Further information on South Australian electricity transmission revenue decision 

Our decision applies the current cost of capital of 7.5 per cent compared to 10.65 per cent in 2008 when we made our previous transmission determination for ElectraNet. We have also considered the latest forecast for electricity demand and this has resulted in no new capital expenditure to augment the network due to increasing demand. However, we have included 11 contingent projects in our decision to cater for possible step increases in demand. If such increases occur, then ElectraNet could ask for additional capex. Additionally, we have provided sufficient revenue for ElectraNet to monitor the condition and maintain its assets while continuing to rectify defects identified through its improved asset management systems. 

Overall, these changes should flow into lower electricity prices and transmission services to consumers consistent with ElectraNet’s improvements.

Allowed revenue

We regulate the maximum revenue that ElectraNet is able to recover annually. For the 2013–18 regulatory period we have capped ElectraNet’s total revenue at $1578 million 
($ nominal). This is 2 per cent lower than ElectraNet's revised proposal.

Our forecast efficient operating and capital expenditure allowances are $418 million and $691 million ($ 2012–13) which are 11 per cent and 8 per cent lower than ElectraNet’s revised proposal, respectively. The allowed rate of return on capital of 7.50 per cent is based on current market interest rates. The return on capital is $885 million ($ nominal) and makes up 56 per cent of the total revenue over the regulatory period.

Figure 1 shows our decision and ElectraNet's proposed revenue requirement. 

After smoothing, revenues for ElectraNet over the regulatory period are growing annually by 1.7 per cent in nominal terms. 

Figure 1          AER final decision on total revenue requirement  
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Source:     ElectraNet, Revised PTRM, ENET316, January 2013; AER analysis.

Price impacts

Average transmission charges are estimated to increase by 0.8 per cent per annum from 2012–13 to 2017–18 in nominal dollar terms. 

Changes to annual transmission charges in South Australia will depend on the revenue that ElectraNet will recover. Further, the annual transmission charges will also depend on the actual energy consumption over the regulatory period. The average rate of increase in revenue is 1.7 per cent per annum whereas the forecast rate of annual increase of energy delivered in South Australia is 0.9 per cent. Therefore, average transmission charges are estimated to increase slightly over the next 5 years.

Overall, transmission charges make up about 8 per cent of an average residential customer's electricity bill. The slight increase in average transmission charges should not contribute towards any material price increases for the average South Australian residential electricity customers' bills.

Building block revenue requirements

ElectraNet’s total revenue consists of four components which are also known as the building blocks. Table 1 sets out these amounts in total for the next 5 years. 

Table 1           Building block revenue requirement ($ million, nominal)

	
	Original proposal
	AER draft decision
	Revised proposal
	AER final decision

	Return on capital
	950.8
	826.6
	853.4
	885.3

	Regulatory depreciationa 
	233.6
	228.1
	224.0
	213.4

	Operating expenditure (including efficiency carryover)
	509.3
	430.0
	508.3
	455.0

	Net tax allowance 
	30.7
	26.8
	28.1
	29.3

	Building block revenue requirement (unsmoothed)
	1724.4
	1511.5
	1613.8
	1583.0


Source:     AER analysis.

(a)             Regulatory depreciation is straight-line depreciation net of the inflation indexation on the opening RAB.

Table 2 sets out the sensitivity of key components of our final decision on ElectraNet’s proposed revenue. 

Table 2           Sensitivity of the proposed revenue to the AER decision 
	 
	ElectraNet's revised proposal 
($ million,  
2012–13)
	AER's final decision 
($ million, 
2012–13)
	Revenue change  
($ million, nominal) 
	Revenue change (per cent) 

	Capexa
	750.1
	690.7
	–7.9
	–0.5

	Opexb
	465.4
	416.1
	–53.2
	–3.3

	WACC
	7.11%
	7.50%
	49.3
	3.1


Source:     ElectraNet, Revised revenue proposal, January 2013, pp. 126 and 148–150; AER analysis.

(a)             Excludes equity raising costs.

(b)             Includes EBSS carryover amounts.

The key difference between our final decision and ElectraNet’s revised proposal that has the largest impact on ElectraNet’s revenue is the required expenditure to maintain and operate the network (opex). In particular, we are not satisfied that ElectraNet’s revised forecast opex real increase of 37 per cent compared to the current 5 year regulatory period (2008–13) is reasonable. Underlying this increase is a large proposed increase of around 57 per cent for asset maintenance and refurbishment to address defects identified through its asset condition assessments. 

The objective of the regulatory framework is to allow for efficient and reliable delivery of network services in the long term interest of consumers. To achieve this objective we have allowed a real opex increase of 23 per cent over the next 5 years compared to the current regulatory period. In determining this amount we have been largely driven by ElectraNet’s historical actual expenses and how best to escalate those over the next five years. 

The AER rejects ElectraNet’s forecast expenditure to replace ageing assets. The difference between our final decision and ElectraNet’s revised proposal on replacement capex does not have the same impact on ElectraNet’s proposed revenue as opex. In particular this difference is driven by ElectraNet not fully accounting for its past expenditures and ongoing management improvements already funded by consumers. Therefore, we applied reductions to the forecast replacement capex to ensure that they are efficient. Without this, we consider that ElectraNet’s forecast expenditure does not meet the regulatory framework objective. 

Return on capital is the financing cost that ElectraNet incurs for the capital utilised in its business and includes both equity and debt. We calculate this by applying the rate of return determined by us to ElectraNet’s invested capital. For this decision we have applied a nominal rate of return of 7.5 per cent by adopting the input values that are set in the rules and the current market rates for the risk free government bond and debt risk premium. These market rates are calculated over a sampling period that was agreed with ElectraNet at the beginning of the review process in June 2012. Applying this agreed period of 20 days beginning 18 February 2013 resulted in ElectraNet receiving $49 million (nominal) more than what was stated in its revised revenue proposal, which was based on an indicative period.

