costs incurred by DNSPs. The AER consideetting the maximum amount
of any prepayment to a defined percentage of thgataontribution for
administrative simplicity.

The AER preliminary view was to require DNSPs tduide a policy regarding the
calculation and charging of prepayments in themmsztions policies for
transparency.

7.1.2 Submissions and AER considerations

The MEU submitted prepayments should not be lewiexkcess of the costs a DNSP
directly incurs®® Otherwise, the DNSP would be provided with an aneg benefit.

CitiPower, Powercor, Ergon, Aurora, SP AusNet, BaiEnergy and ActewAGL
contended there should be no limits on the amouptepayments. Limiting
prepayments could result in additional costs to Bbl8nd other custométs.

JEN contended that when customers accept firmofi2lNSPs should be allowed to
require full prepayment of the costs incurred far project. However, large projects
could be segmented into several construction staghsach one attracting a
prepayment. This proposal is similar to those fomiPower, Powercor and

United Energy.

Energex proposed the prepayment amount could edirto any sunk costs incurred
by the DNSP. This proposal is reasonable becausdutes the risk to the DNSPs of
not being able to recover sunk costs if a custaragcels its connection. This
proposal is also reasonable because it does naiteatpw customers to prepay
amounts for costs, which have not yet been incumgeithe DNSP. However, the AER
notes that there would be greater administratiatscim handling staged payments for
connections.

JEN considers that by separating large connectiojegs into stages, its approach
ensures that charges are received when the cesitscarred. The AER also considers
large projects could be separated into differenstiction stages, at the beginning of

66
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Major Energy Users, Submission, pg. 26.
CitiPower and Powercor, Submission, p. 14; Ergmmission, p. 16; Aurora, Submission, p. 6;
SP AusNet, Submission, p. 26; United Energy, Susions p. 31; ActewAGL, Submission, p. 10
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which the DNSP could require a prepayment for thlestink costs to be incurred, for
each stage.

The AER considers it reasonable that DNSPs shadlo\ver their connection charge
before a new customer’s connection work is commenéer administrative
simplicity, this should in many cases occur upfranthe time the connection
agreement is made.

However, where a connection agreement is reachestastially in advance of the
connection work occurring, or when a large projbat has reasonably distinct
construction stages is planned, then charginguharinount as a prepayment is not
appropriate. In these cases the time at whichusomer is charged should be more
closely tied to the time when the cost is incuri@da business decision to incur a
sunk cost is made.

7.1.3 Draft decision

A DNSP’s connection policy can, in most circumstsaecover the full connection
charge, upfront from the customer as a prepayrhemtever:

1. for small connections, if the construction worlséheduled to occur greater than 3
months after the connection offer is accepted, hBXNSP may only require a
prepayment up to the value of the sunk costs th&®Nas incurred, or will incur
immediately after accepting the connection offérisTmay include:

a. Administration and design costs

b. Specialised, non-standard equipment or equipmeachpeed on
demand by the DNSP, which is required for the cotiae and which
cannot generally be used for another connection.

The balance of the connection charge can be refjupé¢o one month prior to the
work commencing.

2. DNSPs’ connections policies should allow for stagagment of large
connections where construction work is expecteattaur in multiple stages.

7.2  Treatment of augmentation assets

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

7.2.1 The AER'’s preliminary view

The AER’s issues paper stated that consistenttiwitioroader regulatory framework
the AER considers augmentation assets should &edrén the manner for which
they are funded. A DNSP funded augmentation as#idbevincluded by the DNSP in
its RAB and a customer’s capital contribution sladog netted off the RAB.

7.2.2 Submissions and AER considerations

Energex questioned how this can be applied wheAER's methodology de-links
the charging of capital contributions from the atttonstruction of an asset. If a
connection service is classified as alternativercbor negotiated service then the
charge is tied to the construction of the connectisset. If the connection service is
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classified as standard control, then Energex igecobthat the charge and construction
of assets are no longer linked. The cost of thersmigation assets will be
incorporated into the RAB. When a customer connaatsmakes a capital
contribution, the amount of this capital contrilomtiwill be removed from the RAB.
This can occur at an aggregate level and DNSP®toaed to allocate a customer’s
capital contribution to a particular asset. Thist@llocation method is consistent with
that currently in place, in some jurisdictions.

7.2.3 Draft decision

A DNSP funded augmentation asset will be includgthlie DNSP in its RAB and all
customer capital contributions paid to the DNSRsikhbe netted off the RAB.

7.3 Refund of connection charges for extension asse  ts

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

®= The amount of a refund of connection charges fayranection asset when an
extension asset originally installed to connectgteanises of a single retail
customer is used, within seven years of its iregialh, to connect other premises
and thus comes to be used for the benefit of twoare retail customers; and

= The threshold below which the refund is not payable

7.3.1 The AER'’s preliminary view

The AER's preliminary view was that DNSPs shouldehifexibility in developing

their own pioneer schemes—for refunds to customersse customer specific
extensions assets are subsequently used for campetter customers—having
regard to equity, the extent (physical amount)rof extension required by subsequent
customers and the capacity used by subsequentoaistoThe AER proposed the
amount of a refund could be calculated on the dxéged value of the assets,
assuming they were depreciated over 20 years.

The AER’s preliminary view was that a $500 threghbleneath which the pioneer
scheme would not operate, should apply.

The AER also sought comments and alternative appesato deal with the cost
allocation issues when a DNSP provides a netwatgnsion on the request of a
single customer to a standard greater than th&bmes requires due to the DNSP's
network planning process.

7.3.2 Submissions and AER considerations

Ergon, Aurora, Energex, Ausgrid, SP AusNet, UnEeergy and ActewAGL
considered the 20 year depreciation term to beoredude.

JEN submitted the AER should not prescribe theatgating period for calculating
the refund. ETSA did not agree to the depreciati@thod. It contended the refund
should be based on the initial cost, proportionesed on the amount of the extension
used to supply subsequent customers and the custateenands.
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The MEU proposed that assets should be deprediatantordance with their
economic life. Otherwise the value to the pionestaemer would be reduced when
subsequent customers connect.

The AER notes that if the value of the assets vegsatiated over a long period of
time (for example, the asset life), there wouldalsgnificant step change between
years 7 (when a substantial charge may be leviedsubsequent customer) and year
8 when there would be no charge. However, if tlset@swere depreciated over 7
years, then there would be no step change, buzalle of the pioneer scheme to the
original customer would be reduced. In order t@be¢ these two effects, the AER
proposed, in its issues paper, a depreciation g@fi@0 years®

The AER maintains its initial position that DNSP®sId fully depreciate assets over
20 years (for the purposes of calculating a refumdier the pioneer scheme). The
AER also notes that a majority of submissions supgpahe AER’s preliminary view
on the use of this depreciation assumption in theqer scheme.

SP AusNet, JEN, United Energy, ETSA and Aurora sugp the AER’s preliminary
view that a pioneer scheme should have regarcettetigth (extent) of an extension
and capacity of the assets used by subsequenterst@dusgrid considered the
preliminary view a reasonable starting point, laguired further guidance. The MEU
supported refunds being cost reflective, which wdaeluire consideration of the
extent and the demand of each customer connett@dolsubmitted there is an
argument for the second new customer to pay tmel stlone cost. EWON submitted
that the refund should be made as specific aslgedsi help reduce the number of
disputes.

The AER maintains its view that DNSPs should haexlbility in developing their
pioneer schemes. Although EWON submitted the scledraeld be specific to reduce
disputes, the AER considers DNSPs will be requioggublish their schemes on their
websites. The AER will also require DNSPs to noéiflycustomers requiring or
connecting to an extension, of the scheme’s exéstand purpose. This would
address EWON's concern while still allowing DNSExibility in developing their
own schemes.

While there may be merit in charging subsequertiooosrs their stand alone costs,
the AER considers this cost would be difficult sxartain and would add significant
costs to administering the scheme. Additionallgréhis a risk of over recovery if
common costs are significant.

As submissions did not raise any significant issuigls its preliminary view, the AER
maintains its position that a pioneer scheme shiale regard to the length of an
extension and the capacity of the assets useddsggquent customers, when
calculating a refund.

Views on the threshold amount varied widely. Soofensissions agreed with the
AER'’s proposed threshold, some considering theshulel too low, and some
considering there should be no threshold. EWON stiiesdnthat the AER’s

% AER,Issues and AER's preliminary positions. Connectibarge guidelines: for accessing the

electricity distribution networkl0 June 2011, p. 40.
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preliminary view unfairly penalises the pioneertonser. The AER considers it fair
that pioneer customers should not receive paymaiera threshold amount to
reduce the administrative burden of the schemetedriinergy noted its pioneer
scheme has not been applied often over the pagd® and there are large costs of
tracking details of thousands of connection assets.

The AER considers that one of the largest costsiwed in the pioneer scheme would
be to maintain a database of assets, and to cheel @ustomer’s connection against
the information held in the database to determihetier the scheme is applicable.
Regardless of whether the scheme is applicablpeoifsc assets or not, a DNSP
would need to undertake this process and incuetbests. Given that submissions
have not substantiated why a different thresholdwarhshould be adopted (for
example, analysis of the cost of applying the sa)ethe AER will maintain its
preliminary position and set the threshold at $30% AER considers that this may
reasonably reflect of the administration costsuoining such a scheme.

CitiPower and Powercor proposed that pioneer schatneuld not apply to
developers to make the scheme simpler. Chaptero®& dot exclude developers from
the refund scheme. Additionally, the AER consideiSPs can treat developers as
single customers and therefore do not considepithreeer scheme would be more
complex to administer.

The AER requested submissions on what approachHdshewadopted when the
network is built for a customer or a group of cuséos to a standard greater than
required by those customers—due to a DNSP’s planmiocess. Most stakeholders
considered the guideline should require custontepay for the lowest cost
technically efficient solution of the customer’sash of the extension. However,

SP AusNet and United Energy submitted that if tteeme covers the whole cost of
the extension then the constructor of the extensitinake on the development risk
rather than the broader community. SP AusNet antetdEnergy considered this
appropriate as without the first customer, the tasseilld not have been constructed.

The AER considers that for most retail customefdSPs should only be able to
charge the lowest cost technically efficient extemso the extent needed to serve
those customer®.However, if a retail customer requests an extentia standard
higher than the lowest cost technically efficienluson, DNSPs will be able to
charge retail customers the difference, which moll be subject to a pioneer scheme.
Only the value of the lowest cost technically et solution will be subject to a
pioneer scheme.

Under clause 5A.E.1, DNSPs can charge real estatdapers a reasonable capital
contribution towards the cost of augmentation ®riatwork to the extent necessary
to provide the services and to any further exteat the DNSP considers necessary to
provide efficiently for forecast load growth. Th&R considers this cost should be
borne by the developer and should be subject toreepr scheme. In these cases,
DNSPs would be able to include the full cost of artension work (not just the least
cost technically acceptable) if this is reasonaipié prudent.

%9 The rebate scheme is necessary because in ssgtha minimum capacity of the assets which

are required would serve more customers than temer requesting the extension.

58 CONNECTION CHARGE GUIDELINES



The AER notes that when extensions are contestaiol@eindertaken by an ASP, the
cost of the extension may not be known. Thus, iild@mot be possible to calculate
the amount of refunds under the scheme. To adthissproblem, as in IPART'’s
capital contributions guideline, when calculatinggbund under the scheme the
AER'’s guideline will provide that DNSPs will usestamount they would have
charged a pioneer customer to perform the works amaASP not undertaken the
works.

7.3.3 Draft decision
The AER’s draft decision is that:
= For the purpose of calculating the refund underpibaeeer scheme, the assets

subjected to the pioneer scheme will be assumddceciate in a straight line
manner over 20 yeaf§.

= DNSPs should develop a pioneer scheme that hagiregthe length (extent) of
an extension and capacity of the assets used lsgguéent customers.

=  DNSPs should notify all customers requiring, onreecting to an extension, of
the scheme’s existence and purpose.

= The pioneer scheme should not be applied for patsnarder $500.

= |f a retail customer requests an extension grehser the lowest cost technically
efficient solution, DNSPs will be able to chargtaiecustomers the difference,
which will not be subject to a pioneer scheme.

= The pioneer scheme should apply to real estatd ajears.

= Developers should be entitled to a pioneer schemextensions built to a higher
capacity than their requirements.

= When extensions are contestable and undertaken B$R, DNSPs should
charge the amount they would have charged a piaustomer to perform the
works, had an ASP not undertaken the works.

0 Note, this rate of depreciation only appliestie talculation of a refund under the pioneer scheme

it does not apply more broadly.
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8 Security fee scheme
Under clause 5A.E.3(c)(1) and (2), the AER's gundemust:

= describe the method for determining chargepfemises connection asseasnd

= describe the circumstances (or how to determineitbamstances) under which a
DNSP may receive a capital contribution, prepayneeffiinancial guarantee from
a retail customer or real estate developer foptlision of a connection service.

Securities, whether by prepayment or financial gaogge, help to insure DNSPs
against the risk of failing to collect the totatiemental revenue estimated with
regard to a connection offer. In the absence efcarsty scheme, if the DNSP does
not collect the total estimated incremental revethen the shortfall would eventually
be recovered through higher network tariffs too#tler network users.

8.1 The AER'’s preliminary view

The AER proposed to implement security fee prireg@imilar to those found in the
Victorian guideline 14 which states:

3.5 Distributors may require customers to pay asgcfees

3.5.1 If a distributor fairly and reasonably asesdhat there is a risk that, if
the customer accepts the distributor’'s connectiter,ahe distributor may
not earn the incremental revenue in relation tocthrenection 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 tls&rithutor fairly and
reasonably assesses that risk as high and in Botag exceed the present
value of the incremental costs the distributor witlur in undertaking any
relevant new works and augmentation.

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

3.5.4 A connection offer must require the distrisub rebate to the
customer the amount of any security fee, togettittr interest earned on the
amount of the security fee, as the distributor g#ine incremental revenue
in relation to the connection offer. A rebate mustallowed at least once
each calendar year beginning after the calendarigeehich the connection
services are provided.

Additional principles were proposed to help enqwaigher customers nor DNSPs
could unduly benefit from the scheme. The AER pegabthat in addition to the
guideline 14 principles:

®= 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 heldrunst then it may be appropriate to
pay at an interest rate similar to commercial depates.
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= Qver the entire security fee period, a DNSP shaoldeceive—through DU0S
and security fee—an amount more than the origistnated revenue, unless
above estimated incremental revenue was realisedahover the period. In such
a case, the amount should not be more than theasti revenue plus the actual
above estimated revenue.

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

8.2 Submissions and AER considerations

There was general support from stakeholders oAER's preliminary view to allow
a security fee scheme.

The AER received submissions from Ergon and ETSgujpport of allowing security
fees in the form of bank guarantees. This methowwes the need for DNSPs to
charge interest on security fees, which simpliffesscheme. The AER agrees the
scheme should allow for security in this form. Tiuem of security would reduce
many of the complexities associated with the redenf cash. The AER has
therefore included a clause to allow this in itafdiguideline.

The MEU submitted that the scheme is a barrientoyelt also considered the right
to require a fee should be based on the bankabiiitiye customer and the extent of
the works. The AER considers under the principfat® scheme it has outlined,
DNSPs will be responsible for demonstrating toAldR their schemes fairly and
reasonably assesses a customer’s risk and onlyeeecurity for incremental
revenue which is fairly and reasonably consideiigt hisk. These requirements
balance the needs of DNSPs, new customers andhepissters of the network.

Ausgrid noted that a security fee scheme may noedeired if works are contestable.
The AER considers it will be optional for DNSPsd@velop and implement security
fee schemes. However, any security fee schemeleysaiblished on the DNSP’s
website to ensure transparency and to feed intoeuess’ decision making processes.

Ergon also submitted the scheme should not impeagieptial requirements in Part
K, chapter 6 of the NER. It submitted the guidesh®@uld not govern security
arrangements between real estate developers an@®WN&ere developers build and
gift assets. The AER does not consider the prowvssa its security fee scheme to
impede the prudential requirements of the NER.

8.3 AER draft decision

The AER will adopt the principles set out in sect&1 above. The AER will also
allow the option to collect a security fee from tousers in certain circumstances in
accordance with an approved connection policy. @gda the form of a bank
guarantee will be available to DNSPs—removing thedito pay interest on the
amount of a cash security held on deposit.
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9 Non-registered embedded generators

9.1 The AER'’s preliminary view

The AER considered it appropriate to calculatetehpontributions for non-
registered embedded generators connecting to tik@rkeusing a cost-revenue-test.

For non-registered embedded generators that aréoald customers, the AER
considered all costs associated with the load goednd all costs associated with
generation output would be considered separatély.ekpected overall peak demand
of the customer would be used to determine theeshaetwork augmentation charge.
The incremental revenue from electricity generatedld be zero for the purposes of
the cost-revenue-test.

The AER considered non-registered embedded gemnedtould pay for the user
specific cost for removing output constraints, gaeléhere is a demonstrable net
benefit to other network usets.

9.2 Submissions

ActewAGL, SP AusNet, Ergon and JEN supported th&ABpreliminary view.

DTEI and Aurora considered embedded generatorddipay to remove output
constraints if there is not evidence of a net hiefieAusgrid supported the AER’s
position, however it noted that these servicexantestable in its case. ETSA,
CitiPower and Powercor supported the AER’s prelamyrview and further contended
that a per kW charge could be levied where the nalate rating exceeds a threshold,
for example, 100kW. This would address fault lagsuies arising due to increased
demand for connection of embedded generators.

Seed submitted that, as the network’s capacitgdeive embedded generators’
output, for example fault level impact on the neateyovill diminish with each new
connection, the AER’s proposed approach would tedbe last embedded generator
being required to fund major network augmentation.

UED considered that if the policy objective is toqmote embedded generation, the
existing Victorian Guideline 15 should be retainEchbedded generators are only
liable for shallow augmentation costs.

MEU considers embedded generation should only lpaghallow connection costs
and then be dispatched to the extent of the canstimait. The MEU does not agree
that embedded generators should pay any sharednkednwwvgmentation charges.
Large generators do not pay, and so neither sleuliedded generators. The MEU
also submitted that if an embedded generator pagenove a network constraint, it
should have firm access rights the capacity it fund

EWON sought clarification on the AER’s proposaltteenbedded generators should
pay for removing output constraints unless therse asdemonstrable net benefit to
other users. EWON also questioned if there was aummefit, whether the DNSP
should fund the costs of removing output constsammtwhether a refund scheme is

L AER p. 35, 36.
2 DTElp. 2.
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contemplated. EWON submitted the DNSP should hawebigation to alert
customers to potential network constraints atithe the connection application is
submitted.

Energex considered that embedded generators stamalatost reflective charging.
However, they consider this is against the genetahtion that shared network
augmentation charges should not be levied on retatomers and the embedded
generators fall in this category. It also considdrfas is a policy issue which should
be resolved prior to the charging regime being engnted.

9.3 AER considerations

The proposal that a non-registered embedded genesantitled to a proportion of
the capacity of the shared network is logical. Hesveunder the current rules, the
shared network must provide equal access to alsusberefore, no individual user is
entitled to a defined share of the capacity. leendnstrated net market benefit is
identified by the network service provider, therglabnetwork will be augmented
accordingly. It should also be noted that, if akedgenerator wants to reduce output
constraint due to the transmission network, it waed to fund this augmentation,
unless there is a net benefit to the market foroneng the network constraint.

While energy consuming customers and non-registemgaedded generators are all
customers of a DNSP, the main difference betweesethtwo types of network users
is that energy consuming customers pay for the ort@sset cost (through the
distribution use of service charges) in order tteree energy from the wholesale
electricity market; whereas all generators regasitd size do not pay to use the
distribution network to access the market.

9.3.1 Costs imposed upon a distribution network by embedded
generators

Using network fault level management as an exanaptistribution network’s fault
level is the result of all input sources (at tlegmission connection points) and the
sources from within the network (typically embeddgeherators and, in some cases,
load customers’ equipment). There is a limit tofdndt level a distribution network
can accommodate and so sufficient embedded gemenaili trigger a need for
network augmentation.

Because non-registered embedded generators day@iypoS charges, it is
appropriate that they contribute to the network mvtiey impose a cost upon it.

As part of its price proposal for 2011-15, CitiPoweoposed a $75 million ($ real,
2010) program for a fault level mitigation progréon its CBD network for more
flexible network operation and to create furtheadr@om for future embedded
generatorg?® CitiPower also proposed to apply a fault level ptiamce charge to new
embedded generators on a per kW name plate radsig to recover some of the cost.

3 AER, Draft decision, Victorian electricity distributiometwork service providers, Distribution

determination 2011-201%9346
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The AER did not approve CitiPower’s proposal tcoresr the cost of this specific
capital expenditure under standard control; th&d increase customers’ distribution
tariff, " because CitiPower did not:

= Quantify the benefits and outcomes for all custantleat will be achieved by the
forecast level of investment. Furthermore it wasapparent to the AER why this
cost should be borne by all customers when theflogarges are new embedded
generators.

= Demonstrate an underlying need for this investmentas it provided an
economic justification.

=  Demonstrate why it cannot manage the associateslwghin the current level of
expenditure and existing practices as achieveldarctirrent regulatory control
period.

However, the AER considered that fault level corpdie services should be
classified as alternative control services undeMMER because the charge can be
attributed to the party that creates the faultllessue (that is, the embedded
generator).

The AER proposed that, while CitiPower cannot utader this project as a standard
control service, it may nominate this kind of seevio new non-registered embedded
generators as alternative control service. HoweaherAER noted that CitiPower, in
submitting its revised regulatory proposal, wouded to provide a cost break down
of the fee associated with the fault level compl@service? CitiPower did not
nominate this fault level compliance service inrésised regulatory propos3l.

9.4 AER draft decision

The AER maintains its initial views that non-regigld embedded generators should
pay for the cost of removing specific output coaistts, unless there is a demonstrable
net benefit to other network users.

To facilitate connection, the AER considers thatrihution DNSPs should propose
constraint reduction services, such as a fault levegation service, which relate to
augmenting the shared network to reduce networktcaints. DNSPs should also
propose an appropriate form of control for theseises. If a DNSP proposes such a
service, the AER will examine the appropriate saxndglassification and form of
control in accordance with section 6.2 of the NER.

" ibid pp346-7

> AER, Final decision, Victorian electricity distributiometwork service providers, Distribution
determination 2011-201919

®ibid

" The AER notes its previous views on the manndriareasoning that fault level compliance
services should be classified as alternative cbagwices, because the charge can be attributed to
the party that creates the fault level issue. TE®RAcknowledges that under this approach
embedded generators would pay a charge, onlyyftiigggered the need for augmentation.
However, the AER notes that other technical sohgiare available to embedded generators, and
currently being used, to prevent high fault curfeoin injecting into the network. For example,
the use of specialised high speed circuit breakers.
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10 Real estate developers

10.1 Submissions and AER considerations

In some jurisdictions DNSPs offer rebates to retdte developers when they
undertake reticulation work themselves.

Ergon contended that jurisdictions should haveilfiéiy to require developers to
fully fund the costs of making electricity availahlia a capital contribution. Ergon
contended the Local Government Authorities reqdeeelopers to provide and fund
electrical infrastructuré® The AER considers its guideline allows DNSPs targh
for this work upfront, when classified as an alegive control service. When
classified as standard control, the AER consideappropriate for the cost-revenue-
test to apply, to ensure the developer pays ita@ciion cost in total—via either
DUOS or capital contributions.

ActewAGL submitted that under t#eCT Electricity Network Capital Contributions
Code ActewAGL funds standard extensions to the netvenrét developers contribute
to the cost of undergrounding in accordance wigW8T planning requirements

The AER considers DNSPs should develop policiespiogose service
classifications which enable them to comply witlagter SA and jurisdictional
regulations. The guidelines are not intended tegmeDNSPs from meeting both
chapter 5A and jurisdictional requirements.

ActewAGL was also concerned that in some casedjpteitustomers may
individually fall beneath a threshold (shared netnaugmentation charge threshold)
while the total project costs may exceed the tlolesihe AER considers
developments with multiple customers should bedkas a single customer in
regards to shared network augmentation charges.

10.2 AER draft decision

As outlined in clause 5A.E.3(c)(4), the shared mekvaugmentation charge threshold
will not apply to real estate developers.

Subject to a contrary agreement with the develdpBISPs are able to include costs
for connection services that a prudent serviceigeswvould consider necessary to
provide efficiently for forecast load growth in thest-revenue-test.

A real estate developer will be treated as a siog&omer for the purposes of a
connection application.

8 Ergon Energy Corporation Limited, Submission lo €onnection Charge Guidelines, August

2011, p. 4.
9 ActewAGL, submission10 August 2011, p.3.
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A Appendix — the AER’s design criteria

In the issues paper, the AER considered that, sutgeand in addition to the
conditions of chapter 5A, it was important to ebtdba policy framework to guide it
in designing the connection charge guideline. Basethe purpose of the connection
charge guideline outlined in clause 5A.E.3(b), AR proposed the following design
criteria in developing the connection charge guicel

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 faorstauction works are
available, the DNSP’s charge should be reflectivin® market price; where
no alternative service providers are available, BPBISwust charge at a
reasonable rate, which is reflective of the mapkete.

3. Any cross subsidies between new and existing cuat®oshould be
minimised. However, minimising cross subsidies sthowt 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.

10.2.1 Submissions

The MEU contended an extra principle—that DNSPsikhnot benefit from a new
connection—should be added.

JEN submitted that the AER should include a desrgarion that references the
National Electricity Objective (NEO) and separatiéecion in reference to clause
5A.E.3(b)(4). JEN suggested the AER reword critetwo, to address how the rate
can be reflective of the market price if thereasmmarket. Otherwise, JEN supports
the AER'’s criteria.

Ergon did not support criterion two. Ergon believidt it should be able to charge its
actual costs rather than a market price, when tmkiag works. Otherwise, a single
customer may have to pay more than the actual ctionecost, or all customers
would pay more for the new customer’s connecticst depending on whether
Ergon’s actual costs are below or above the mamket. This would contradict
limiting cross subsidisation. Ergon is also unsurehow to charge based on pre-
established contract prices when there are no geovifor an area.

CitiPower and Powercor contended criterion two shdave regard to the
characteristics of each connection including largtenvironmental conditions and
timing requirements. The criterion should be repthand provide customers with the
option to choose alternative service providerseidgrm connection works for
Greenfield sites, and DNSPs should charge a rextige of market price for
brown-fields sites.

ETSA contended criterion one should remove theddmm only being on
extensions, to include both extensions and prensisesection assets. It also
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submitted adding criteria regarding consistencyhe exiting regime, and
transparency and simplicity for retail customers.

Energex considered that criterion one only refensetwork extensions where it
appears that it is intended to also extend to mesntonnection assets. Criterion one
and three could be merged as cost reflective ahaugjiould reduce cross subsidies.
The ‘where possible’ qualification to criterion osleould be removed or rephrased as
‘where practicable’. In respect to criterion twasitnot clear to Energex why a
DNSP’s charge should be regulated in a competgiwgronment.

Ausgrid is not sure why criterion one only applieextensions and not premises
connection assets. It also considers that critavi@nis somewhat contradictory,
where there is no alternative service provider ghrsumably there is no market and
therefore no price—Ausgrid suggests referring taptér 6 for guidance on the price
where there is no market.

Ausgrid considered its contestable environment sébet AER’s design criteria and is
a more efficient approach and should be retainddrass possible.

ActewAGL submitted connection charges need to fleateve of the customer class
rather than an individual customer—which is todidlifit to estimate. Additionally, it
encouraged the AER to consider jurisdictional fextn assessing the market price of
services where no alternative providers are aviailab

UED and SPA also submitted that there should biéexion related to the NEO—to
promote efficient investment in, and use of eledyiservices. UED submitted it
should be specifically referenced because the nsimiign cross subsidies criterion has
been focussed on by the AER, with a resulting redaén emphasis on the
achievement of the NEO. UED also submitted thegenarcriteria promoting
productive, allocative and dynamic efficiencies.

SCCEE considers that the following key design gatshould be added to the AER
guidelines:

1. The charging framework should strive for equityietn the funding/ownership
models available to the customer.

2. The DNSP should be required to provide sufficiafdimation to enable the
customer to make an explicit informed decisiontf@dptimal connection
arrangements over the life of the asset.

3. The regulatory guidelines should ensure that ingestremain for economically
rational investment decisions in technologies &éxated the minimum regulatory
requirements for energy efficiency performance.

10.2.2 AER considerations
The AER clarifies that:

= DNSPs are regulated monopolies with respect tptbeision of distribution
services. All expenditures incurred by a DNSP agspd through to customers.
The connection charge guideline sets the princifjglethe allocation method of
these expenditures. DNSPs’ efficient expendituik @ofit margin levels
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(weighted average cost of capital) are set by th& Ainder distribution price
control determinations every five years.

= The distribution determinations also take into edeation efficient investments
by the DNSPs.

As these two issues are already addressed, theoensed for them to be part of the
design criteria.

In designing the guideline, the AER has and wilitowue to take into consideration
the efficient use of the network. However, the ®ofithis guideline is the fair and
reasonable allocation of costs to new and exisis&ys.

The AER accepts DNSPs’ concerns that, as expredsne and elsewhere reflected
in this paper, to tender for connection works waadd to the DNSPs’ cost, which is
eventually borne by the customers. A workable a#teve is to provide customers
with the option of seeking alternate service prevédwhere they are available. The
customer will make such decisions by considerimgpbtential cost reduction against
the additional administrative costs incurred by ISP [to be passed onto the
customer] for the preparation of work specificai@nd design briefs.

10.2.3 AER draft decision

The AER considers that its design criteria wasuwlsafframing its preliminary
positions paper and that the submissions receisgidtad in clarifying its approach in
drafting the draft connection charge guideline dadisions document, and ensuring
they are consistent with the requirements of chidpie However, the AER has not
explicitly recast its design criteria or appliednitthe draft connection charge
guideline.
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