Energex

Regulatory Proposal
2025-30

January 2024

Part of Energy Queensland




Contact details

Manager Economic Regulation
Email: RDP2025Connect@energyg.com.au

PO Box 1090, Townsville QLD 4810
Level 6, 420 Flinders Street, Townsville QLD 4810
Www.energyq.com.au

Copyright
© Energex Limited (ABN 40 078 849 055) and Energy Queensland Limited (ABN 96 612 535 583)
This material is copyright. No part of this material may be copied, reproduced, adapted or transmitted in any form without

the prior written consent of the copyright owner/s, except as permitted under the Copyright Act 1968 (Cth). If consent is
provided, it will be subject to the requirement that there is due acknowledgement of the copyright owner/s as the source.

Requests and enquiries concerning reproduction and rights for a purpose other than personal, in-house or non-
commercial use, should be addressed to the Manager Economic Regulation, Energy Queensland, PO Box 1090,
Townsville QLD 4810.

Page 2


mailto:RDP2025Connect@energyq.com.au
http://www.energyq.com.au/

....ulo.n....
o'

ACKNOWLEDGEMENT

Energex acknowledges the Traditional Custodians of the land on which our
distribution network is located, and we recognise their continuing connection
to land, waters, and community.

We pay our respects to Elders past and present for they hold the memories,
the traditions, the culture and hopes of Aboriginal and Torres Strait Islander
peoples in Queensland. We extend that respect to all Aboriginal and

Torres Strait Islander people today.

Energex is committed to continuing to work in partnership with First Nations
people to ensure we deliver clean, reliable and smart energy supply to
communities in South East Queensland in the most affordable way.




energex

ABOUT THIS REGULATORY PROPOSAL

Energex Limited (Energex) is a subsidiary company of Energy Queensland Limited (Energy
Queensland), a Queensland Government Owned Corporation, and is the electricity distribution
network service provider (DNSP) for South East Queensland. We own, operate, and maintain the
‘poles and wires’ that deliver power to 1.6 million homes and businesses from the New South
Wales border in the south to Gympie in the north and west to the base of the Great Dividing
Range.

As part of the Energy Queensland group of companies, Energex is committed to energising
Queensland communities by working together towards empowering an ‘Electric Life’ for our
customers, and to transforming the energy system to meet future needs.

To ensure Energex manages the distribution network in South East Queensland efficiently, we
are regulated under the National Electricity Rules (NER) by a national regulator, the Australian
Energy Regulator (AER). Every five years, Energex is required to submit a Regulatory Proposal
to the AER setting out the amount of funding required to build, operate and maintain the
electricity distribution network in South East Queensland and the revenue we intend to collect
from our customers through distribution charges.! Energex’s next five-year regulatory control
period commences on 1 July 2025 and ends on 30 June 2030 (the 2025-30 regulatory control
period).

Energex’s Regulatory Proposal includes this document, setting out our regulated distribution
services and the revenue and prices associated with them for the 2025-30 regulatory control
period, and is accompanied by a plain-language overview of our proposal and a range of
supporting documentation, including our proposed Tariff Structure Statement.

This Regulatory Proposal is structured as follows:
o Executive Summary - provides a high-level summary of our Regulatory Proposal

e Chapter 1: Context for our Proposal - provides background information for context,
including our role in energising South East Queensland communities, how we have
delivered for customers during the 2020-25 regulatory control period and our operating
environment

e Chapter 2: Customer and Stakeholder Engagement - outlines how we have engaged
with customers and stakeholders and provides a summary of what we have heard and
how this has influenced our Regulatory Proposal

o Chapter 3: Investment Priorities - sets out Energex’s investment priorities for 2025 and
beyond

o Chapter 4: Demand, Energy Delivered and Customer Forecasts - details the base
case energy demand forecasts developed for the 2025-30 regulatory control period

o Chapter 5: Capital Expenditure - sets out our capital expenditure (capex) plans, our
forecasting approach and how we will be delivering for customers

o Chapter 6: Operating Expenditure - sets out our operating expenditure (opex) plans, our
forecasting approach and how we will be delivering for customers

1 Clause 6.8.2(c) of the NER sets out the information that must be included in a Regulatory Proposal.
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o Chapter 7: Incentive Schemes - covers the application of incentive schemes

o Chapter 8: Annual Revenue Requirement - sets out the proposed revenue required to
enable us to continue to build and maintain a safe and reliable network

e Chapter 9: Network Tariffs and Pricing - provides an overview of our proposed network
tariff structure and how our tariffs were developed

o Chapter 10: Metering - explains our proposal to change the charging arrangements for
legacy metering services

e Chapter 11: Alternative Control Services - outlines our proposals for public lighting and
other alternative control services (ACS), and

e Chapter 12: Other Regulatory Matters - provides information on several related matters,
including classification of services, control mechanisms, negotiating framewaork, pass
through events and contingent projects, and addresses our approach to confidentiality
and assurance and certification requirements.

Our Regulatory Proposal has been informed by the views and preferences of our customers and
stakeholders obtained from business-as-usual and targeted customer engagement activities. This
includes feedback in response to our Draft Plan published in September 2023, which outlined our
initial insights from customer and stakeholder engagement and our proposed investment plans
for the 2025-30 regulatory control period.

As set out in Figure 1 below, our Regulatory Proposal must be submitted to the AER by

31 January 2024. The AER will assess our Regulatory Proposal and consult with interested
parties before setting the maximum revenue Energex is allowed to recover from customers for
their use of the network over the next five-year regulatory control period commencing

1 July 2025. This revenue will form the distribution network component of customers’ retail
electricity bills. We encourage our communities and customers to make submissions to the AER
as part of its consultation process on our Regulatory Proposal.

In the meantime, we will continue to engage with our customers and other stakeholders, including
through our online engagement hub, Talking Energy, www.talkingenergy.com.au. Questions can
also be directed to us by emailing RDP2025Connect@energyg.com.au.

Figure 1: Next steps

NETITET Y March - May September December
2024 2024 2024 2024

April July
2025 2025

Regulatory AER Issues Paper AER Draft Revised AER Final

Determination
published

Proposal published for Determination Regulatory
submitted to AER consultation published Proposal
submitted to AER
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MESSAGE FROM OUR CHAIR AND CEO

In developing expenditure plans that are reflective of customer preferences both now
and into the future, we have sought to strike the right balance between investing in the
network to provide clean, reliable and smart electricity and efficiently delivering
electricity services in the most affordable way.

Energex is operating in a time of change and uncertainty. Australia’s energy market is undergoing
a period of rapid and profound transformation in response to technological advances, climate
change, the shift to renewable energy sources and evolving customer expectations. With the
transition to a clean energy future and the reshaping of Australia’s energy market, our role in
managing the network is changing and the ways our customers use and interact with our network
are also shifting. To enable our customers and communities to leverage the benefits that flow
from the transition to more renewables and smart technologies, we will require a more intelligent,
integrated and dynamic network supported by innovation, technology, and policy reform.

At the same time, our operating environment is characterised by unprecedented economic and
environmental challenges and opportunities. While the energy transformation is expected to drive
investment in the Queensland economy, we are conscious that high inflation and rising interest
rates have created cost-of-living and cost-of-business pressures for our customers. The
communities we serve are also increasingly susceptible to the impacts of climate change and
other disruptive events. As an essential part of modern life, it is important that we do all that we
can to provide an affordable, reliable and resilient electricity supply to ‘keep the lights on’ for
South East Queensland’s households and businesses.

Similarly, as a major employer in South East Queensland, we are proud to be playing an
important role in the energy market transformation by supporting the shift to renewable energy
across the State, which will not only deliver clean energy for households and businesses but also
generate new jobs and opportunities for workers and local communities. We will play our part by
supporting the deep electrification of homes and businesses that brings benefits to all customers
through a measured, sustained approach to the transformation.

This Regulatory Proposal, setting out the funding required to build, operate, and maintain the
electricity distribution network in South East Queensland for the five-year regulatory control
period, has been shaped through conversations with customers and other stakeholders. Not
surprisingly, our customers have told us that affordability of electricity, from both a cost-of-living
and business-competitiveness perspective, is their primary concern. With this in mind, we have
focused on spending only what is prudent and efficient to meet the energy needs of South East
Queensland so that our customers pay no more than is necessary for their electricity supply. We
have also identified opportunities for customers to reduce the price they pay for electricity through
reform of our network tariff structures.

Page 6
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While keeping affordability front of mind, our customers have also been clear that we should not
compromise our distribution electricity supply or our customer service standards. Consequently,
our proposed five-year investment plans are aimed at ensuring our network can enable a higher
penetration of renewables and meeting the expected increase in future demand that will flow from
economic, jobs and population growth. They will enhance our ability to prepare for and recover
from the impacts of climate change and other disruptive events and continue to deliver our
electricity services cost-effectively and to a high standard. Energex’s investment plans for the
2025-30 regulatory control period also focus on ensuring the lights stay on during the Brisbane
2032 Olympic and Paralympic Games.

In developing expenditure plans that are reflective of customer needs and expectations, both now
and into the future, we have sought to strike the right balance between investing in the network to
provide clean, reliable and smart electricity and efficiently delivering electricity services in the
most affordable way. While much of our forecast revenue is driven by uncontrollable factors, we
have used all the levers at our disposal to bring about productivity gains, thereby limiting the
increase in distribution network charges for households to an average of $35, or 5 per cent, in
each year of the 2025-30 regulatory control period.

We truly value the feedback we have received from our customers to date and invite you to have
your say about the future of Energex and the energy needs of South East Queenslanders through
the AER’s consultation process.

Sarah Zeljko Peter Scott
Chair Chief Executive Officer
Energy Queensland Board Energy Queensland
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Executive Summary

This Regulatory Proposal sets out Energex’s proposed revenue requirements for the provision of
electricity distribution services in the 2025-30 regulatory control period.

Every five years Energex is required to submit a Regulatory Proposal and Tariff Structure
Statement setting out, amongst other things, our proposed expenditure, revenue allowance and
network tariff structures to the AER. The AER will assess our Regulatory Proposal and set the
efficient revenue and prices that we can recover from customers over the forthcoming regulatory
control period. The AER’s assessment will include consumer engagement to assist in its
decision-making.

Energex recognises that our customers and other stakeholders are central to our plans.
Consequently, we have undertaken a targeted engagement program that leverages off our
existing engagement activities to inform the development of our Regulatory Proposal. In
September 2023 we published a Draft Plan which formed a key part of our conversations with
customers and stakeholders. Feedback provided in response to our Draft Plan as well as through
other business-as-usual and targeted engagement activities has been used to shape Energex’s
Regulatory Proposal.

Our Regulatory Proposal is summarised below. (All financial values in this Regulatory Proposal
are in real 2024-25 dollars, unless stated otherwise.)

Chapter 1. Context for our Proposal

Energex builds, operates and maintains the electricity distribution network for South East
Queensland. We provide a range of distribution services to our customers and communities,
including connecting customers to our network, maintaining the network to ensure a safe, secure
and reliable supply of electricity for our customers, reading and testing meters, and providing
public lighting.

Energex performs an important role in energising South East Queensland communities. How we
build, operate, and maintain our network is driven by the unique and varied expectations and
needs of the region’s residents, businesses, and communities. Energex’s network area is a fast-
growing mix of metropolitan and rural residential and business customers, including hospitals,
schools and university campuses, major shopping centres and commercial and industrial
precincts. Along with strong population and economic growth in our service areas, the demand
for power is increasing.

During the current 2020-25 regulatory control period we have been working hard to deliver on our
customer commitments. Over the past three years (2020-21 to 2022-23), we have invested in the
safety, reliability and security of our network and solutions to support greater uptake of new and
emerging technologies, including:

e $1,452 million on operating and maintaining our network, including inspecting, maintaining
and repairing network assets, controlling vegetation growth, undertaking fault and
emergency repairs and restoring supply

e $842 million on renewing, reinforcing and building the network to supply power across our
distribution area, integrating distributed energy resources and connecting new homes and
businesses, and

e $344 million on supporting the business to deliver a secure and reliable electricity supply
to customers, through investment in ICT, buildings, fleet, tools and equipment.
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Executive Summary

At the same time, we have continually looked for ways to make electricity more affordable and
opportunities to provide better outcomes for all customers.

Our key priorities and the development of our expenditure, revenue and tariff plans for the next
regulatory control period are strongly influenced by the environment in which we operate. We are
preparing our expenditure plans at a time when the challenges and opportunities have never
been greater or more complex. The operating environment factors we have considered in
developing our plans not only include the energy transformation currently under way, but also
increasingly challenging climate and environmental conditions, Queensland’s expected
economic, population and jobs growth, and the cost-of-living pressures impacting our customers.

Further information on Energex, our operating environment and what we have delivered for
customers during the current 2020-25 regulatory control period is provided in Chapter 1.

Chapter 2: Customer and Stakeholder Engagement

To ensure we are meeting the diverse needs of our customers and stakeholders we engage
regularly with them to obtain insights and feedback on their needs, expectations, and the issues
that matter most to them. In addition to our business-as-usual engagement, we have undertaken
targeted engagement specific to the development of our Regulatory Proposal, including
publication of a Draft Plan for public consultation. Insights from this engagement have been used
to inform our Regulatory Proposal.

In developing our engagement strategy, we partnered with our customers and stakeholders to
identify overarching themes to guide our engagement discussions. The themes developed were
based on the energy challenges and issues that our customers and stakeholders told us are
important to them. These overarching themes are: Affordable, Clean, Reliable and Smart (refer
to Figure 2). As an essential service provider, Customer Service Excellence, was also included,
with it being at the centre of all our activities.

Figure 2: Engagement Themes

CLEAN
We're supporting the transition

towards clean and renewable
'@ energy including supporting
70 per cent renewable

energy by 2032 and

We're building, maintaining and
responding to provide a reliable
and resilient network that
meets the needs of our
customers, including

the electrification O cyber secunt;;lrtlasmen.ce
of transport. o) as an essentia ser_wce
provider.

CUSTOMER SERVICE

AFFORDABLE EXCELLENCE

We're committed to

providing cost-effective

and efficient services,
recognising the cost of
electricity is a key concern for

l customers during these challenging

SMART

We're planning ahead
and evolving our networks
to best enable customer
choice in their energy supply
solutions both now and into the
future.

e»

times.
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Executive Summary

Our targeted engagement focused on those areas of our plans where customers expressed an
interest and can have the most influence. As a result, and in consultation with our Reset
Reference Group (RRG), we primarily engaged on network tariffs and customer service. In
addition, we ran tailored consultation on topics such as public lighting, distributed energy
resources (DER) and our property and fleet strategies, with insights specific to different topics
being referenced across our Regulatory Proposal.

We have continued to hear the following key messages throughout our engagement activities:
o safety should never be compromised

o electricity affordability is a concern for many customers — both from a cost-of-living and a
business competitiveness perspective

e our customers want clear and concise information and access to energy usage data to
help them make informed choices around their energy solutions, with both pricing and
non-pricing options available to manage energy costs

e there is significant interest in renewables and DER, with growing concerns about climate
change fuelling customer and community expectations around the transition to a low
carbon economy

e good customer service is expected, with transparency in customer service performance
seen as essential to giving customers confidence in the services delivered

e our customers and communities value how we go about keeping the lights on, especially
our response to severe weather events and other natural disasters, and

¢ the economic environment continues to bring ‘energy inclusion and customer vulnerability’
and ‘economic resilience and jobs’ to the foreground.

The key priorities that have driven our investment plans for the 2025-30 regulatory control period
have been informed by the feedback customers have provided as part of both our tailored and
business-as-usual engagement activities.

In Chapter 2, we talk further about how we have engaged with our customers, the feedback we
have received from them, and how we have taken their insights, needs and preferences into
account when developing our future plans.

Chapter 3: Investment Priorities for 2025-30

Our customers have made it clear that affordability of electricity is their paramount concern.
However, our customers have also told us that they expect us to maintain reliability, resilience,
service and safety. These priorities are reflected in our proposed five-year investment plans,
which are aimed at supporting a higher penetration of renewables and meeting the increased
demand that will flow from economic, jobs and population growth.

As discussed in Chapter 3, there are four key priorities that are driving our investment plans for
the 2025-30 regulatory control period. They are set out in Figure 3.
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Figure 3: Our four investment priorities
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Investment priority 1: Deliver electricity services in the most efficient and affordable way

In delivering our investment plans, we will aim to invest only what is necessary to meet the
energy needs of South East Queensland, and in so doing minimise price increases for our
customers. However, we do not want to be in a position in the future where we place the burden
to pay on the next generation of customers because we have not acted today. Therefore, we
must strike the right balance between investing into the network to provide clean, reliable and
smart electricity to homes and businesses and addressing customers’ affordability concerns. To
that end, we are committed to providing cost-effective and efficient services that allow us to keep
pace with the energy transition and deliver affordable electricity supply to our customers.

To minimise bill impacts, we will spend only what is prudent and efficient to meet customer needs
now and into the future. As previously discussed in our Draft Plan, we will apply a 1 per cent
productivity factor to both opex and capitalised overheads to drive efficiency improvements and
cost savings in how we deliver electricity to our customers and self-fund the non-network
information and communications technology (ICT) capex above the AER forecast for the last five
years.

Investment priority 2: Provide a resilient electricity network to support a growing population and
clean energy future

Queensland’s energy system is rapidly transforming from a one-way flow of electricity to
customers from large, typically coal-fired, generators to a bi-directional flow that includes
increasing volumes of both large and small-scale renewable energy sources powering our homes
and businesses.

In line with the transition to a clean energy future and the expected growth in South East
Queensland’s economy and population, our distribution network will need to provide the electricity
infrastructure to support more household and business connections, including renewable energy
sources such as wind and solar. We will therefore invest in upgrading the network to meet
forecast demand and improve its resilience to the impacts of climate change and increased
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exposure to cyber and physical infrastructure security risks. We will also transform the network
into a more intelligent and dynamic grid to manage and enable more DER to be connected at
lower cost.

Investment priority 3: Facilitate customer opportunities in the transition to renewable energies

The transition to a net zero emissions future and the increasing solar generation from rooftops
and large solar farms during daylight hours has meant that Energex must develop strategies to
manage the challenge of low energy demand during the day, which can cause power quality
issues that can be harmful to customer appliances as well as the network. Consequently, we are
proposing to deliver integrated solutions that will help make the best use of generation and
deliver benefits and opportunities for both our customers and our network.

Solutions include changing network tariffs to encourage greater energy use during periods of high
solar export, expanding our demand management program, and dynamic operation of the
network to manage DER more efficiently and limit the need for network investment. We will also
look at opportunities for customers who do not have access to DER so that they too will benefit
from the transition to renewables and save on their electricity bills. Further, throughout the five-
year period we will continue to collaborate with our customers to ensure that their views are
heard and their needs are being met, as well as advocate for industry-wide solutions to provide
better outcomes for all customers.

Investment priority 4: Deliver the electricity infrastructure required for the Brisbane 2032 Olympic
and Paralympic Games

Brisbane will host a climate positive Olympic and Paralympic Games in 2032. As the DNSP for
South East Queensland, Energex will play an important role in meeting this objective and
ensuring the lights stay on while the eyes of the world are focused on Brisbane.

In preparing for the Olympic and Paralympic Games, Energex must invest in the network to
support the connection of new and upgraded venues and other infrastructure projects and cater
for increased demand on our network infrastructure.

While new or altered connections for major event venues will be funded directly by the venue
owners, we are proposing to accelerate six network asset replacement and augmentation
projects to ensure secure, safe, and reliable energy supply throughout this once-in-a-lifetime
event.? Importantly, as most of these works had already been planned for early in the 2030-35
regulatory control period, they will provide reliability benefits to residents and businesses in those
communities sooner.

Chapter 4. Demand, Energy Delivered and Customer Forecasts

Chapter 4 details the base case energy demand forecasts developed by Energex for the 2025-30
regulatory control period. In summary, we expect that for the five-year period:

e continued growth in the network will result in system peak demand rising by an average of
0.4 per cent annually

e the increasing penetration of rooftop solar will cause minimum demand to fall by an
average of 400 megawatts (MW) annually

e energy delivered will increase by an average of 0.42 per cent annually

2 Increasing the capacity of West End substation, increasing capacity in the Albion/Hamilton area with an
extra feeder, refurbishing a major substation in Brisbane City, establishing a new feeder in Brisbane City to
improve network resilience, improving the reliability of the Gabba precinct through a cable replacement
program, and other works to increase the capacity of our distribution feeder network in several areas of
constraints.
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e annual average growth in customer numbers will be around 1.3 per cent, in line with
expected population growth in Queensland

e electric vehicle volumes will increase by between 347,700 units and 995,793 units by
2030 (depending on the rate of uptake) as there is greater choice and cost parity with
conventional vehicles

e solar photovoltaic (PV) uptake is likely to remain strong and could grow by up to 7.96 per
cent annually, and

e Dbattery energy storage systems will potentially increase by 27.8 per cent annually as they
become more economically viable.

Chapter 5: Capital Expenditure

Our customers and communities expect Energex to maintain the reliability, resilience and safety
of our network, while meeting the needs of a growing economy and population and facilitating
opportunities in the renewable energies transition.

To meet our customers’ expectations, we must invest in our distribution network to ensure there
is enough capacity to supply every household and business on the days when electricity demand
is at its maximum, no matter where they are located across our distribution area and have
enough capacity to accept the growing distributed solar energy that our customers export each
day. We must also continue to invest in the safety and performance of our network and be ready
to respond to emergencies and major weather events. At the same time, in response to customer
concerns about affordability, we are focused on driving down the controllable aspects of our
capex program without compromising the safety or reliability of the network.

Our capex plans for the 2025-30 regulatory control period are set out in Chapter 5. This
expenditure relates to the investment we need to make to build and maintain our network assets,
such as poles, wires, and transformers, and connect new customers. It also relates to investment
in assets that support the network, including vehicles, depots, and ICT.

Our capex plans for the five-year period are summarised below.
Historical Spend

From 2015 we have flatlined our capex with a strong focus on sustainable investment to ensure a
safe and reliable supply to our customers. Over the last five years (2018-19 to 2022-23) we have
spent less than the AER capex forecast by around 6 per cent.

Forecast Spend

We have forecast that our capex will increase by 22 per cent to $3,422 million in the 2025-30
regulatory control period. Aligned to our investment priorities, this increase is due to the need to
invest in replacing or upgrading infrastructure to provide for increasing electricity demand due to
population growth and improving the reliability of electricity supply across South East
Queensland. As our workforce grows to deliver this important infrastructure, our support costs
also increase.

As illustrated in Figure 4, approximately $914 million (27 per cent) of our forecast five-year capex
program is to replace or refurbish existing network assets that are ageing and/or in poor
condition, $610 million (18 per cent) is to reinforce areas of the network experiencing growth,
reliability, or power quality issues, $56 million (2 per cent) is to integrate DER into the network
and $362 million (11 per cent) is for connecting new customers or upgrading existing connections
(after taking into account capital contributions from customers). The remainder is comprised of
$266 million (8 per cent) for non-network ICT and $376 million (11 per cent) for property, fleet,
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and tools and equipment required to undertake our capital works program and $838 million
(24 per cent) for other costs we incur to support the delivery of our network services that cannot
be directly attributable to a service.

Figure 4. Capex Forecast 2025-30 by Category

Augmentation
m Asset Replacement
= Net Connections
m Distributed Energy Resources
® Non-network ICT
Other Non-network
B Capitalised Overheads

Chapter 6: Operating Expenditure

Customers have told us that, although affordability of electricity supply is their primary concern,
they expect Energex to keep our network safe, reliable and secure and to keep the lights on for
their homes and businesses. They rely on us to be vigilant with respect to the safety of our
network and particularly value how we respond to severe weather events and natural disasters to
ensure power supply is restored to communities as quickly as possible. Energex’s opex is
therefore focused on ensuring that we continue to operate and maintain our network to meet the
everyday performance and service expectations of our customers and communities, in the most
affordable way.

Chapter 6 sets out Energex’s opex plans for the 2025-30 regulatory control period. This
expenditure relates to the day-to-day costs required to operate and maintain our network assets
and includes activities such as: inspection, maintenance, and repair of network assets; control of
vegetation growth; fault and emergency repairs and supply restoration; and customer service and
corporate support activities.

Our operating environment, which influences the expenditure required, is characterised by a mix
of high-density urban areas and less densely populated suburban neighbourhoods and rural
regions across South East Queensland. We also operate in high rainfall areas with risk of
flooding, storm surges and lightning activity, and experience periods of high temperatures and
humidity. These environmental factors have an impact on the life of our network assets, vehicles,
tools and equipment, and the safety and reliability of the network.
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Our opex forecast is estimated based on a base-step-trend methodology, which follows the
AER'’s Expenditure Forecast Assessment Guideline. Applying the base-step-trend forecast
approach, we have forecast that our opex (including debt raising costs) will be $2,285 million for
the 2025-30 regulatory control period.

Chapter 7: Incentive Schemes

Several incentive schemes apply to regulated electricity network businesses across Australia.
The purpose of these schemes is to incentivise networks like Energex to run an efficient business
so that customers pay no more than is necessary for the services they require and to ensure the
right levels of service are being provided to customers for those they most value. As such, we
continue to support the application of incentive schemes.

We are proposing that the existing AER incentive schemes designed to encourage network
businesses to be more efficient, maintain or improve service performance, and pursue alternative
non-network solutions will continue to apply to Energex in the 2025-30 regulatory control period.

As discussed in Chapter 7, we sought feedback from customers on whether the new Customer
Service Incentive Scheme (CSIS), designed to incentivise distributors to maintain and improve
the quality of their customer service, should also be applied. The overwhelming sentiment from
our Voice of the Customer Panel process was that good customer service should be part of every
business and it was expected that we would provide this regardless of any incentive scheme.
Their recommendation was that the CSIS should not apply to Energex. We accept the feedback
from customers and propose to not apply the CSIS in the 2025-30 regulatory control period.

While our consultation was primarily focused on the application of the CSIS, given our customers’
strong views that we should not be rewarded for good customer service, we are also proposing
that the customer service component of the Service Target Performance Incentive Scheme
(STPIS) should not apply.

In addition, although we support the Export Service Incentive Scheme (ESIS), we are not
proposing that it should apply during the 2025-30 regulatory control period as we do not currently
have robust data to enable us to design and consult on the scheme prior to 1 July 2025.

Chapter 8: Annual Revenue Requirement

Energex’s proposed total revenue for the 2025-30 regulatory control period to enable us to
continue to build and maintain a safe and reliable network is $8,151 million (unsmoothed). This
represents an increase of 18 per cent, in real terms, relative to the current regulatory control
period.

Our revenue requirement is driven by:

e a significant increase in our forecast return on capital (or financing costs) mainly due to
factors outside our control, such as:

- interest rates rising sharply since our last distribution determination
- higher than forecast inflation during the current regulatory control period

e anincrease in the regulatory asset base (RAB) because of higher capex in the current
and next regulatory control periods

e an increase in the return of capital (depreciation) due to a higher RAB value, and
e an increase in our tax allowances.

The revenue increases are reduced by penalties we forecast to incur under the AER’s capex and
opex incentive schemes.
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Given our proposed plans and revenues, in nominal terms, we estimate that total annual network
charges (inclusive of transmission charges and jurisdictional schemes) would increase by an
average of:

e $35, or 5 per cent, annually for residential customers
e $133, or 6.2 per cent, annually for small business customers, and

e $1,936, or 6.6 per cent, annually for a large business connected on the low voltage
network.?

Chapter 8 sets out the building block requirements used to determine our total allowed revenue.
Chapter 9: Network Tariffs and Pricing

Customer input and preferences on network tariffs has been a key focus of engagement due to
the significance of potential changes to network tariffs and the likely impacts from those changes.

We know that electricity affordability is a key concern for many of our customers due to increases
in both the cost-of-living and in doing business. Customers have also told us that, with respect to
network tariffs, they are looking for simplicity, savings, value and choice, that rewards them for
their role in the energy transition.

Engagement on our Draft Plan focused on five broad themes related to network tariffs:
strengthening the peak price signal; updating time of use (ToU) windows; transitioning to two-way
pricing; updating load control tariffs; and streamlining existing tariffs.

In line with feedback from our customers, we are seeking to:

e strengthen the peak price signal to ensure residential and small business network tariffs
better reflect the costs when demand on our network is highest and assist customers as
they make choices around emerging technology

e update our ToU charging windows to provide customers with more accurate price signals
about the costs required to service demand at different times of the day and enable
customers the opportunity to reduce their energy bills without reducing their total energy
usage

e transition to two-way export pricing for low voltage customers by encouraging exports
during peak demand periods and self-consumption during the day that will reduce future
network costs, and greater customer participation in energy management and energy
management tools

e update our controlled load tariffs to ensure they continue to remain relevant to customers
and offer a greater choice of options to achieve a lower network bill, and

e streamline our existing tariff offerings to make them easier for customers to understand.

In Chapter 9 we provide a summary of proposed tariffs for the 2025-30 regulatory control period
and feedback from engagement with our customers which has informed their development.

3 The price impacts factor in transmission charges from Powerlink that are forecast to increase by inflation
and the Queensland Government’s Solar Bonus Scheme expiring on 1 July 2028. For forecast inflation, we
have used a forecast of 2.75 per cent based on the AER’s method set out in the Post Tax Revenue Model.
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Chapter 10: Metering

Our residential and small business customers who do not yet have a smart meter installed
continue to receive metering services from Energex. The costs of providing legacy metering
services associated with network-installed basic accumulation meters have historically been
recovered from those customers receiving the service (i.e. user-pays). However, given that the
number of legacy meters will decrease over time as more smart meters are installed, the AER
has provided guidance that the costs of providing metering services for those remaining meters
should more appropriately be recovered from all customers through our network charges as a
standard control service (SCS). This will reduce the burden on customers who have yet to
receive a smart meter and ensure the transition to smart metering is fair and equitable.

We sought customer views on the potential change to the charging arrangements for legacy
metering services. In line with feedback that costs to maintain legacy meters and associated
services should be shared across all customers, we propose to seek the reclassification of
metering services as a SCS. We also propose to accelerate recovery of depreciation of legacy
meters to achieve full cost recovery by 2030. More information is provided in Chapter 10.

Chapter 11: Alternative Control Services

ACS are typically user-specific or customer-requested services that are charged separately to the
customer requesting or benefitting from the service (rather than costs being recovered from all
customers through our network charges). These services are paid for by the person or entity
receiving the service (i.e. user-pays).

The AER’s Final Framework and Approach (F&A) for Energex for the 2025-30 regulatory control
period classified public lighting (including security lighting), connection management services,
enhanced connection services and ancillary services as ACS.*

Public lighting

The provision of public lighting is a critical service that plays an important role in enhancing safety
and security in public areas. Due to the specific nature of public lighting and public lighting
customers, we have had a stand-alone, discrete engagement process for public lighting. This
engagement process has heavily influenced our proposed 2025-30 public lighting strategy.

As outlined in Chapter 11, our strategy is to continue the deployment of light emitting diode (LED)
public lighting to achieve 100 per cent LEDs by 30 June 2030. This will result in energy savings
for customers and support the transition to a net zero emissions future. As part of this strategy,
we also propose to fund the upfront capital cost of the conversion of Rate 1 and Rate 2 assets to
LED, extend the cost recovery timeframe out to 2035 for the residual value of the remaining
conventional lights, and, for the first time, support a user-pays approach for smart control devices
(to be offered to customers from 1 July 2026).

The proposed forecast revenue to be recovered from our public lighting tariffs in the 2025-30
regulatory control period is estimated to be $258 million ($, nominal). This represents a step
change from the total expected revenue of $238 million ($, nominal) to be recovered in the
current 2020-25 regulatory control period. This step change aligns with Energex’s investment in
LED technology in both Rate 1 and Rate 2 assets. Energex does not propose any additional
capex for conventional lights in the 2025-30 regulatory control period.

4 AER, Final Framework and Approach — Ergon and Energex 2025-30, July 2023.
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Other Alternative Control Services

Chapter 11 sets out our proposed approach to other ACS - ancillary services and security
lighting.

Fee-based ancillary services include temporary disconnections and reconnections, supply
abolishment, re-arrangement of connection assets, and meter tests. In addition to updating our
forecast labour rates and overheads, we are proposing changes to service dimensions, such as
travel time, time to complete a job and number of crew required. We are also proposing to
rationalise our suite of services by discontinuing the service permutations which have had little to
no uptake over the past three years.

Quoted ancillary services include connection application management services, enhanced
connection services and auxiliary public lighting services. Unlike in previous regulatory control
periods, we are proposing to use labour rates specific to these quoted services for the 2025-30
regulatory control period to ensure we recover actual costs. We are also proposing to include a
margin. This is in line with DNSPs in other jurisdictions, noting that it is intended to promote
competitive neutrality.

Security lighting services generally involve installation, operation, maintenance and replacement
of lighting equipment typically mounted to our distribution network poles and structures. As part of
the F&A process, the AER agreed to our proposal to cease providing and installing new security
lights for new customers in the 2025-30 regulatory control period. Energex will continue to
maintain and operate security lights for existing customers until they transition to alternative
solutions.

Chapter 12: Other Regulatory Matters

Chapter 12 addresses a number of regulatory matters, including application of the AER’s
proposed approach to the classification of distribution services, incentive schemes and control
mechanisms for ACS and SCS. This chapter also covers other regulatory requirements, including
the requirement for a negotiating framework, jurisdictional schemes, nominated pass through
events and contingent projects, and addresses our approach to confidentiality and assurance and
certification requirements.

Attachments

Our Regulatory Proposal is complemented by supporting documentation, including a plain
language overview and the Tariff Structure Statement. These documents are listed in each
Chapter.
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A snapshot of our Regulatory Proposal

Table 1: Standard control services

2025-26 2026-27 2027-28 2028-29 2029-30

Forecast expenditures ($m, real $2025)

Net capex 690.6 715.1 676.5 666.4 673.8
Opex (inc. debt raising costs) 451.4 454.3 456.8 459.7 462.7
Opening RAB ($m, nominal) 15,590.7 16,100.8 16,627.1 17,098.3 17,559.1

Revenue requirements ($m, real $2024-25)

Annual revenue requirements (smoothed) 1,469.7 1,546.8 1,628.0 1,713.4 1,803.3
&e)lghted average cost of capital (WACC) 6.04 6.09 6.16 6.27 6.38
X factor (%) -5.25% -5.25% -5.25% -5.25% -5.25%
Nominal increase in revenue (%) 8.19% 8.19% 8.19% 8.19% 8.19%
Demand forecast 50 PoE (MW) 5,295 5,311 5,335 5,350 5,377
Customer numbers 1,668,729 1,692,014 1,714,958 1,735,910 1,756,287
Forecast energy consumption (GWh) 21,487 21,525 21,661 21,701 21,903

Table 2: Alternative control services

Matter Position

We are proposing to convert all existing conventional public lights
to LED by 30 June 2030.

We also propose to fund the upfront capital cost of the conversion
Public lighting services of Rate 1 and Rate 2 assets to LED, extend the cost recovery
timeframe out to 2035 for the residual value of the remaining
conventional lights, and support a user-pays approach for smart
control devices (to be offered to customers from 1 July 2026).

We are proposing to cease offering security lighting as a new
installation from 1 July 2025. We will continue to maintain and
operate legacy security lights.

We are proposing changes to service dimensions for fee-based
ancillary services. We are also proposing to rationalise our suite of
services by discontinuing the permutations that have had little to
no uptake over the past three years.

We are proposing to use labour rates specific to quoted services
to ensure the recovery of actual costs. We are also proposing to
include a margin.

Other ACS
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Table 3: Key positions

Matter Position

We broadly accept the AER’s proposed service classification as
set out in the Final F&A.

We propose that legacy metering services should be reclassified
as a standard control service. We also propose to accelerate
recovery of depreciation of legacy meters to achieve full cost
recovery by 2030.

Service classification

We accept the AER’s control mechanism decision as set out in the
Final F&A, namely:

Control mechanisms .
e revenue cap for standard control services, and

e price cap for alternative control services.

We accept the proposed application of the following incentive
schemes as set out in the Final F&A:

e Efficiency Benefit Sharing Scheme
e Service Target Performance Incentive Scheme
e Capital Expenditure Sharing Scheme
¢ Demand Management Incentive Scheme, and
Incentive schemes e Demand Management Innovation Allowance Mechanism.

However, we propose that the following incentive schemes should
not apply in the 2025-30 regulatory control period:

e  Customer Service Incentive Scheme
e  Export Service Incentive Scheme

e Service Target Performance Incentive Scheme
(telephone answering measure)

We nominate the following additional pass through events:
e insurance cap event
Nominated pass through events e insurer’s credit risk event
e terrorism event, and
e natural disaster event.

Contingent projects We have not proposed any contingent projects.

Our Tariff Structure Statement outlines our proposed tariff
structures for the 2025-30 regulatory control period. We are
proposing to:
e strengthen the peak price signal
Tariffs e update time of use pricing windows
e transition to two-way pricing
e update controlled load tariffs, and

e streamline existing tariffs.
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Chapter 1: Context for our Proposal

1.1  About Energex

Energex is a subsidiary of Energy Queensland, a Queensland Government-owned corporation.
We manage an electricity distribution network which supplies electricity to close to 1.6 million
residential homes and commercial and industrial businesses, serving a population of around

3.8 million. Taking supply from Queensland’s transmission network service provider Powerlink,
we operate and maintain one of Australia’s largest electricity networks, covering an area of
around 25,000 square kilometres in the growing region of South East Queensland, with a
maximum demand of around 5,200 MW and delivering around 21,700 gigawatt hours (GWh) per
year.

Our distribution network runs from the New South Wales border in the south to Gympie in the
north and west to the base of the Great Dividing Range. It includes the major population areas of
Brisbane, the Gold and Sunshine Coasts, Ipswich, Redlands, Logan, and Moreton Bay. Figure 5
below shows our distribution area.

Power is supplied to our customers through more than 35,000 kilometres of overhead powerlines,
21,000 kilometres of underground cables, 246 zone substations, 42 bulk supply substations and
over 52,000 distribution transformers.

Figure 5: Our service area
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1.2

Energising South East Queensland communities

The Energex network services around 1.44 million residential homes and 124,000 businesses.
Our role as a distribution business is to provide a network of ‘poles and wires’ that deliver
electricity to South East Queensland’s homes and businesses. As illustrated in Figure 6, we
provide a range of services, including:

connecting customers to our network
constructing the poles and wires used to transport energy across the distribution network
monitoring and operating the network to ensure ongoing reliability of supply

responding to power outages and fixing damage to the network, including after storms
and natural disasters

reading and testing basic accumulation meters, and

building, operating and maintaining public lights.

Figure 6: Our services and activities
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We recognise that the safe and cost-effective delivery of reliable electricity is essential to
supporting our customers’ lifestyles and the economic prosperity of the communities we serve
and the State of Queensland as a whole.

Our employees also live and work across South East Queensland throughout Energex’s service
area, providing frontline services from 20 geographically dispersed service depots and offices.
Our teams provide services to customers and respond to network faults and emergencies, as well
as perform network maintenance and augmentation works across each area. As customers and
community members, our employees appreciate the challenges faced by those living in the local
communities they serve and are committed to keeping the lights on.

Our customers and communities are at the centre of all that we do. Each area we service is
unique, with different customer profiles and different electricity supply challenges. Energex’s
network area is a fast-growing mix of metropolitan and rural residential and business customers,
including hospitals, schools and university campuses, major shopping centres and commercial
and industrial precincts. Along with strong population and economic growth in our service areas,
the demand for power is increasing.

The way our network is managed and built is strongly driven by the expectations and needs of
South East Queensland’s residents, businesses and communities. The Energex network is
characterised by high density areas, such as the Brisbane Central Business District and the Gold
and Sunshine Coast city areas, as well as less densely populated suburban neighbourhoods and
rural regions. The diverse nature and large size of our customer base means that our network
needs to be sufficiently resilient to safely and reliably support our customers’ domestic,
commercial and industrial needs and preferences now and into the future. How we invest in our
network in South East Queensland is also influenced by a range of challenges, including:

e cost-of-living pressures

e increased uptake of DER, such as solar energy systems, battery storage and electric
vehicles

e strong economic growth and development throughout the region, principally in the
tourism, manufacturing, education, health, retail, defence, agricultural and construction
sectors

e increasingly harsh climate conditions and more intense and frequent natural disasters,
including severe storms, flooding, and bushfires, and

e accelerated development focused on delivering the Brisbane 2032 Olympic and
Paralympic Games.

At the same time, we will be supporting the shift to renewable energies that will not only transform
the State’s energy system to deliver clean energy for householders and businesses but also
contribute to accelerated growth in the economy and boost employment. Our role will be to
ensure we have a well-integrated, smart, and resilient electricity system to deliver Queensland’s
clean energy targets and support employment, population, and economic growth.

Understanding the economic, social and environmental challenges of the region and the changes
in our customers’ preferences for how they interact with us and our network is critical to ensuring
our investment plans will effectively manage and prepare our network for the demands of the
future and deliver the best possible outcomes for our customers. In particular, we aim to address
our customers’ electricity affordability concerns by investing only what is necessary to meet the
energy needs of South East Queensland, thereby minimising price increases.

To ensure we are meeting the unique and diverse needs of our communities and customers, we
engage regularly with our customers and other stakeholders on their thoughts, needs,
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expectations and concerns. With our industry undergoing a period of rapid transformation, an
open dialogue is critical for enabling diversity of thought, innovation and, ultimately, more now
than ever, better, more sustainable, customer-focused solutions. Energex operates a
coordinated, multi-channel community and customer engagement and performance
measurement program. These conversations, and the focus they provide, are fundamental for
creating real long-term value for our customers, our business, and South East Queensland.

1.3 What we have delivered for customers during 2020-25

During the current 2020-25 regulatory control period we have invested prudently and efficiently to
build a strong foundation for the 2025-30 regulatory control period. This section provides an
overview of how we have been delivering on the commitments we made to our customers and
communities for 2020 and beyond and our financial and service performance to date.

1.3.1 Delivering on our customer commitments

Figure 7 details what we have delivered in the 2020-25 regulatory control period, against the key
customer commitments that we made in our 2020-25 Regulatory Proposal.

Figure 7: Delivering on our customer commitments 2020-25

SAFETY FIRST

O

AFFORDABLE SECURE SUSTAINABLE

We continue to look for ways to We're here 24/7 to keep the Enabling your use of new and
make electricity more affordable lights on - providing peace emerging technologies and
across our networks, and to of mind with a safe, reliable providing easier access to the
advocate for the reforms needed electricity supply. and the network - we give you as much
for a bright energy future for all knowledge that we’'ll be there control as you choose for your
Queenslanders. ‘after the storm’. energy solutions with information

Our key focus areas: pricing. Our key focus areas: emergency and'morg'sustainable.choices:

network tariffs and fairness response, reliability and service Our key focus areas: network
promise as an enabler, collaboration and
connections

What we have delivered so far

Safety First

e Asthe network ages and the risk of equipment failure increases, a focus on maintaining safety outcomes for our
people, customers and communities is paramount. Since 2020, we have invested in renewing and maintaining
our poles, wires and other infrastructure to address asset safety risks and ensure we have the capability to
respond to emergencies.
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What we have delivered so far

Important investments in community safety have been made during this period, including education and
awareness campaigns, such as the ‘Next thing you touch’, ‘Take Care. Stay Line Aware.’, ‘Stay. Call. Wait.’,
‘Spot it. Report it.” and “Look Up and Live’ campaigns. We have also undertaken targeted campaigns with
industry stakeholders in response to an increase in building and construction, road transport and earthmoving
related network safety incidents involving the public.

We have engaged with landowners on the safety of privately-owned property poles and lines and the
importance of maintaining powerline clearance. A trial inspection program has led to an advanced inspection
method that proactively addresses the electrical safety and bushfire risks associated with unmaintained poles,
complementing the responsibilities of the landowner to inspect and maintain any privately-owned poles and
wires.

To ensure safe clearances are maintained between our overhead powerlines and buildings or other structures,
we have used aerial inspections to identify issues and engage proactively with landowners with structures under
or too close to our lines. The issues identified are helping us to promote the importance of maintaining safe
clearances from electricity infrastructure to councils and the construction industry.

Through our focus on continuous learning, critical controls around high-risk hazards and empowering our
people with new digital capabilities, we have reduced the number of significant injuries in the workplace by
around a third.

At the same time, however, we tragically lost one of our sub-contractors after he sustained fatal injuries from a
dog attack. While we had done significant work around safe entry in recent years, this incident led to a further,
in-depth review of how we manage this risk on a daily basis, to ensure our people and contractors can go home
safely after a day’s work.

Affordable

Over the past eight years (from 2016-2017 to 2023-24), distribution network charges for households have
reduced by 16 per cent. However, the volatility in the wholesale market has offset much of those gains and
impacted retail prices across the market.

We are acutely aware of the cost-of-living pressures impacting our customers and have worked hard to ensure
we have not spent any more than necessary to deliver our program of work. However, the economic landscape,
characterised by higher than forecast inflation, increasing interest rates and disrupted global supply chains, has
led to material cost increases for our business. This, along with our ongoing commitment to investing in the
safety and reliability of our network, has contributed to Energex exceeding its AER forecasts for both opex and
capex over the past three years.

Changes implemented by Energex in 2020 represented a significant but transitionary step towards more
efficient tariff structures and assignment arrangements for residential and small business customers. All
customers within this group with capable meters are now assigned to network tariffs that reflect lower prices
during most of the day and higher prices in the afternoon and evening (where triggers for network investment
are strongest). Over a third of our customers are currently assigned to some form of cost-reflective network tariff
structure.

We are seeing more uptake of solar in our large business segments and growing interest across South East
Queensland for commercial investment in large storage systems. Recognising these developments, we recently
commenced the trial of a tariff for high voltage business customers which incorporated different rates and
charges for usage at different times of the day as well as additional charges and rebates for exports to the grid.

As part of our business-as-usual engagement, we have continued to seek feedback from our customers on the
energy challenges they face and explore solutions to manage their consumption. For example, in collaboration
with our sister company, Ergon Energy Network, our Network Pricing Working Group oversaw a trial of
residential capacity tariffs to assess customers’ understanding of and willingness to change their electricity
consumption in response to capacity-based network tariffs.

Throughout this period we have continued to work on strengthening our demand management capability to put
downward pressure on our expenditure and limit the need for costly network investment. This includes
expanding our PeakSmart air conditioning program, which now has over 629,630 customers enrolled across
South East Queensland and our load control tariffs that provide a cheaper electricity rate for approximately
140,500 connected appliances.
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What we have delivered so far

We have made our processes more efficient through the use of digital innovation. For example, Robotic Process
Automation across the timesheet entry process for our employees resulted in a reduction in hours of manual
timesheet entries equivalent to around five full time employees. This time savings has allowed our Support
Services Team to innovate in other areas and focus more on customers.

Energex has remained conscious of the impact of the energy transformation on energy inclusion and, as such,
we have been advocating for outcomes that deliver for our customers and ensure no one is left behind. This has
included supporting the accelerated deployment of smart meters (which increase tariff choice for customers)
across South East Queensland.

Secure

Each day we build, operate and maintain the electricity distribution network in South East Queensland with a
focus on providing a safe and reliable energy supply. Over the past three years, Energex has invested in the
safety and performance of our network. Since commencement of the current period:

- 418,000 assets have been inspected

- 13,800 poles have been replaced or reinforced

- 950 kilometres of conductor has been replaced

- 24,000 customer service wires have been replaced or repaired

- 834,000 spans of vegetation have been managed, and

- 11 substations have been refurbished, upgraded or rebuilt.

Importantly, this investment is beginning to show signs of decreasing the rate of asset failures.

We have worked hard to maximise the use of our existing assets and increased our network utilisation. While a
number of enabling projects have been completed to allow for the substantial population growth in specific
areas of development, we have focused on limiting the need for augmentation to minimise cost increases for
customers.

Our readiness to respond to emergencies and major weather events has been a key priority. Energex’s
emergency response capability has been deployed on numerous occasions over the past three years due to
major disruptive events, including severe storms, bushfires, heatwaves and floods. Most notably, the major
flooding event in southern Queensland in early 2022 saw our teams work tirelessly over an extended period to
safely restore power to around 246,000 impacted homes and businesses.

In addition to our annual network resilience investment, Energex has scoped an $18 million Flood Resilience
Program for South East Queensland, to be funded by the National Emergency Management Agency’s Disaster
Ready Fund. This will improve the flood resilience of our zone substations, as well as key padmount
transformers, overhead network, and other key electrical assets in areas impacted in the 2022 floods.

Cyber security is an area of increasing focus and we continue to evolve our approach as a fundamental part of
maintaining network and business security. ICT programs have been initiated to improve technology to deal with
evolving business needs, a distributed workforce, changing ways of working and an increasingly complex cyber
security environment.

Energex’s network reliability performance for both outage duration and outage frequency continues to meet the
prescribed standards. Where we have failed to meet our commitments, we have provided a guaranteed service
level payment to impacted customers. In response to the 2022-23 Queensland Household Energy Survey 73
per cent of participants agreed they were provided with a ‘reliable energy supply’, 61 per cent indicated they
have a positive sense of security around their electricity supply, and 75 per cent consider the existing balance
between cost and reliability is about right.

Sustainable

We continue to transform our network into an intelligent grid so that our customers can leverage the many
benefits of digital transformation, DER (like rooftop solar, battery storage and electric vehicles), and emerging
technologies (such as the next generation of home and commercial energy management systems).

Page 31



“. QO
N

energex

Chapter 1: Context for our Proposal

What we have delivered so far

e Over the last three years we have seen a continuation of investment by customers in solar aimed at reducing
energy bills. Other customers are investigating how to expand their solar investment, battery options or introduce
an electric vehicle to their household or business.

e The continuing uptake of air conditioners, the installation of rooftop solar systems, and growing numbers of
electric vehicles is changing the demand profile of the electricity distribution network. To manage the peaks and
troughs that are arising on our network, we are continually evolving and growing our demand management
program to respond to changes in customers’ demand. Repurposing of our existing load control system over the
last year has provided capability to tackle both maximum and minimum peak demand situations. We currently
have a demand management portfolio of approximately 661MW in load and generation available to provide
network support during system-wide and localised issues.

¢  We have introduced Queensland’s first dynamic customer connections. This will enable us to dynamically
operate the two-way power flows within the network’s technical limits and allow more households and
businesses to install rooftop solar, while ensuring the lowest cost, safe and reliable supply of electricity for all.

e Energex supported the introduction of the emergency backstop mechanism to ensure we can maintain
electricity system strength if too much solar is being fed into the grid. This tool enables large systems to be
switched off in an energy emergency situation, as a last resort, for a short time at the direction of the Australian
Energy Market Operator.

e Engagement with our customers and stakeholders on their needs and preferences has been an important part
of our everyday business. Throughout the current period, Energex has continued to engage with customers,
communities and other stakeholders through channels like the Queensland Household Energy Survey, Voice of
the Customer program, Tariff Reform Working Group — Residential and Network Pricing Working Group,
Customer and Community Council, and Talking Energy, as well as customer and stakeholder forums with
industry-specific stakeholders. We have also been engaging on our investment plans for 2025 and beyond,
working with a reference group, establishing two customer panels and undertaking other engagements to guide
our planning for the new energy future.

e  Strong demand for new network connections has driven significant customer-initiated project activity across our
network. Since 2020-21 there has been a significant surge in residential subdivisions and increased numbers of
new solar energy systems connecting to the network. In addition to high levels of new residential solar, the
number of applications for connection of medium and large-scale renewable energy generating systems has
also grown, with the connection of large projects with solar, wind and/or batteries. To date, we have completed
connection applications for:

- 83,000 residential customer connections and alterations

- 1,600 small business connections and alterations

- 4,250 large commercial and industrial business connections and alterations
- 125,000 solar energy systems

- 10 large renewable projects, with over 30,000kVA of large-scale solar.

e We are also supporting government initiatives such as the Gold Cost Light Rail and Brisbane Metro projects,
Brisbane’s Cross River Rail development and major health infrastructure investments.

1.3.2 Our financial performance

We remain focused on our financial sustainability, acutely aware of our customers’ cost-of-living
pressures and the economic challenges associated with the energy transformation. This section
discusses Energex’s financial performance against the AER’s forecasts for the current regulatory
control period.

1.3.2.1 Operating expenditure

Table 4 details our actual opex performance against the AER’s forecast (excluding debt raising
costs) for the 2020-25 regulatory control period.
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Table 4: Actual opex compared with AER forecast

Current Period

$m, real 2024-25 2020-21 2021-22 2022-23 2023-24 2024-25 Total*

AER opex forecast 448.0 463.5 443.2 441.0 438.4 2,234.1

Actual / estimated opex 469.2 478.9 503.8 488.3 485.8 2,426.0

Variance from forecast? -21.2 -15.4 -60.5 -47.3 -47.4 -191.9
Notes:

1. Totals may not add due to rounding.
2. Positive value indicates we spent less than the forecast. Negative value indicates an overspend against forecast.

We are projecting to overspend the AER’s opex forecast for the 2020-25 regulatory control period

by $192 million in real 2024-25 terms.

The main drivers of our opex performance over the 2020-25 regulatory control period, and the
above variances, include:

¢ major flood and storm response costs in 2021-22
e increasing vegetation management contract costs later in the period

e general market conditions and labour cost increases because of the Covid-19 pandemic,
and

e growth in our capital program of work leading to increased labour and overhead costs.

1.3.2.2 Network capital expenditure

Table 5 details our actual network capex performance against the AER’s network capex forecast
for the 2020-25 regulatory control period.

Table 5: Actual network capex compared with AER forecast

Current Period

$m, real 2024-25 2020-21 2021-22 2022-23 2023-24 2024-25 Total*
AER forecast 494.6 475.6 468.1 464.5 462.8 2,365.6
il esilltie 458.9 4336 477.0 4417 485.1 2,296.3
network capex

Variance from forecast? -35.7 42.0 -8.9 22.8 -22.3 69.3

Notes:
1. Totals may not add due to rounding.
2. Positive value indicates we spent less than the forecast. Negative value indicates an overspend against forecast.

We are projecting to spend the AER’s network capex forecast for the current regulatory control

period. The main drivers for our network capex performance over the 2020-25 regulatory control
period, are discussed below:

¢ Augmentation capex (augex) - we are projecting to spend at the level of the AER’s
augex forecast for the current regulatory control period. Early in this period, we were able
to maintain an historically low level of expenditure through increasing the utilisation of our
existing assets to meet the growth in customers and load. However, we are forecasting an
increase in 2024-25 due to two large projects commencing this financial year, namely:

- establishing Bells Creek Central zone substation to supply the growing area of
Caloundra South, and
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- establishing Petrie zone substation to meet growing demand in the Moreton Bay area
and address network limitations in the Kallangur and Lawnton areas.

o Replacement capex (repex) - we are projecting to spend greater than the AER’s repex
capital forecast for the current regulatory control period by $93 million. The main drivers
for our increased spend are as follows:

- the identification of a larger than expected number of conductor clearance issues in
the last two years of the 2015-20 regulatory control period, resulting in non-critical
work being deferred to the current regulatory control period and increased expenditure
against forecast for repex in 2020-21 and 2021-22

- anincrease in pole-top structure defects and failures, resulting in increased
expenditure above our forecasts at the time of the 2020-25 Regulatory Proposal, and

- above inflation increases in construction costs, particularly civil construction costs,
impacting our forecast repex for the final two years of this regulatory control period.

e Connection capex (connex) - we are projecting to spend greater than the AER’s connex
forecast for the current regulatory control period by $40 million. The main drivers for our
increased spend are:

- the unanticipated impact of Covid-19 on migration in South East Queensland and the
associated increase in new connections, and

- our 2020-25 investment proposals were completed on the back of a construction
boom (prior to the Covid-19 pandemic) when a slowdown in construction was
anticipated for the 2020-25 period. However, the construction sector proved to be
more resilient than anticipated.

1.3.2.3 Non-network capital expenditure

We are projecting to spend greater than the AER’s non-network capex forecast for the current
regulatory control period by $271 million (refer to Table 6). The main drivers for our high non-
network capex over the 2020-25 regulatory control period are:

e substantial investment into non-network ICT systems, including replacing a significant
legacy application portfolio that was overdue for replacement and maturing our cyber
security capabilities (more information is provided in section 5.3.2.1), and

e increased property, fleet and equipment costs due to general industry and market
conditions, which has increased unit costs across projects and equipment.

In recognition of the amount of capex that we have invested in our non-network ICT systems
above the AER forecast, we will exclude $130.2 million of ICT capex from our opening RAB
forecast for the start of the 2025-30 regulatory control period. This amount is the difference
between the AER’s non-network ICT capex forecast and actual spend for the first three years of
the current regulatory control period (i.e. for 2020-21 to 2022-23). Excluding this capex from the
RAB reduces our forecast revenues by $107.5 million over the next regulatory control period.
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Table 6: Actual non-network capex compared with AER forecast

Current Period

$m, real 2024-25 2020-21 2021-22 2022-23 2023-24 2024-25 Total*
AER forecast 75.0 80.7 91.0 78.6 71.8 397.1
FsiiEl § e 119.9 128.1 95.6 136.5 187.7 667.8
non-network capex

Variance from forecast? -45.0 -47.4 -4.5 -57.8 -115.9 -270.7

Notes:
1. Totals may not add due to rounding.
2. Positive value indicates we spent less than the forecast. Negative value indicates an overspend against forecast.

1.3.3 Our service performance

To ensure our network remains safe and reliable, we continue to focus on delivering our major
asset renewal program. These refurbishment and replacement works are essential to maintaining
our current performance levels and our ability to continue to provide a reliable and resilient
network that meets the future needs of our customers and South East Queensland communities.

We deliver our services to meet regulated target levels of electricity reliability (frequency of
outages), responsiveness to restoration of power supply when outages occur (duration of
outages), and customer call centre performance. The STPIS targets incentivise us to maintain or
improve our service performance where customers are willing to pay. We either earn financial
rewards or pay penalties based on our performance relative to average historical levels. The AER
sets the STPIS targets based on our five-year historical performance, with the reward or penalty
being applied annually as tariffs are established.

Table 7 shows our STPIS performance over the 2020-25 regulatory control period.

Table 7: Actual and Forecast Service Performance (STPIS)

Current Period

$m, real 2024-25 2020-21 2021-22 2022-23 2023-24 2024-25

Unplanned SAIDI* (minutes)

Urban 4.78 3.14 1.47 2.50 2.50
Short rural 49.74 57.63 54.17 51.79 51.79
Long rural 128.06 152.61 108.52 127.78 127.78

Unplanned SAIFI? (interruptions)

Urban 0.08 0.07 0.00 0.03 0.03
Short rural 0.54 0.56 0.52 0.55 0.55
Long rural 1.17 1.26 0.94 1.18 1.18

Customer service (% answered in 30 seconds)

Telephone

answering 88.58 89.65 89.70 88.60 88.60

Notes:
1. SAIDI = System Average Interruption Duration Index.
2. SAIFI = System Average Interruption Frequency Index.
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1.4 Our operating environment

Energex is operating in a time of change and uncertainty. The energy transition to more
renewables is driving a once-in-a-generation change that requires a whole-of-system
transformation.

The growth in electric vehicles, battery energy storage systems, solar systems and smatrt
metering is changing the way we live. At the same time, Queensland has experienced
unprecedented challenges associated with the global Covid-19 pandemic and is now facing rising
cost-of-living pressures. This means we need to be prudent, and only invest what is necessary.

However, Energex does not want to be in a position in the future where we place the burden to
pay on the next generation of customers because we have not acted today. We also need to
consider the impact of the energy transition on energy inclusion, and advocate for outcomes that
deliver for all our customers and communities.

1.4.1 The energy transformation

With a changing environment and continuing increases in the cost-of-living, providing a fair
energy future has never been more important than now.

As illustrated in Figure 8, supplying energy to a home or business involves several different
functions. Traditionally, the energy supply chain has involved generating energy (typically from
gas or coal), transmitting the energy using poles and wires over long distances from where these
raw materials are processed to where residential and business customers are and distributing the
energy over smaller poles and wires.

With increased customer uptake of renewables and other technologies, people are rapidly
changing both how they use and what they expect of the electricity network. This requires a
rethink about the best way to plan and charge for electricity in a way that is fair for everyone and
meets different customer expectations.

Figure 8: The energy transformation
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1.4.1.1 The shift to a clean energy future

The Queensland Government’s Queensland Energy and Jobs Plan outlines how the shift to
renewable energies will be implemented in Queensland and commits to a 70 per cent renewable
energy target by 2032, 80 per cent by 2035 and net zero emissions by 2050. While Energex will
not have any investment projects directly related to the plan, our distribution network will need to
support the shift to a clean, low carbon energy future by enabling the connection of more DER
and the electrification of transport, consistent with government and customer environmental
objectives.

1.4.1.2 Electrification of everything

‘Electrification of everything’ is a critical component in the strategy to reach net zero emissions,
with electricity generated from renewable sources set to become the primary source of energy in
Australia. Solar panels, battery energy storage systems, electric vehicles, home management
systems and other devices will increasingly empower our customers to generate, store and
manage their own electricity. The network can also benefit from the flexibility of these loads to
flatten the peaks and troughs in network demand and defer network augmentation. As we
continue to support the electrification of everything by enabling customers to install these
technologies, the reliability, safety, and security of our electricity will become even more
important.

1.4.1.3 The new role of Distribution System Operator

Energex will continue to expand coordination of energy use and supply to customers by
dynamically operating two-way power flows in the distribution network within technical limits and
optimising available DER, including electric vehicles and community batteries. This will enable
our customers to leverage the many benefits of digital transformation and DER to manage their
energy usage and costs, while also allowing us to leverage emerging technologies to manage our
network assets more efficiently. The Queensland Energy and Jobs Plan sets out plans to define
the roles and responsibilities of Queensland’s Distribution System Operator in advance of the
appointment of Energy Queensland (our parent company) as the Distribution System Operator in
Queensland to better coordinate energy use and supply to customers.®

1.4.1.4 Growth in the uptake of DER

The volume of DER, like solar systems, battery storage and electric vehicles, connecting to our
network is expected to grow over the next five to 10 years. We are committed to supporting
continued customer uptake of these technologies and their effective integration into the system,
while continuing to maintain the reliability of our network. For example, with the potential for up to
a million additional electric vehicles to be on the roads in South East Queensland by 2030, the
connection of charging facilities for electric vehicles is an important consideration for the 2025-30
regulatory control period.

1.4.1.5 Challenges of minimum demand

The rapid growth of solar generation from house rooftops and solar farms during daylight hours is
resulting in the need to manage the rising challenge of minimum demand on the network.
Minimum demand can best be described as the lowest energy demand across an electricity
network at a point in time. This can cause issues around local power quality that can be harmful
to customer appliances as well as the network. At the system level, it can impact power system
security, threatening its ability to withstand major events unless carefully managed. Our network

5 Queensland Government, Queensland Energy and Jobs Plan, September 2022, p. 37.
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will need to continue to deploy solutions that help to ‘soak-up’ the generation from solar and put it
to good use for customers.

1.4.1.6 Energy storage

Energy storage will be important in providing a balance between supply and demand by enabling
load shifting (i.e. customers storing their excess power generation to use in peak periods and
reduce their costs) to avoid network constraints. With an expected decline in battery costs over
time, the installation of varying sized batteries in Queensland homes and businesses will likely
increase. Customers will be able to use the stored energy and avoid paying higher prices for
network supply during peak periods or can consider exporting the stored energy to the grid during
a peak period. Electric vehicles also present a future opportunity for mobile storage, with vehicle-
to-grid charging having the potential to balance loads.

1.4.1.7 Security of critical infrastructure

Security of critical infrastructure is an area of increasing focus for all utility providers given the
growing threat to essential services and businesses. As a responsible entity for a critical
infrastructure asset, we are bound by the Security of Critical Infrastructure Act 2018 which
requires us to proactively manage risks to ensure the security of our infrastructure, both physical
and cyber, to reduce the threat of network disruption and outages. As the energy transformation
continues to evolve with more interconnection and digitalisation, it requires even greater effort to
manage risk. We are continuously updating our approach to an increasingly complex physical
and cyber security environment.

1.4.2 Climate change and the environment

A changing climate is leading to increased frequency and intensity of weather and climate-related
events in South East Queensland, including extreme temperatures, greater variations in wet and
dry weather patterns (e.g. flooding and drought), bushfires, tropical cyclones, storms and storm
surges, as well as changing sea levels. These events increase the likelihood of inundation or
other damage to exposed and low-lying Energex assets.

Environmental factors can have a significant impact on the life of our assets and create safety
and reliability problems for the network. They are also a key driver for maintenance and asset
replacement expenditures.

The changing climate and increasing frequency of major disruptive weather events and the
resilience of our network remains front of mind, as do customer expectations for quick restoration
of supply following these events.

1.4.3 Economic factors

The energy transformation is expected to drive investment in the Queensland economy, creating
new jobs and industries such as renewable hydrogen. With Queensland’s economy and
population expected to grow in coming years, Energex will need to provide the infrastructure to
support more connections and increased demand. At the same time, cost-of-living pressures are
likely to remain a key concern for our customers and communities.

1.4.3.1 Queensland’s growing economy

The Queensland Government’s 2023-24 State Budget projects that the Queensland economy will
grow by around 2.75 to 3 per cent annually from 2023-24 onwards, and that there will be
continued low levels of unemployment. Queensland’s population is also expected to grow during
the 2025-30 regulatory control period. The expected strong economic and population growth in
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South East Queensland will drive new home and business connections to the network and
require a reliable, sustainable supply of electricity in addition to current demand.

1.4.3.2 Increases in the cost-of-living

Elevated inflation and cost pressures on consumers remain high and are unlikely to ease
significantly in the short-term. Rising interest rates, which not only affect household budgets
directly but also indirectly through increased consumer pricing (due to higher business interest
rates), are placing further pressure on customers. Interest in ways to reduce or change
consumption to lower electricity bills is increasing among our customer base and is an important
consideration in our Regulatory Proposal.

1.4.3.3 Labour and skills shortages and supply chain issues

With the State’s economy and population set to climb, the availability of skilled resources and
materials and equipment is essential to ensuring that Energex has the capability to build the
infrastructure needed to cope with increasing electricity demand and resource the electricity
network of the future. However, we are operating in an environment in which recruiting
appropriately skilled staff and procuring materials and equipment to build and maintain our
network is challenging, particularly when global supply chains are still recovering post Covid-19
and have been further disrupted by the war in Ukraine.

1.4.4 Ongoing regulatory change

Our industry operates with oversight from several regulators, including the AER, the Queensland
Competition Authority, and the Queensland Government’s Department of Energy and Climate
and Electrical Safety Office. With the energy transition gathering pace, our regulatory
environment continues to evolve. Further changes to the rules that govern the operation of the
National Electricity Market (NEM) will have an impact on how we operate and manage our
distribution network now and into the future.
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Key messages:

* Engaging with and listening to our customers is a fundamental component of our
business-as-usual activities and has been integral to the development of this Regulatory
Proposal.

Our Regulatory Proposal has been informed by a comprehensive engagement program,
using a variety of engagement channels and techniques, and is an outcome of the
valuable insights and preferences provided by our customers and stakeholders.

Customers and stakeholders have shared their views on a range of themes, including the
energy challenges they and their communities face, as well as on targeted issues on
which we sought specific feedback.

Overall, customers have told us that they value the services we provide and how we go
about keeping the lights on. However, they have also told us that affordability of electricity
is their primary concern, both from a cost-of-living and cost-of-business perspective.

In response to customer feedback, we have sought to strike the right balance between
investing in the network to provide clean, reliable and smart electricity and efficiently
delivering electricity services in the most affordable way.

2.1 Overview

Engagement with our customers and stakeholders has always been a fundamental aspect of our
daily operations at Energex. We built upon this foundation in establishing our Customer and
Stakeholder Engagement Strategy (Attachment 2.01) and Customer and Stakeholder
Engagement Plan (Attachment 2.02) through proactive engagement and co-design with
customers, our Customer and Community Council, and various other stakeholders representing a
cross-section of customer cohorts. We committed to working in collaboration with our customers
and stakeholders to shape and deliver a Regulatory Proposal that not only reflects the outcomes
of our engagement process but also has the endorsement of South East Queensland customers
and communities. This chapter discusses how we have actively involved our customers and
stakeholders in this journey, integrating their valuable insights and preferences into the
development of this Regulatory Proposal.

Our customers are at the heart of everything we do at Energex. We are dedicated to enhancing
the service experience today, while evolving to meet future needs. We take pride in our role in
keeping the lights on across South East Queensland, especially during a period of significant
transformation in the energy industry. The regulatory reset has been a crucial opportunity for us
to strengthen our business-as-usual engagement activities, enabling us to delve deeper into
understanding and responding to what truly matters to our customers and stakeholders. During
this process we established our Voice of the Customer Panel, with a focus on forging
partnerships to ensure that our engagement directly contributes to delivering clean, reliable and
smart electricity services in the most affordable way, and ultimately a positive outcome for our
customers.
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2.2 Engagement context

In developing our Regulatory Proposal engagement program we first set out to understand the
AER'’s Better Resets Handbook: Towards Consumer-Centric Network Proposals (December
2012), also known as 'the Better Resets Handbook’, which seeks to encourage networks to better
engage and have consumer preferences drive the development of their Regulatory Proposals.

The Better Resets Handbook identified three key themes for engagement, including ‘Nature of
Engagement’, ‘Breadth and Depth’, and ‘Clearly Evidenced Impact’, which is depicted in Figure 9.

Figure 9: Engagement Strategy Building Blocks

Engagement Strategy Building Blocks

. . Accessible, clear and Regulatory Proposal linked to
Sincerity of engagement
transparent engagement consumer preferences
Consultation on desired outcomes Independent consumer support
Consumers as partners .
and then inputs for the Regulatory Proposal
Equipping consumers Multiple channels of engagement

Consumers’ influence on the

A tabilit
RRENDRRRIE Regulatory Proposal

Nature of Engagement is concerned with sincerely partnering with consumers and equipping
them to effectively engage in the development of their Regulatory Proposals. The intent is to treat
the consumer as a partner, to understand and reflect their preferences within the Regulatory
Proposal, produce the proposal by focusing on the outcomes sought and, upon regulator
approval, embed the change for implementation within the agreed timeframe.

Breadth and Depth relates to the scope of engagement with consumers and the level of detail at
which network businesses engage on the issues identified from the consumer’s perspective. The
intent is that Energex transparently sets out its Customer and Stakeholder Engagement Plan,
based upon the long-term outcomes for consumers, embracing multiple channels of engagement,
and, where possible, using the International Association of Public Participation (IAP2) Spectrum
of Public Participation as already adopted by Energex.

Clearly Evidenced Impact means the issues addressed and the outcomes pursued represent
the consumer’s own preferences as captured through structured engagement sessions, and
where the consumer’s voice is obtained through independent facilitation, especially where they
are vulnerable. The intent is to safeguard the consumer’s interests and understand the sentiment
free of undue influence by Energex.

We have adopted the AER’s engagement themes and building blocks into our own Customer and
Stakeholder Engagement Framework. Our approach is not only aligned with these principles but
is also deeply embedded in every aspect of our engagement activities. For a detailed account of
how our engagement program has delivered on the AER’s expectations, please refer to our
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Engagement Summary Report (Attachment 2.03). This document provides comprehensive
insights into our journey of elevating engagement to a core business priority, ensuring that our
Regulatory Proposal is both reflective of and responsive to the needs and preferences of our
customers and stakeholders.

2.3 Customer and stakeholder engagement focus

Building on our business-as-usual engagements, we have undertaken a comprehensive
engagement program, based on best practice principles for customer and stakeholder
engagement - the foundation and framework for the way we do business. We have aligned our
engagement program with the AER’s expectation for customer-driven priorities to produce this
Regulatory Proposal. With a strong focus on affordability, we are keeping downward pressure on
our network prices, simplifying our network tariffs, and providing clean, reliable and smart
electricity services that not only keep the lights on, but meet the long-term interests of all South
East Queenslanders.

Our aim has been to engage with and listen to the voices of our diverse customers and transform
our distribution network to deliver affordable, sustainable energy services and solutions to over
1.6 million residential homes and commercial and industrial businesses, across a growing
population base of around 3.8 million people. In the ever-shifting energy landscape, where the
cost-of-living is a significant concern for many Queenslanders, we have made affordability one of
the key foundations of our decision-making.

We recognise that the safe and cost-effective delivery of reliable electricity is essential to
supporting our customers’ lifestyles and the economic prosperity of the South East communities
we serve and the State of Queensland as a whole.

Our customers and communities told us they have high expectations of Energex. They want us to
give them a chance to talk about their energy challenges, understand how they affect us all, and
work together to find sustainable, cost-effective solutions for the future. They want to be partners
in this process, and we have been committed to a partnership approach.

We recognise the critical role our customers and stakeholders have at each stage in the
engagement process. Throughout this regulatory control period, we have fostered collaboration
with our customers, their representatives, and wider stakeholders, directly engaging with them on
a range of topics that are important to them, like addressing affordability and value, providing a
well-integrated, smart, and resilient electricity network to facilitate the energy transition, and
enhancing customer service.

Input from customers and stakeholders spans a wide range of engagement activities that have
taken place since 2020, throughout the 2020-25 regulatory control period. It has been invaluable
in shaping not only our current business decisions and planning but also our future strategies for
the period from 2025 to 2030.

2.4 Engagement approach

Ahead of the 2025-30 regulatory control period, our commitment to crafting a consumer-centric
Regulatory Proposal has had unwavering support from the Energy Queensland and Energex
Boards and Executive Leadership Team.

In alignment with this commitment and recognising the substantial transformation underway in the
energy sector, with a particular emphasis on the regulatory landscape, the Energy Queensland
Board and Executive appointed an Executive General Manager Regulation to spearhead effective
reforms that meet our customers' demands and facilitate Energex’s role in the energy
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transformation. Responsibility for the Regulatory Proposal engagement program sits with both the
Executive General Manager Regulation and the Chief Customer Officer, who leads our customer
and community engagement portfolios.

Building on our longstanding commitment to sincere and genuine engagement, our goal has been
to introduce a fresh perspective to regulatory engagement, working in partnership with, and
placing the customer at the centre. We wanted to understand the broader community context and
how energy forms a part of South East Queenslanders’ thinking about their future challenges.
Within that context we set a range of engagement and consultation activities, principles, and
methods to inform and engage customers and other key stakeholders in the development of our
Regulatory Proposal.

With this in mind, we set out to reconfirm our engagement principles, as depicted in Figure 10,
which have formed the foundation for our business-as-usual engagements with customers and
stakeholders. These principles, previously outworked with our customer advocates, have guided
our approach throughout the regulatory determination process.

Figure 10: Principles of Engagement

different stakeholders outcomes

Our engagement is responsive

rQrQ‘q We're accessible and inclusive Open transparency in our

3 in engaging our many decision-making process and
Our communications are

easily understood, timely and % and improves with feedback

appropriate ®&_~/ measurement

Our principles of engagement have not only been integral to our Regulatory Proposal
engagement approach but have also evolved in the context of aligning them with the AER’s
principles in the Better Resets Handbook while mapping our approach.

See our Engagement Summary Report for further detail on the commitments made in our
Customer and Stakeholder Engagement Plan to deliver against the Better Resets Handbook
principles and engagement expectations, and our progress against those commitments
throughout our engagement to date.

2.5 Engagement program and outreach

Building on our business-as-usual customer and stakeholder engagements, discussions with
Energex stakeholders in July 2022 confirmed our intention to ensure proactive consultation and
co-design of our engagement strategy and associated engagement plan to ensure they both
supported and met our customers’ needs and expectations.

We established the co-design engagement methodology in 2022 to enable customers and
stakeholders to have their say and contribute to developing our Customer and Stakeholder
Engagement Strategy. It was carefully shaped with input from a diverse range of Energex
customers, our Customer and Community Council, and various stakeholders representing a
cross-section of customer cohorts.
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Following development of this strategy, in March 2023, we published our Customer and
Stakeholder Engagement Plan, which was developed in further collaboration with our Customer
and Community Council and RRG to bring the strategy to life.

Both the strategy and plan were designed mindful of best practice customer and community
engagement described by both the Better Resets Handbook and the I1AP2.

2.6 Reset Reference Group

We established a RRG to facilitate customer and community participation in the 2025-30
Regulatory Proposal process. The RRG's primary purpose has been to engage in constructive
collaboration with Energex to develop and execute our Customer and Stakeholder Engagement
Plan, as well as to challenge us on our approach to investment and revenue recovery matters
related to our Regulatory Proposal in the interests of ensuring positive outcomes for customers.

Officially established in October 2022, the RRG has had direct input to and overseen our
engagement and collaboration with customers, customer representatives and other stakeholders,
as we have sought to ensure that our Regulatory Proposal reflects the long-term interests of
customers, both residential and business, and our wider communities, against efficiency and
affordability performance indicators.

The RRG has helped shape the design of and overseen many of the engagements outlined in
this Regulatory Proposal and provided expert guidance to Energex on numerous topics, including
network tariff challenges, tariff structure design, the Connection Policy 2025-30, Network Capital
Governance Framework, cyber security and non-network ICT investments, and smart meter data
purchase options.

Energex’s commitment to the success of the RRG has been underpinned by four key actions:

e our Energy Queensland and Energex Boards and Executive Leadership Team have
provided their strong support for the RRG as an independent body

¢ the RRG has been empowered to evaluate our Regulatory Proposal with rigor. This
includes reflective analysis and feedback in relation to issues as we progressed the
development of our Regulatory Proposal

¢ the RRG has provided an independent feedback loop across all engagement activities,
enabling us to consider process improvements and enhance opportunities for further
dialogue throughout the engagement process, and

¢ the RRG has provided an independent report on our Draft Plan that reflected its
assessment of the engagement undertaken to that point in time, and how they believe that
engagement has shaped our investment and revenue recovery plans, with a further report
to be provided post submission of this Regulatory Proposal.

2.7 Engagement roadmap

In August 2022 we held a customer and stakeholder co-design five-day online ‘Recollective’
workshop process to inform our engagement strategy for our Regulatory Proposal. We were
keenly interested in the views of a representative range of customer and stakeholder participants.
Energex Directors, Executives and project staff, as well as AER and key Queensland government
representatives also participated as observers. The outcomes of the ‘Recollective’ workshop
process guided the development of our Customer and Stakeholder Engagement Strategy and
subsequent Customer and Stakeholder Engagement Plan.
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Through the ‘Recollective’ workshop process several specific customer cohort ‘target audiences’
were identified as priorities for our engagement on the Regulatory Proposal. We also identified
the different topics and issues that these target audiences may be interested in and the different
communication and engagement needs they may have to enable active participation. In addition
to identifying target audiences to engage, customers and stakeholders who participated also told
us of the energy challenges they face, which provided us with early insights into some of the key
issues to be considered as part of our Regulatory Proposal development, as depicted in Table 8.
Our Engagement Summary Report provides a comprehensive summary of the engagement
activities undertaken, customer and stakeholder insights and recommendations, and how we
have responded.

These early insights helped us to develop some overarching key themes and topics to frame and
guide our engagement conversations with customers as outlined in Figure 11. As part of our
engagement planning, we also developed an engagement roadmap that outlines several distinct
phases of engagement over our Regulatory Proposal development, as depicted in Table 8.
Importantly, the overarching themes and topics and the phases of engagement approach were
endorsed by our Customer and Community Council and the RRG - an important part of the co-
design process.

“Our customers want us to give them a chance to talk about their energy challenges, understand
how they affect us all, and work together to find sustainable cost-effective solutions for the
future”.

Figure 11: Our engagement themes

CLEAN

We're building, maintaining and ]
responding to provide a reliable
and resilient network that
meets the needs of our
customers, including

We're supporting the transition

towards clean and renewable
E energy including supporting
70 per cent renewable

energy by 2032 and

ihaialactrification O cyber security resilience
ft t as an essential service
SPREREE o provider.
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CUSTOMER SERVICE
AFFORDAB,LE EXCELLENCE SMART

We're committed to

We're planning ahead
and evolving our networks

to best enable customer
choice in their energy supply
solutions both now and into the
future.

providing cost-effective
@ and efficient services,
recognising the cost of

electricity is a key concern for
customers during these challenging
times.

Four phases of customer and stakeholder engagement have occurred to date in the development
of this Regulatory Proposal.
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Table 8: Phases of engagement

PURPOSE

AND TIMEFRAME | PURPOSE/OBJECTIVE
OBJECTIVE

By end-2022 ¢ Gather insights from our business-as-usual engagement activities and
other interactions with customers and stakeholders.
* Gather insights from our existing customer research and insights program
Q: of activity and research conducted to date.
@ « Gain a further understanding of our customer and stakeholder energy
PHASE 1 needs and engagement preferences to inform our engagement planning
GATHER & through a customer and stakeholder workshop/online forum.

PLAN

Incorporate all insights and understanding into an engagement strategy
and engagement plan outlining our approach and proposed activities to
engage with our customers and stakeholders throughout the regulatory
proposal process.

Feb - Jun 2023 « Establish our key engagement structures as part of the engagement
approach and plan.

Engage directly with customers and stakeholders across regional
Queensland to confirm insights and understandings from Phase 1
((((@ ‘Gather & Plan’.
PHASE 2

Catalogue what customers told us in our engagement conversations
LISTEN about their energy needs now and into the future and identify any gaps
and new issues/insights provided.

* Review conversations undertaken to determine key customer and
stakeholder issues to inform in-depth future conversations.

Jun - Aug 2023 « Explore key issues with our customers and stakeholders in-depth and
analyse options, including trade-offs that may be required.

8:6 * Gather insights from our in-depth customer and stakeholder
conversations and evaluate how these insights and their preferences can
SHARE & influence the Regulatory Proposal.

PHASE 3

EXPLORE * Develop specific options based on customer and stakeholder preferences
to be incorporated into our Draft Plan.

Sep 2023 - *« Engage with customers and stakeholders on our Draft Plan and test
Jan 2024 options outlined.

A
* Explore any additional ‘trade-offs’ that may be required around
PHASE 4 preferences and seek common agreement where possible.

TEST & * Incorporate feedback to Draft Plan and additional insights and
REVISE preferences provided into Regulatory Proposal.

* Submit Regulatory Proposal to the AER.

Apr - Sep 2024 -« Evaluate AER Issues Paper on our Regulatory Proposal.

*« Engage with customers and stakeholders to provide information required
in informing their response and submissions to the AER Issues Paper

consultation.
D ¢ Evaluate customer and stakeholder feedback to the AER Issues Paper and
PHASE 5

further engage with customers and stakeholders to clarify the insights and
FINALISE feedback they provide through the AER Issues Paper consultation.

¢ Consider all insights and feedback received to finalise our Revised
Regulatory Proposal.

* Submit Revised Regulatory Proposal to the AER.

Apr 2025 * Conduct lessons learned exercise with our customers and stakeholders to
inform our engagement activities going forward.

CQD * Implement 2025-2030 Regulatory Proposal plans.

* Monitor and evaluate delivery effectiveness, including reporting on
FUTURE progress against meeting our customer and stakeholder expectations and
continually engage with them as part of business-as-usual engagement
practices.

PHASE 6

Note. As per our Customer and Stakeholder Engagement Plan, Phase five and Phase six will occur throughout 2024-25.
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2.8 Engagement channels and techniques

To ensure we are meeting the unigue and diverse needs of our customers and communities we
regularly engage with our customers and other stakeholders on their thoughts, needs,
expectations and concerns. Below is a high-level overview of our business-as-usual and bespoke
engagement activities undertaken to date, by customer and stakeholder segment, that have
informed development of our Regulatory Proposal.

We have utilised a wide variety of engagement methods and channels to ensure the overall
regulatory engagement program achieves both deep and broad engagement with a diverse
cross-section of customers and stakeholders. This is depicted in Table 9, noting engagements for
Phase 5: Finalise, and Phase 6: Future, have not been included as they are yet to occur.

Table 9: Overview of Customer and Stakeholder activity

Phase 1 Phase 2 Phase 3 Phase 4
Listen SHECRA Test &
Stakeholder How — Engagement Activity Gather & Explore Revise
Plan ey Jun-Jul Oct-Nov
2022 ~ _
2023 2023 2023
Residential and Customer & Community Council v v v v
Business Advocates
1% Reset Reference Group v v v v
L
= . .
Z() Network Pricing Working Group - - v v
o
5 Agriculture Sector Agriculture Forum v v v v
<
04 Developer Urban Development Institute of
g Representatives Australia (UDIA) — Regional v v v v
(e} Committee
b
8 Representatives from Public Lighting Forum
Local Governmen; and v v v v
Department of Main
Roads and Transport
Community Queensland Energy and Jobs Plan
Stakeholders Roadshows } v _ _
%) (Note: Energex speaker at
i roadshows)
o
= Energy Queensland Board
% Stakeholder Events v v v v
<¥,; Local Councils Area Manager meetings with local v v _ _
('7, council representatives
E Local Disaster Planning Work Groups — v v v v
:Z) Councils/Community Distributed and Local Groups
§ Edge of Grid Microgrid Feasibility Engagement ) v _ _
O Community
(@)
Battery Neighbours Local Network Battery Plan ) v _ _
Engagement
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RESIDENTIAL CUSTOMERS

Stakeholder

How — Engagement Activity

Gather &

Phase 2
Listen

Feb-May
2023

Phase 1

Plan
2022

Phase 3

Share &
Explore

Jun-Jul
2023

Phase 4

Test &
Revise

Oct-Nov
2023

Residential Voice of the Customer Panels - v v v
Customers - reliable
representation of Queensland Household Energy
customer base (Note: Survey 2023
included many (Note: 2,384 Energex customers - v - -
customer cohorts responded)
listed below)
Residential Customers Customer Focus Group
Workshops x 2 (focus on capex
incl. fleet, property, ICT and DER- - - v v
related investments; opex; and
Draft Plans)
Residential Customer Tariff v ) _ _
Interviews
Residential Network Capacity
Tariff Trial v v v v
(Partner: Ergon Energy Retail)
Residential Customers  Customer Experience
who have had a recent Measurement Survey
interaction with (Note: Customer Satisfaction v v v v
Energex based surveys sent to customers
post interaction)
Community Members Customer Satisfaction and Net v v v v
Trust Score Survey
Future Voices — Energy  Solar, battery and EV owners — B _ _
Innovators Perspective Gathering Workshop
Future Voices — Youth Young people - Perspective B v _ _
Gathering Workshop
Future Voices — Online campaign — Talking Energy v v v v
Community Campaign
Quiet Voices — Renters  Renters (tenants) - Perspective _ v _ _
Gathering Workshop
Quiet Voices — Seniors  Seniors - Perspective Gathering
(definition: self-funded  Workshop _ v _ _
retirees and
pensioners)
Quiet Voices — People People living with a disability - _ v _ _
living with a disability Perspective Gathering Workshop
Quiet Voices - Life Life Support Customer - _ v _ _
Support Customers Perspective Gathering Workshop
Quiet Voices — Culturally and linguistically
Culturally and diverse - Perspective Gathering - v - -
linguistically diverse Workshop
Quiet Voices — Indigenous - Perspective _ v _ _
Indigenous Gathering Workshop
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Phase 3 Phase 4
Phase 1 Phase 2
h Listen Share & Test &
Stakeholder How — Engagement Activity Gather & Explore Revise
plan FED 2y Jun-Jul Oct-Nov
2022 ) 5
Az 2023 2023
Small to Medium Small Business — Perspectives ) v _ _
Enterprises (SMEs) Gathering Workshop
Individual customer interviews — . _ v _

network tariffs

This customer cohort also

represented in Customer and

Community Council/Network v v v v
Pricing Working Group/Agriculture

Forum engagements (see above)

Developers Customer experience journey
mapping — developers’ connection v - - -
process

Large customers, Large Customer Forum x 2 - - v v

commercial and

industrial Large customer individual v
meetings — network tariff impacts

BUSINESS CUSTOMERS

Agriculture Solar Soak Tariff Desktop Analysis
(Trial Partner: Bundaberg v - - -
Regional Irrigators Group)

This customer cohort also

represented in Customer and

Community Council/Network v v v v
Pricing Working Group/Agriculture

Forum engagements (see above)

Sugar Industry Sugar Mill Forum x 2 - v v v

Energy Retailers Energy Retailer Meetings
(Note: main 6 retailers in v v v v
Queensland bi-monthly)

Energy Retailer Forum v v
(Note: all energy retailers)

Annual Energy Retailer v
Satisfaction Survey

Electrical Contractors Electrical Contractor Peak Body
Meetings
(Note: meetings individually with
Master Electricians Australia and v v v v
National Electrical and
Communications Association)

ENERGY PARTNERS

Energy Academy Forum
(Note: Electrical contractors v v v v
forums)

Energy Queensland Energy Queensland employees
Employees (all brands) v v v v

Industry Partners

EMPLOYEES

Some of our engagement activities are business-as-usual (e.g. the Queensland Household
Energy Survey 2023, Talking Energy — Queensland Energy Future Survey, and the ongoing
Voice of Customer - Customer Satisfaction and Trust Measurement Program), but some were
developed to meet the specific needs of the Regulatory Proposal engagement program (e.g. the
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RRG and the Voice of the Customer Panels, Customer Focus Groups and Network Pricing
Working Group). Our Engagement Summary Report provides a comprehensive summary of the
engagement activities undertaken.

The insights obtained from these engagement activities have not been considered by the
business in isolation, but collectively, blending them to provide a more holistic view of what our
customers and stakeholders have told us is important to them for consideration in our Regulatory
Proposal. This is depicted in Figure 12. A summary of our Regulatory Proposal engagement
program is provided in Figure 13.

Figure 12: Engagement Plan overview

How our engagement insights have helped to shape and inform our Regulatory Proposal

INCORPORATION OF ONGOING ENGAGEMENT PROGRAM
AND BESPOKE ACTIVITIES
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Figure 13: Summary of our Regulatory Proposal engagement program ‘by numbers’ 2022-23

Total numbers overall
engagement reach

567 &

customers and
stakeholders engaged

ooo

ooo

ooo
[1]

organisations engaged

175 R&F5

engagement events
or opportunities

400 ©

hours of engagement

Customer Advocate
and Stakeholder foQ\Q\
Engagement @

3 RDP2025 Stakeholder
forums with
74 participants

3 Agriculture forums with
2 participants

4. customer and Community
Council meetings with
participants

35 hours of engagement

Public Lighting
Forum

22 online sessions
44 hours of engagement
12 local councils plus
Department of Transport

and Main Roads engaged

12 recommendations

1 Issues Paper,

fact sheets,
2 customer impact analyses,
1 smart lighting strategy

Reset Reference @

Group P&Q\

5 members

25 project meetings
5 workshops

12 deep dives

105 hours of engagement

Network Pricing
Working Group

12 workshops with
7 participants

46 hours of engagement

41 recommendations

Energy Retailer
Forums & individual Q
conversations

27 individual meetings

3 forums with
86 participants

26 hours of engagement

Customer
conversations

16 small business
customers

15 residential customers

31 hours of engagement

Social Media

Voice of the
Customer Panel

68 customer perspectives,
2 sessions over
6 hours

38 customers participated
42 hours of engagement

35 hours of deliberative
discussions

15 recommendations

Customer Focus
Group

2 focus group sessions with
28 participants

16 hours of engagement
6 key discussion topics

68 unique pieces of feedback

Large Customer
Forum

7 individual meetings

4 forums with
participants

16 hours of engagement

Draft Plan @

1 online webinar with
15 participants

19 public submissions

Facebook reach 76,000 LinkedIn reach 20,000

2,742 individuals and 741 organisations notified of the release of Draft Plan

3288 Talking Energy subscribers with 2-3'( site visits,
engaged visitors, 508 informed visitors, 1.1K aware visitors
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2.9 What customers have told us and how we are responding

Throughout our engagement process, we have consistently sought to establish a clear nexus
between customers’ sentiments and their desired outcomes. The iterative nature of our program
has allowed us to make small, incremental changes to our positioning based on the information
and feedback gathered from various engagement activities.

It is important to note that while each ‘source of feedback’ has its own limitations, no single piece
of feedback was intended to compel us to make immediate changes to our Draft Plan or
Regulatory Proposal. However, we have placed more weight on the deeper engagements with
our Voice of the Customer Panel, Customer Focus Groups, and stakeholders attending the
RDP2025 Stakeholder Forums, Public Lighting Forums, Large Customer Forums and Retailer
Forums.

We have carefully reviewed and considered multiple sources of feedback over time to determine
if there were clear and consistent directions or customer mandates that we should address to
deliver a Regulatory Proposal that is genuinely consumer-centric. The expertise and insights
provided by the RRG have been particularly valuable in shaping our engagement activities and
informing our interpretation of the results.

The key themes and topics identified, and insights provided by our customers and stakeholders
throughout our engagement activities, were reconfirmed through the feedback and submissions
received on our Draft Plan that was released for consultation in September 2023. Customers and
stakeholders were invited over a four week period to provide submissions via email or via a
specially designed online questionnaire in response to a series of questions on our Draft Plan. On
balance, the feedback and submissions on the Draft Plan correlated strongly with the views
previously provided by customers and stakeholders on the energy challenges identified. The
feedback and submissions received on the Draft Plan are available, where consent has been
provided to publish by the submitter, on our Talking Energy website.

The Regulatory Proposal we present is a direct outcome of the preferences and insights of our
customers, collected through in-depth and meaningful engagement, not only on the specific
issues we engaged upon but on the sentiment they have provided on a range of issues. This
document stands as a testament to the invaluable contributions and active participation of our
customers and stakeholders, and we believe is a true reflection of their needs and preferences.

By giving due consideration to the input from various customer engagement initiatives and expert
opinions, we are confident that our Regulatory Proposal aligns with the long-term interests of all
South East Queenslanders. We remain committed to delivering outcomes that meet their needs
and expectations.

A summary of how we are responding to the main themes and topics that our customers and
stakeholders have identified as future energy challenges from their perspective, and of relevance
to the issues we engaged them on, is provided in Table 10. They have shared their views on the
energy challenges they face personally, as customers, and in their communities and provided
insights on those and other matters we have addressed in this Regulatory Proposal.

Through our engagement activities we continue to hear the following key messages:
» safety should never be compromised

» electricity affordability is a concern for many customers — both from a cost-of-living and a
business competitiveness perspective

* our customers want clear and concise information and access to energy usage data to
help them make informed choices around their energy solutions with both pricing and non-
pricing options available to manage energy costs
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» there is significant interest in renewables and DER, with growing concerns around climate
change fuelling customer and community expectations about the transition to a low
carbon economy

* good customer service is expected, with transparency in customer service performance
seen as essential to giving customers confidence in the services delivered

* our customers and communities value how we go about keeping the lights on, especially
our response to severe weather events and other natural disasters, and

» the economic environment continues to bring ‘energy inclusion and customer vulnerability’
and ‘economic resilience and jobs’ to the foreground.

The customer and stakeholder insights on the varying themes and topics provided are addressed
throughout this Regulatory Proposal in the relevant chapters where we indicate how they have
influenced and evolved our thinking and decisions in relation to our investment and revenue

recovery plans.

Table 10: What our customers have told us and how we are responding

Energy challenge or

opportunity

What customers have told us

How we are responding

Energy affordability

Affordability of electricity is of paramount
concern to customers from both a cost-of-
living and cost-of-business perspective.

The energy transition impacts on customers
differently depending on their circumstances
(e.g. ‘haves’ versus ‘have nots’).

Customers are interested in having greater
choice and ways to reduce their energy
consumption and therefore their energy
costs.

Electricity prices impact on the costs of
doing business and can flow through into
higher prices for goods and services
provided by small and large businesses.

Affordability has been a key factor in setting
our investment plans and is our foremost
investment priority. We are focused on
spending only what is prudent and efficient
so that our customers pay no more than is
necessary for their electricity supply.

Our proposal responds to customer
concerns on affordability by driving down
controllable aspects of our expenditure
program without compromising the safety or
reliability of the network.

We will reduce our revenue by applying a
1 per cent productivity factor to opex and
capitalised overheads, and self-funding the
capital spend above forecast for ICT for the
last five years.

We will continue to reform our network
tariffs to provide opportunities to customers
to benefit from low cost electricity in the
middle of the day so all customers can
benefit from the transition to renewable
energy.

We will provide new network tariff options
for business customers with reduced time
periods for peak pricing.

We are committed to exploring network tariff
and energy efficiency information
campaigns and support mechanisms for
customers into the future through
collaboration with customers, stakeholders
and industry partners.
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Energy challenge or

What customers have told us

How we are responding

opportunity

Transition to smart
meters

DO

Customers have told us they expect the
industry as a whole to deliver simplicity,
savings, value and choice, that rewards
them for their role in the energy transition.

Access to smart meter data can help
provide energy usage information to
customers to assist in making informed
energy choices and managing their energy
costs.

Our customers have expressed a strong
interest in how changes in the amount of
revenue we recover will impact them
through the network tariff they are assigned
to by their retailer.

Customers generally support the roll-out of
smart meters by the end of 2030. However,
the costs to maintain legacy ‘basic’ meters
and associated services should be shared
across all customers.

The transition to smart meters provides an
opportunity for more efficient pricing
structures. We will send more targeted and
cost-reflective signals to customers so that
the recovery of network investment is
allocated to customers who use the network
more in these peak periods (rather than
those who do not).

In line with feedback provided, we propose
to share the costs of legacy metering
services across all customers. This reduces
the disproportionate cost burden on
customers who will be the last to receive a
smart meter, including vulnerable
customers.

We also propose to accelerate the recovery
of legacy meter depreciation to achieve full
recovery by the end of 2025-30.

Increased risk of
disruptions to our
network due to
natural disasters or
cyber attack

The increasing frequency of major
disruptive weather events and natural
disasters is front of mind for customers.

Customers are interested in our plans to
ensure network resilience into the future.

Our network has long been required to deal
with storm, flood and bushfire events. In
recognising that our climate is changing, we
will continue with a moderate increase in
expenditure on our bushfire, flood and storm
resilience programs.

We will continue to mature our cyber
security capability to reduce the risks of
external threats to our network and data.

Uptake of new
technologies and
increasing export of
electricity back into
the grid

DER, such as rooftop solar, batteries and
electric vehicles, are seen as potential cost-
saving and energy resilience building
initiatives if utilised appropriately.
Customers believe that the integration of
DER into the network requires network
pricing / tariff and other solutions to ensure
customers can realise and maximise value
from their DER investments.

While investment in DER integration is
expected and desired, customers who are
unable to invest in and take advantage of
DER should not be financially
disadvantaged from energy costs
associated with DER integration into the
network.

Availability and accessibility of energy and
associated technologies is inequitable and
there is concern around vulnerable
customers not having access to innovative
technologies or being able to benefit from
the growth in renewable energy.

We have chosen a moderate pace of
investment for integrating DER into our
network to balance the desire of customers
to take-up new technologies to export
electricity with the needs of those customers
who are unable to invest into new
technologies.

We will continue to reform our network
tariffs to spread the benefits of renewable
energy across our customer base with low
or no network charges during the middle of
the day.

We expect that our dynamic connection
offers will be widely available by July 2028,
providing more options to customers around
the volume of their exports from rooftop
solar and battery storage.
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Energy challenge or

opportunity

Customer service
excellence

©0

What customers have told us

Customers expect good customer service to
be a ‘given’ and do not believe schemes
such as the AER’s CSIS should be required
to ensure good service is delivered.

Customers want ease of interaction with us
through their preferred communication
channels and would like to see greater
channel choice and flexibility.

Timely and accurate information on a range
of topics such as power outage information
(planned and unplanned), and information
on a range of issues, such as connecting
DER is expected.

Customers want greater transparency in
customer service performance measures
and such results to be made publicly
available by means of holding us to account
for the services we deliver.

Where services do not meet minimum
standards or expectations, service
improvement plans should be made publicly
available and progress regularly reported.

How we are responding

We support the feedback from customers
and propose that the CSIS should not apply
for 2025-30.

Given our customers’ strong views that we
should not be rewarded for good customer
service, we also propose that the customer
service component (telephone answering)

of the STPIS should not apply.

We will invest in our contact centre and
online channels to provide information to
customers on DER and energy efficiency.

We have committed to review our customer
service performance measures and metrics
with input from our Customer and
Community Council and publish these to
improve transparency of our customer
service levels.

Renewable and
sustainable
investments

Customers care about current and future
environmental impacts and how
investments to support the transition to net
Zero emissions may impact customers’
network prices.

Investment in electric vehicles as part of our
fleet should be at a moderate or ‘build up
pace’ approach due to concerns over the
current lack of electric vehicle charging
infrastructure and concerns this could lead
to service response disruption with electric
vehicles out of operation. There is also a
belief that current electric vehicle
technology would not meet the
requirements of our fleet and/or be too
costly at this point in time.

In consideration of customer concerns
around the cost of electric vehicles and
availability of electric vehicle charging
infrastructure, and noting customers
affordability concerns, we will not proceed
with transitioning a small portion of our fleet
to electric vehicles.

Energy efficiency in
public lighting

Customers supported the full deployment of
LED lights by 2030 due to the financial and
environmental benefits.

Our co-designed public lighting strategy
provides for a transition to 100 per cent LED
public lighting by 2030.
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2.10 Supporting documentation

The following documents support this chapter:

Document Name Reference File name
Customer and Stakeholder 201 Energex - 2.01 - Customer and Stakeholder
Engagement Strategy ' Engagement Strategy - November 2023 — public
Customer and Stakeholder 202 Energex - 2.02 - Customer and Stakeholder
Engagement Plan ) Engagement Plan - January 2023 — public
Energex - 2.03 - Customer and Stakeholder
Engagement Summary Report 2.03 Engagement Summary Report - December 2023 -

public
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Key messages:

Our customers have made it clear that affordability of electricity is their paramount concern.

Our customers have also made it clear that they expect us to maintain reliability, resilience,
service and safety.

These priorities are reflected in our proposed five-year investment plans which are aimed at
supporting a higher penetration of renewables and meeting the increased demand from
economic, jobs and population growth.

3.1 Our investment priorities

Our customers have told us that electricity affordability is their paramount concern from both a
cost-of-living and cost-of-business perspective and that they are interested in having greater
choice and ways to reduce their consumption and energy costs. The current economic
environment has also led to concerns about the ability of particular customers to respond to the
changes taking place in the industry, with energy inclusion and customer vulnerability being front
of mind for some customers. There is a view that we need to ensure that everyone benefits
equitably from solar and other emerging technologies and that vulnerable segments of the
community should not be left behind.

Notwithstanding that affordability of electricity supply is their primary concern, customers also
consider that safety should never be compromised and that the existing balance between cost
and reliability is appropriate. South East Queensland communities value how we go about
keeping the lights on, especially in our response to severe weather events and other natural
disasters. There is also general acceptance that Energex must ensure that the lights stay on for
the duration of the Brisbane 2032 Olympic and Paralympic Games (Brisbane 2032), given the
importance of this event to the State of Queensland.

Fuelled by concerns about climate change, customers are taking a greater interest in renewables,
battery storage and electric vehicles. There is an expectation that Energex will facilitate customer
opportunities and the integration of greater volumes of DER into the network. However, there is
also an expectation that we should do this without creating risks to network security, supply
quality or performance.

Based on customer feedback from our business-as-usual and targeted engagement activities and
taking into account our external environment and the key challenges and opportunities Energex
and our customers will be facing in 2025 and beyond, we have developed four investment
priorities for the next regulatory control period. These priorities are set out in Figure 14.
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Figure 14: Our investment priorities for 2025-30

INVESTMENT
PRIORITIES &
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Deliver electricity Provide a resilient Facilitate customer Deliver the electricity

services in the electricity network opportunitiesin infrastructure required

most efficient and to support a growing the transition to for the Brisbane

affordable way population and clean renewable energies 2032 Olympic and
energy future | Paralympic Games
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3.1.1 Investment priority 1: Deliver electricity services in the most efficient and
affordable way

In delivering our investment plans, we will aim to invest only what is necessary to meet the
energy needs of South East Queensland, and in so doing minimise price increases for our
customers. However, we do not want to be in a position in the future where we place the burden
to pay on the next generation of customers because we have not acted today. Therefore, we
must strike the right balance between investing into the network to safely provide clean, reliable
and smart electricity to homes and businesses and addressing customers’ affordability concerns.
To that end, we are committed to providing cost-effective and efficient services that allow us to
keep pace with the energy transition and deliver affordable electricity supply to our customers.

To minimise bill impacts for our customers, we will:

e Strengthen oversight of network investments to ensure we continue to spend only
what is prudent and efficient to meet customer needs now and into the future

To ensure the prudency and efficiency of our investments, we are committed to having a
robust governance framework and management tools and processes to enable informed
decision-making. In accordance with this objective, an external review of our existing
investment management framework has recently been undertaken and we are currently
making changes based on best practice recommendations. These changes will include
greater oversight of network investments by our Board Regulatory and Investment
Committee.

e Apply alper cent productivity factor to opex and capitalised overheads

In recognition of the fact that affordability is a key concern for our customers, we have
chosen to apply a higher productivity factor of 1 per cent to our opex than the AER’s
standard 0.5 per cent. We have also chosen to apply a 1 per cent productivity factor to
capitalised overheads forecasts for the five-year period, notwithstanding the fact that the
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AER does not apply a productivity factor to capitalised overheads. We have chosen to
apply these productivity factors to drive efficiency improvements and cost savings in how
we deliver electricity to our customers.

e Self-fund the non-network ICT capex above the AER forecast

In recognition of our customers’ affordability concerns we have looked for ways to reduce
our revenue for the next regulatory control period. Over the last five years, we have spent
higher than forecast for our non-network ICT, though overall we are within the AER
allowance for capex. As discussed in our Draft Plan, to provide an immediate reduction to
our forecast revenue, we have decided to self-fund the difference between our non-
network ICT capex and the AER-accepted ICT capex forecast for the last five years.

The ICT and productivity factor initiatives will result in a revenue reduction of $140 million (or
2 per cent) over the 2025-30 regulatory control period.

3.1.2 Investment priority 2: Provide a resilient electricity network to support a
growing population and clean energy future

As a Government Owned Corporation, Energex is a key partner in delivering the policies set by
our shareholder, the Queensland Government. As such, we will be supporting the delivery of the
State’s pathway for accelerating the transition to renewable energy to reduce emissions. This
energy transformation focuses on developing solar and wind generation and battery and pumped
hydro energy storage and ensuring there is supporting infrastructure to transport renewable
energy to all households and businesses across the region.

Our priority in supporting the energy transformation will be to continue to provide reliable and
affordable electricity to our customers while ensuring we have a well-integrated, smart, and
resilient electricity system to deliver our State’s clean energy targets and support employment,
population, and economic growth. This will require investments in new technology, resources,
and network capability.

The key areas influencing our plans for the 2025-30 regulatory control period are:
e Support growth in demand and connections

In line with the transition to a clean energy future and the expected growth in South East
Queensland’s economy and population, our distribution network will need to provide the
electricity infrastructure to support more connections and household and business
demand for solar systems, batteries, and electric vehicles. This will require us to invest
capital to connect new customers to the network, upgrade our network to respond to the
growth in demand, and ensure the efficient integration of renewables and clean energy,
while continuing to keep the lights on.

e Improve the resilience of our network

Energex has strong experience in responding to the impacts of disruptive events on our
network, particularly weather-related events such as cyclones, storms, bushfires, and
floods. To meet the performance expectations of our customers and communities, we
must continue to invest in the resilience of our network to minimise the impact of future
disruptive events on the continuity of electricity supply. While our long experience in
responding to climate-related events means we have a network that is well-prepared, we
will be undertaking works to protect critical network infrastructure and improve resilience
in targeted areas, including raising assets in flood zones and installing covered conductor,
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sparkless fuses and pole wraps in bushfire prone areas. Further, given recent cyber-
attacks on other essential service providers, we are also maturing our cyber security
capability to protect the system and customer data as we shift to a smarter and more
integrated network, and ensure the security of our infrastructure.

e [ncrease access to network information

To expand our capacity to support growing volumes of DER we need more timely data
and information about our distribution network and the resources connected to it. We can
use this data to better manage the network by dynamically varying import and export
limits over time and location, based on the available capacity of the local network or
power system as a whole. This will enable more DER to be connected at a lower cost.
Having greater access to timely data and information to determine the electrical status of
the low voltage network will also improve our ability to identify and respond to reliability
issues.

3.1.3 Investment priority 3: Facilitate customer opportunities in the transition to
renewable energies

Our customers are increasingly concerned with climate change and moving towards a low carbon
economy in a way that is fair and equitable to everyone. Customers expect us to invest in the
network to allow for the integration of DER and to develop solutions that enable them to maximise
value from their investments. However, at the same time, there is concern that customers who
are unable to invest in and take advantage of DER should not be financially disadvantaged.

In supporting our customers to transition to a net zero emissions future, we must proactively
manage our network to facilitate higher customer uptake of DER, such as solar panels, batteries
and electric vehicles. One of the ways this will be achieved is through Energy Queensland’s new
role as the Distribution System Operator for South East Queensland.® This role will allow the
dynamic operation of two-way power flows in the distribution network within technical limits and
optimise available DER. Our customers will be able to leverage the many benefits of digital
transformation and DER to manage their energy usage and maximise the benefits of their
investments, while also allowing us to leverage these technologies to manage our network assets
more efficiently.

We must also develop strategies to manage the rising challenge of low energy demand during
the day, which can cause power quality issues that can be harmful to customer appliances as
well as to the network. In South East Queensland, due to the high volume of solar generation
installed, we are already seeing new daytime lows in minimum demand creating reverse power
flows in localised parts of our network and stability concerns that could intensify the risk of
blackouts in the coming years. While managing the challenge of minimum demand is a key
concern for the network, we are committed to developing solutions that will enable customers to
get the best value from their systems and maximise the use of renewable energy.

All customers will benefit from greater integration of renewable energies into the electricity
system through lower overall system costs. However, while owners of DER will have the
opportunity to export electricity or participate in energy markets to reduce their bills, not all
customers have the ability to invest in and take advantage of the benefits of DER. We are
therefore committed to developing solutions that enable those customers to reduce their
electricity costs so that they are not left behind in the renewable energy transition.

6 Queensland Government, Queensland Energy and Jobs Plan, September 2022, p. 37.
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The key areas we are focusing on to facilitate customer opportunities in the transition to
renewable energies for the 2025-30 regulatory control period are:

Implement new network tariff structures

While network tariffs play an important role in improving price equity across all customer
groups, they also send price signals intended to improve network utilisation and avoid or
defer future investment in congested parts of the network. For example, residential and
small business customers with access to a smart meter are currently assigned to a
demand-based network tariff that encourages them to avoid the evening peak period and
have the option to select a ToU solar soak tariff with price incentives to use more energy
during the day when the sun is shining. For those that do not have the means or space to
install DER, a solar soak tariff allows these customers to benefit from the increase in solar
energy through lower priced energy in the middle of the day.

For the next regulatory control period we see further opportunities to explore solutions that
increase the efficiency of our tariffs to encourage our customers to use the network in
ways that limit the need for future network augmentation and reduce the prices they pay
for electricity.

Offer dynamic connection agreements

Dynamic connection agreements will allow households and businesses to access new
and emerging energy technologies as they become available. Dynamic connections seek
to give customers choice about connecting the energy resources they want, while
minimising impacts to the grid by communicating varying import and export limits to the
customer’s energy resources. Dynamic connections will allow more households to install
rooftop solar and batteries and take advantage of the associated cost benefits, while
improving outcomes for everyone.

Expand our demand management program

We will continue to build on our long-standing and well-established demand management
program to lower network augex, reduce customer bills and provide a greater balance
between customer demand and renewable generation. Our expanded demand
management program, which will continue to include our existing air-conditioning and hot
water load control programs, will work alongside dynamic connections, cost-reflective
tariffs and battery energy storage to ensure we can effectively integrate renewables, while
continuing to ensure affordable, safe and reliable operation of our network.

Continue collaboration with customers and stakeholders

The energy landscape is rapidly evolving, and our customers’ needs are changing in
response to technological, economic, and environmental factors and cost-of-living
pressures. To ensure that our plans are meeting the needs and preferences of all our
customers, we will continue to closely collaborate with customers and other stakeholders
throughout the regulatory control period. We will also continue to advocate for industry-
wide solutions to support all customers through this energy transition, including measures
aimed at increasing awareness of energy efficiency, financial support available (e.qg.
rebates), and potential benefits from investing in DER.
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3.1.4 Investment priority 4: Deliver the electricity infrastructure required for the
Brisbane 2032 Olympic and Paralympic Games

In 2032 Brisbane will host a climate positive Olympic and Paralympic Games. As the DNSP for
South East Queensland, Energex will play an important role in ensuring that this objective is met,
and the lights stay on while the eyes of the world are focused on Brisbane.

In preparing for Brisbane to host the first climate positive Olympic and Paralympic Games,
Energex must invest in its network to support new and upgraded venues and other associated
connections and increased demand on our network infrastructure. We will need to accelerate
replacement and augmentation programs to renew or upgrade network assets where necessary
to provide secure, safe, and reliable energy supply throughout Brisbane 2032 events.

In doing so, Energex will ensure that only future planned works identified as being critical to
delivering a reliable supply of electricity for the duration of Brisbane 2032 are brought forward and
that expenditure is prudent and efficient. Importantly, as most of these works had already been
planned, they will provide reliability benefits to residents and businesses in those communities
sooner. ’

The key areas influencing our Regulatory Proposal, relative to Brisbane 2032, are:
e Connect new and upgraded venues and infrastructure projects

While many venues identified in the Brisbane 2032 Master Plan are existing or temporary,
several new venues such as the Brisbane Arena will be newly constructed while other
venues such as the Gabba and the Brisbane Aquatic Centre will be upgraded. These new
and upgraded infrastructure projects will require new and upgraded electricity connections
to the Energex network, many of which will occur in advance of the Olympic and
Paralympic Games during the 2025-30 regulatory control period. These connections will
be funded directly by the venue owners and will not be passed through to all customers by
way of standard network charges.

e Upgrade the network to meet additional demand

Brisbane 2032 competition venues, athlete accommodation and other infrastructure
projects, including an electrified public transport system, will place additional demand on
Energex’s distribution network. Upgrades will be required where there is limited capacity
in existing infrastructure to ensure we are well placed to handle anticipated demand. Work
on these projects is expected to start in the 2025-30 regulatory control period and any
necessary network augmentation is reflected in our Regulatory Proposal.

¢ Replace older assets to ensure reliability of supply

With the eyes of the world on Brisbane in 2032, the reliability of electricity supply to event
venues, hospitality venues, and the electrified transport system will be critical. Areas
where many of the new and upgraded venues will be located are supplied through ageing
infrastructure. Renewal of older network assets will, in some instances, need to be
brought forward to ensure that reliability of supply is consistent with Queenslanders’ and
visitors’ expectations for this once-in-a-lifetime event. This investment will also improve
network reliability for our customers in these areas for the long-term.

7 We will be increasing the capacity of West End substation, increasing capacity in the Albion/Hamilton area
with an extra feeder, refurbishing a major substation in Brisbane City, establishing a new feeder in Brisbane
City to improve network resilience, improving the reliability of the Gabba precinct through a cable
replacement program, and other works to increase the capacity of our distribution feeder network in several
areas of constraints.
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3.2 How this differs from our Draft Plan

Feedback from our customers, stakeholders and the RRG was that affordability is of utmost
concern and we need to prioritise delivering electricity as efficiently as possible.

While respondents to our Draft Plan generally supported our investment priorities, we did receive
some feedback that there should be a stronger focus on affordability. Notwithstanding that
affordability has always been an overarching focus for us, we acknowledge that it requires
greater prominence in our Regulatory Proposal. Therefore, we have made affordability our
leading investment priority for 2025-30.
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Key messages:

System peak demand is expected to grow by 0.4 per cent annually and is a key driver of
our forecast augex.

Population growth in South East Queensland is expected to be strong and is projected to
result in an average increase in customer numbers of 1.3 per cent annually.

The continued growth in solar PV installations is changing the shape of the load profile,
reducing energy delivered and amplifying the impacts of minimum demand.

Although uptake of electric vehicles is expected to increase significantly and contribute to
the system peak demand, it is growing from a low base and is only expected to accelerate
in the latter part of the regulatory control period.

41 Overview

Forecasting is a critical element of our network planning and is essential to the development of
our investment plans. Electricity demand forecasts are used to identify emerging local network
limitations and network risks needing to be addressed by either supply-side or customer-based
solutions.

This chapter outlines the key forecasts that have influenced our Regulatory Proposal for the
2025-30 regulatory control period, including:

e System peak demand — a measure of the total volume of electricity required to be
available for a customer at a single point in time (in kilowatts (kW)). System peak demand
is used to identify future capacity constraints, a key driver of network augex

e Minimum demand (or negative peak demand) — a measure of when electricity usage is
at its lowest and the export of energy from rooftop solar systems is at its highest.
Minimum demand requires us to deploy solutions that will minimise impacts on the
network and is a key driver of demand management initiatives

e Energy delivered — a measure of the total energy used by all customers over a period of
time (in kilowatt hours (kWh)). Energy delivered is relevant to setting network prices

e Customer numbers — a projection of the number of customers expected to be connected
to the network (closely linked to forecast population growth). Customer numbers form the
basis of both demand and energy forecasts and is a key driver of our connex, and

e Growth in DER — a projection of growth in the uptake of electric vehicles, solar PV
systems and battery energy storage systems. Growth in DER is a key driver of our capex
program and feeds into our DER Integration Strategy (Attachment 5.6.01).

Page 67




energex

Chapter 4: Demand, Energy Delivered and Customer Forecasts

In summary, we project that for the 2025-30 regulatory control period:

e continued growth in the network will result in system peak demand rising by an average of
0.4 per cent annually

e the increasing penetration of rooftop solar will cause minimum demand to fall by an
average of 400MW annually

e energy delivered will increase by an average of 0.42 per cent annually

e annual average growth in customer numbers will be around 1.3 per cent, in line with
expected population growth in Queensland

e electric vehicle volumes will increase by between 347,700 units and 995,793 units by
2030 (depending on the rate of uptake) as there is greater choice and cost parity with
conventional vehicles

e solar PV uptake is likely to remain strong and could grow by up to 7.96 per cent annually,
and

e battery energy storage systems will potentially increase by 27.8 per cent annually as they
become more economically viable.

Detailed base case network level forecasts developed by Energex for the 2025-30 regulatory
control period are available in RIN templates 5.3 and 5.4.

4.2 System peak demand

System peak demand, also known as ‘maximum demand’, is the highest rate of energy use that
occurs when the community’s electricity use is at its highest. This usually occurs between 4pm
and 9pm on our hottest summer days. System peak demand is a key driver of network augex.

In preparing peak demand forecasts for network planning purposes, the Probability of
Exceedance (PoOE) is used as a measure for the natural variation in peak demand due to factors
such as (but not limited to) the weather, with:

o a 10 per cent PoE forecast being the extreme season benchmark where maximum
demand is high and only expected to be exceeded once every 10 years, and

e a 50 per cent PoE forecast being an average season benchmark which is expected to be
exceeded once every two years.

Energex reviews and updates our 10-year summer peak demand forecasts after each summer
season and each new forecast is utilised to identify emerging network limitations in both the sub-
transmission and distribution networks.

Figure 15 shows actual peak demands for the past seven years, along with 50 per cent and

10 per cent POE medium scenario forecasts for the period through to 2030. The annual average
growth in system peak demand is forecast to be around 0.4 per cent during the 2025-30
regulatory control period.
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Figure 15: Actual and forecast system peak demand
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The data supporting Figure 15 is provided in Table 11 and Table 12.

Table 11: Historical system peak demand

Previous Period Current Period

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23

Recorded Peak

Demand (MW) 4,633 4,814 4,926 5,086 5,070 4,573 5,292 5,221

Table 12: Forecast system peak demand

Current Period Future Period

2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30
10 PoE Forecast
Peak Demand (MW) 5614 5,642 5,661 5,681 5,699 5,724 5,749
50 PoE Forecast
Peak Demand (MW) 5235 5,269 5,295 5,311 5,335 5,350 5,377
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4.3 Minimum demand

In the early years of solar PV, export from solar installations had minimal impact on our
distribution network. However, the scale of solar PV generation present today is changing the
shape of our network load profile (refer to Figure 16), resulting in the new challenge of managing
minimum (or negative peak) demand.

Figure 16: Impact of solar PV on the daily load profile
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Minimum demand is typically caused when rooftop solar and storage matches or exceeds
demand on the network. This usually happens between 10am and 2pm on clear, sunny days
during spring and autumn, particularly on weekends or public holidays. As minimum demand
continues to fall, it presents a different set of challenges for our network in managing reverse
flows and associated power quality and stability issues.

It is anticipated that the increasing penetration of rooftop solar will cause minimum demand to fall
by an average of 400MW annually.

Figure 17 shows Energex’s historical minimum demand, along with base scenario minimum
demand forecasts for the period through to 2030.
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Figure 17: Energex actual and forecast minimum demand
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The data supporting Figure 17 is provided in Table 13 and Table 14.

Table 13: Historical system minimum demand

Previous Period Current Period

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23

Recorded Minimum
Demand (MW) 1,465 1,480 1,489 1,342 971 768 503 283

Table 14: Forecast system minimum demand

Current Period Future Period

2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30

Forecast Minimum
Demand (MW) -175 -595 -1,013 -1,448 -1,887 -2,307 -2,656
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44 Customer numbers

Our customer number forecast forms the basis of both the demand and energy forecasts and is
an input into our connex forecast.

Population growth in South East Queensland drives the volume of new home and business
customer connections to our network. The growth in Queensland’s population has been strong
since the Covid-19 pandemic, with 2.1 per cent year-on-year increases to the June 2023 quarter.
It is expected that Queensland will continue to see increased interstate and overseas migration
levels in the 2025-30 regulatory control period.

Figure 18 shows Energex’s historical connected customer count for the past eight years, along
with our base scenario customer number forecast for the period through to 2030. The annual
average growth for customer numbers is forecast to be around 1.3 per cent during the 2025-30
regulatory control period.

Figure 18: Historical and forecast customer numbers
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Note: Historical customer numbers are as per the relevant Economic Benchmarking Regulation Information Notice (table 3.4.2).
Customer numbers represent the average number of active and de-energised National Meter Identifiers (NMIs) on the network in the
relevant financial year, calculated as the average number of NMIs on the last day of the prior financial year and on the last day of the
relevant final year. Each NMI has been counted as a separate customer.

The data supporting Figure 18 is provided in Table 15 and Table 16.

Table 15: Historical customer numbers

Previous Period Current Period

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23
Customer numbers 1,421,522 1,448,247 1,473,805 1,496,317 1,516,198 @ 1,535,400 1,569,750 1,602,119

Table 16: Forecast customer numbers

Current Period Future Period

2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30

Customer Numbers 1,623,678 1,645,215 1,667,014 1,690,275 1,713,195 1,734,126 1,754,482
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4.5 Energy delivered

Although the energy delivered forecast does not drive capex requirements, it is utilised to
determine the forecast price path associated with the revenue cap. The energy forecast is
calculated at a residential and small business level due to the different consumption behaviours
of each group and their sensitivity to weather. They are then aggregated to provide a system
level view.

With increasing penetration of rooftop solar panels, it is expected that energy delivered across
the network will continue to fall in the short-term, before recovering with an increase in electric
vehicle adoption in the latter years of the forecast.

Figure 19 below shows our historical energy delivered for the past eight years, along with our
base scenario energy delivered forecasts for the period through to 2030. The annual average
growth in energy is forecast to increase by around 0.42 per cent during the 2025-30 regulatory
control period.

Figure 19: Actual and forecast energy
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Note: Energy delivered during 2022-23 was above the trend line due to lower sunshine levels (likely caused by the La Nina weather
pattern) resulting in less solar generation and consequently higher energy consumption from the grid. The 2023-24 forecast reflects a
return to historical levels of energy delivered.

The data supporting Figure 19 provided in Table 17 and Table 18.

Table 17: Historical energy delivered

Previous Period Current Period

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23

Fé‘\?&ﬁg’ Delbverse 21,138 21,355 21,262 21,427 21,141 21,206 21,295 21,716

Table 18: Forecast energy delivered

Current Period Future Period

2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30

E;‘\f\;ﬁ;’ Dielbvieiisis 21,393 21,453 21,487 21,525 21,661 21,701 21,903
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4.6 Distributed energy resources

The amount of DER (i.e. solar PV, electric vehicles and battery energy storage systems) in the
network is growing rapidly and changing the way customers use electricity. In 2023, we engaged
an external consultant, Blunomy, to assist in developing DER forecasts for the various
technological uptake scenarios — fast, medium and slow — along with predicted profile simulations
for both behind-the-meter battery energy storage systems and electric vehicles.

A summary of our forecasts is provided below, with more detail available in our 2023 Strategic
Forecasting Annual Report which is available on our website.®
4.6.1 Solar PV

Our solar PV forecast is a key input in developing our demand and energy forecasts. The
expected continuing strong uptake has a material impact on our demand and energy delivered
forecasts. We forecast that solar PV could grow by up to 7.96 per cent annually.

Figure 20 shows the scenario-based forecast for solar PV capacity (inverter).

Figure 20: Solar PV forecasts by scenario (by calendar year)
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The data supporting Figure 20 is provided in Table 19.

Table 19: Solar PV forecasts by scenario (by calendar year)

2024 2025 2026 2027 2028 2029 2030 2031
Fast Scenario (kWh) 3,489,252 4,055,897 4,710,627 5,429,358 6,145,305 6,780,421 7,368,793 7,890,824

Medium Scenario (kWh) 3,434,442 3,920,319 4,398,894 4,883,781 5,409,355 5,921,873 6,396,982 6,766,128

Slow Scenario (kWh) 3,336,761 3,700,593 4,049,038 4,373,619 4,665,914 5,076,545 5,456,601 5,706,722

8 Strategic Forecasting Annual Report 2023 (energex.com.au).
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4.6.2 Electric vehicles

Electric vehicle forecasts are important for energy and maximum demand forecasts, as well as
predicting changes in the load profile.

Although the uptake of electric vehicles and plug-in hybrid electric vehicles has been historically
low due to a combination of factors, including high initial cost and limited availability of vehicle
types, it is anticipated that the adoption of electric vehicles is likely to have a significant impact on
peak demand and energy towards the end of the forecast period.

As electric vehicle adoption is still in the early stages, charging behaviours and patterns are yet to
be observed in the mass market environment. Most electric vehicle users are early adopters who
are conscious of and knowledgeable in the efficient use of both their vehicles and energy, and do
not necessarily represent the charging behaviours of the wider community of users.

Depending on the rate of uptake, there is the potential that the number of electric vehicles in
South East Queensland will increase by between 347,700 units and 995,793 units by 2030 as
there is greater choice and cost parity with conventional vehicles.

Figure 21 shows three scenario forecasts for electric vehicle uptake in South East Queensland.

Figure 21: Electric vehicle forecasts by scenario (by calendar year)
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The data supporting Figure 21 is provided in Table 20.

Table 20: Electric vehicle forecasts by scenario (by calendar year)

2024 2025 2026 2027 2028 2029 2030 2031
Fast Scenario (units) 77,823 150,752 263,259 413,076 589,573 785,395 995,793 1,217,786

Medium Scenario (units) 33,462 48,986 72,163 105,140 154,357 231,490 347,732 501,868

Slow Scenario (units) 23,921 27,616 31,295 36,186 43,060 53,369 69,236 92,705
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4.6.3 Battery energy storage systems

Battery energy storage system forecasts are important for predicting changes in the load profile,
particularly at a local level.

If managed effectively, the storage systems can be utilised to charge during sunlight hours when
solar PV generation is high to offset the impact of minimum demand, and discharge during peak
times to offset peak demand. However, due to the high initial capital cost and consequent low
uptake, it is unlikely that behind-the-meter battery energy storage systems will have a significant
impact on our network in the short-term. Nevertheless, customer interest in batteries will continue
to increase as the technology becomes more economically viable.

Our forecasts indicate that there is the potential for the number of battery energy storage systems
to increase by 27.8 per cent annually.

Figure 22 provides the most recent forecasts.
Figure 22: Battery energy storage system forecasts by scenario (by calendar year)
1,800,000
1,600,000
1,400,000
1,200,000

1,000,000
=

kw

800,000

600,000

400,000

200,000 -

2024 2025 2026 2027 2028 2029 2030 2031

== == Fast Scenario Medium Scenario e S| O Scenario

The data supporting Figure 22 is provided in Table 21.

Table 21: Battery energy storage system forecasts by scenario (by calendar year)

2024 2025 2026 2027 2028 2029 2030 2031
Fast Scenario (kWh) 165,448 256,680 389,357 610,469 876,518 1,143,993 1,408,120 1,695,222
Medium Scenario (kwWh) 151,582 208,363 283,255 412,723 575,063 760,308 955,540 1,138,036
Slow Scenario (kWh) 140,495 178,990 224,185 290,648 361,718 463,953 569,076 660,896
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4.7 Supporting documentation
The following documents support this chapter:

Document Name Reference File name

Energex — 4.01 — ACIL Allen - System peak
4.01 demand forecasting methodology review -
September 2022 — public

System Peak Demand Forecasting
Methodology Review

Review of Energy Forecasting Energex — 4.02 — ACIL Allen - Review of

4.02 energy forecasting methodology - February
alneelegy 2023 - public
Distributed Energy Resource Forecast for 4.03 Energex - 4.03 - Blunomy Distributed Energy
Energex and Ergon Energy Network ’ Resource Forecasts - May 2023 - public
. Energex — 4.04 — Demand, Energy Delivered
Esrrgg:sdt.irllinergy DiEihvErzel e CusioEr 4.04 and Customer Forecasting — December
9 2023 — public
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Key messages:

e To meet customer expectations we are focused on driving down the controllable aspects
of our capex program without compromising the safety or reliability of the network.

Our forecast capex for the 2025-30 regulatory control period is $3,422 million. This
represents an increase of 22 per cent relative to our capex for the current regulatory
control period.

Customer views around maintaining our current levels of reliability and safety of the
network have informed the development of our capital investments.

To address customers’ affordability concerns, all capex investments were subjected to
rigorous analysis and scrutiny to ensure that our proposal reflects the best value for
customers.

Our capex forecast contributes to the return of capital and regulatory depreciation building
blocks that form part of our revenue requirement.

5.1 Overview

Our customers and communities expect Energex to maintain the reliability, resilience and safety
of our network, while meeting the needs of a growing economy and population, and facilitating
opportunities in the renewable energies transition.

To meet our customer expectations, we must invest in our network to ensure there is enough
capacity to supply every household and business on the days when electricity demand is at its
maximum, no matter where they are located across our distribution area. In addition, we need to
have enough capacity to accept the growing distributed solar energy that our customers export
each day. We must also continue to invest in the safety and performance of our network and be
ready to respond to emergencies and major weather events, as well as invest in the business
systems and related infrastructure required to ensure that our daily operations run smoothly and
efficiently. At the same time, in response to customer concerns about affordability, we are
focused on driving down the controllable aspects of our capex program without compromising the
safety or reliability of the network.

Our capital investments are categorised as set out in Figure 23.
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network capital expenditure -
the capital investment required to renew, reinforce, and build the network and other
infrastructure to supply power across our distribution area, including

replacement
expenditure -

the expenditure
needed to replace
or refurbish
network assets
that are ageing
and/or in poor
condition.

ool

augmentation
expenditure -

the investment
associated with
building new network
or upgrading the
capacity of the
existing network to
cater for growth in
network demand

i

Figure 23: Capex categories
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connection
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non-residential
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non-network
expenditure -
costs relating to
ICT, buildings,
fleet, tools, and
equipment to
support the
network

o

i

overheads -

the costs that we
incur to support
the delivery of
our network
services
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For the 2025-30 regulatory control period we are forecasting capex of $3,422 million, an increase
of 22 per cent from our current regulatory control period (refer to Figure 24). We consider this
level of capex is required to carry out the activities outlined in Figure 23 to achieve the capex
objectives listed in clause 6.5.7 of the NER. For additional information see Attachment 5.1.01.
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Figure 24: Capex for 2015 to 2030 ($m, real 2024-25)
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The data supporting Figure 24 is provided in Table 22 and Table 23.

Table 22: Historical capex ($m, real 2024-25)

Previous Period Current Period

$m, real 2024-25 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23
AER capex forecast! 756.8 779.7 713.2 704.4 694.7 505.1 491.9 494.8
Total net capex* 692.1 656.3 615.6 587.0 584.9 533.7 515.1 505.4

Note 1: Excludes disposals.

Table 23: Forecast capex ($m, real 2024-25)

Current Period Future Period

$m, real 2024-25 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30
AER capex forecast! 478.7 470.2 n/a n/a n/a n/a n/a
Total net capex* 574.7 669.1 690.6 715.1 676.5 666.4 673.8

Note 1: Excludes disposals.

Key drivers of our capex for 2025-30 include:

e strong population growth driving increased demand, with a forecast rise of 0.4 per cent
annually in system peak demand

e security, performance, and reliability needs of customers

e the requirement to maintain assets to ensure they are operating safely and efficiently over
their lifetimes

e annual average growth in new customer connections of around 2.3 per cent, in line with
expected population growth in Queensland

e the increasing penetration of rooftop solar, which will cause minimum demand to fall by an
average of 400MW annually

e the transition to an intelligent grid capable of meeting future customer needs

¢ the need to ensure the safety and reliability of the network during major international
events, such as the Brisbane 2032 Olympic and Paralympic Games, and

o ICT, property, fleet and equipment costs to support our growing network program.

Approximately $914 million (27 per cent) of our forecast capex program is to replace or refurbish
network assets that are ageing and/or in poor condition, $610 million (18 per cent) is to reinforce
areas of the network experiencing growth, reliability or power quality issues (augmentation), $56
million (2 per cent) is to integrate DER into the network and $362 million (11 per cent) is for
connecting new customers or upgrading existing connections.
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We propose to invest around $266 million (8 per cent) of total capex into non-network ICT to
mature our cyber security, modernise our customer experience and improve staff efficiency. We
also forecast that we will spend around $376 million (11 per cent) of our capex on property, fleet,
and tools and equipment, including investments to catch-up on replacing ageing vehicles that
were unable to be replaced due to market supply challenges in the current regulatory control
period.

Our capitalised overheads are expected to be around $838 million (24 per cent of total capex)
reflecting the forecast increase in our overall capex requirements and increased resourcing
requirement to deliver our forward investment programs. Refer to Figure 25 for a break-down in
forecast capital spend for the 2025-30 regulatory control period.

Figure 25: Capex for 2025 to 2030 by category ($m, real 2024-25)
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m Asset Replacement
= Net Connections
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5.1.1 Supporting documentation
The following document supports this section:

Document Name Reference File name

Energex —5.1.01 - Addressing Capex
5.1.01 objectives, criteria and factors — January
2024 - public

Addressing Capex objectives, criteria and
factors
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5.2 Key assumptions

Table 24 details the key assumptions underpinning our capex forecasts. Our Directors have
certified the reasonableness of these key assumptions in accordance with clause S6.1.2(6) of the
NER, as discussed in section 12.8.1 of this Regulatory Proposal. A copy of the certification is

provided in Attachment 12.04.

Table 24: Key assumptions — Capex

Issue Assumption

1 Structure and ownership Our forecasts are based on our current company structure and
ownership arrangements.

2 Legislative and regulatory obligations  Our forecasts are based on our current legislative and regulatory
obligations and our Distribution Authority.

3 Service classification We will apply the service classification in the AER’s Final F&A.

4 Customer preferences and The preferences and expectations of our customers and

expectations stakeholders revealed through our stakeholder engagement
program have been considered in developing our Regulatory
Proposal.

5 Service outcomes We will maintain, but not improve, our average system-wide service
outcomes, consistent with clauses 6.5.6(a) and 6.5.7(a) of the NER.

6 Forecast capex and opex Our capex and opex forecasts have been developed to enable the
requirement to deliver safety, reliability and customer outcomes.

7 Demand Our base case network peak demand forecast provides an
appropriate basis for our network augmentation forecast.

8 Customer numbers Our base case customer number forecast provides an appropriate
approach for our connections capex forecast and the customer
numbers component of our opex rate of change.

9 Cost allocation Our Cost Allocation Method (CAM) provides an appropriate basis

for attributing and allocating costs to, and between, our distribution
services.

10 Unit rates/standard estimates

Unit rates/standard estimates are used in the development of our
bottom-up forecasts where appropriate.

11 Real cost escalations for capex

Our real cost escalations used for our capex forecasts are
reasonable and reflect prudent and efficient costs.

12 Inflation

Our forecast inflation is reasonable and reflects the inflation-related
costs that we will incur.
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5.2.1 Supporting documentation
The following documents support this section:

Document Name Reference File name
Energex - 5.2.01 - SCS Capex model - January
SCS Capex model 5.2.01 2024 — public
Expenditure forecasting 5202 Energex - 5.2.02 - Expenditure forecasting
methodology - methodology — June 2023 - public
o . Energex - 5.2.03 - Distribution Annual Planning
Distribution Annual Planning Report 5.2.03 Report - December 2023 - public
. Energex - 5.2.04 - Strategic Asset Management
Strategic Asset Management Plan 5.2.04 Plan - January 2024 - public
Cost Benefit Framework and Energex - 5.2.05 - Cost Benefit Framework and
. 5.2.05 3 .
Principles Principles - January 2024 - public
Network Risk Framework 5.2.06 Energex - 5:2.06 - Network Risk Framework - January
2024 - public
. - Energex - 5.2.07 - Network Deliverability Strategy -
Network Deliverability Strategy 5.2.07 January 2024 — public
Cost Comparison of Energex RIN 5208 Energex — 5.2.08 - Cost Comparison of Energex RIN
Unit Costs to the NEM o Unit Costs to the NEM - January 2024 - public
Demand Management Plan 2023- 5.2.09 Energex - 5.2.09 - Demand Management Plan 2023-
2024 o 2024 - January 2024 — public
Capitalisation Policy 5210 Energex — 5.2.10 — Capitalisation Policy — January

2024 - public

5.3 Historical capital expenditure

As part of our distribution determination, the AER must decide if the total forecast capex that we
put forward reasonably reflects prudent and efficient costs and a realistic expectation of future
demand cost inputs.® As part of this process, we put forward, and the AER assesses, forecasts
for each category of our capex requirement. We manage our overall capital spend across the
different categories of capex with a view to not materially exceed the total AER capex forecast for
the regulatory control period.

Historically, we have spent less than the capex allowance set by the AER by 30 per cent and

14 per cent in the 2010-15 and 2015-20 regulatory control periods, respectively (refer to Figure
26). During this time, we have provided high reliability and customer service performance
outcomes to our customers, while delivering significant savings (although the lower spend was
partially in response to a relaxation of the network security standards following the 2011
Electricity Network Capital Program Review). Our reliability performance during this 10-year
period was generally stable, and had been at, or exceeding, the Minimum Service Standards set
by the Queensland Government in our Distribution Authority.

9 Clause 6.5.7(c) of the NER.
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Figure 26: Capex between 2010 and 2025 ($m, real 2024-25)
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The data supporting Figure 26 is provided in Table 25 and Table 26.

Table 25: Capex against AER allowance between 2010 and 2020 ($m, real 2024-25)

Previous Period Previous Period

$m, real 2024-25  2010-11 2011-12 2012-13 2013-14 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20
AER forecast? 1,5835 1,649.1 16272 16047 16646 @ 756.8 779.7 713.2 704.4 694.7
Total net capex® 1,320.0 11,2855 1,189.9 1,000.4 919.4 | 692.1 656.3 615.6 587.0 584.9

Difference® 263.5 363.5 437.3 604.3 745.2 64.8 1234 97.6 117.5 109.8

Notes:

1. Excludes disposals.

2. Excludes disposals. Actuals for 2010-11 to 2019-20.

3. Positive value indicates we spent less than the AER capex forecast. Negative value indicates an overspend against forecast.

Table 26: Capex against AER allowance between 2020 and 2025 ($m, real 2024-25)

Current Period

$m, real 2024-25 2020-21 2021-22 2022-23 2023-24 2024-25

AER forecast! 505.1 491.9 494.8 478.7 470.2

Total net capex? 533.7 515.1 505.4 574.7 669.1

Difference® -28.5 -23.2 -10.6 -96.0 -198.8
Notes:

1. Excludes disposals.
2. Excludes disposals. Actuals for 2020-21 to 2022-23 and estimated for 2023-24 and 2024-25.
3. Positive value indicates we spent less than the AER capex forecast. Negative value indicates an overspend against forecast.




energex
Chapter 5: Capital Expenditure

5.3.1 Current regulatory control period

For the current regulatory control period, the AER set a capex allowance that was 33 per cent
lower than the previous capex allowance and 22 per cent lower than our actual capex for
2015-20. While we acknowledge the downward trajectory of our capex over the previous two
regulatory control periods, the last three years have presented unigue and, in some instances,
unprecedented, change and impacts on our business. The start of the regulatory control period
saw the worldwide pandemic change the way we work, with an increased focus on digitalisation,
and international and state border closures impacted the availability, and consequently, the cost
of specialist resources. Global supply constraints due to the pandemic and the rise in
international tensions, as well as other domestic factors, has contributed to high inflation, which in
turn creates pressure on all businesses to manage their rising supply costs.

We have worked hard to balance our capital program costs with the need to ensure a safe and
secure supply of electricity for our customers. We estimate that we will spend around

$2,798 million in capital during 2020-25. While this is 15 per cent ($357 million) higher than the
AER allowance it is still around $338 million less than our spend in the previous period. Our
financial performance for the 2020-25 regulatory control period is discussed in Chapter 1.

5.3.2 Ex Post period

Clause 6.12.2(b) of the NER requires the AER to include in any draft or final distribution
determination, a statement on the extent to which the roll forward of the RAB meets the capex
incentive objective. This statement will be for the regulatory control period just ending. Where a
DNSP has spent more than the AER capex forecast, the AER may exclude capex above the
forecast from the RAB if it does not reasonably reflect the capex criteria.

The relevant period over which the AER will make its assessment is the first three years of the
current regulatory control period and the last two years of the preceding regulatory control
period.’® For Energex’s Regulatory Proposal for the 2025-30 regulatory control period the ex post
period is 2018-19 to 2022-23.

For the ex post period, our capex is 6 per cent less than the AER capex forecast (refer to Table
27). The AER set an efficient estimate for each category of capex for each regulatory control
period. In reviewing the capex forecasts set by the AER against our actual spend for each
category, the non-network ICT spend is significantly higher than the forecast ($128 million) and
there is a slightly higher spend in augex than planned ($8.8 million).

10 AER, 2023, Capital expenditure incentive guideline for electricity network service providers version 2, April
2023, p.12.
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Table 27: Actual capex compared to AER allowance for ex post period

$m, real 2024-25 20?;?;?;;2323 zofS(itlugatloczagze;QS Variance from Forecast!
Augex 398.6 407.4 -8.8 -2.2%
Customer connections capex (net) 315.3 265.8 49.6 15.7%
Repex 974.3 855.0 119.3 12.2%

Non-network capex -

ICT 110.8 238.5 -127.6 -115.2%
Property 105.7 85.5 20.2 19.1%
Fleet 128.4 114.4 14.0 10.9%
Plant & Equipment 20.5 20.5 -0.0 -0.1%
Capitalised overheads 837.3 739.0 98.3 11.7%
Total Net Capex? 2,891.0 2,726.0 165.0 5.7%
Notes

1. Positive value indicates we spent less than the forecast. Negative value indicates an overspend against forecast.
2. Net capex in this table does not account for asset disposals.

While we have managed our overall capex to be within the AER capex forecast for the ex post
period, we provide some additional information on the two categories on which we spent higher
than the AER forecasts below.

5.3.2.1 Non-network ICT

In the 2015-20 regulatory control period, we had a significant interdependent legacy application
portfolio that was overdue for replacement. Addressing legacy application issues evolved into a
major multi-year, complex business transformation, which became known as the ‘DEBBs
portfolio’. The scope, approach, and governance of the DEBBs portfolio materially evolved over
time. Ultimately, the DEBBs portfolio encompassed 48 separate projects, with a strong focus on
addressing significant business change activities.

This complex portfolio of activities was the key driver of our high capital spend on non-network
ICT during the ex post review period. A further driver was our unplanned investment in cyber
security stemming from new compliance obligations and a heightened risk of cyber-attacks
across Australia targeting critical infrastructure providers. Table 28 shows our non-network ICT
capex between 2015 and 2025.

Table 28: Non-network ICT capex between 2015 and 2025 ($m, real 2024-25)

$m, real 2024-25  2015-16 2016-17 2017-18 2018-19 2019-20 : 2020-21 2021-22 2022-23 2023-24 2024-25

AER forecast 2.6 2.7 2.1 2.0 2.2 34.1 33.8 38.7 34.4 35.2

ICT capex* 2.9 2.8 2.7 15 0.1 85.4 90.1 61.4 84.9 75.0

Difference? -0.3 -0.1 -0.6 0.5 2.1 -51.3 -56.3 -22.7 -50.5 -39.8
Notes:

1. Actuals for 2015-16 to 2022-23 and estimated for 2023-24 and 2024-25.
2. Positive value indicates we spent less than the AER forecast. Negative value indicates an overspend against forecast.
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5.3.2.2 Augmentation

During the five years of the ex post period, we have spent marginally more than the AER forecast
for our augex. Table 29 shows our augex between 2015 and 2025.

Table 29: Augex between 2015 and 2025 ($m, real 2024-25)

$m, real 2024-25  2015-16 2016-17 2017-18 2018-19 2019-20 . 2020-21 2021-22 2022-23 2023-24 2024-25

AER forecast 116.3 126.1 105.4 100.0 86.9 65.4 75.3 71.1 69.0 76.7

Augex! 131.9 76.7 116.4 152.2 95.4 51.7 50.9 57.2 68.2 98.7

Difference? -15.5 49.4 -11.0 -52.3 -8.5 13.7 24.4 13.9 0.7 -22.0
Notes:

1. Actuals for 2015-16 to 2022-23 and estimated for 2023-24 and 2024-25.
2. Positive value indicates we spent less than the AER forecast. Negative value indicates an overspend against forecast.

As discussed in Chapter 1, in the final two years of the 2015-20 regulatory control period, through
our LiDAR program, we identified a higher than forecast number of conductor clearance issues
which required rectification. This led to an increase in augex compared to forecast. However, this
was offset by a reduction in our repex program. The remaining three years of the ex post review
period have seen us spend less than the AER forecast in the ex post review period. The level of
expenditure in the ex post period is significantly below our historic level of augex.

5.4 Replacement expenditure

We replace and refurbish existing assets that are ageing or in poor condition to meet our
reliability and safety obligations and the expectations of our communities. Our proposed repex for
the 2025-30 regulatory control period is $914 million. This is in line with our long-term historic
average for replacement and represents a continuation of our existing asset management
practices (refer to Figure 27).

Customers benefit from this investment through improved reliability. Where an asset fails while in-
service, there is an immediate impact on customers through an electricity outage. Since most
customers have told us that they consider we have the existing balance between cost and
reliability ‘about right’ and that they are provided with a reliable electricity supply,** our focus is on
maintaining our current level of reliability.

We propose to replace assets prior to in-service failures or defects where it is cost-effective to do
so. This improves reliability for customers and, for our sub-transmission assets, it is more efficient
as emergency replacements following a failure are at a higher cost. We are also focused on
safety considerations, as the risk of injury or fatality to the public and our staff are higher for
different types of network assets. For example, our distribution assets are typically in public
areas, unlike our substation assets which are installed inside a fenced, secure site.
Consequently, it is often preferable to replace or refurbish an asset prior to failure where there is
a strong safety benefit to the community.

11 The 2023 Queensland Household Energy Survey was completed by 2,384 Energex customers with
75 per cent of participants responding that they believe that the existing balance between cost and reliability
is about right and 73 per cent believe that they are provided with a reliable electricity supply.
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Some assets are replaced on failure or upon detection of a defect. In accordance with our asset
inspection programs, we inspect and categorise defects based on risk and then determine an
efficient delivery program to minimise customer outages during rectification.

Figure 27: Replacement capex between 2015 to 2030 ($m, real 2024-25)
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The data supporting Figure 27 is provided in Table 30 and Table 31.

Table 30: Repex between 2010 to 2020 ($m, real 2024-25)

Previous Period Previous Period

$m, real 2024-25  2010-11 2011-12 2012-13 2013-14 2014-15 @ 2015-16 2016-17 2017-18 2018-19 2019-20
AER forecast 304.3 335.0 346.8 352.6 322.4 259.6 278.0 259.5 256.3 249.0
Repex 152.5 185.6 233.9 240.4 254.4 243.1 263.8 206.2 166.7 162.9

Table 31: Repex between 2020 to 2030 ($m, real 2024-25)

Previous Period Previous Period

$m, real 2024-25  2020-21 2021-22 2022-23 2023-24 2024-25 | 2025-26 2026-27 2027-28 2028-29 2029-30

AER forecast 174.0 147.7 147.2 148.9 142.1 n/a n/a n/a n/a n/a

Repex 190.9 166.8 167.6 166.1 161.5 162.3 183.9 189.5 198.1 180.3
5.4.1 Our forecasting approach

Our forecast repex for the 2025-30 regulatory control period is mainly driven by the asset
management objectives outlined in our Strategic Asset Management Plan (Attachment 5.2.04),
our safety, environmental and regulatory obligations and the application of our Cost Benefit
Framework and Principles (Attachment 5.2.05). These ensure that we produce forecast
expenditure that is prudent and efficient, and matches customer needs and preferences through
our benefits streams that we quantify in our cost-benefit analysis.
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Our repex programs fall into two categories:

e Condition and risk — where we propose to replace assets prior to in-service failures or
defects, we utilise the condition of our assets and other tools to determine the probability
of failure. We then assess the consequences of failure by applying our Cost Benefit
Framework and Principles. By quantifying and monetising the risk of failure through our
five value streams (i.e. reliability, export, safety, environmental and financial), we
determine the customer and community benefits of proactive replacement to ensure that
our expenditure is proportionate to the level of risk, and

o Reactive —reactive replacements are either undertaken following an in-service failure, or
where we have identified a defect in an asset. To forecast this type of expenditure, we
utilise historical failure and defect rates and the condition of our assets to assess the
likelihood of defects and failures. Reactive replacement programs are predominately
driven by well-established inspection programs, which are used to identify and replace
assets at imminent risk of in-service failure and to manage asset condition where
proactive replacement is not economical.

Our proposed repex represents a balance of condition and risk, and reactive programs to provide
a prudent means of achieving the asset management objectives.

5.4.1.1 AER repex model comparison

In its Expenditure Forecast Assessment Guideline for Electricity Distribution, the AER outlines its
use of the repex model to help determine the efficient costs of asset replacement over a
forthcoming regulatory control period. The model provides a top-down view of expenditure by
comparing DNSP replacement rates and costs. The AER uses this model as a threshold test to
identify areas of potential difference from DNSP forecasts to inform areas for additional review.
We also use the AER repex model as a tool for a top-down challenge and check of repex forecast
requirements, mainly at an overall repex level rather than at an asset category group level.

To determine the level of replacement we expect to undertake during a regulatory control period,
we assess the probability and consequence of an asset failure. The probability of a failure is
influenced by the age of the asset and the asset’s condition, which also influences the optimum
timing of the project or program. Factors such as safety, environment, changes in defect rates
and obsolescence issues are also considered.

The AER assesses repex based on two broad categories of assets:

e assets that are capable of being modelled based on the repex model — this category
includes six asset classes (i.e. poles, overhead conductor, underground cables,
switchgear, transformers, and services). Often referred to as ‘modelled repex’, these six
categories comprise 69 per cent of our repex, and

e assets that are not well suited to the AER repex model — this category comprises all
remaining asset classes (i.e. network communication, control and protection system
assets, pole-top structure assets and other miscellaneous items, such as battery systems,
fire systems, and fences).

We have engaged with the AER to understand their application of repex modelling so that we can
consider the same scenarios and utilise the repex modelling in a similar manner. Figure 28
compares our optimised repex forecast for modelled assets (based on the six asset categories
outlined above) with repex modelling outputs. It demonstrates that our repex forecast for
modelled assets in the 2025-30 regulatory control period is lower than the threshold scenario.
This supports our view that our modelled repex forecast represents a sustainable, prudent, and
efficient level of repex given the age and condition of our assets.
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Figure 28: Comparison of modelled repex to AER repex model output
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5.4.2 Summary of proposed investments

Our proposed investments in repex involve three broad areas of expenditure. Our sub-
transmission repex typically involves proactive replacement of assets in our zone and bulk supply
substations and sub-transmission feeders. Our distribution expenditure relates to the replacement
of our poles and wires assets at lower voltages, and are typically lower value, high volume
replacement programs. Other enabling repex is the replacement of assets to perform our critical
grid communications, protection and other system enabling functions. Our repex by category is
provided in Table 32.

Table 32: Repex by category for 2025 to 2030 ($m, real 2024-25)

Future Period

$m, real 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 Total®
Sub-transmission 17.3 20.5 26.3 30.7 235 118.4
Distribution 126.4 132.3 133.7 133.7 132.6 658.8
Other 18.6 31.0 29.5 33.7 24.1 136.9
Totalt 162.3 183.9 189.5 198.1 180.3 914.1

Note 1: Totals may not add due to rounding.

5.4.2.1 Sub-transmission replacement expenditure — condition and risk

Energex uses the Condition Based Risk Management (CBRM) methodology, to identify individual
sub-transmission assets nearing the end of their lifecycle. These investments are all undertaken
following a site-specific assessment of asset condition, consideration of the type and size of load
supplied by the network, and safety and environmental risk exposure to the community and our
staff. The scope and timing of replacement or refurbishment (i.e. life extension) is informed by the
probability of failure and the assessed consequence of the failure.
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Typical consequences we would expect from not undertaking a proactive replacement for
sub-transmission include:

¢ Reliability - unserved energy to our customers following an in-service failure of an item of
plant. This generally forms a large part of the customer benefit from our sub-transmission
repex

e Financial - higher replacement cost for undertaking an emergency replacement following
a failure. This also forms a large part of the customer benefit from our sub-transmission
repex, as replacing equipment following a failure generally costs more given the need to
restore our network to a normal state to cater for any subsequent failures

e Safety — risk of injury or fatalities to the community and our staff associated with a
catastrophic failure of equipment, and

e Environmental — examples include damage from a transformer or other equipment, oil
leaks and fires resulting from catastrophic failures.

In addition to our cost-benefit analysis to identify the need for a proactive replacement, we
consider the required network security standards and obligations, and in particular the Safety Net
obligations outlined in our Distribution Authority. We also consider alignment with other network
drivers, such as augex and connex, to ensure the final option is the most cost-effective and
provides a holistic solution in the long-term interests of our customers to meet their current and
future needs.

Non-network alternatives, such as demand management through load reductions, are always
considered in our sub-transmission planning and, where applicable, non-network alternative
options for replacement are investigated through the Regulatory Investment Test for Distribution
(RIT-D) process.

Estimated costs for these projects are site-specific. Scope-based estimates are undertaken
through our estimation system (Ellipse). These estimates are also compared to actual costs of
similar projects to ensure the estimate is reflective of the cost.

The highest proportion of expenditure in this category is driven by major substation asset
replacement with the bulk of this being 33/11kV transformers and 33KV circuit breakers.

5.4.2.2 Distribution replacement expenditure — condition and risk

We have developed the condition and risk distribution replacement programs based on our
analysis of asset performance and quantification of risk. The major component of this capex is in
the distribution line refurbishment programs, which include replacement of overhead conductor,
pole top structures and service lines that are approaching end-of-life. Assets that are identified as
approaching end-of-life are prioritised according to risk and are bundled into logical packages of
work to facilitate efficient delivery. Volumes of replacement works are determined based on the
overall risk exposure and the performance of our asset classes, such as trends in defect and
failure rates. This ensures programs are efficient and continue to meet asset management
objectives, particularly community and staff safety and legislative obligations.

Many of our distribution repex programs include what we term as ‘consequential’ replacements,
that is, where it is efficient to do so we will replace adjacent assets as part of this program. For
example, when replacing a conductor, we may also need to replace a pole or pole-top structure
to enable the conductor to be replaced.
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Three of our major distribution repex programs are:

Pole-top structures — this program has been developed through determining a
probability of failure through historic failure data and mathematical modelling techniques.
This has been calibrated to accurately predict our past failures so we can be confident
that our modelling will accurately predict future failures. Our Pole-top Structure
Replacements Business Case (Attachment 5.4.02) outlines the cost-benefit approach of
this program, and the options we have considered in addressing the need. This program
also replaces service lines and distribution transformers as consequential replacements
where appropriate

Overhead Conductor Replacement — development of this program begins with an
analysis of the condition and health of the asset population in accordance with the CBRM
methodology. This process identifies individual assets nearing the end of their lifecycle.
The risks and subsequent benefits of replacement are then quantified to ensure the
expenditure to replace overhead conductor and the associated equipment needed to
enact this program is proportionate to the risk. Our Overhead Conductor Replacements
Business Case (Attachment 5.4.03) outlines the cost-benefit approach to this program,
and the options we have considered in assessing the need, and

Service Lines — as with pole-top structures, this program has been developed using
historic failure and defect data to develop a probability of failure for our current population.
Our Service Lines Replacements Business Case (Attachment 5.4.05) outlines the cost-
benefit approach of this program, and the options we have considered in addressing the
need.

The benefits we typically expect to see from programs of this type include:

Reliability - an unplanned outage on our network following an in-service distribution asset
failure typically results in unserved energy to our customers. Minimising unserved energy
generally forms a large part of the customer benefit from our distribution repex. It should
be noted that these programs are targeted at maintaining our existing network reliability
and ensure that we do not experience an increase in unplanned outages from asset
failures as the condition of our assets deteriorates over time

Safety — risk of injury or fatalities to the community and our staff associated with a
catastrophic failure of equipment. Unlike our substation assets which are installed inside a
fenced, secure site, most of our distribution assets are in public areas. As such,
proactively replacing assets in poor condition reduces the likelihood of these types of
failures resulting in safety incidents in the community

Environmental — fire starts following in-service failure of electrical equipment can cause
bushfires. Proactively replacing equipment will reduce the likelihood of these events being
caused by our assets, and

Financial — following an in-service failure of a distribution asset, we generally need to
replace the equipment to restore supply. For distribution assets, we do not typically expect
this to cost more than if we proactively replaced the item. However, our cost-benefit
analysis factors include avoided replacement as a benefit on the basis that we will avoid
this future cost.
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5.4.2.3 Distribution replacement expenditure - reactive
Our reactive distribution repex falls into two categories:

o Defect driven — we have included forecast expenditure for the replacement or
refurbishment of assets that are identified as being at end-of-life and at risk of in-service
failure in the near future through our routine inspection and maintenance programs.
Volumes of replacements under these programs are forecast based on historic asset
performance, available condition data, and an assessment of the probability of failure
across our asset population. In identifying defects, our asset inspectors categorise defects
based on the condition of the asset, which identifies a likely period the asset will be able
to remain in service prior to failing. This allows us to prioritise our defects based on risk
and bundle works into efficient delivery programs to minimise customer outages during
rectification. The major drivers for capex in this category include replacement of timber
poles, pole-mounted plant and overhead services that are identified in our five-year cycle
of overhead line inspection, and

¢ In-service failures — we have included forecast expenditure in our Regulatory Proposal
for the replacement of equipment that we expect to fail in-service throughout the 2025-30
regulatory control period. This component of our expenditure forecast includes a demand-
based allocation to replace assets because of in-service failure. Volumes of asset
replacement in this category are forecast based on historical requirements, trends and an
assessment of the probability of failure across our asset population. The major driver for
capex in this category includes replacement of distribution transformers, poles, pole-top
structures and underground cable following an in-service failure.

In assessing the requirement for reactive expenditure, we consider the impact our condition and
risk programs will have on our overall asset condition across the period. Our forecast expenditure
for reactive replacements considers where we have programs that are likely to reduce defects or
failures in our network. Similarly, where we have programs that are largely ‘replace on failure’,
such as for distribution transformers, we assess the costs and benefits of a proactive program in
these expenditure categories to ensure that the optimal program (proactive versus reactive) is
chosen for these assets.

Estimated costs for these allocations are based on historical unit rates and expenditure in these
categories and are compared to our bottom-up estimation systems to ensure confidence in the
proposed expenditure.

5.4.2.4 Brisbane 2032 Olympic and Paralympic Games

With the upcoming Brisbane 2032 Olympic and Paralympic Games, we have assessed the
condition and risk of network outages in the vicinity of venues and other impacted areas to
ensure we will provide a reliable and secure electricity supply during this important event. In
addition, we are anticipating that there will be an infrastructure upgrade pause enforced in the
lead-up to Brisbane 2032 to ensure the smooth operation of the event.

Communities surrounding the venues must be provided with a secure and reliable supply during
this international event and should not be disadvantaged due to their proximity to Brisbane 2032
venues. We have identified three areas of expenditure that would have been required in the
2030-35 regulatory control period that we have brought forward by one to two years to the
2025-30 regulatory control period. These areas have a significant residential and small business
load, and these customers will benefit from improved reliability through these investments.
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The three areas of investments being brought forward are:

e West End Switchgear Replacement and Additional Transformer ($18.3 million) — the
suburb of West End is located close to the Brisbane CBD and is expected to see a high
number of visitors during the event. The International Broadcast Centre for Brisbane 2032
will be in this area and is expected to generate a significant load requiring a high level of
reliability. To supply this load and improve on existing reliability, we have proposed the
establishment of a third 110/11kV transformer and the extension and reconfiguration of
the existing 110kV switchgear. With strong growth in the West End area, this project was
initially forecast to be required in 2031. With the likely infrastructure blackout period and
the importance of a secure supply for Brisbane 2032, this project has been brought
forward to 2030. In net present value (NPV) terms, bringing this project forward has a cost
of $0.5 million to our customers

e Makerston St Switchgear Replacement ($9.6 million) — our existing substation in the
Brisbane CBD is proposed to supply the new Brisbane Live venue, which will house the
Aquatic Centre throughout Brisbane 2032. We have forecast a replacement of the 11kV
switchgear for this substation in 2031, which we will bring forward to 2030 to cater for the
likely infrastructure blackout period and reduce the likelihood of an unplanned outage of
the switchgear during Brisbane 2032. In NPV terms, bringing this project forward has a
cost of $0.6 million to our customers, and

e Woolloongabba Cable Replacements ($11.2 million) — in inner-urban Brisbane, we
have recently experienced several underground cable faults and subsequent outages as
first-generation cable assets have begun to fail in-service. We have a large volume of this
type of cable throughout the South Brisbane, Woolloongabba, East Brisbane, and
Coorparoo areas. While our typical approach to 11kV and below cable is to only replace
on failure, the escalating probability of failure and the high consequence of outages in
these areas means we are proposing a proactive replacement program to replace high
risk cable, cable joints and other associated equipment to ensure a reliable supply to
customers in these areas and to provide a reliable and secure supply for Brisbane 2032.
In NPV terms, bringing forward this investment has a cost of $0.7 million to our
customers.

5.4.2.5 Network control and grid communications

Network control and grid communications are a range of equipment required to ensure the
efficient operation of our network, benefiting customers by providing a reliable, safe and efficient
operation of the network. Technologies include microwave and fibre optic communications paths
to allow for remote operation of our assets from our control room, relays that isolate the network
when there are faults and other smart technologies that allow our network to operate at its
optimum level. The development of the repex requirements for these assets is based on a
combination of reactive, condition and risk-driven programs.

Reactive replacement programs are predominantly driven by in-service failures detected via
continuous monitoring or inspection programs. These programs identify assets that have stopped
operating, are no longer performing to specification, or are at imminent risk of failure. For some
low-risk asset classes, such as distribution transformer monitoring units, certain intelligent
electronic devices used in the Supervisory Control and Data Acquisition (SCADA) system and
many telecommunications line driver and switch units, we use reactive replacement on a like-for-
like replacement basis.
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Condition and risk-based programs consider the condition, performance and risk of assets
(including obsolescence, or manufacturer’s support) to identify assets approaching end-of-life.
For the upcoming regulatory control period, we are forecasting that more first-generation digital
assets will approach their end-of-life. Planning assessments are undertaken to determine the
most appropriate solution to meet network requirements, including non-network alternatives.

Like-for-like replacements are made for equipment such as:

e communications site infrastructure (i.e. generators, battery generators, batteries,
chargers, equipment shelters and towers), providing protection, SCADA, and infield voice
communications

e radio infrastructure providing field worker mobile communications capability for vehicle-to-
vehicle and vehicle-to-depot, control room voice communications supporting maintenance
and installation of power network infrastructure

e microwave link equipment that provides critical communications, including protection and
SCADA, and

e communications infrastructure management and monitoring systems.

Due to the rapid pace of technology development, network solutions will often be based around
modern equivalents. This includes replacing:

e analogue, electromechanical and first-generation digital protection relays with digital
relays

e copper pilot wire (for protection communication) with fibre optic cables

¢ the Plesiochronous Digital Hierarchy for the transportation of digital data on our network
with Multiprotocol Label Switching network equipment

o first-generation equipment that can only operate on copper pilot wire to provide critical
communications capability where the consequence of failure is significant, such as loss of
protection for faults on our primary assets, with equipment that operates via fibre optic
cables, and

e switching, router and other substation communications equipment with latest generation
equipment incorporating firewalling and other capabilities.

5.4.2.6 Cyber security network replacement expenditure

With the increased threat of cyber-attacks, replacement of our security operational technology
assets is required to mitigate the risk of business disruptions associated with asset failures or
through emerging cyber security vulnerabilities being exploited. This ensures the platform
remains secure, reliable, and efficient, and that we meet our risk management obligations under
the Security of Critical Infrastructure Act 2018 and align to our own cyber security risk appetite.

5.4.3 How this differs from our Draft Plan

Our repex is slightly reduced compared to the repex investment outlined in our Draft Plan. We
have continued to refine our project timings and the phasing of our programs which has led to this
overall reduction. We have not changed our approach to ensuring community and customer
safety and network reliability through the prudent replacement of our assets.




o S

- N .Q.C’ " .
/4

energex
Chapter 5: Capital Expenditure

5.4.4 Delivering for our customers

Our forecast repex has been developed in accordance with our Cost Benefit Framework and
Principles, which has been developed around customer and community benefits. Through valuing
reliability improvements and financial, safety and environmental risk reductions that result from
our expenditure, we ensure that our investments provide long-term benefits to customers. With
the major driver for repex being preventing in-service failures, there are clear customer benefits
from avoiding network outages and providing a safe network for the community.

The repex brought forward for Brisbane 2032 mitigates the risk of major works being required
during an infrastructure pause early in the 2030-35 regulatory control period. If works were
delayed due to an infrastructure pause there would be negative impacts on the reliability of
electricity supply for communities living near Brisbane 2032 infrastructure. Therefore, it is prudent
to undertake this investment one to two years earlier than originally planned so that supply is
maintained for our communities and throughout this important event.

5.45 Supporting documentation
The following documents support this section:

Document Name Reference File name

Energex - 5.4.01 - Business Case Pole

Business Case Pole Replacements 5.4.01 Replacements - January 2024 - public

Business Case Pole Top Structure Energex - 5.4.02 - Business Case Pole Top Structure
5.4.02 X

Replacements Replacements - January 2024 - public

Business Case Overhead 5403 Energex - 5.4.03 - Business Case Overhead

Conductor Replacements o Conductor Replacements - January 2024 - public

Business Case Distribution 5.4.04 Energex - 5.4.04 - Business Case Distribution

Transformer Replacements o Transformer Replacements - January 2024 - public

Business Case Service Lines Energex - 5.4.05 - Business Case Service Lines
5.4.05 X

Replacements Replacements - January 2024 - public

Business Case Distribution 5406 Energex - 5.4.06 - Business Case Distribution

Switches Replacements o Switches Replacements - January 2024 - public

Business Case Circuit Breaker and 5.4.07 Energex - 5.4.07 - Business Case Circuit Breaker and

Recloser Replacements o Recloser Replacements - January 2024 - public

Business Case Control System Energex - 5.4.08 - Business Case Control System
5.4.08 ;

Replacements Replacements - January 2024 - public

Business Case DC Supply Energex - 5.4.09 - Business Case DC Supply
5.4.09 ;

Replacements Replacements - January 2024 - public

Business Case Instrument 5.4.10 Energex - 5.4.10 - Business Case Instrument

Transformer Replacement o Transformer Replacement - January 2024 - public

Business Case Protection Relay Energex - 5.4.11 - Business Case Protection Relay
5.4.11 .

Replacements Replacements - January 2024 - public

Business Case Substation 5412 Energex - 5.4.12 - Business Case Substation

Transformer Replacements o Transformer Replacements - January 2024 - public

Business Case Underground Cable Energex - 5.4.13 - Business Case Underground Cable
5.4.13 .

Replacements Replacements - January 2024 - public

Business Case West End Energex - 5.4.14 — Business Case West End

Switchgear Replacement and 5.4.14 Switchgear Replacement and Additional

Additional Transformer Transformer - January 2024 — public
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Document Name Reference File name
Business Case Makerston St 5.4.15 Energex - 5.4.15 - Business Case Makerston St
Switchgear Replacement o Switchgear Replacement - January 2024 - public
Asset Management Plan Poles 5416 Energex - 5.4.16 - A_sset Management Plan Poles -
January 2024 - public
Asset Management Plan Pole Top 5417 Energex - 5.4.17 - Asset Management Plan Pole Top
Structures o Structures - January 2024 - public
Asset Management Plan Overhead 5.4.18 Energex - 5.4.18 - Asset Management Plan Overhead
Conductor o Conductor - January 2024 - public
Asset Management Plan 5.4.19 Energex - 5.4.19 - Asset Management Plan
Transformers o Transformers - January 2024 - public
Asset Management Plan Services 5.4.20 Energex - 5.4.20 - A_sset Management Plan Services -
January 2024 - public
. Energex - 5.4.21 - Asset Management Plan
Asset Management Plan Switches 54.21 Switches - January 2024 - public
Asset Management Plan DC Energex - 5.4.22 - Asset Management Plan DC
5.4.22 ;
Systems Systems - January 2024 - public
Asset Management Plan Control Energex - 5.4.23 - Asset Management Plan Control
5.4.23 >
Systems Systems - January 2024 - public
Asset Management Plan Instrument 5.4.24 Energex - 5.4.24 - Asset Management Plan
Transformers o Instrument Transformers - January 2024 - public
Asset Management Plan Protection Energex - 5.4.25 - Asset Management Plan Protection
5.4.25 .
Relays Relays - January 2024 - public
Asset Management Plan 5.4.26 Energex - 5.4.26 - Asset Management Plan
Underground Cables o Underground Cables - January 2024 - public
Asset Management Plan Circuit 5.4.27 Energex - 5.4.27 - Asset Management Plan Circuit
Breakers and Reclosers o Breakers and Reclosers - January 2024 - public
Asset Management Plan 5.4.28 Energex - 5.4.28 - Asset Management Plan
Distribution Transformers o Distribution Transformers - January 2024 - public
. Energex - 5.4.29 - West End Switchgear
UiEe Ene) SETy el R nse e 5.4.29 Replacement and Additional Transformer - January

and Additional Transformer

2024 - public
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5.5 Augmentation

As our communities in South East Queensland continue to grow, there is an increasing demand
for electricity. To account for the forecast strong population and household growth, we will invest
in reinforcing those areas of the network that do not (or are forecast to not) have sufficient
capacity to meet customer demand. Without increasing our capacity to support our growing
community, customers would likely experience security of supply, reliability or power quality
issues into the future.

Our proposed augex is $610 million over five years for 2025-30. This is well below our peak level
of investment and represents a continuation of our existing level of expenditure, which will be
below our long-term average augmentation (refer to Figure 29).

Figure 29: Augex between 2015 to 2030 ($m, real 2024-25)
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The data supporting Figure 29 is provided in Table 33 and Table 34.

Table 33: Augex between 2010 to 2020 ($m, real 2024-25)

Previous Period Previous Period

$m, real 2024-25 2010-11 2011-12 2012-13 2013-14 2014-15 : 2015-16 2016-17 2017-18 2018-19 2019-20
AER forecast 595.6 629.1 646.2 612.5 593.0 116.3 126.1 105.4 100.0 86.9
Augex 561.8 488.3 381.3 280.6 182.8 131.9 76.7 116.4 152.2 95.4

Table 34: Augex between 2020 to 2030 ($m, real 2024-25)

Current Period Future Period

$m, real 2024-25  2020-21 2021-22 2022-23 2023-24 2024-25 | 2025-26 2026-27 2027-28 2028-29 2029-30

AER forecast 65.4 75.3 71.1 69.0 76.7 n/a n/a n/a n/a n/a
Augex 51.7 50.9 57.2 68.2 98.7 127.9 120.6 115.6 109.5 136.8
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5.5.1 Our forecasting approach

We invest in augex to meet the growing electricity needs of our customers to ensure that
households and businesses have a reliable and safe supply. Our investments are carefully
considered and assessed to maximise the value to customers over the long-term. We have two
key considerations in developing our augex:

¢ Compliance - where we have clear legislative and regulatory obligations to undertake
improvements on our network, our investments focus on the lowest cost over the long-
term to achieve the outcomes required under those obligations and to maximise value for
customers. Examples of compliance obligations include maintaining clearance of our
conductors to ground and structures, meeting the Safety Net security criteria, Minimum
Service Standards (MSS) and worst performing feeder requirements under our
Distribution Authority, and

o Cost-benefit analysis - in accordance with our Cost Benefit Framework and Principles,
we undertake investment in the network to maximise the value to customers over the
long-term. We assess the current and forecast future performance of the network and its
enabling systems, analyse the value of improvements for customers, and compare this to
the estimated costs of any improvement initiative. Our preferred option is based on the
best NPV for each investment. Typical investments under cost-benefit analysis include
reinforcement of the network to reduce or eliminate network outages, or additional
protection systems capability to improve network safety and reliability.

5.5.2 Summary of proposed investments
We invest in augex to:

e address key areas of community development, population, and demand growth

¢ maintain the statutory and standard requirements pertaining to our networks, and address
the obligations outlined in our Distribution Authority pertaining to Safety Net security
criteria, MSS and worst performing feeder requirements, and

e provide additional functionality to support an intelligent grid through a range of network
control and monitoring initiatives.

There are seven main categories of augmentation. The associated expenditure for each category
is outlined in Table 35 and discussed in the following sections.

Table 35: Augex by category between 2025 to 2030 ($m, real 2024-25)

Future Period

2025-26 2026-27 2027-28 2028-29 2029-30 Total*
Sub-transmission Growth 52.3 38.6 32.2 33.7 60.1 216.9
Distribution Growth 26.9 27.2 28.5 30.1 315 144.2
Clearance Programs 11.6 11.6 11.7 11.8 11.8 58.5
Reliability 5.6 55 55 5.6 5.6 27.8
Resilience 12.3 12.0 10.6 7.1 8.1 50.1
Srgfe‘é‘;’:r:"::é?gr?trr‘ii 17.1 235 24.9 192 175 102.2
Cyber security 2.1 2.1 2.1 2.1 2.2 10.6
Totalt 127.9 120.6 115.6 109.5 136.8 610.3

Note 1: Totals may not add due to rounding.
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5.5.2.1 Sub-transmission growth

Our customers have benefited from the significant investments we made 10 to 15 years ago to
support strong demand growth and stringent N-1 security criteria. The network capacity
established during this period, combined with the change in security and reliability requirements
prescribed by Safety Net obligations in our Distribution Authority, meant that we were able to
largely utilise our existing sub-transmission capacity and limit our augex requirements in the
2015-20 and 2020-25 regulatory control periods. Our network utilisation increased during this
period. This has meant that customers have had reliable and secure electricity supply without the
need for significant investment during the last 10 years.

However, with strong population growth in South East Queensland, we are now at the point
where our sub-transmission network requires investment to ensure that our customers continue
to receive a reliable and secure supply.

To determine the optimal level of sub-transmission augex:

o for the growth components of our sub-transmission augex, we undertook an assessment
of normal network condition demand forecasts, plant ratings and our reliability and
security of supply obligations under the Safety Net (i.e. this expenditure is generally driven
by compliance requirements)

o where there are identified network limitations, we considered a variety of feasible network
and non-network solutions

e for all sub-transmission projects, we proactively seek demand management solutions to
reduce peak demand and defer network investment, and

¢ all major investments are subject to a RIT-D and market test of alternative solutions.

The successful use of demand management has contributed to limiting our augex in the 2015-20
and 2020-25 regulatory control periods. We will continue to utilise this capability through the
2025-30 regulatory control period, as well as seek to expand our capability in areas of high
growth to ensure that we limit augex to only what is required.

Major network investments for the 2025-30 regulatory control period include:

e New Bells Creek Zone Substation ($71.2 million, 2020-25 regulatory period) — this
project was included in our 2020-25 Regulatory Proposal for completion in October 2025.
The early impacts of Covid-19 saw an initial reduction in forecast housing development in
the Aura sub-division, meaning we were able to defer the completion of this project until
2027

e New Morayfield East Zone Substation ($17.9 million, 2020-25 regulatory period) —
with continued strong growth in the Morayfield and Northlakes areas, as well as the
forecast 60,000 people development in Caboolture West, there is already a shortfall in
capacity for this substation. We are forecasting a requirement to invest in a new zone
substation by 2030 to cater for current and future demand

e New Jimboomba West Substation ($13.4 million, 2020-25 regulatory period) — the
Jimboomba, Yarrabilba and Flagstone areas are continuing to see increases in
population, resulting in the need to increase our sub-transmission capacity in the area.
The new substation is forecast to be required in 2030. We have catered for this future
investment by previously investing in land for a substation site and by establishing the
majority of the 33kV feeders to supply the new Jimboomba West zone substation in the
2015-20 and 2020-25 regulatory control periods. Our phased approach to investment in
these growing areas was the most efficient approach and has allowed us to defer the
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need for a substation in the area until the 2025-30 regulatory control period. In addition to
the investment in a new substation in the Jimboomba area, we are also forecasting the
need for an increase in capacity at the Jimboomba bulk supply substation, estimated at a
cost of $9.3 million for the 2025-30 regulatory control period

e New Ripley North Zone Substation ($19.2 million) — the new Ripley development in the
Ipswich area is forecasting continued growth, resulting in the need to increase our sub-
transmission capacity in the area. We have catered for this future investment, having
invested in a site in previous regulatory control periods and have been able to supply the
growth in load in this area from adjacent substations in Ipswich and Cooneana. However,
the capacity of these sites and their distance from the development areas means that
investment in a substation for the local area is required. This substation is forecast for
2029, and

e Establishing a new 110kV feeder to Caboolture Bulk Supply ($12.7 million) — our
existing supply to the broader Caboolture and Beerwah area is supplied by a single tower,
double circuit 110kV feeder. These feeders supply around 69,000 customers, meaning a
significant amount of load is at risk of a single tower failure along this line. In line with the
forecast growth in the Caboolture and Morayfield areas, the number of customers
impacted is set to continue to increase.

In assessing our need for sub-transmission expenditure, we have taken a considered approach to
the need for investment. There are areas of growth, such as those supported by the Springfield
and Maroochydore substations, that may require reinforcement in the 2025-30 regulatory control
period. However, we have assessed that the likelihood is lower than the investments we have
included in our Regulatory Proposal and as such have not included these investments in our
forecast augex.

Estimated costs for these projects are site-specific, scope-based estimates undertaken through
our estimation system — Ellipse. These estimates are also compared to actual costs on similar
projects to ensure the estimate is reflective of the cost.

Brisbane 2032 Olympic and Paralympic Games

We have assessed the capability, reliability, and security of supply of our network in games-
critical areas to determine the need for network augmentation. It is important to note that
individual venues and other facilities will be responsible for funding the cost of their connection
assets, consistent with our Connection Policy (Attachment 5.7.02). Augmentation costs funded by
Energex will only be associated with shared assets. In addition, we are anticipating that there will
be an infrastructure pause enforced in the lead-up to Brisbane 2032 and therefore required
augmentation in the 2030-35 regulatory control period will need to be brought forward to ensure
we complete this work prior to these forecast network constraints. Consequently, we have
identified two areas of expenditure that would have been required in the 2030-35 regulatory
control period that we have brought forward by two to three years to the 2025-30 period:

e New 110kV Feeder from Ann Street Zone Substation to McLachlan Street Zone
Substation ($24.9 million) — we are proposing to establish a new feeder in the Brisbane
CBD to maintain security of supply to the CBD and, in the longer term, ensure we can
meet our Safety Net obligations for the McLachlan Street Zone Substation. Currently,
there is a significant shortfall in capacity following a double circuit outage on the 110kV
feeder network, resulting in substantial impacts to customers. With the Brisbane 2032
venues at Victoria Park and the RNA showgrounds and expected infrastructure pause in
the area we have proposed to construct this feeder by 2029, and
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e New 33kV Feeder from Nudgee Bulk Supply to Nundah Zone Substation ($7.3
million) — we are proposing to establish a new feeder between these substations due to
the load growth forecast from the Albion venue redevelopment and general growth in the
area. This network also provides support to the Hamilton Northshore area, which
continues to be developed into a residential precinct and will be further stimulated by
being nominated as the Athletes’ Village for Brisbane 2032. Unlike our other Brisbane
2032 related expenditure, this project has not been brought forward, but is required in the
2025-30 regulatory control period.

5.5.2.2 Distribution growth

Similar to our sub-transmission expenditure, our distribution growth expenditure reduced in the
2015-20 regulatory control period. However, strong population and customer growth combined
with increasing demand in the outer years of the current regulatory control period is driving an
increase in distribution feeder constraints on our network. This strong growth is set to continue.
Accordingly, our Regulatory Proposal forecasts an increase in distribution growth, with our
proposal including $144.3 million across the five years of the 2025-30 regulatory control period.

Estimated costs for this program are based on an assessment of the likely number of constraints
we forecast in our network and an assessment of historic costs for projects of these types. This is
then reflected in our Regulatory Proposal as an overall allocation for expenditure.

5.5.2.3 Clearance to ground and clearance to structure program

We have a compliance obligation to ensure that our assets maintain a clearance to ground and
surrounding structures within statutory limits.*? This legislative obligation is designed to maintain
community safety, which is one of our key values. We have a routine inspection program to
identify spans of conductor that do not meet these obligations and a rectification program to
resolve these issues, as well as undertaking quarterly reporting on our clearance remediation
programs to the Queensland Electrical Safety Office. We are forecasting approximately

$58.5 million for this program, which is in line with our expenditure on this category in the current
regulatory control period.

Estimated costs for this program are based on historic unit rates for delivering these types of
work, combined with our forecast number of clearance issues.

5.5.2.4 Reliability

We must meet MSS targets set out in our Distribution Authority. MSS targets are feeder category-
based reliability performance targets. Our Distribution Authority also includes obligations to
improve the reliability of our worst performing 11kV feeders to address the impact on these
customers.

We have assumed that the MSS for the 2020-25 regulatory control period will continue to be flat-
lined and, as such, the augex forecast for the 2025-30 regulatory control period has been based
solely on addressing worst performing feeder obligations. As the current MSS targets expire on
30 June 2025, the Queensland Government may set new targets which we would reflect in our
updated forecasts in our Revised Regulatory Proposal.

Our augex forecast for the worst performing feeder improvement program has remained in line
with the 2020-25 regulatory control period. Our forecast for this program is based on historical
performance improvements on our network over the last 10 years.

12 sSections 207 and 208 of the Electricity Safety Regulation 2013 (QId).
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Estimated costs for this program of $27.8 million for the 2025-30 regulatory control period are
based on an assessment of the likely number of constraints we forecast in our network and an
assessment of historic costs for projects of these types. This is then reflected in our Regulatory
Proposal as an overall allocation for expenditure.

5.5.2.5 Resilience

The Energex network has long been required to deal with storm, flood and bushfire events. We
have an ongoing program to improve our network’s capability to withstand these events so we
can continue to reliably supply our customers with electricity. We acknowledge that the climate is
changing and have assessed our existing expenditure program. We propose an increase in our
bushfire, flood, and storm resilience programs to $50.1 million for the 2025-30 regulatory control
period. This program will improve the reliability of our network through avoiding outages or
improving our response time capability. It will also help prevent damage to our equipment from a
climate event and thereby reduce our emergency replacement requirements into the future. We
also have investments in additional mobile generation and mobile substations to improve our
ability to respond to outages in the network.

Estimated costs for this program are based on an assessment of the likely number of at-risk
areas, utilising flood and bushfire mapping and historic outage data, and an assessment of
historic costs for projects of these types. This is reflected in our Regulatory Proposal as an overall
allocation for expenditure.

5.5.2.6 Grid Communications, protection and network control

As part of operating a network, we have a component of system-enabling augmentation to ensure
efficient, safe, and reliable operation for our customers. Investments include improvements to our
telecommunications network to enhance our capacity to provide essential communications and to
our protection systems to ensure reliable and safe operation of our network. Proposed
investments for this category total $102.2 million for the 2025-30 regulatory control period.

5.5.2.7 Cyber security

With the increased threat of cyber-attacks, we are building on our existing cyber security
foundations to address security at an enormous scale and exponential growth in attack surface
area. This will require increasing usage of Artificial Intelligence and Machine Learning for
automated detection and response along with converged operations management to better
protect our assets, customers, and data at a cost of $10.6 million for the regulatory control period.

5.5.3 How this differs from our Draft Plan

Our augex has increased from the Draft Plan by $84 million. The major change has been a shift
in timing and costing on our Bells Creek Zone Substation project, with other minor projects timing
changing as a result of our latest demand and population forecasts.

5.5.4 Delivering for our customers

Our forecast augex has been developed in accordance with our legislative and regulatory
obligations and our Cost Benefit Framework and Principles to ensure that the strong population
and household growth in South East Queensland is catered for, as well as improving the
reliability of our network for the benefit of all customers.

Our augex investment is consistent with our expenditure in the last two regulatory control periods
and is below our long-term average over the last 20 years.
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5.5.5 Supporting documentation
The following documents support this section:

Document Name Reference File name

Business Case Clearance to 5501 Energex - 5.5.01 - Business Case Clearance to

Ground & Structure program " Ground & Structure program - January 2024 - public
Energex - 5.5.02 - Project Approval Report New Bells

Project Approval Report New Bells 5502 Creek Zone Substation - January 2024 — public

Creek Zone Substation e Energex - 5.5.02 - Project Approval Report New Bells
Creek Zone Substation - January 2024 - confidential

Business Case New Morayfield East 5.5.03 Energex - 5.5.03 - Business Case New Morayfield

Zone Substation e East Zone Substation - January 2024 - public

Business Case New Jimboomba 5504 Energex - 5.5.04 - Business Case New Jimboomba

West Zone Substation ~ West Zone Substation - January 2024 - public

Business Case New Ripley North 5505 Energex - 5.5.05 - Business Case New Ripley North

Zone Substation ~ Zone Substation - January 2024 - public

Business Case Establishing a new Energex - 5.5.06 - Business Case Establishing a new

110kV Feeder to Caboolture Bulk 5.5.06 110kV Feeder to Caboolture Bulk Supply - January

Supply 2024 - public

Business Case New 110kV Feeder Energex - 5.5.07 - Business Case New 110kV Feeder

from Ann St Zone Substation to 5.5.07 from Ann St Zone Substation to McLachlan St Zone

McLachlan St Zone Substation Substation - January 2024 - public

Business Case New 33kV Feeder Energex - 5.5.08 - Business Case New 33kV Feeder

from Nudgee Bulk Supply to 5.5.08 from Nudgee Bulk Supply to Nundah Zone

Nundah Zone Substation Substation - January 2024 - public

Business Case Distribution Feeder 5509 Energex - 5.5.09 - Business Case Distribution Feeder

Augmentation " Augmentation - January 2024 - public

Business Case Bushfire and Flood Energex - 5.5.10 - Business Case Bushfire and Flood

o 5.5.10 . .

Resilience Resilience - January 2024 - public

Business Case New Mobile 5511 Energex - 5.5.11 - Business Case New Mobile

Generation " Generation - December 2023 - public

Business Case Worst Performing 5512 Energex - 5.5.12 - Business Case Worst Performing

Feeder Program e Feeder Program - November 2023 - public

Business Case Reactive Distribution 5513 Energex - 5.5.13 - Business Case Reactive

Augmentation ~ Distribution Augmentation - January 2023 - public

Business Case Unplanned Energex - 5.5.14 - Business Case Unplanned

P 5.5.14 Reliability Distribution Augmentation - January 2023 -

Reliability Distribution Augmentation

public
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5.6 Distributed energy resources

To enable our customers to take up new technologies, such as electric vehicles and batteries,
and to install more rooftop solar, we need to ensure that our network can handle the expected
volume of energy exported back into the grid. This will allow our customers to benefit from their
investments.

DER is a new category of expenditure for the 2025-30 regulatory control period, with expenditure
of this nature being historically captured in augmentation. The term ‘DER’ can mean different
things to different stakeholders. In the context of our Regulatory Proposal, this category of
expenditure is related to augmentation of the network to resolve constraints associated with
incorporating DER that exports energy into the distribution network. This could include rooftop
solar but may also extend in time to electric vehicles with vehicle-to-grid capability, microwind or
energy storage system exports.

Most of the feedback we received from stakeholders in response to our Draft Plan was that our
focus on affordability was critical for our customers. We also received specific feedback on the
pace of DER-related investment which was that we should take a proactive but balanced
approach to allow customers to benefit from investing in new technologies, while not creating
undue cost pressures (for further information refer to section 5.6.4). Our proposed DER-related
expenditure is $56 million over five years (refer to Figure 30).

Figure 30: DER-related expenditure between 2025 to 2030 ($m, real 2024-25)
16
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Sm, real 2024-25

2025-26 2026-27 2027-28 2028-29 2029-30

Future Period

The data supporting Figure 30 is provided in Table 36.

Table 36: DER-related capex between 2025 to 2030 ($m, real 2024-25)

Future Period

$m, real 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30
DER-related capex 11.2 13.8 12.3 9.6 9.1
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5.6.1 Our forecasting approach

The 2025-30 regulatory control period is a critical period for Energex and its customers. By 2030,
we are forecasting an almost 100 per cent increase in export through the middle of the day,
exacerbating our minimum demand (or negative peak demand) challenges. Our DER Integration
Strategy (Attachment 5.6.01) outlines our approach to forecasting DER-related expenditure. We
have two key considerations in developing our DER-related expenditure:

o Compliance - we have two clear legislative obligations that have driven DER-related
expenditure in this regulatory control period. Firstly, the obligation to provide a Basic
Export Level (BEL) as part of the export services framework, and secondly, to provide
adequate network protection to enable the clearance of faults in our network (which
becomes far more difficult with power flows in the network changing due to export
services), and

o Cost-benefit analysis - in accordance with our Cost Benefit Framework and Principles,
we have assessed the need for investment in systems, demand management, and tariff
design to avoid traditional network solutions, and/or traditional network solutions to
alleviate customer export curtailment in line with the AER’s Customer Export Curtailment
Value (CECV) and carbon emissions abatement.

5.6.2 Summary of proposed investments

As our customers install more rooftop solar and adopt new technologies, such as electric vehicles
and batteries, there is an increase in the volume of energy exported back into the grid. We invest
in our network to enable DER to be connected and to export. Expenditure against the four main
categories of DER-related capex is provided in Table 37.

Table 37: DER-related capex by category between 2025 to 2030 ($m, real 2024-25)

Future Period

$m, real 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 Total*
Dynamic connections 2.9 2.0 0.7 0.0 0.0 5.6
Grid visibility 5.3 5.3 5.5 5.5 55 27.1
Hosting capacity 1.9 4.8 5.3 2.0 2.0 16.0
Network protection 1.1 1.6 0.8 2.1 1.6 7.2
Total* 11.2 13.8 12.3 9.6 9.1 55.9

Note 1: Totals may not add due to rounding.

5.6.2.1 Dynamic connections

A dynamic connection is a new, smarter connection option for solar PV, battery and electric
vehicle charging installations. It allows more of our customers’ excess energy to be exported,
while ensuring we maintain a safe and reliable electricity network. Dynamic connection involves
us monitoring the capacity of the local electricity network, calculating how much excess energy
can be exported to the grid and sending a signal to our customers’ inverters with a dynamic
connection to maximise their export to the network based on available network capacity.
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The 2025-30 regulatory control period will see the continued implementation of dynamic
operating envelopes!® and rolling out of dynamic connections to manage the forecast significant
increase in DER. We have proposed $5.6 million to finalise the implementation of our Low
Voltage Distributed Energy Resource Management System (LVDERMS).

5.6.2.2 Grid visibility

To expand our capacity to support growing volumes of DER, we will need to transform the
distribution network into a more intelligent and dynamic grid. Greater access to timely data and
information to determine the electrical status of the low voltage network will be essential for us to
send the right control signals to manage these resources in real time.

Typically, our low voltage network assets have limited real-time data available around the power
flows on the network. While LVDERMS can operate using limited data, it means that we would
have to be more conservative in our approach to managing network voltage and thermal
constraints, which would result in curtailing customer exports more than would be necessary if we
had greater visibility of our network power flows. If we remain at the same level of limited real-
time data on the electrical status of the low voltage network, we would be required to invest more
in increased hosting capacity because of this high level of curtailment (and associated CECV).
Higher curtailment would also have a negative environmental impact as a reduction in the level of
renewable energy export would reduce the level of avoided carbon emissions.

Our DER Integration Strategy outlines the benefits to customers of having more network visibility
to unlock export. There are three elements to this expenditure:

o Distribution transformer monitors — establishing grid visibility on transformers
exhibiting high export penetration. These monitors have benefits beyond DER integration,
including reduced response time to outages, resulting in improved reliability and planning
functionality uplift from the use of the data

e Low voltage monitors - installing a small quantity of low voltage monitors to measure
power quality at the customer’s premises. This investment is part of our Smart Meter Data
Acquisition Business Case (Attachment 6.05), and provides safety, reliability and financial
benefits in addition to the DER integration case, and

e Telemetry hub expansion — this expansion will improve our capability to have data
delivered and analysed as part of our state estimation and dynamic operating envelopes
framework.

3 Dynamic operating envelopes vary limits over time, based on the capacity or other capability of the network
in near real time. This includes, for example, export and import limits at the local network or power system as
a whole.
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5.6.2.3 Hosting capacity increases

Our overall forecast expenditure for hosting capacity increases is around $16 million. Having
enabled dynamic connections and grid visibility to effectively integrate DER into our network,
hosting capacity increases are typically the last option in our expenditure. There are two elements
to our hosting capacity increase:

e BEL - as discussed earlier, we have an obligation to both set a BEL and then provide
network capacity to provide this BEL to all customers. We have studied our network’s
capability to host export services and have determined that a reasonable BEL is 1.5kwW
per customer. While this is a level of export that we can provide to most customers, we
will still need to invest in some areas of the network to ensure all customers can access
this level of export, and

e CECV/carbon emissions - where there are network constraints for customers on a
dynamic connection or with a newer style inverter with volt-var or volt-watt curtailment,
customer export will be curtailed. Where this curtailment leads to a CECV and carbon
emissions value higher than the equivalent expenditure to alleviate the constraint, we
invest to unlock the export for all customers.

5.6.2.4 Protection upgrades

Protection systems isolate networks when there are faults that can cause safety risks to the
community and our staff, or damage to our network. These systems were designed to operate for
power flows from generators to our customers. With customers now being able to provide
generation into the network, some of our protection systems are unable to provide adequate
protection. Our investment in this element of our DER integration is around $7.2 million.

5.6.3 How this differs from our Draft Plan

Our DER-related expenditure has reduced from our Draft Plan by $11 million. We have been able
to align our protection upgrades with other projects, reducing overall expenditure in our
Regulatory Proposal. Our investments in hosting capacity, grid visibility and dynamic connections
remains unchanged.

5.6.4 Delivering for our customers

Our dynamic connections framework allows us to maximise the utilisation of existing assets, while
also increasing the capability for our customers to export. Without a level of coordination of export
services, the strong growth in export uptake we have forecast will mean significant network
expansion will be required.

Our tariff strategy of providing export at no cost for those with a dynamic connection or an export
charge and reward for those without a dynamic connection (for new customers from 2025 and
existing customers from 2028) provides our customers with choice. Those who are willing to allow
us to reduce their export at times of constraint will not be required to pay an export charge, while
those who want to export relatively free of constraints can choose to pay the export charge.

We discussed three scenarios around the potential pace of investment and what benefits and
trade-offs these would have in two sessions with a focus group of residential customers (refer to
Figure 31).
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Figure 31: DER investment options
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In the first session, our customers told us that they were interested in connecting solar power and
purchasing electric vehicles in the future and were open to reducing their electricity consumption
at peak demand times. While some participants were in favour of us taking a proactive approach
to the transition to facilitating renewable energy, other participants cautioned against this causing
an increase in costs for all customers, particularly for the most vulnerable. When presented with
the pace of change options around DER investment, the preferred option of most participants
was ‘fast and furious’.

In our second session with these customers, we presented more specific information on the costs
and potential bill impacts of these three options. While participants were still in favour of us taking
a proactive approach, the preferred option of most participants shifted to ‘build up pace’. To
ensure that we do not create undue cost pressures on customers, our Regulatory Proposal
includes the ‘build up pace’ investment option, which forms part of the proposed $56 million in
DER-related expenditure.

5.6.5 Supporting documentation
The following documents support this section:

Document Name Reference File name
. Energex - 5.6.01 - DER Integration Strategy - January
DER Integration Strategy 5.6.01 2024 — public
Smart Meter Data Acquisition 6.05 Energex — 6.05A - Business Case — Smart Meter
Business Case ' Data Acquisition — January 2024 - confidential
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5.7 Connection Expenditure

South East Queensland’s population is predicted to continue to grow over the upcoming
regulatory control period. We are forecasting a 2.3 per cent annual average growth rate for new
customer connections during 2025-30. This reflects the expected strong population growth in
South East Queensland due to greater migration, smaller household sizes, increasing
construction expenditure forecasts and a growing economy.

The costs associated with connecting new customers to the network are either funded directly by
customers (as an ACS) or recovered from all customers through their network charges (as a
SCS).

For those connection costs that are recovered directly from customers as an ACS (for example,
large sites that have dedicated network assets, such as a major stadium, hospital or industrial
site), customers pay directly for their connection costs and these costs are not included in our
network charges recovered from all customers. Contributions from customers can be via direct
funding (Type 1 contributions) or in contributed or gifted assets (Type 2 contributions).

Where Energex incurs costs to connect new residential and small business customers, or to
extend and augment the network to allow for the new connected load to be supplied via our grid,
we share these costs across the entire customer base through our network charges. This is
referred to as ‘net connex’.

For the 2025-30 regulatory control period, we are forecasting net connex of $362 million as set
out in Table 38. This represents an increase of 24 per cent compared to the 2020-25 regulatory
control period.

Table 38: Forecast net connex between 2025 to 2030 ($m, real 2024-25)

Future Period

$m, real 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 Total*

Net Connex 67.1 69.8 72.4 75.3 77.5 362.1
Note 1: Total may not add due to rounding.

5.7.1 Our forecasting approach

Energex’s connection and contribution expenditure forecasts for the 2020-25 regulatory control
period were developed using a simple top-down methodology where we trended a base year
(2018-19) of connex over the 2020-25 regulatory control period. The escalations applied to the
base year were based on historical and forecast trends in connection numbers. While this
forecast was accepted by the AER, it is acknowledged that the forecasting methodology could be
improved.

Consequently, for the 2025-30 regulatory control period, we have adopted a robust econometric
forecast modelling approach to estimate our connection and capital contribution expenditure
forecasts, consistent with forecasting approaches used by other distributors across the NEM.
This is aligned with our customers’ expectation that we will employ best practice in our
forecasting approaches to ensure that they are paying a fair and reasonable level for net
customer connections.
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We undertook a comprehensive approach to developing our forecast 2025-30 net connex, which
included consideration of:

¢ historical and forecast customer numbers

e connection volume forecasts

e government policy, and

o demographic, economic and construction outlooks.

Our net connex forecast is supported by analysis of connection volumes by type and net connex
by type from an independent external consultancy firm (FTI Consulting) with expertise in
modelling construction expenditure forecasts.

As a first step, our connex model estimates volumes, using demographic forecasts, forecasts in
household size and growth in commercial activity. As a second step, the model establishes a
statistical relationship between net connex forecasts and connection volume forecasts.

While a pure econometric relationship between volumes and net connex could be estimated, the
relatively short time-series for connex and its volatility in certain categories meant that a more
nuanced approach needed to be adopted to determine the prudency of the forecasts.

In summary, the overall approach taken to develop our forecasts includes:

e a statistical analysis of the historical relationship between connection volumes and connex
for residential, commercial and industrial connections

e determining the drivers of volatility in historical capex per connection, particularly for
commercial and industrial connections, and to determine the most appropriate relationship
for the forecast period

¢ historical analysis using FTI Consulting’s construction industry tracker and major projects
database to determine the sectors that had grown most during the historical period (i.e. for
residential, whether growth was concentrated in houses, apartments, new developments,
and for commercial and industrial, whether growth was most prominent in retail,
commercial or industrial), and alignment of these shares to the historical data to explain
costs

e using FTI Consulting’s construction forecasts and major project forecasts to estimate the
shares of development over the next decade

e Energex’s customer number forecasts,'* and

e incorporation of any significant initiatives or events (e.g. the Queensland Jobs and Energy
Plan and the Brisbane 2032 Olympic and Paralympic Games).

Further details on the methodology used to develop our forecast 2025-30 net connex is provided
in Attachment 5.7.01.

5.7.2 Summary of proposed net connex

Population growth drives the volume of new home and business customer connections to our
network, and we are expecting a steady population growth for the Greater Brisbane area between
2022-23 and 2029-30 (refer to Figure 32). This follows the short period of negative international
migration in 2020-21, partially offset by interstate migration into Queensland in 2021-22, due to
border restrictions introduced in response to the Covid-19 pandemic.

14 Energex’s customer number forecasts are discussed in Chapter 4.
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Figure 32: Population forecast for Greater Brisbane
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Another key driver of connection forecasts is size of households. With an ageing population,
household size in the South East has been gradually declining, resulting in a larger number of
single or two person households. Over time we have seen household size going from 2.7 persons
per household in 2016, to 2.6 in 2021 and it is expected to continue its downward trend to 2.5
persons per household in 2030.

These economic and demographic drivers are expected to result in a steady growth in net connex
over the next seven years (refer to Figure 33).

Figure 33: Net connex between 2015 to 2030 ($m, real 2024-25)
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The data supporting Figure 33 is provided in Table 39 and Table 40.

Table 39: Historical net connex ($m, real 2024-2025)

$m, real 2024-25 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23
AER forecast 74.9 73.9 74.9 79.6 85.4 49.9 50.1 50.3
Net connex 46.6 57.5 50.0 51.5 57.3 55.2 52.7 49.1

Table 40: Forecast net connex ($m, real 2024-2025)

$m, real 2024-25 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30
AER capex forecast 50.4 50.6 n/a n/a n/a n/a n/a
Net connex 67.8 66.4 67.1 69.7 72.4 75.3 77.5

Figure 33 above shows a steady growth in connex from 2022-23 onwards following the
unanticipated and unpredictable impact of Covid-19 in 2020-21 and 2021-22.

Table 41 presents our forecast for net connex and cash contributions treated as SCS which,
when added together, make our gross connex.

Table 41: Forecast gross connex between 2025 to 2030 ($m, real 2024-25)

Future Period

$m, real 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 Total®
Net connex 67.1 69.7 72.4 75.3 77.5 362.1
Cash contribution 4.1 3.9 3.9 3.9 3.7 195
Gross connex 71.2 73.7 76.3 79.2 81.2 381.6

Note 1: Totals may not add due to rounding.

5.7.3 How this differs from our Draft Plan

The changes to the connex forecast from the Draft Plan include:
e an update to the customer number forecasts
e an update in Queensland demographic forecasts, and

¢ the inclusion of real estate developments in net connex.

This has resulted in a 11.1 per cent increase on the forecast net connex included in the Draft
Plan.
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5.7.4 Delivering for our customers

As part of our customer and stakeholder engagement we presented our proposed connex
forecasts in our Draft Plan. We note that we did not receive any specific comments on this matter.

Our forecast connex has been developed in accordance with robust econometric modelling to
ensure that the strong population and household growth in South East Queensland is catered for
and benefits all customers wishing to connect to our network. Improvements in our forecasting
approach mean that customers will not pay more than is necessary for net connex and can have
confidence that our forecast has been subject to rigorous, independent analysis and review.

5.7.5 Supporting documentation

The following documents support this section:

Document Name Reference File name
FTI Consulting - Energy Energex - 5.7.01 - FTI Consulting - Energy
Queensland Connections Volume 5.7.01 Queensland Connections Volume and Connex
and Connex Forecasts for 2025-30 Forecasts for 2025-30 - Methodology Report
Connection Policy 2025-30 5.7.02 Energex - 5.7.02 - Connection Policy 2025-30 -

November 2023 - Public

Energex - 5.7.03 - Connex forecast model - January

Connex forecast model 5.7.03 2024 - public

5.8 Information, Communications and Technology

We must maintain our non-network ICT*® systems and capability to enable our business to
operate effectively and safely, to allow our customers to interact with us when and how they
choose to, and to allow our staff to have the information they need when they need it. This
enables us to deliver a safe and reliable electricity supply for our customers.

We have heard from our customers and stakeholders that they expect us to keep pace (not
behind or in advance, just at pace) with the expected industry transition. We also recognised the
AER’s feedback to other distributors that investment too far in advance of need is not warranted,
nor prudent or efficient.

Therefore, our proposed non-network ICT program for 2025-30 focuses on two main aspects:

e ensuring that our systems are maintained for sustainability, cyber security, compliance
and operational safety, and

o keeping pace with the industry transition through prudent and efficient investment to allow
for appropriate scaling for the expected level of growth, and, in some cases, new or
expanded ICT capability.

During the current 2020-25 regulatory control period, we are delivering a major transformation
and consolidation of core systems and business processes, with some significant parts due to be
delivered in 2024-25. In recognition of the significant ICT investment we have made during the
current period, we propose a 33 per cent reduction in non-network ICT capex for the forecast
2025-30 regulatory control period. This investment of $266.1 million over five years reflects our

15 Non-network ICT are those ICT assets (defined as the devices, applications and systems that combined
allow for interaction with the digital world) that are not integrated or embedded in primary network assets.
Network ICT refers to those ICT assets that are integrated or embedded in primary network assets, such as
substations and lines, and generally relates to the control and operating of the network. Network ICT
expenditure is contained in network capex.
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shift from a major transformation focus to one of on-going maintenance, particularly for our
Assets and Works Management and Digital Core systems and platforms. Consequently, we are
forecasting an approximate $26 million reduction in average annual capex spend for ICT (refer to
Figure 34).

Figure 34: Energex Non-network ICT capex ($m, real 2024-25)
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Note: ICT services were treated as an overhead prior to 2020 due to the corporate structure at that time. From 2020-21 ICT capex is
included in the non-network capex category.

The data supporting Figure 34 is provided in Table 42 and Table 43.

Table 42: Historical non-network ICT capex ($m, real 2024-25)

Previous Period Current Period

$m, real 2024-2025 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23
AER Forecast 2.6 2.7 2.1 2.0 2.2 34.1 33.8 38.7
Non-network ICT capex 29 2.8 2.7 1.5 0.1 85.4 90.1 61.4

Table 43: Forecast non-network ICT capex ($m, real 2024-25)

Current Period Future Period

$m, real 2024-2025 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30
AER Forecast 344 35.2 n/a n/a n/a n/a n/a
Non-network ICT capex 84.9 75.0 74.9 62.8 47.1 36.9 44.3

5.8.1 Our forecasting approach

The non-network ICT expenditure forecast was developed through consistent methods that
ensure the forecasts are prudent and align with enabling business priorities.

For our non-network ICT capex equivalent, business cases using cost-benefit analysis were
developed for each core area of our ICT capability — Asset and Works Management, Integrated
Grid Planning, Customer, Digital Core, Data and Intelligence, Digital Foundations and Cyber
Security (Attachments 5.8.02 to 5.8.08).
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A mix of bottom-up and top-down methods was applied to estimate the costs for the initiatives in
the business cases. Forecasts were estimated using a mix of historical costs, knowledge of
recent market procurement for equivalent services and products, as well as specialist advice from
subject-matter experts and vendors. Contingency has not been included in the forecasts.

We also considered our Digital Asset Management Guidelines — Infrastructure Renewal
Timelines?® to determine the frequency of forecast evergreening spend on a range of hardware
and software assets.

The opex directly associated with the initiatives is also documented in the business cases for
increased transparency but was not included in the overall capex modelling for this Regulatory
Proposal.

We also conducted:
e trend analysis:

- analysing actual expenditure in the current regulatory control period compared to
proposed future regulatory control period expenditure to ensure the investment
proposal is within parameters of historical submissions and delivery capability, and

- testing the forecast against financial assumptions and non-network ICT plans to
ensure consistency of forecast across the investment proposals

e benchmarking:

- running comparisons between opex and capex forecasts with the previous regulatory
control period submission with escalation applied to test prudency, and

e top-down challenge:

- ensuring detailed analysis of business case estimates were undertaken through
oversight and challenge sessions with Senior Management and Finance Partners, and

- using stakeholder consultation to confirm that investment approaches are sound. This
involved extensive internal reviews and consultation, and RRG and Customer Focus
Group sessions.

Trend analysis, benchmarking and cost-benefit analysis were undertaken for recurrent
expenditure. Top-down challenge and cost-benefit analysis were undertaken for non-recurrent
expenditure.

Our standard governance processes applied throughout the non-network ICT forecasting
process, which consisted of:

e regulatory process gates, including reviews and challenge sessions
¢ internal non-network ICT executive approvals, and
¢ Executive Management Committee approvals.

The usual governance processes will be applied to the implementation of the initiatives in the
business cases. The Digital Governance Framework is explained in the Non-Network ICT Plan
2025-30 (Attachment 5.8.01).

16 Refer to the Non-Network ICT Plan — section 43 (Non-network ICT Asset Lifecycle Management).
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5.8.2

Summary of proposed investments

Our non-network ICT investment proposals for 2025-30 were developed to keep pace with the
industry transition and modernise our customers’ experience. The investments focus on:

e improving customer self-service options, and enhancing and automating customer
connection applications and service delivery

e maturing our capabilities in cyber security to protect the operation of our network,
confidentiality of sensitive information and availability of critical business systems

o delivering the digital tools, platforms and capabilities to support our workforce in the field

and office, and

e maintaining our efficient, reliable, secure and smart digital foundation.

These investments will enable efficient business operations, improved customer service and the
ongoing safety management of our distribution business. A summary of the proposed non-
network ICT investments is provided in Figure 35 and more detail can be found in the non-

network ICT business cases.

Figure 35: Proposed non-network ICT investments for 2025-30
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Table 44 and Table 45 outline the breakdown of the non-network ICT capex into the AER’s capex
categories for ICT. There is an increase in recurrent capex as per our move to a continuous
recurrent cycle of regular upgrades to applications and technologies as opposed to large-scale
non-recurrent ICT asset replacement programs. This approach was developed based on lessons
learned from our experience in implementing a large-scale, transformational ICT program. A key
lesson learned was that it becomes more exponentially challenging to transform and consolidate
legacy applications the longer they are left. In addition, operating legacy applications continuously
increases our security risk posture. Consequently, we have consciously planned for a continuous
recurrent cycle of regular upgrades to non-network ICT applications and technologies (referred to
as ‘evergreening’) to reduce our cyber security and project delivery risks.

Table 44: Breakdown of historical non-network ICT capex ($m, real 2024-25)

Previous Period Current Period

$m, real 2024-25 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23
Non-recurrent 775 79.9 45.7
Maintain 21.7 32.6 38.7
Comply 6.3 5.6 0.0
New / Expanded 49.5 41.8 7.0
Recurrent 2.9 2.8 2.7 15 0.1 7.9 10.1 15.7
Total* 2.9 2.8 2.7 15 0.1 85.4 90.1 61.4

Note 1: Totals may not add due to rounding.

Table 45: Breakdown of forecast non-network ICT capex ($m, real 2024-25)

Current Period Future Period

$m, real 2024-25 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30
Non-recurrent 55.6 63.0 28.4 254 21.3 17.3 18.4
Maintain 45.1 54.8 17.9 15.7 12.4 10.3 11.7
Comply 0.7 1.1 4.7 48 5.4 4.6 4.4
New / Expanded 9.8 7.1 5.8 4.9 35 2.3 2.3
Recurrent 29.3 12.0 46.5 37.4 25.8 19.7 25.9
Total* 84.9 75.0 74.9 62.8 47.1 36.9 44.3

Note 1: Totals may not add due to rounding.

5.8.3 How this differs from our Draft Plan

The investment proposals for non-network ICT capex have largely remained unchanged between
the Draft Plan and this Regulatory Proposal. However, there was an error in the calculation of the
non-network ICT capex for the Draft Plan, which resulted in an under-estimation of SCS capex for
Energex. This error has been rectified, resulting in an increase of $30 million for non-network ICT
capex in this Regulatory Proposal.
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5.8.4 Delivering for our customers

The proposed capex for non-network ICT is primarily driven by the need to prudently maintain our
systems and capability in line with established non-network ICT asset lifecycle management
practices to enable our business to be more efficient, deliver for our customers and ensure the
safety of our staff and communities.

Due to the technical nature of these investments, we primarily focused our customer engagement
on non-network ICT capex with the RRG. We provided the RRG with a deep dive on our cyber
security investment options and two complete business cases (Customer and Digital
Foundations) for their review and feedback. The RRG was particularly focused on the customer
benefits of our proposals and ensuring that we had appropriate governance frameworks in place
for our non-network ICT investment.

We had heard through our business-as-usual engagement channels that customers want support
to navigate the transition to a low emissions future, especially around how to reduce their energy
costs through energy efficiency or investment in DER. In August 2023, we explored with a focus
group of customers what type of support we could provide (e.g. advice through our call centre or
on-line channels). We then requested input from a wider audience through our Draft Plan
released in September 2023. The majority of respondents were comfortable with us providing on-
line tools.

In October 2023 we presented to our Customer Focus Group on optionality in customer
experience and to test their preference for investment. The response received was mixed with
around 40 per cent of participants preferring investment in call centre technologies and enhanced
digital online channels only, with the remaining 60 per cent showing a preference for the full suite
of proposed customer initiatives. This includes investment in enhancing call centre technologies
and broader digital online channels and assisting customers by providing online tools. We have
also considered the overarching view of customers that affordability is their main priority and
therefore have focused on improving communication channels of choice (e.g. web site, contact
centres) and keeping customers informed through emergency and major events. This will provide
benefits to customers and communities as they navigate the complexities of a fast-changing
energy industry. We have also taken on board customers’ feedback about benefits to the
organisation and incorporated additional information on benefits into our business cases.

5.8.5 Supporting documentation
The following documents support this section:

Document Name Reference File name
Energex - 5.8.01 - Non-network ICT Plan 2025-30 — January
2024 — public

Energex - 5.8.01 - Non-network ICT Plan 2025-30 — January
2024 - confidential

Non-network ICT Plan 2025-30 5.8.01

Energex - 5.8.02 - Business Case ICT Asset and Works
Business Case — ICT Asset and 5.8.02 Management - January 2024 - public
Works Management o Energex - 5.8.02 - Business Case ICT Asset and Works

Management - January 2024 - confidential

Energex - 5.8.03 - Business Case ICT Customer - January
2024 - public

Energex - 5.8.03 - Business Case ICT Customer - January
2024 — confidential

Business Case — ICT Customer 5.8.03
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Document Name Reference File name

Energex - 5.8.04 - Business Case Cyber Security - January

Business Case - Cyber Security 5.8.04 2024 — confidential

Energex - 5.8.05 - Business Case ICT Data & Intelligence -

Business Case — ICT Data & 5805 January 2024 - public

Intelligence Energex - 5.8.05 - Business Case ICT Data & Intelligence -
January 2024 - confidential

Energex - 5.8.06 - Business Case ICT Digital Core - January
2024 - public

Energex - 5.8.06 - Business Case ICT Digital Core - January
2024 — confidential

Business Case — ICT Digital Core 5.8.06

Energex - 5.8.07 - Business Case ICT Digital Foundations -
Business Case — ICT Digital 5807 January 2024 - public

Foundations Energex - 5.8.07 - Business Case ICT Digital Foundations -
January 2024 - confidential

Energex - 5.8.08 - Business Case ICT Integrated Grid
Business Case — ICT Integrated 5.8.08 Planning - January 2024 - public

Grid Planning Energex - 5.8.08 - Business Case ICT Integrated Grid
Planning - January 2024 - confidential

Energex - 5.8.09 - ICT Post Implementation Review
ICT Post Implementation Review 5.8.09 Summaries - November 2023 — public

Summaries Energex - 5.8.09 - ICT Post Implementation Review
Summaries - November 2023 — confidential

Business Case — ICT Common Energex — 5.8.10 — Business Case ICT Common Glossary —
5.8.10 -
Glossary January 2024 - public

Energex - 5.8.11 - Non-network ICT Forecast Model -

Non-network ICT Forecast Model 5.8.11 January 2024 - confidential

5.9 Other non-network capital expenditure

To meet customers’ expectations for a safe and reliable electricity supply, we must equip our
workforce with the right buildings, vehicles, tools and equipment so that they can efficiently
deliver electricity to customers. To do this we invest in four categories of support costs: property,
fleet, tools and equipment, and capitalised leases.

Our proposed expenditure over the 2025-30 regulatory control period includes:

e $138 million on non-network property, representing a 19 per cent increase on our
expected spend in the 2020-25 regulatory control period

e $199 million on fleet expenditure, representing a 46 per cent increase on our expected
spend in the 2020-25 regulatory control period

e $25 million on tools and equipment expenditure, representing a 33 per cent increase on
our expected spend in the 2020-25 regulatory control period, and

e $14 million on capitalised leases, which is a new capex category for the 2025-30
regulatory control period.

The yearly breakdown of other non-network capex is provided in Figure 36.
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Figure 36: Other non-network capex 2015 to 2030 ($m, real 2024-25)
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The data supporting Figure 36 is provided in Table 46 and Table 47.

Table 46: Historical other non-network capex ($m, real 2024-2025)

Previous Period Current Period

$m, real 2024-25 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23
AER forecast 69.4 71.4 56.4 55.1 59.5 40.8 46.9 52.3
Property 20.0 14.3 10.9 6.5 30.3 18.9 19.3 10.5
Fleet 21.2 324 21.8 21.2 45.1 13.9 14.8 194
Tools and Equipment 5.9 6.7 9.7 5.6 4.9 1.7 4.0 4.3
Capitalised Leases - - - - - - - -

Table 47: Forecast other non-network capex ($m, real 2024-2025)

Current Period Future Period

$m, real 2024-25 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30
AER forecast 44.3 36.6 n/a n/a n/a n/a n/a
Property 14.3 53.2 30.0 41.2 28.8 23.6 14.5
Fleet 33.3 54.5 47.2 46.2 36.1 29.4 39.6
Tools and Equipment 4.1 5.0 5.3 5.0 5.1 49 4.8
Capitalised Leases - - - - - 11.9 2.0
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5.9.1 Our forecasting approach

5.9.1.1 Property
The general approach to forecasting investment in the non-network property portfolio is
summarised in Figure 37.

Figure 37: Property capex — general forecasting approach
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Major property projects represent individual investments and are forecast using a bottom-up
approach, including business cases with detailed NPV options analysis. Other categories of
property (including minor, base and security) are generally forecast using a base-step-trend
approach, based on historical expenditure.

Additional information can be found in our Non-Network Property Plan 2025-30 (Attachment
5.9.01).

5.9.1.2 Fleet

The network program of work and employee numbers are a key driver of fleet expenditure,
directly influencing both the volume and type of vehicles required to support operational needs.
The varied composition of our fleet reflects the need for our diversely skilled workforce to perform
a variety of activities across a range of operating conditions. These fleet items are specified,
selected and allocated based on the fit-for-purpose operational needs of the business.

For our planned replacement program, the optimal replacement criteria for each type of vehicle
are selected to maximise the efficiency of the asset and to ensure both lifecycle cost
management and operational flexibility.

Additional information can be found in our Non-Network Fleet Plan 2025-30 (Attachment 5.9.08).

4“.}/.:"
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5.9.1.3 Tools and equipment

The network program of work, additional fleet, and employee numbers are the key drivers of tools
and equipment expenditure, directly influencing both the volume and type of equipment required
to support operational needs. The forecast is based on the historical trend, with an uplift included
for additional field employees and fleet.

Additional information can be found in our Non-Network Tools and Equipment Plan 2025-30
(Attachment 5.9.12).

5.9.2 Summary of proposed investments

Our proposed other non-network capex for the 2025-30 regulatory control period is outlined in
Table 48.

Table 48: Property, fleet and tools capex for 2025-30, $m 2024-25

Future Period

$m, real 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 Total*
Property 30.0 41.2 28.8 23.6 14.5 138.0
Fleet 47.2 46.2 36.1 29.4 39.6 198.5
Tools and Equipment 53 5.0 5.1 4.9 4.8 25.2
Capitalised leases - - - 11.9 2.0 13.9
Total® 82.6 92.5 70.0 69.9 60.8 375.7

Note 1: Totals may not add due to rounding. Capex reported above represents gross capex. Any proposed sales are included in our
disposals (see SCS PTRM (Attachment 8.03)).

5.9.2.1 Property

Our proposed non-network property capex for the 2025-30 regulatory control period is driven by
several major projects required to address capacity constraints and condition-based assessments
on our property assets. This includes:

¢ redevelopment of the depot at Oxley, primarily driven by growth at the site and building
condition

e a new fit-for-purpose depot at an industrial site in Morayfield (including the sale of the
Caboolture site), primarily driven by growth at the site and building condition

e a Stage 2 redevelopment at the Rocklea training facility, primarily driven by growth in
training requirements and demountable building condition

e an expansion at the Geebung hub, primarily driven by growth in employee numbers and
functions at the site

o relocation of the Network Operations Centre, primarily driven by the end of the lease term

e a new fit-for-purpose depot at an industrial site in Beaudesert (including the sale of the
existing site), primarily driven by growth at the site, and

e capex on our minor, base and security programs in line with historical spend.
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5.9.2.2 Fleet
Our proposed non-network fleet capex for the 2025-30 regulatory control period is driven by:

e our planned replacement program, including significant increases in the purchase price of
vehicles

o the need to invest in an ageing fleet which could not be replaced due to market supply
challenges in the current 2020-25 regulatory control period, and

e growth in the program of work and employee numbers driving increasing fleet
requirements.

5.9.2.3 Tools and equipment

Our proposed non-network tools and equipment capex for the 2025-30 regulatory control period
is consistent with our current spend, with a minor allowance for an increasing program of work.

5.9.2.4 Capitalised leases

Our proposed capitalised leases expenditure over the 2025-30 regulatory control period
represents a new component of our capex, as these leases were treated as opex in the 2020-25
regulatory control period.

The previous accounting standard, AASB 117 Leases, was replaced by AASB 16 Leases on

1 July 2019. AASB 16 Leases introduces a new requirement for a lessee to recognise assets and
liabilities for the rights and obligations created by leases. For additional information, see section
8.4.1.2. For regulatory reporting purposes, Energex will adopt this change from 1 July 2025.

The forecast represents the capitalisation of property leases for the existing office sites at
Townsville and Cairns,!” which have five-year lease extensions proposed in the 2025-30
regulatory control period.

5.9.3 How this differs from our Draft Plan

The forecast capex included in our Regulatory Proposal differs to what was included in the Draft
Plan, namely:

e property expenditure is 6.2 per cent higher than the forecast in the Draft Plan. This
difference is primarily driven by more detailed project cost estimates being available, and

o fleet expenditure is 14.1 per cent lower than the forecast in the Draft Plan. This difference
is driven by several factors which have both increased and decreased the forecast,
including more detailed unit rates being available, and a revision to the allocation rate
between Energex and Ergon Energy Network. In addition, noting customers’ affordability
concerns, we have removed the additional capex relating to the transition of a small
portion of the fleet to electric vehicles.

Tools and equipment and capitalised leases expenditure are in line with the Draft Plan forecasts.

17 Although these offices are in the Ergon Energy Network distribution area, Energy Queensland considers
that major office locations are Energy Queensland assets and the costs are subsequently shared across
both DNSPs and the unregulated business based on a CAM allocation.
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5.9.4 Delivering for our customers

As an enabler to business operational requirements, non-network assets are utilised by the
business to undertake construction, maintenance, and service activities and to enable support
services to deliver core distribution business functions for our customers.

Our property portfolio supports South East Queensland communities by ensuring the
infrastructure assets we own and operate support the business to deliver our customers’ energy
requirements now and into the future. These assets need to be positioned in the right locations
with the right investment decisions to enable the safe and efficient operation of the distribution
network.

In addition, our fleet asset management is designed to minimise the total asset lifecycle costs.
We periodically review fleet operations, standards, market prices and existing commercial
arrangements to ensure opportunities to derive cost savings from changes to our fleet are being
identified and taken advantage of in a timely manner. It is important to note that an ageing fleet
being off the road not only impacts operating costs, but also materially impacts the efficiency and
productivity of teams delivering capital and operating works programs for our customers.

5.9.5 Supporting documentation

The following documents support this chapter:

Document Name Reference File name
Property
Energex - 5.9.01 - Non-network Property Plan 2025-30 - January 2024 -
Property Plan 2025-30 5901 Public

Energex - 5.9.01 - Non-network Property Plan 2025-30 - January 2024 —
Confidential

Energex - 5.9.02A - Business case Non-network Property - Beaudesert
Depot - January 2024 - Public
Business Case 5.9.02 Energex - 5.9.02A - Business case Non-network Property - Beaudesert
Beaudesert Depot Depot - January 2024 - Confidential
Energex - 5.9.02B - NPV Model Non-network Property - Beaudesert
Depot - January 2024 - Confidential

Energex - 5.9.03A - Business case Non-network Property - Caboolture
Depot - January 2024 - Public
Business Case 5903 Energex - 5.9.03A - Business case Non-network Property - Caboolture
Caboolture Depot e Depot - January 2024 - Confidential
Energex - 5.9.03B - NPV Model Non-network Property - Caboolture

Depot - January 2024 - Confidential

Energex - 5.9.04A - Business case Non-network Property - Geebung
Expansion - January 2024 - Public
Business Case Geebung Energex - 5.9.04A - Business case Non-network Property - Geebung
> 5.9.04 : > .
Expansion Expansion - January 2024 - Confidential
Energex - 5.9.04B - NPV Model Non-network Property - Geebung
Expansion - January 2024 - Confidential

Energex - 5.9.05A - Business case Non-network Property - Network
Operations Control (NOC) Centre Solution - January 2024 - Confidential
Energex - 5.9.05B - NPV Model Non-network Property - Network
Operations Control (NOC) Centre Solution - January 2024 - Confidential

Business Case Network
Operations Control 5.9.05
(NOC) Centre Solution

Energex - 5.9.06A - Business case Non-network Property - Oxley Depot -
Business Case Oxley 5.9.06 January 2024 - Public
Depot h Energex - 5.9.06A - Business case Non-network Property - Oxley Depot -
January 2024 - Confidential
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Document Name Reference File name

Energex - 5.9.06B - NPV Model Non-network Property - Oxley Depot -
January 2024 - Confidential

Energex - 5.9.07A - Business case Non-network Property - Rocklea
Stage 2 - January 2024 - Public
Business Case Rocklea 5.9.07 Energex - 5.9.07A - Business case Non-network Property - Rocklea
Stage 2 e Stage 2 - January 2024 - Confidential
Energex - 5.9.07B - NPV Model Non-network Property - Rocklea Stage 2 -

January 2024 - Confidential

Fleet

Fleet Plan 2025-30 5.9.08 Ener.gex - 5.9.08 - Non-network Fleet Plan 2025-30 - January 2024 -
Public
Energex - 5.9.09A - Business Case Non-Network Fleet - EWP
Replacement - January 2024 - Public

Business Case EWP 5.9.09 Energex - 5.9.09A - Business Case Non-Network Fleet - EWP

Replacement e Replacement - January 2024 - Confidential

Energex - 5.9.09B - NPV Model Non-Network Fleet - EWP Replacement -
January 2024 - Confidential

Energex - 5.9.10A - Business Case Non-Network Fleet - Crane Borer
Replacement - January 2024 - Public
Business Case Crane 5.9.10 Energex - 5.9.10A - Business Case Non-Network Fleet -Crane Borer
Borer Replacement e Replacement - January 2024 - Confidential
Energex - 5.9.10B - NPV Model Non-Network Fleet - Crane Borer
Replacement - January 2024 - Confidential

Energex - 5.9.11 - Non-network Fleet forecast replacement model -

Fleet Replacement Model 5.9.11 January 2024 — Confidential

Tools and Equipment

Tools and Equipment 5912 Energex - 5.9.12 - Non-network Tools and Equipment Plan 2025-30 -
Plan 2025-30 e January 2024 - Public

5.10 Capitalised overheads

Overheads are business support costs that we incur in delivering network services to customers.
They typically comprise of:

¢ network overheads - indirect costs incurred in activities such as network planning and
project governance that are directly related to the network as well as indirect costs
incurred to operate and maintain vehicles, and property occupancy, and

e corporate overheads - costs related to finance, regulation, human resources and
non-network ICT costs.

In accordance with our CAM and capitalisation policies as well as accounting standards
requirements, we capitalise some of our overheads (included in capex). We refer to these as
capitalised overheads. The balance of our overhead costs that are not capitalised are expensed
(i.e. included in opex). In general, our network overheads are capitalised while our corporate
overheads are largely expensed, except for non-network ICT costs.

Our capitalised overheads forecast for the next regulatory control period is $838 million. While
this represents an increase of 27 per cent compared to the current regulatory control period, we
are working hard to constrain our overheads. We are doing this by ensuring that our capital
program is as efficient as possible as the forecast increase in capitalised overheads is due to the
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forecast increase in overall capex requirements and increased resourcing requirement to deliver
our forward programs (refer to Figure 38).

Our forecast capitalised overheads are based on our internal forecasts and include a 1 per cent
annual productivity factor, consistent with our Draft Plan.

Figure 38: Energex capitalised overheads for 2015 to 2030 ($m, real 2024-25)
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The data supporting Figure 38 is provided in Table 49 and Table 50.

Table 49: Historical capitalised overheads ($m, real 2024-2025)

Previous Period Current Period

$m, real 2024-25 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23
AER forecast 234.0 227.6 214.9 211.4 211.6 140.9 138.1 135.2
Overheads 220.5 202.1 197.9 181.7 188.9 115.9 116.6 135.9

Table 50: Forecast capitalised overheads ($m, real 2024-25)

Current Period

Future Period

$m, real 2024-25 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30
AER forecast 131.8 129.0 n/a n/a n/a n/a
Overheads 136.2 154.8 164.8 171.8 169.5 167.0 165.0
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Key messages:

e Our customers expect Energex to continue to affordably deliver a safe, secure and
reliable network.

Our forecast opex to meet customers’ expectations for the 2025-30 regulatory control
period is $2,285 million. This represents a decrease of 6.8 per cent relative to our
actual opex and is close to the AER’s forecast for the current regulatory control period.

We have adopted the AER’s preferred base-step-trend approach to developing our
forecast opex, using 2023-24 as the base year.

To address customers’ affordability concerns, we have made an efficiency adjustment
to the base year, applied a 1 per cent productivity factor and reduced our step
changes. Together, these measures have reduced our forecast opex by 6.5 per cent
relative to our Draft Plan.

A step change has been proposed for acquisition, processing and use of smart
metering data to provide greater visibility of our low voltage network, which will enable
us to improve safety and reliability outcomes, enhance our ability to integrate more
DER into the network and reduce our asset replacement costs.

Our opex forecast is one of the building blocks that form part of our revenue
requirement.

6.1

Overview

Opex refers to the non-capital expenses that we incur in operating and maintaining the
distribution network for the benefit of our customers. It is a key building block of our annual
revenue requirement (ARR), and costs are recovered on an annual basis.

Our opex is broken down into the high-level categories set out in Figure 39.

=9

vegetation
management -
planned programs
and maintenance
activities to
manage vegetation
to provide a

safe and reliable
network

T

maintenance -
inspection programs
to detect potential
defects requiring
remedial work

and maintenance
plans to ensure
delivery of

supply, reliability,
security, and safety
objectives

Figure 39: Opex categories

emergency
response -

works undertaken
after failure of a
network asset or
to repair damaged
equipment to
restore supply

following an event,

including weather-
related repairs

non-network -
expenditure related
to ICT, buildings,
fleet, tools, and
equipment to
support the
network
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Customers have told us that, although affordability of electricity supply is their primary concern,
they expect Energex to keep our network safe, reliable and secure and to keep the lights on for
their homes and businesses. They rely on us to be vigilant with respect to the safety of our
network and particularly value how we respond to severe weather events and natural disasters to
ensure power supply is restored to communities as quickly as possible. Our opex is therefore
focused on ensuring that we continue to operate and maintain our network to meet the everyday
performance and service expectations of our customers and communities in the most affordable
way.

For the 2025-30 regulatory control period, we are forecasting opex of $2,285 million as set out in
Table 51. This represents a decrease of 6.8 per cent relative to our actual opex for the current
regulatory control period. We consider this level of opex is required to carry out the activities
outlined in Figure 39, to achieve the opex objectives listed in clause 6.5.6 of the NER. For
additional information see Attachment 6.01.

Table 51: Forecast opex 2025-30 ($m, real 2024-25)

Future Period

$m, real 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 Total?
Opex (excl. debt

2 443.6 446.4 448.9 451.8 454.9 2,245.6
raising costs)
Debt raising costs 7.8 7.8 7.9 7.9 7.9 39.3
Total opex* 451.4 454.3 456.8 459.7 462.7 2,284.9

Note 1: Totals may not add due to rounding.

Figure 40: Opex between 2015 to 2030 ($m, real 2024-25)
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The data supporting Figure 40 is provided in Table 52 and Table 53.

Table 52: Historical opex ($m, real 2024-25)

Previous Period Current Period

$m, real 2024-2025 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23
AER Opex Forecast* 446.4 441.9 447.9 462.3 465.0 448.0 463.5 443.2
Opex* 454.6 463.9 464.9 439.7 422.6 469.2 478.9 503.8

Note 1: excludes debt raising costs.

Table 53: Forecast opex ($m, real 2024-25)

Current Period Future Period

$m, real 2024-25 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30
AER Opex Forecast! 441.0 438.4 n/a n/a n/a n/a n/a
Opex! 488.3 485.8 443.6 446.4 448.9 451.8 454.9

Note 1: excludes debt raising costs.

The key drivers of our opex include:
e meeting the security, performance and reliability needs of customers

e inspecting and maintaining assets to ensure that they are operating safely and efficiently
over their lifetimes

e meeting legislative requirements
e responding to storm and other severe weather events to restore supply

e meeting growth in our network as measured by the number of connected customers, line
length and the increased maximum demand of our customers

e actively managing vegetation near our assets, and

e addressing ageing infrastructure and asset-related safety hazards.
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6.2 Key assumptions

Table 54 details the key assumptions underpinning our opex forecasts. Our Directors have
certified the reasonableness of these key assumptions in accordance with clause S6.1.2(6) of the
NER, as discussed in section 12.8.1 of this Regulatory Proposal. A copy of the certification is
provided in Attachment 12.04.

Table 54: Key assumptions — Opex

Issue Assumption

1 Structure and ownership Our forecasts are based on our current company structure and
ownership arrangements.

2 Legislative and regulatory Our forecasts are based on our current legislative and regulatory
obligations obligations and our Distribution Authority.

3 Service classification We will apply the service classification set out in the AER’s F&A.

4 Customer preferences and The preferences and expectations of our customers and stakeholders
expectations revealed through our stakeholder engagement program have been

considered in developing our Regulatory Proposal.

5 Service outcomes We will maintain, but not improve, our average system-wide service
outcomes, consistent with clauses 6.5.6(a) and 6.5.7(a) of the NER.

6 Forecast capex and opex Our capex and opex forecasts have been developed to meet the
requirement to deliver safety, reliability and customer service outcomes.

7 Customer numbers Our base case customer number forecast provides an appropriate
approach for our connex forecast and the customer numbers component
of our opex rate of change.

8 Cost allocation Our CAM provides an appropriate basis for attributing and allocating
costs to, and between, our distribution services.

9 Inflation Our forecast inflation is reasonable and reflects the inflation-related costs
that we will incur.

10 Opex base year The financial year 2023-24 is an appropriate base year for our opex
forecast and, subject to our proposed adjustments, is reasonably
representative of our recurrent prudent and efficient future opex
requirements.

11 Opex trend assumptions Our forecast changes in input costs, output growth and productivity are
reasonable and appropriately reflect the trend in our future opex, given
our (adjusted) opex base year.
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6.3 Our forecasting approach

Energex has applied a base-step-trend methodology to calculate the majority of our opex
forecast. This approach is in line with the AER’s Expenditure Forecast Assessment Guideline and
is the same approach used to set the allowance for the current regulatory control period.

The process of forecasting opex involves five steps as summarised in Figure 41.

Figure 41: Approach to forecasting opex

Audited expenditure

Benchmarking assessment

Legislative/regulatory obligations
Changes in external factors
Capital/operating expenditure

trade-offs

Output growth
Price growth
Productivity driver

Step 1
Select base year

Step 2
Establish efficient base year
(Base)

Step 3
Adjust for step changes
(Step)

Step 4

Apply rate of change
(Trend)

Step 5
Include other operating
expenditure not forecast
using base step trend

Stakeholder engagement

Table 55 outlines the approach we have taken in preparing forecasts for the 2025-30 regulatory

control period.
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Table 55: Our approach to preparing our opex forecast for 2025 to 2030

Step 2025-30 period

We select a base year that represents a realistic expectation of the efficient

level of opex required to provide network services in the next regulatory control
Step 1 — Select base year period.

For the 2025-30 regulatory control period, we have selected a base year of

2023-24.

We test the base year for efficiency (using a benchmarking assessment) and

make any other necessary adjustments.

We have included an efficiency adjustment for the base year based on our
Step 2 — Establish efficient base assessment of the latest AER benchmarking models.

Adjustments to the base year have been made to remove costs such as the

Electrical Safety Office levy (which will be treated as a jurisdictional scheme)
and property leases (which will be treated as capex).

We include step changes to account for events or obligations that will occur in
the next regulatory control period which either increase or decrease opex
relative to the base year. These step changes are first assessed against the

Step 3 — Adjust for step changes AER’s step change criteria. A business case is also prepared where necessary.
In the 2025-30 regulatory control period a step change has been included for
smart meter data, representing a new cost that will be incurred during the period
(refer to Attachment 6.05).

We trend the base year forward over the next regulatory control period to reflect
changes in:

e outputs, to account for network growth based on forecast customer
numbers, demand, and circuit length

e prices, to account for real escalation in labour rates (internal and
contractor) based on advice from a consultant with experience in this
area, and

Step 4 — Apply rate of change

e productivity, to account for improvements over the period - we have
applied a rate of 1 per cent, which exceeds the AER’s standard rate of
0.5 per cent.

We include category-specific forecasts which use alternative approaches to the
Step 5 — Include other opex base-step-trend, and debt raising costs which are forecast using the AER’s
benchmark method.

6.3.1 Efficiency of the base year

For the 2025-30 regulatory control period, we have selected a base year of 2023-24. We chose
2023-24 to be used as a base year because it:

e continues the well-accepted regulatory practice of using the most recent year for which
audited data is available by the time of the final distribution determination, and

e represents a realistic expectation of the efficient and sustainable on-going opex that is
required to provide SCS services over the 2025-30 regulatory control period.

We have estimated our 2023-24 opex for use in this Regulatory Proposal, as actual data is not
yet available. We will update our base year opex forecast in our Revised Regulatory Proposal to
reflect actual data.
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The AER released its latest Annual Benchmarking Report: Electricity distribution network service
providers in November 2023 (2023 Annual Benchmarking Report). This report indicated that:

¢ in the multilateral total factor productivity results, the productivity for Energex decreased in
2022 and Energex is ranked ninth (out of 13 DNSPs)

¢ in the econometric model results (long sample), Energex is ranked eleventh using the
approach in previous reports and ninth under the approach to address capitalisation
differences, and

e in the econometric model results (short sample), Energex is ranked eleventh using the
approach in previous reports and eighth under the approach to address capitalisation
differences.

However, it is important to note that the multilateral total factor productivity and econometric
results presented in the AER’s Annual Benchmarking Report do not include the impact of all
material operating environment factors. These are accounted for separately in the base year
assessment analysis. In addition, while opex is largely recurrent, short-term fluctuations can
increase opex and could have a negative influence on annual benchmarking scores as a result.

We have reviewed our revealed base year opex against the expected outcomes of the AER’s
most recent economic benchmarking models and analysis applied in recent determinations. As a
result of our assessment, we have included a 5.9 per cent efficiency adjustment to our base year
opex. Further detail on how our base year opex compares to economic benchmarks is included in
the Frontier Economics - Opex benchmarking report (Attachment 6.04).

6.3.2 Other base year adjustments

We have made other adjustments to our opex base year as follows:

e deducted $13.7 million in costs for the Electrical Safety Office levy (which will be treated
as a jurisdictional scheme in 2025-30),% and

e deducted $6.7 million in costs relating to property leases (which will be treated as capex in
2025-30).1°

The adjustments for efficiency and other items have been applied consistent with previous AER
determinations and reduce our base year opex from $485.8 million to $437.7 million.

18 The Electrical Safety Office levy has been reclassified as a Jurisdictional Scheme, effective 1 July 2025
and therefore is no longer funded through the operating expenditure allowance. Instead, the levy costs will
be funded through Jurisdictional Scheme charges.

19 The previous accounting standard, AASB 117 Leases, was replaced by AASB 16 Leases on 1 July 2019.
AASB 16 Leases introduces a new requirement for a lessee to recognise assets and liabilities for the rights
and obligations created by leases. For regulatory reporting purposes, Energex will adopt this change from
1 July 2025.
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6.3.3 Step changes

The AER’s Better Resets Handbook notes that step changes may arise from a change in
regulatory obligations, a capex/opex substitution or a change driven by major external factor(s)
outside the control of a business. For our Regulatory Proposal, Energex has identified and
guantified one significant cost for the 2025-30 regulatory control period which will be treated as a
step change. However, we are still assessing the potential costs relating to increased regulatory
obligations for the inspection of private property poles. If required, this may be included as a
second step change in our Revised Regulatory Proposal.

6.3.3.1 Description

The proposed step change for smart meter data relates to the acquisition, processing, and use of
smart meter data.

6.3.3.2 Driver and benefits

This change is driven by major external factors. Both the Australian Energy Market Commission’s
(AEMC’s) Review of the Regulatory Framework for Metering Services and the Queensland
Energy and Jobs Plan have targeted 100 per cent smart meter penetration by 2030. The AEMC
further recommended that basic power quality data should be provided free of charge to DNSPs,
with advanced power quality data provided through a negotiated arrangement with metering
providers.

Our existing visibility of power flows and other information on our low voltage networks is very
limited. The rollout of smart meters across our network will provide us with the opportunity to
actively monitor our low voltage network. The benefits include:

o reliability — improved reliability from identifying and responding more quickly for service
line and distribution transformer failures

e CECV - better visibility allows us to set less conservative operating envelopes for export
and will improve our ability to integrate more DER into our network

e safety — obtaining data will allow us to determine broken neutrals on our low voltage
service lines, and

e financial — monitoring our low voltage service population will allow us to time our
replacements more effectively, reducing replacement costs.

6.3.3.3 Preferred option
Our proposed step change includes:

e acquiring advanced (near real-time) power quality data for 25 per cent of the available
smart meters, which is the critical mass of data required for a highly accurate real-time
assessment of our low voltage network to enable the integration of DER and export at the
most efficient level. This would provide enough data to be able to respond quicker to
network outages on distribution transformers and service lines

e acquiring basic power quality data for the remaining 75 per cent of smart meters for our
overhead service lines only. This will enable us to detect emerging defects and failures on
our service lines to prevent safety and reliability issues for our customers. This data is
assumed to be free of charge in accordance with the AEMC’s recommendation, and
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e provision of a data platform to land and analyse the smart meter data that we acquire.
This cost will be shared across Energex and Ergon Energy Network and has been
assigned proportionally according to the number of smart meter points we expect in each
network.

Table 56 summarises the costs we are forecasting for the 2025-30 regulatory control period
associated with acquiring smart meter data.

Table 56: Forecast step changes for 2025-30 period

$m, real 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 Total*

Smart meter data 21 25 2.9 3.3 3.7 14.6
Note 1: Total may not add due to rounding.

It should be noted that access to basic power quality data is currently only a recommendation by
the AEMC and has not been enacted in the NER. In proposing this step change, we are
assuming that this recommendation will proceed unchanged, and that the definitions of ‘basic’
and ‘advanced’ power quality data are in line with our expectations. We may revisit this step
change in our Revised Regulatory Proposal should the AEMC’s recommendations change as
they progress through to the NER.

6.3.3.4 Customer engagement

We discussed our approach to the acquisition of smart meter data with our RRG to guide the way
we considered the benefits that would flow to customers from this investment. The RRG provided
feedback that investment should be based on the highest cost-benefit option, without bias to
technology or timing of costs. To this end, we have undertaken a cost-benefit analysis and
sensitivity analysis to determine which of the options maximises the benefits to our customers
and the community.

More information on our proposed step change can be found in our Smart Meter Data Acquisition
Business Case (Attachment 6.05).

6.3.4 Rate of change

The efficient base year is trended forward over the regulatory control period to reflect changes in
price, outputs and productivity.

6.3.4.1 Price growth

Our base year opex reflects the current prices of our cost inputs. The base-step-trend approach
adjusts this base year opex to account for forecast real change in input costs over the 2025-30
regulatory control period. Our trend adjustments are based on forecasts prepared by Oxford
Economics (Attachment 6.03). We note that the AER’s preferred approach is to use the average
of the Oxford Economics forecast with the forecast commissioned by the AER (expected to be
undertaken by KPMG). As we do not have the KPMG forecast escalation rates for Queensland,
we have used the national rate as a placeholder. The different forecast price growth rates are
provided in Table 57.
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Table 57: Forecast price growth 2025-30

Future Period

Per cent 2025-26 2026-27 2027-28 2028-29 2029-30
Real labour forecast — Oxford Economics 1.30% 1.18% 0.92% 1.22% 1.38%
Real labour forecast — KPMG National 0.90% 1.10% 1.10% 1.10% 1.10%
Average of real labour forecasts 1.10% 1.14% 1.01% 1.16% 1.24%
Superannuation guarantee 0.50% 0.00% 0.00% 0.00% 0.00%
Average plus superannuation guarantee 1.60% 1.14% 1.01% 1.16% 1.24%
Price growth (assuming 59.20% labour) 0.95% 0.68% 0.60% 0.69% 0.73%

6.3.4.2 Output growth

Our base year reflects our current outputs. The base-step-trend approach adjusts this base year
opex to account for the forecast change in outputs over the 2025-30 regulatory control period. We
have included an allowance for output growth consistent with the AER’s standard approach.

We have applied the output change measures and respective weightings in the Economic
Insights Report released with the AER’s 2023 Annual Benchmarking Report.

Our forecast output growth rates are outlined in Table 58.

Table 58: Forecast output growth 2025-30

Future Period

Average

et 2025-26 2026-27 2027-28 2028-29 2029-30
Customer numbers 45.48% 1.32% 1.39% 1.35% 1.21% 1.17%
Circuit length 14.87% 0.79% 0.81% 0.80% 0.82% 0.87%
REUE etz TR T 39.65% 0.53% 0.34% 0.39% 0.53% 0.52%
demand
AUBERE LTI 0.93% 0.88% 0.88% 0.88% 0.87%
growth

6.3.4.3 Productivity growth

Productivity improvements can result from technical change, efficiency, or economies of scale.
Recognising that our opex has been increasing, we are committed to delivering productivity
improvements in the 2025-30 regulatory control period. Given the affordability concerns raised by
our customers and the expected material increases in our overall revenues in the 2025-30
regulatory control period, our Executive Management and Board have decided to apply a 1 per
cent productivity rate to our forecast opex. This exceeds the AER’s standard rate of 0.5 per cent.

6.3.5 Specific or category forecasts

Debt raising costs are the transaction costs incurred in raising debt, including the costs of
maintaining an investment credit rating needed to issue this debt. We estimated the debt raising
costs using the AER'’s preferred ‘benchmark’ methodology. We have estimated a benchmark unit
rate of 8.4 basis points per annum and applied it to our forecast RAB. The calculation of our debt
raising costs is set out in the Post Tax Revenue Model (PTRM) (Attachment 8.03).
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6.4 Summary of our proposed operating expenditure for 2025-30

In line with the base-step-trend forecast approach, the total 2025-30 forecast opex is provided in
Table 59.

Table 59: Opex forecast for 2025 to 2030

Future Period

$m, real 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 Total*
Base opex 485.8 485.8 485.8 485.8 485.8 2,429.0
Eg‘;‘; s -48.1 -48.1 -48.1 -48.1 -48.1 -240.6
Price growth 4.1 7.0 9.7 12.7 16.0 49.4
Output growth 4.0 7.9 11.7 15.6 19.5 58.8
Productivity growth -4.3 -8.7 -13.1 -17.5 -22.0 -65.6
Step changes 2.1 25 2.9 3.3 3.7 14.6
Debt raising costs 7.8 7.9 7.9 7.9 7.9 39.3
Total® 451.4 454.3 456.8 459.7 462.7 2,284.9

Note 1: Totals may not add due to rounding.

As illustrated in Figure 42, this forecast includes:
e an estimated $2,429 million in base year opex costs
e an estimated $241 million reduction to the base year
¢ an estimated $108 million increase in expenditure for output and price growth
e an estimated $66 million reduction in expenditure for productivity improvements
e an estimated $15 million in additional expenditure for step changes, and

e an estimated $39 million in debt raising costs.

Figure 42: The breakdown of our opex forecast for 2025 to 2030 ($m, real 2024-25)
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6.5 How this differs from our Draft Plan

In our Draft Plan, we proposed forecast opex of $2,443 million. In response, customers were
generally supportive of our proposal to apply a 1 per cent productivity factor as a way to address
their affordability concerns. For the Regulatory Proposal, we have retained the 1 per cent
productivity factor and have further reduced our forecast opex by 6.5 per cent through:

e the inclusion of an efficiency adjustment based on an assessment of our 2023-24 base
year. While we consider that an efficiency adjustment is not required in light of the
material concerns that we have with the AER’s benchmarking model, we have
incorporated the efficiency adjustment to further address affordability concerns. Applying
the efficiency adjustment lowers our opex by $139 million over five years

e removal of the cyber security ($5 million) and insurance premium ($5 million) step
changes. We considered that these step changes were immaterial and that their removal
would further improve affordability

e arevision of the smart meter data step change from $53 million to $15 million following
the AEMC’s review, and

e Other minor changes to output and price growth assumptions.

6.6 Delivering for our customers
From the engagement we have undertaken, customers have told us that:
o affordability is their primary concern

¢ f the network is not appropriately managed it presents a risk to our communities and
employees and customers expect Energex to be vigilant, and to always make safety our
priority

o reliability is a key priority and we have the balance between reliability and cost about right

¢ Queenslanders know that storms, cyclones, bushfires, floods and other disasters are
beyond anyone’s control, and our response to recent natural disaster events continues to
show we respond well when these events occur and that our contribution is important to
communities in getting them back up and running quickly, and

e they are generally supportive of the 1 per cent productivity factor being applied.

We consider that the measures we have made to reduce our forecast opex will help to address
the affordability concerns raised by customers. The reductions will be a significant challenge for
our business as the costs of managing our network continue to rise. However, we are committed
to continuing to deliver a safe, secure and reliable network in the 2025-30 regulatory control
period.
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6.7 Supporting documentation
The following documents support this chapter:

Document Name Reference File name

Addressing Capex objectives, 6.01 Energex — 6.01 — Addressing Capex objectives,
criteria and factors ' criteria and factors — January 2024 - public

Energex - 6.02 - Model - SCS AER Opex model -
January 2024 - public

Energex SCS Opex Model 6.02

Input Cost Escalation Forecasts to Energex — 6.03 — Oxford Economics Australia — Input

2029/20 6.03 Cost Escala_tlon Forecasts to 2029/20 — September
2023 - public

Frontier Economics — Opex 6.04 Energex - 6.04 - Frontier Economics - Opex

Benchmarking ) benchmarking report - January 2024 - public

Energex - 6.05A - Business Case - Smart Meter Data
Acquisition - January 2024 - public
Smart Meter Data Acquisition 6.05 Energex - 6.05A - Business Case - Smart Meter Data
Business Case ) Acquisition - January 2024 - confidential

Energex - 6.05B — NPV Model - Smart Meter Data
Acquisition - January 2024 - confidential
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Key messages:

e We continue to support the application of incentive schemes, the purpose of which is to
encourage us to be more efficient, maintain or improve our service performance and
pursue alternative non-network options.

We propose that current incentive schemes - STPIS, EBSS, CESS, DMIA and
DMIAM - should continue to apply to Energex in the 2025-30 regulatory control period.

While we support the ESIS, we do not have robust data that would allow us to design
and consult on the scheme with customers and propose that it does not apply in the
2025-30 regulatory control period.

Based on customer feedback that we should not be incentivised to provide good
customer service, we propose that the CSIS should not apply.

Given our customers’ strong views that we should not be rewarded for good customer
service, we also propose that the customer service component (telephone answering)
of STPIS should not apply. We further propose that the overall revenue at risk cap
should be reduced from 2 per cent to 1.8 per cent to account for the removal of the
customer service component.

7.1 Overview

Customer feedback demonstrates that our customers are concerned about the cost of their
electricity supply and that they expect us to maintain our service and performance levels without
spending any more than is necessary.

The NER provide a range of incentive schemes designed to enhance the incentive-based
regulatory framework applied by the AER. These schemes incentivise networks like Energex to
run efficient businesses so that customers pay no more than is necessary for the services they
require and ensure that the right levels of service are delivered to customers. As such, we
continue to support the application of incentive schemes.

On 3 July 2023, the AER published the Final F&A for the 2025-30 regulatory control period,
setting out, amongst other matters, the application of incentive schemes. In accordance with the
NER, our Regulatory Proposal must include our proposed application of the incentive schemes
specified in the F&A. Table 60 summarises each of the incentive schemes specified in the F&A
and whether we propose that the scheme should apply in the 2025-30 regulatory control period.
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Table 60: Application of incentive schemes

Incentive Scheme Description Current period Next Period

Service Target
Performance Incentive
Scheme (STPIS)

The STPIS incentivises us to maintain or v v
improve service performance

Efficiency Benefit Sharing  The EBSS incentivises us to undertake v v
Scheme (EBSS) efficient opex

Capital Expenditure The CESS incentivises us to undertake v v
Sharing Scheme (CESS) efficient capex

Demand Management The DMIAM provides research and

Innovation Allowance development funding for innovative demand v v
Mechanism (DMIAM) management solutions

Demand Management The DMIS incentivises us to undertake v v

Incentive Scheme (DMIS)  efficient demand management activities

Customer Service The CSIS incentivises us to improve

. . x x
Incentive Scheme (CSIS) customer service performance
Export Service Incentive The ESIS incentivises us to improve export x «
Scheme (ESIS) service performance

The incentive schemes that we are proposing should apply to us in the 2025-30 regulatory control
period are consistent with those set out in our Draft Plan. That is, our Draft Plan proposed to
continue with current incentive schemes (STPIS, EBSS, CESS, DMIA and DMIAM) and not apply
the new CSIS and ESIS.

However, following feedback on our Draft Plan, we have changed our position on the application
of the STPIS customer service component (telephone answering). Feedback on the Draft Plan
mainly related to our proposed position to not apply the new CSIS and continue with the
customer service component of the STPIS (telephone answering). The overwhelming sentiment
expressed by customers was that customer service should not be incentivised for our business.
Therefore, this Regulatory Proposal proposes to not apply both the CSIS and customer service
component of the STPIS (telephone answering) in the next regulatory control period.

The following sections set out our proposal on each incentive scheme.

7.2 Capital Expenditure Sharing Scheme

The CESS incentivises us to undertake efficient capex over the regulatory control period by
providing financial rewards and penalties for efficiency gains and losses on capex, respectively.
Efficiency gains and losses are estimated as differences between the AER’s capex allowances
and actual capex. We share the efficiency gains and losses with customers.

7.2.1 Application of the CESS in the current period

The CESS, as set out in version 1 of the AER’s Capital Expenditure Incentive Guideline for
Electricity Network Service Providers (the Capex Incentive Guideline) applies to us in the current
regulatory control period. A symmetrical 30 per cent sharing ratio applies to overspends and
underspends of capex. That is, if we underspend, we retain 30 per cent and customers receive
70 per cent of the benefit of underspending. Likewise, if we overspend, we incur 30 per cent and
customers incur 70 per cent of the cost of overspending.
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Table 61 summarises our proposed CESS revenue adjustments for the 2025-30 regulatory
control period, i.e. the outcomes from the application of the scheme in the current period. The
detailed calculations are provided in the CESS models provided as Attachment 7.02 and
Attachment RIN.04. The CESS revenue adjustments comprise:

e afinal year true-up of the CESS calculations for the 2019-20 year - the CESS
outcomes for the 2015-20 regulatory control period applied in the 2020-25 distribution
determination included forecast capex for 2019-20 that is trued-up in the 2025-30
determination. We underspent relative to our forecast for the 2019-20 year and as such
will receive an additional $16.1 million reward for the true-up, and

e the CESS outcomes from the current 2020-25 determination - we are forecasting to
overspend the AER’s allowances over the current regulatory control period. The NPV of
the overspend is $200.5 million and results in penalties of $64.3 million.

Table 61: Energex’s CESS carryovers

Future Period

$m, real 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 Total'

CESS carryovers for
the current

-12.9 -12.9 -12.9 -12.9 -12.9 -64.3
regulatory control
period
CESS true-up for
2019-20 3.2 3.2 3.2 3.2 3.2 16.1
Toiiel CESS -9.6 -9.6 -9.6 -9.6 -9.6 -48.2
penalties
Notel: Negative number implies a penalty and positive number a reward from the preceding period. Totals may not add due to
rounding.

The CESS stipulates that the AER may adjust the CESS carryovers for deferral of capex. Over
the 2020-25 regulatory control period, we did not defer any material capex and underspend.
Therefore, the CESS calculations do not include any deferral of capex.

7.2.1.1 Ex post capex exclusions from the regulatory asset base

In accordance with the NER, our actual capex is subject to an ex post prudency and efficiency
assessment by the AER when rolling forward the RAB. The NER further states that the AER may
adjust past capex where a distributor has, amongst other things, overspent the AER’s capex
forecasts. The CESS provides that where capex is adjusted and excluded from the RAB, the
CESS penalties are adjusted to ensure that a network does not bear a penalty that exceeds 100
per cent of the excluded capex.

For our 2025-30 distribution determination, the relevant period for the AER’s ex post assessment
is the period from 2018-19 to 2022-23, i.e. the last two years of the previous regulatory control
period and the first three years of the current regulatory control period. Over this period, we
underspent the AER’s capex allowances by 5.7 per cent as shown in Table 62. Consequently, we
consider that our actual capex over this period can be rolled into the RAB without adjustment.

Page 146




energex

Chapter 7: Incentive Schemes

Table 62: Ex post review period capex

AER Forecast Actual Capex

$m, real 2024-25 R G ) HEDATE 5155 15, e AR Variance from Forecast!
Augmentation 398.6 407.4 -2.2%
Connections (net) 315.3 265.8 15.7%
Asset replacement 974.3 855.0 12.2%

Non-network

ICT 110.8 238.5 -115.2%
Property 105.7 85.5 19.1%
Fleet 128.4 114.4 10.9%
Other non-network 20.5 20.5 -0.1%
Capitalised overheads 837.3 739.0 11.7%
Total Net Capex? 2,891.0 2,726.0 5.7%
Notes:

1. Positive value indicates we spent less than the forecast. Negative value indicates an overspend against forecast.
2. Net capex in this table does not account for asset disposals. Totals may not add due to rounding.

However, as we indicated in our Draft Plan, we are seeking to exclude from the RAB and self-
fund the ICT overspend over the ex post review period. The ICT overspend over the ex post
review period was incurred during the first three years of the current regulatory control period.
Therefore, to simplify the modelling we have excluded the ICT overspend from 2020-21 to
2022-23.

7.2.2 Application of the CESS in the 2025-30 regulatory control period

In April 2023, the AER published its Final decision - Review of incentive schemes for networks.
The final decision amended the Capex Incentive Guideline to vary the CESS, including:

e applying a bright-line tiered sharing arrangement with a 30 per cent sharing ratio for any
underspend up to 10 per cent of capex, a 20 per cent ratio for any underspend over
10 per cent and a 30 per cent sharing ratio for any overspend, and

e requiring network service providers to provide further information to better and
transparently explain the reasons for differences between our expenditure forecasts and
the actual capex incurred.

In the F&A, the AER proposed to apply version 2 of the CESS in the 2025-30 regulatory control
period. We support the AER’s position.

7.3 Efficiency Benefit Sharing Scheme

The EBSS incentivises us to continuously pursue opex efficiency improvements and share these
with customers. The EBSS is intrinsically linked to the revealed cost (or base-step-trend)
forecasting approach for opex — where forecast opex is based on actual opex incurred in a recent
year (the base year). The EBSS addresses two potential incentive problems arising from this
forecasting approach, being the incentive to increase opex in the base year or defer efficiency
improvement until after the base year. The use of the revealed cost forecasting approach
combined with the EBSS results in us earning the same reward and penalty in each year of the
regulatory control period.
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With the EBSS being linked to the revealed cost forecasting approach, the AER’s F&A indicated
that the application of the EBSS will occur if the opex forecasts are based on our revealed costs.

7.3.1 Application of the EBSS in the current period

Version 2 of the EBSS applies to us in the current regulatory control period. Our opex
requirements have increased in the current period and we are forecasting to overspend our opex
allowances. As a result, we are forecasting significant negative EBSS carryovers (i.e. penalties)
as set out in Table 63. Attachment RIN.03 provides the calculations.

Table 63: Energex’s EBSS calculation

Future Period

$m, real 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 Total'

Forecast EBSS penalties -68.8 -32.1 -24.0 3.1 0.0 -121.8
Note 1: Total may not add due to rounding.

7.3.2 Application of the EBSS in the 2025-30 regulatory control period

We propose that version 2 of the EBSS should continue to apply in the next regulatory control
period. As previously stated, the F&A indicates that the AER’s decision on the application of the
EBSS is conditional on the application of the revealed cost forecasting approach. While we have
made some efficiency adjustments to our base year and acknowledge that these distort the
sharing of efficiency gains and losses, we do not consider that the efficiency adjustments are
material to the extent that we are not relying on our revealed costs and that the EBSS should not
apply in the next regulatory control period.

Furthermore, in accordance with version 2 of the EBSS, we support the application of
adjustments to forecast and actual opex when calculating EBSS carryovers during the 2025-30
regulatory control period, namely adjustments for:

e approved pass through amounts or opex for contingent projects
e movements in provisions
e capitalisation policy changes

e categories of opex not forecast using a single-year revealed cost approach for the
regulatory control period, including debt raising costs and DMIAM, and

e inflation.

7.4 Service Target Performance Incentive Scheme

The STPIS incentivises us to maintain and improve service performance where customers are
willing to pay for the improvements. The scheme balances the incentives provided under the
current regulatory framework to reduce expenditure with the need to maintain and improve
service performance.

7.4.1 Application of the STPIS in the current period

In the current regulatory control period, version 2.0 of the STPIS (published in November 2018)
applies to Energex. Table 64 outlines the specific aspects of the STPIS that currently apply to us.
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Table 64: Application of the STPIS in the current period

Matter 2020-25 Determination

Revenue at risk +2 per cent

Segmenting of network Central Business District (CBD), urban, short rural and long rural

Reliability of supply: system average interruption duration index (SAIDI) and
system average interruption frequency index (SAIFI)

Customer service: telephone answering

Applicable parameters for the
s-factor

Performance targets Based on the average performance over the past five regulatory years
Criteria for excluding certain Applied the methodology indicated in version 2.0 including the 2.5 beta method
events from s-factor calculations for calculating major event days

Applied the methodology indicated in the national STPIS and the values of

Incentive rates customer reliability set by the AER

Guaranteed service level

component Not applied (a jurisdictional guaranteed service level scheme applies)

7.4.2 Application of the STPIS in the 2025-30 period

We support the F&A position to continue to apply version 2.0 of the STPIS in the 2025-30
regulatory control period.

For the 2025-30 regulatory control period, we propose to continue with the current arrangements
as set out in Table 64, with two related exceptions. We propose that the customer service
component of the STPIS (telephone answering) should not apply. With the proposed removal of
the customer service component of the STPIS, we also propose that the overall revenue at risk
cap be reduced to 1.8 per cent from the current 2 per cent. This is because a 0.2 per cent
revenue at risk cap currently applies to the customer service component.

The proposed removal of the customer service component is an outcome of our customer
engagement in developing our 2025-30 Regulatory Proposal. As part of this process, we
consulted with our customers on the application of a new CSIS to possibly replace the current
STPIS customer service component. In response, there was overwhelming feedback that
although good customer service is highly valued, we should not be incentivised for this and
therefore a CSIS should not apply. Our customers indicated that good customer service should
be a given.

Considering this feedback, our Draft Plan proposed that a CSIS would not apply and the
customer service component of the STPIS (telephone answering) would be retained. We
received further feedback that, given our customers’ strong views about us not being rewarded
for good customer service, we similarly should not retain the STPIS customer service component
in the next period. This was also a view expressed by our RRG.

7.4.21 Proposed performance targets and incentive rates
Reliability of Supply

Table 65 sets out our proposed targets and incentive rates for the 2025-30 regulatory control
period. The STPIS model (Attachment 7.01) provides the detailed calculations. Our proposed
targets are based on our average performance over the past five regulatory years. For the
purposes of this Regulatory Proposal, we have used the five years from 2018-19 to 2022-23. We
will update the targets in our Revised Regulatory Proposal to reflect the five-year period from
2019-20 to 2023-24. Also, consistent with the STPIS, we propose to modify our average
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performance over the past five years as outlined below to account for the years where our actual
performance exceeded the revenue at risk cap.

Our proposed incentive rates are calculated in accordance with clause 3.2.2 of the STPIS and the
formulae in Appendix B of the STPIS. Our key assumptions include:

o Value of Customer Reliability (VCR) — we based the VCR values on the AER’s 2019
VCR Study (updated for inflation), noting that the AER is expected to review its VCR
methodology by 31 December 2024, and we anticipate that the final incentive rates will
reflect the updated VCR values

¢ weighting for unplanned SAIDI and unplanned SAIFI - we have adopted the
weightings set out in the STPIS of approximately 60:40, and

e expected average annual energy consumption by network type for the 2025-30
regulatory control period - we currently do not develop energy consumption forecasts
by feeder type and have therefore applied the average consumption ratios from the past
five years to our overall forecast energy consumption data.

Table 65: Energex proposed targets
Proposed targets Performance Target Incentive rate

Unplanned SAIDI

CBD 4.436 0.00254
Urban 54.035 0.05424
Short rural 132.385 0.01958

Unplanned SAIFI

CBD 0.0522 0.14395
Urban 0.5651 3.45797
Short rural 1.1786 1.46643

Funded reliability improvements

We do not propose to modify the average performance to account for proposed reliability
performance improvement programs.

While we have some investments for which reliability is the identified need for the investment,
these programs are not aimed at improving our overall reliability measures. Rather, they are
targeted at maintaining our existing levels of service for customers and are in response to the
changing nature of our network, such as an increased number of customers per feeder and
increased network utilisation.

Our Worst Performing Feeder investment program is the result of a regulatory obligation in our
Distribution Authority. The number of feeders targeted through this program are minimal, and
while the improvements are important for the affected customers, at a network level these
improvements are not significant enough to make a material impact on our overall network
reliability performance.
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7.5 Demand Management Incentive Scheme and Demand
Management Innovation Allowance Mechanism
The DMIS incentivises us to undertake efficient expenditure on relevant non-network options

relating to demand management. The DMIAM provides funding for research and development in
demand management projects that have the potential to reduce long-term network costs.

The DMIS and DMIAM currently apply to us and we support the F&A position to continue to apply
these schemes in the 2025-30 regulatory control period. Table 66 sets out our proposed DMIAM
allowance for the 2025-30 regulatory control period. We expect to use this funding to explore
opportunities associated with customer energy resources and evolving the capabilities and
services required as we transition to a smart grid. Possible areas of interest that we could explore
using DMIAM funding include:

e customer experience, customer and network value propositions associated with dynamic
connections and dynamic operating envelopes

e electric vehicle charging

e access to flexible and efficient energy use by vulnerable customers
o electrification — opportunities for efficiency and demand flexibility

e tariff trials, and

e community batteries

Importantly, under the DMIAM, any allowance that we do not use will be returned to customers in
the 2030-35 regulatory control period.

Table 66: Energex DMIAM allowance
$m, real 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 Total

DMIAM 1.4 1.5 1.5 15 1.6 7.5
Note 1: Total may not add due to rounding.

7.6 Export Service Incentive Scheme

The ESIS allows DNSPs to propose bespoke incentives related to export services based on their
network circumstances, customer preferences and evidence-based performance data. The AER
can set targets for export services and require distributors to report on performance against the
targets, with financial rewards or penalties applying to reported performance (similar to the
STPIS). The ESIS is a new scheme that was recently introduced in July 2023 by the AER.

While we support the introduction of this new scheme, we do not propose that the scheme should
apply in the 2025-30 regulatory control period. We consider that we currently do not have robust
data that would allow us to design and consult on the scheme with customers prior to the
commencement of the 2025-30 regulatory control period.

Page 151



energex

Chapter 7: Incentive Schemes

7.7 Customer Service Incentive Scheme

The CSIS is a new incentive scheme introduced by the AER in July 2020 to encourage
distributors to engage with customers, identify services that customers want to improve, and set
targets and incentives to improve those services.

It is principles-based which means that we develop our own CSIS measures and approaches in
collaboration with our customers. The CSIS was introduced to replace the current telephone
answering measure in the STPIS with measures that customers value more highly. The
application of the CSIS is not mandatory and will only apply if it is considered necessary or
appropriate by our customers.

7.7.1 Customer engagement outcomes

To determine if the CSIS should apply to Energex as an additional incentive scheme in the next
regulatory control period, we engaged with our residential and small business customers through
the two-step Voice of the Customer Panel process.

In the first phase of the process, the Pre-Voice of the Customer Panel — Customer Consultation
(or ‘perspectives gathering’) phase, we sought insights on the lived experiences of the ‘quiet
voices’ and ‘future voices’ from our customer base. During this process, we presented information
on the new CSIS, and customers were asked about their level of comfort with the scheme.

In response, the overwhelming sentiment was that good customer service should be part of every
business and it was expected that Energex would provide this. While 22 per cent said they ‘liked
it’ or ‘loved it’ and 30 per cent of customers said they could ‘live with it’, 48 per cent of participants
‘lamented’ or ‘loathed’ the idea of a reward scheme to support better customer service.

In the second phase of the process, the Voice of the Customer Panel - Customer Collaboration
phase, the panel delivered a set of recommendations in relation to customer service. We
received the Panel's recommendations on 26 August 2023, which included that the CSIS should
not apply to Energex.

After reviewing the insights from the Voice of the Customer Panel process, our Draft Plan tested
the position of not applying a CSIS in the 2025-30 regulatory control period. Customer feedback
in response to the Draft Plan was consistent with that provided through the Voice of the Customer
Panel process.

7.7.2 Our proposed position

Consistent with the feedback we have received from customers, we propose that the CSIS
should not apply in the next regulatory control period.

Notwithstanding, given the overwhelming feedback from customers about the importance of
excellent customer service, we commit to work with our customers and stakeholders to develop
agreed customer service performance reporting throughout the period.
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7.8 How this differs from our Draft Plan
In our Draft Plan we proposed that, for the 2025-30 regulatory control period:

¢ all existing incentive schemes should continue to apply, including the STPIS telephone
answering measure

¢ the ESIS should not apply, given the unavailability of robust data, and

o the CSIS should not apply, based on early customer feedback obtained through the
perspectives gathering phase of our engagement and the recommendations of the Voice
of the Customer Panel.

The difference between the draft positions set out in the Draft Plan and this Regulatory Proposal
is that, for reasons discussed in section 7.4.2 above, we propose that the STPIS telephone
answering measure should not apply in the next regulatory control period.

7.9 Delivering for our customers

The AER’s incentive schemes are designed to improve network efficiency and performance
levels and reduce costs for customers. The continued application of these schemes will deliver
benefits for customers in the long-term and is in keeping with customers’ expectations that we
should maintain our service and performance levels while spending no more than necessary for
the services they value.

Despite customer feedback that the CSIS and STPIS telephone answering measure should not
apply, our ongoing commitment to excellent customer service will ensure that current service
levels are maintained or improved.

7.10 Supporting documentation
The following documents support this chapter:

Document Name Reference File name

STPIS Targets and Incentive Rates 701 Energex - 7.01 — Model STPIS Targets and Incentive
Model ) Rates - January 2024 - public

Energex - 7.02 — Model SCS CESS True-Up -

SCS CESS True-Up Model 7.02 January 2024 - public

SCS EBSS Model RIN.03 Energex - R_IN.03 - Model SCS EBSS - January
2024 - public

SCS CESS Model RIN.04 Energex - RIN.O4 - Model SCS CESS - January
2024 - public
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Key messages:

e We have heard from customers how important it is to balance the need to invest in our
network to provide safe and reliable supply with efficiently delivering electricity services in
the most affordable way.

We propose that the total revenue we require to continue to build and maintain a safe
and reliable network for our customers is $8,151 million for the 2025-30 regulatory control
period. This represents an increase of 18 per cent.

As a distribution business we are capital-intensive, which means that a large part of our
forecast revenue is driven by uncontrollable factors, such as interest rates and inflation.

The revenue increase is offset by adjustments due to anticipated penalties under the
AER'’s capex and opex incentive schemes and business initiatives to address customers’
affordability concerns.

We propose to evenly smooth the revenue across the regulatory control period. This
proposed approach is overwhelmingly supported by customers.

We estimate that network charges will increase by an average of $35 or 5.0 per cent
annually for residential customers, $133 or 6.2 per cent annually for small business
customers, and 1,936 or 6.6 per cent annually for large customers connected at low
voltage.

8.1 Overview

We have heard from our customers how important it is that we balance the need to invest in our
network to provide safe and reliable supply with efficiently delivering electricity services in the
most affordable way. This is a difficult challenge as our costs are increasing as we, like many of
our customers, feel the impact of inflation on the costs of materials and other inputs.

As a regulated business, the AER will determine the amount we can recover from customers
using a ‘building block’ approach to set our revenue. We believe that we have determined a
prudent level of investment for our network considering the age of our assets, the growing two-
way flow of electricity on our network, and the need to adapt to an increasingly digitalised and
inter-connected electricity market.

We propose that the total revenue we require to continue to build and maintain a safe and reliable
network for our customers is $8,151 million for the 2025-30 regulatory control period. This
represents an increase of 18 per cent, in real terms, relative to the current regulatory control
period and is the first time that we are forecasting revenues to increase since our first distribution
determination (for the 2010-15 regulatory control period) under the AER.

We estimate that total annual network charges (inclusive of transmission charges and
jurisdictional schemes) will increase, in nominal terms, by an average of $35 or 5.0 per cent
annually for residential customers, $133 or 6.2 per cent annually for small business customers,
and $1,936 or 6.6 per cent annually for a large business connected on the low voltage network.?°

20 The price impacts factor in transmission charges from Powerlink that are forecast to increase by inflation
and the Queensland Government’s Solar Bonus Scheme expiring on 1 July 2028. For forecast inflation, we
have used a forecast of 2.75 per cent based on the AER’s methodology set out in the PTRM.
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8.2 Our proposed annual revenue requirement

The ARR (or ‘unsmoothed revenue’) is the sum of the forecast efficient costs that Energex incurs
each year in providing SCS to our customers. The ARR is calculated using the building block
methodology outlined in Figure 43.

Since ARRs can be lumpy and fluctuate materially from year-to-year, they are smoothed across
the regulatory control period to determine the expected revenue (or ‘smoothed revenue’) that is,
in turn, recovered from customers via annual network charges. The ARRs and expected revenue
are equal NPV terms.

Figure 43: Regulatory building blocks for SCS

Return on assets

Represents benchmark financing costs of investing
in our network. Calculated as rate of return
multiplied by Regulatory Asset Base

Regulatory depreciation
Payback on our investment in the network and
supporting infrastructure and systems

1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
i
-
r4
w
=
w
ox
8 Revenue adjustments
w Adjustments (increase or decrease) for
4 incentive schemes
w
2
r4
w
>
w
[+ 4
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1

Operating expendture

The costs of operating and managing
the network

As outlined in Table 67, for the 2025-30 regulatory control period, we are proposing:
o total ARRs of $8,151.5 million
o total expected revenue of $8,161.1 million, and

e annual X-factors of -5.25 per cent, with the X-factors representing the real change in
expected annual revenue and negative X-factors implying an increase in revenue.
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Table 67: Proposed 2025-30 ARR, expected revenue and X-factors

Future Period

$m, real 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 Total
Return on capital 916.3 927.8 943.2 960.1 976.2 4,723.6
E:Srﬂc?g%n 203.9 227.4 247.4 263.7 262.1 1,204.5
Opex 451.4 454.3 456.8 459.7 462.7 2,284.9
Egjﬁ?rﬁnts 770 -40.3 -32.1 5.0 8.1 -162.6
Tax allowance 14.9 15.8 18.8 255 26.0 101.0
ARR (unsmoothed) 1,509.5 1,585.0 1,634.0 1,704.1 1,718.9 8,151.5
Annual expected 1,469.7 1,546.8 1,628.0 1,713.4 1,803.3 8,161.1
revenue (smoothed)
X-factors? -5.25% -5.25% -5.25% -5.25% -5.25%

Notes:

1. Totals may not add due to rounding.
2. Negative X-factor implies an increase in revenue.

For the first time since our first distribution determination under the AER (for the 2010-15
regulatory control period), we are proposing an increase in our total revenue. Our proposed total

ARRs are 18 per cent higher than in the current regulatory control period. The increase is driven
by:

e asignificant increase in our forecast return on capital (or financing costs). This is mainly
due to factors outside our control, such as interest rates and inflation rising sharply since
our last distribution determination. Figure 44 shows how the 10-year yield on Australian
Government bonds (the proxy for the risk-free interest rate) has increased from the
historical lows experienced at our last determination in 2020, to current 12-year highs. In
addition, the increase in the forecast return on capital is also driven by higher capex in the
current and next regulatory control periods

e an increase in the return of capital (depreciation) due to a higher RAB, and
e an increase in our tax allowances.

The revenue increase is offset by material negative revenue adjustments because of anticipated
penalties under the AER’s capex and opex incentive schemes. That is, the revenue increase in
the next regulatory control period would be higher in the absence of the revenue adjustments.

Figure 45 and Figure 46 show the trends in our revenues since 2010 and the key drivers of the
revenue increase from the previous period, respectively.
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Figure 44: Australian Government 10 year bond yield
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Figure 45: Total unsmoothed revenue ($m, real 2024-25)
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Figure 46: Revenue changes from previous regulatory control period
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8.3 Changes from our Draft Plan

Our proposed total ARR for the 2025-30 regulatory control period has marginally increased by 0.6
per cent relative to our Draft Plan. The increase in revenue is driven by interest rates continuing
to rise, which is beyond our control. We have updated the forecast rate of return to 6.19 per cent
from 5.90 per cent and this has substantially increased our forecast revenue and specifically our
return on capital and taxation building blocks. This increase in the forecast rate of return has
more than offset the significant reductions that we made to our forecast opex. Figure 47 shows
the changes in the building blocks from our Draft Plan.
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8.4 Regulatory asset base

The RAB is the total unrecovered value of the assets used to provide SCS to customers. The
RAB for each year is rolled forward from the previous year by adding efficient new capex, adding
inflation, and deducting depreciation and disposals of any existing assets.

The RAB has a substantial impact on our revenues (and network charges). It determines two of
the building blocks that make up approximately 70 per cent of our revenues: the return on capital
(financing costs) and regulatory depreciation (payback of investments).

For the 2025-30 regulatory control period, we are proposing:

e an opening RAB at the start of the regulatory control period (1 July 2025) of
$15,590.7 million ($, nominal), and

e aclosing RAB at the end of the regulatory control period (30 June 2030) of
$18,040.2 million ($, nominal).

8.4.1 Value of the opening RAB - as at 1 July 2025

Table 68 sets out our proposed RAB at the commencement of the 2025-30 regulatory control
period.
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Table 68: Proposed RAB as at 1 July 2025

Current Period

$m, nominal 2020-21 2021-22 2022-23 2023-24 2024-25
Opening RAB 12,874.5 12,882.1 13,288.5 14,308.5 14,929.0
Net Capex 345.8 393.9 450.8 561.4 674.2
Indexation 110.8 450.7 1,040.7 586.6 492.7
Straight-line depreciation -449.1 -438.1 -471.6 -527.6 -568.0
Interim closing RAB 12,882.1 13,288.5 14,308.5 14,929.0 15,528.0
Adj_ustment for previous regulatory control 18.1
period

Final year adjustment 44.7
Opening value as at 1 July 2025 15,590.7

We have used the AER’s roll-forward model (RFM) to roll-forward the RAB across the current
regulatory control period to 1 July 2025.

8.4.1.1 Ex post prudency and efficiency review of capex

In accordance with the NER, the AER must provide a statement on the extent to which the roll-
forward of the RAB from the previous period contributes to the achievement of the capex
incentive objective.?! The capex incentive objective is to ensure that, where the value of a RAB is
subject to adjustment in accordance with the NER, then the only capex that is included in an
adjustment that increases the value of that RAB is capex that reasonably reflects the capex
criteria (i.e. capex that is prudent and efficient).?? The NER further states that the AER may adjust
past capex where a distributor has, amongst other things, overspent the AER’s capex forecasts.

The relevant period for the AER’s ex post assessment for our 2025-30 distribution determination
is the period from 2018-19 to 2022-23, i.e. the last two years of the previous regulatory control
period and the first three years of the current regulatory control period. Over this period, we have
underspent the AER’s capex forecasts and thus consider that the roll-forward of the RAB
contributes to the achievement of the capex incentive objective.

However, as indicated in our Draft Plan, we are proposing to exclude $130.2 million of ICT capex
that we incurred above the AER'’s forecast over the ex post review period. Excluding this capex
from the RAB reduces our forecast revenues by $107.5 million over the next regulatory control
period. The revenue reduction accounts for the impact of incentive schemes.

8.4.1.2 Adjustment for capitalisation of lease costs

We propose to include a final year adjustment to the RAB to reflect the capitalisation of lease
costs as a result of the change in lease accounting standards. The accounting standard AASB 16
Leases requires operating leases to be recognised on the balance sheet (capitalised) as a right-
of-use asset instead of being expensed (treated as opex). While AASB 16 came into effect in our
previous regulatory control period (on 1 January 2019), we have maintained the previous lease
reporting arrangements for regulatory purposes in the current regulatory control period. We made
this decision because it was still unclear how leases would be treated for regulatory purposes at
the time of our last determination.

21 Clause 6.12.2(b) of the NER.
22 Clause 6.4A(a) of the NER.
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For the forthcoming regulatory control period, we are proposing to align our statutory and
regulatory treatment of leases and include the present value of existing leases as at the
commencement of the regulatory control period in the RAB (1 July 2025). Attachment 8.04
provides our calculations.

8.4.2 Value of the forecast RAB

Table 69 provides our proposed forecast RAB across the 2025-30 regulatory control period. We
have used the AER’s PTRM to calculate the forecast RAB.

Table 69: Forecast RAB

$m, nominal 2025-26 2026-27 2027-28 2028-29 2029-30
Opening RAB 15,590.7 16,100.8 16,627.1 17,098.3 17,559.1
Net capex 719.7 766.5 740.0 755.3 782.0
Straight-line depreciation -646.1 -691.4 -734.4 -773.2 -792.6
Indexation 436.5 450.8 465.5 478.7 491.6
Closing RAB 16,100.8 16,627.1 17,098.3 17,559.1 18,040.2

8.4.3 Establishing the RAB at the commencement of the 2030-35 regulatory
control period

Consistent with the Final F&A for the 2025-30 regulatory control period, we propose the use of
forecast depreciation to determine the RAB at commencement of the 2030-35 regulatory control
period.

8.5 Rate of return

The rate of return, or WACC, is an estimate of the benchmark financing costs we require to fund
our investments in the network. The rate of return is determined by the AER in accordance with
its Rate of Return Instrument and is calculated by combining the estimates of returns expected by
lenders for providing debt and shareholders for providing equity. The AER does not set a specific
rate of return for our business but sets a ‘benchmark’ that applies to all energy networks that it
regulates.

Table 70 summarises our placeholder rate of return estimates used for this Regulatory Proposal.

Table 70: Rate of return estimates

Future Period

Per cent 2025-26 2026-27 2027-28 2028-29 2029-30
Return on equity 7.94% 7.94% 7.94% 7.94% 7.94%
Return on debt 4.78% 4.86% 4.98% 5.16% 5.34%
Gearing 60% 60% 60% 60% 60%
Rate of return 6.04% 6.09% 6.16% 6.27% 6.38%

Value of imputation credits

9 0 0 () 9
(gamma) 57% 57% 57% 57% 57%
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8.5.1 Return on equity

Table 71 sets out our placeholder return on equity estimates. The return on equity is calculated in
accordance with methodology and parameter values outlined in the AER’s 2022 Rate of Return
Instrument. We have used an averaging period of 20 business days to the end of September
2023 to estimate the placeholder risk-free rate. The final risk-free rate that will apply over the
2025-30 regulatory control period will be determined based on a future averaging period that we
have nominated in Attachment 8.05, consistent with the AER’s 2022 Rate of Return Instrument.

Table 71: Return on equity

Return on equity parameters

Risk-free rate 4.22%
Equity beta 0.6
Market risk premium 6.20%
Return on equity 7.94%

8.5.2 Return on debt

We have applied the trailing average methodology to estimate the return on debt. The return on
debt is updated annually. We have used the prevailing rates from the AER’s 2023-24 return on
debt estimate as the forward estimates to roll-forward the trailing average. Consistent with the
AER'’s 2022 Rate of Return Instrument, we have nominated the averaging periods for estimating
the prevailing return on debt in each year of the 2025-30 regulatory control period in Attachment
8.05.

8.5.3 Value of imputation credits

We have adopted 0.57 value of imputation credits (gamma) as set out in the AER’s 2022 Rate of
Return Instrument.

8.5.4 Debt and equity raising costs

Debt and equity raising costs are transaction costs incurred in raising debt and equity
respectively. Debt raising costs are expensed (added to opex) while equity raising costs are
capitalised (added to the RAB) under the AER’s current approach. We have applied the AER’s
preferred ‘benchmark’ methodologies to estimate debt and equity raising costs:

¢ the debt raising costs methodology is based on an assumed benchmark bond size,
estimating the number of bond issues required to roll over the debt proportion of the RAB
(60 per cent) over 10 years and amortising the upfront issuance costs using the nominal
rate of return. We have estimated a benchmark unit rate of 8.4 basis points per annum
and applied it to our forecast RAB, and

e the equity raising costs methodology is based on a cash flow analysis and estimates if an
equity injection will be required based on the projected capex. We are not forecasting any
equity raising costs for the next regulatory control period.

Our calculations are included in the attached PTRM.
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8.5.5 Expected inflation

We have estimated expected inflation based on the AER’s methodology as set out in the PTRM.
Expected inflation is estimated as the geometric average of inflation over the regulatory control
period based on the Reserve Bank of Australia’s (RBA’s) short-term forecasts and a glide-path to
the mid-point of the RBA'’s target inflation band in the fifth year. We have used the RBA’s August
Statement of Monetary Policy to derive a placeholder estimate of 2.80 per cent for this Regulatory
Proposal.

8.6 Regulatory depreciation

Regulatory depreciation (or return of asset) is an allowance that reflects the payback of the RAB.
The allowance allows investors to recover the value of their investment over the life of the assets.
Regulatory depreciation is comprised of two components — indexation and straight-line
depreciation. Given that the RAB is indexed to compensate Energex for actual inflation over time,
forecast indexation is subtracted from depreciation to ensure that we do not recover inflation
twice in recovering our allowable revenue.

Energex is proposing to retain the current year-by-year tracking methodology and standard asset
lives approved in the last determination. We also propose to include two additional asset
categories reflecting the proposed capitalisation of leases in the RAB. We are proposing one
lease category with a standard life of 10 years to be used for long-life leases and another lease
category with a short standard life of five years to be used for lease extensions or other short-
term leases.

For the 2025-30 regulatory control period, we are forecasting a depreciation allowance of
$1,204.5 million.

8.7 Operating expenditure

Opex refers to the non-capital expenses that we incur in operating and maintaining the
distribution network for the benefit of our customers. We are forecasting opex of $2,284.9 million
for the 2025-30 regulatory control period as discussed in Chapter 6. Our opex for 2025-30 is
provided in Table 72.

Table 72: Opex

Future Period

$m, real 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 Total*

Opex (excl. debt

raising costs) 443.6 446.4 448.9 451.8 454.9 2,245.6
Debt raising costs 7.8 7.8 7.9 7.9 7.9 39.3
Total opex* 451.4 454.3 456.8 459.7 462.7 2,284.9

Note 1: Totals may not add due to rounding.
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8.8 Corporate income tax

The tax allowance building block provides an allowance for the estimated cost of corporate tax.
We are forecasting a tax allowance of $110.8 million. We have used the AER’s PTRM provided
as Attachment 8.03 to calculate the tax allowance and applied the following key assumptions:

e a corporate statutory taxation rate of 30 per cent
e avalue of imputation credits (gamma) of 0.57

¢ immediate expensing of all our forecast capitalised overheads, consistent with our current
taxation policy of immediately deducting these costs for taxation purposes

o adiminishing value depreciation method except for buildings, equity raising costs and in-
house software

e retention of our current regulatory control period standard taxation lives, and

e an opening tax asset base of $8,610.3 million as at 1 July 2025, calculated using the
AER’s RFM and applying a year-by-year tracking approach.

8.9 Revenue adjustments
Revenue adjustments include:
e rewards or penalties Energex earns or incurs under the AER’s incentive schemes (refer to

Chapter 7), and

¢ adjustments to account for any unregulated revenue that we derive from shared assets.
Table 73 sets out our forecast revenue adjustments for the 2025-30 regulatory control period.

Table 73: Revenue adjustments

Future Period

$m, real 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 Total*
EBSS -68.8 -32.1 -24.0 3.1 0.0 -121.8
CESS -9.6 -9.6 -9.6 -9.6 -9.6 -48.2
DMIAM 14 15 15 15 1.6 7.5
Total? -77.0 -40.3 -32.1 -5.0 -8.1 -162.5

Note 1: Totals may not add due to rounding.

We have not included an adjustment for shared assets revenue as our revenue from shared
assets does not meet the required materiality threshold of 1 per cent.
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8.10 Smoothed revenues and X-factors

The sum of the building blocks for each year can fluctuate materially from year-to-year across the
regulatory control period. To minimise the volatility in revenues and network charges, we smooth
the revenue across the regulatory control period. In the smoothing process we recover the same
amount of revenue in NPV terms. That is, we are neither better nor worse off.

We are proposing to depart from the AER’s default smoothing approach in the PTRM and apply
smoothing in a manner that results in equal revenue increases in each year of the regulatory
control period (a negative X-factor represents a revenue increase). We consider that departing
from the default smoothing approach minimises price shocks for customers in the first year of the
next regulatory control period. The two revenue options are set out in Table 74.

Table 74: Revenue smoothing options ($m, real 2024-25)

Future Period

$m, real 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 Total?
Default smoothing (revenue) 1,551.8 1,656.9 1,769.1 1,889.0 2,016.9 8,883.6
Default smoothing (X-factors) -8.10% -3.87% -3.87% -3.87% -3.87% n/a
Our proposed smoothing 1,469.7 1,546.8 1,628.0 1,713.4 1,803.3 8,161.1
(revenue)

Our proposed smoothing -5.25% -5.25% -5.25% -5.25% -5.25% n/a

(X-factors)
Note 1: Totals may not add due to rounding.

We note that our proposed smoothing approach potentially violates a NER requirement for the
smoothing process to minimise the difference between the unsmoothed revenue and smoothed
revenue in the final year of the regulatory control period. The difference between the last year’s
smoothed and unsmoothed revenue under our proposed approach is 4.9 per cent, which exceeds
the AER’s threshold of 3 per cent.

In our Draft Plan, we tested our proposed smoothing approach with our customers, and they
overwhelmingly supported our proposed approach.

8.11 Bill impacts

We estimate that total annual network charges (inclusive of transmission charges and
jurisdictional schemes) will increase, in nominal terms, by an average of $35 or 5.0 per cent
annually for residential customers, $133 or 6.2 per cent annually for small business customers,
and $1,936 or 6.6 per cent annually for a large business connected on the low voltage network.?3
The indicative bill impacts are outlined in Table 75.

23 The price impacts factor in transmission charges from Powerlink that are forecast to increase by inflation
and the Queensland Government’s Solar Bonus Scheme expiring on 1 July 2028. For forecast inflation, we
have used a forecast of 2.80 per cent based on the AER’s methodology set out in the PTRM.
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Table 75: Indicative Bill Impacts

Average
$, nominal 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 E
change
Residential*
Indicative annual bill 631 684 721 754 766 805
Annual ($) change 52 38 32 12 39 35
Annual (%) change 8.3% 5.6% 4.4% 1.6% 5.1% 5.0%

Small business?

Indicative annual bill 1,904 2,086 2,229 2,351 2,418 2,570
Annual ($) change 182 143 123 67 151 133
Annual (%) change 9.6% 6.9% 5.5% 2.8% 6.3% 6.2%

Large low voltage business®

Indicative annual bill 25,833 28,916 30,886 32,637 33,315 35,514

Annual ($) change 3,083 1,970 1,752 677 2,199 1,936

Annual (%) change 11.9% 6.8% 5.7% 2.1% 6.6% 6.6%
Notes:

1. Residential typical customer: calculated as a weighted average of the bill impact on the residential flat and transitional demand
tariffs at the total network level assuming annual energy usage of 5,024kWh and monthly demand of 3.48kW.

2. Small business customer: customer on the default transitional demand tariff with annual consumption of 19,692kWh and a monthly
peak demand of 7.02kW.

3. Large low voltage business typical customer: customer on default low voltage ToU demand tariff with annual consumption
319,878kWh and with a monthly peak demand of 90.51kVA.

We acknowledge that the forecast network bill impacts will heighten the affordability challenges
faced by our customers. However, the projected increase in network bills is driven by
uncontrollable factors. While our capital requirements have grown, we forecast that network bills
would not have increased if interest rates and inflation had not rapidly increased since our
previous determination for the 2020-25 regulatory control period.

The bill impacts are partly offset by incentive scheme penalties and business initiatives to
address affordability concerns. Business initiatives that have been employed include applying a
1 per cent productivity factor to forecast opex and capitalised overheads, and the self-funding of
ICT capex that exceeded the AER'’s allowance from 2018-19 to 2022-23.

Figure 48 shows that the $35 average annual residential network bill increase is comprised of:

¢ $40 which is due to uncontrollable factors, being increasing interest rates and inflation,
and

e 30 which is due to controllable factors
The increase in network bills are partly offset by:

e 3$3 from the previously mentioned business initiatives, and

e $2 which is due to incentive scheme penalties.
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Figure 48: Drivers of indicative annual residential bill increase
45
) 1]
-2
30
r_E 25
g
5}“ 20
15
10
5
Uncontrollabes Controllables Business initiatives Incentive penalties Annual bill impact

8.12 Supporting documentation
The following documents support this chapter:

Document Name Reference File name

Energex - 8.01 - Model SCS AER RFM - January

Model - SCS AER RFM 8.01 2024 - public

Model - SCS AER Depreciation 8.02 Energex - 8.02 - Moc_iel SCS AER Depreciation -
January 2024 — public

Model - SCS AER PTRM 8.03 Energex - 8:03 - Model SCS AER PTRM - January
2024 - public

Model - SCS Leases 8.04 Energex - 8.04 - Model SCS Leases - January 2024 -
public
Energex - 8.05 - Rate of return (averaging periods) -

. . January 2024 — public
Rate of return (averaging periods) 8.05

Energex - 8.05 - Rate of return (averaging periods) -
January 2024 - confidential
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Key messages:

e Customers have told us they expect the industry as a whole to deliver simplicity, savings,
value and choice, that rewards them for their role in the energy transition.

In response to customer feedback, we are proposing changes to our network tariffs and
assignment arrangements by strengthening the peak price signal, updating ToU pricing
windows, transitioning to two-way pricing to support renewables, updating controlled load
tariffs, and streamlining existing tariffs.

These changes aim to align charges for using energy to the periods most likely to result in
future investment and strive to improve the efficiency of prices passed through to retailers
and customers.

Electricity affordability remains a concern for many of our customers, both from a cost-of-living
and a business competitiveness perspective. Despite a number of years of relatively flat network
tariffs, the current volatility in the wholesale energy market has seen an associated rise in retail
electricity prices. Customers have told us they expect the industry as a whole to deliver simplicity,
savings, value and choice, that rewards them for their role in the energy transition.

A customer’s most regular interaction with the energy supply chain is usually through the
payment of their energy bill to a retailer. A retailer’s bill includes all costs associated with
providing energy to the home or business, which includes Energex’s costs. The network tariff is a
combination of charges applied to each customer, representing their contribution to the costs of
distributing electricity. We bill retailers based on usage and the network tariff to which a customer
has been assigned.

Our customers have expressed a strong interest in how changes in the amount of revenue we
recover will impact them through the network tariff to which they are assigned by their retailer.
Customers will be impacted by any change in revenue requirement between years but also by
changes to the charging components in the tariff to which they are assigned.

Network tariffs and assignment arrangements are effectively reset every five years through the
regulatory determination process with limited flexibility to make changes mid-period. Engagement
on any proposed changes is therefore important. Our Tariff Structure Statement provides:

o details of how we assign retail customers to tariff classes and to network tariffs

e an explanation of new network tariffs, as well as tariffs we are proposing to close or
withdraw and the implications for customers currently on those network tariffs, and

e an explanation of our approach to setting network tariffs in order to comply with the NER.

Our Tariff Structure Explanatory Statement provides further detail on how we arrived at our
network tariff structures and charges for the 2025-30 regulatory control period. This includes the
outcome of changes that applied in the current regulatory control period, key drivers of further
reform and how we have incorporated customer preferences and need for choice into our final
designs.

We have also provided a separate attachment outlining network bill impacts (Attachment 9.02),
reflecting the proposed changes in revenue recovery and the impacts of proposed changes in
structure and assignment policies.
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9.1

Summary of network tariffs

Energex has three tariff classes: Standard Asset Customers (SAC); Connection Asset Customers
(CAC); and Individually Calculated Customers (ICC), as set out in Table 76.

Tariff class

Standard Asset
Customers

Table 76: Network Tariff Classes

Eligibility criteria

Customers connected at Low
Voltage are classified as SAC.
Customers may further be

categorised as Small or Large

Network tariffs

Tariff choice depends on customer
type (i.e. residential vs business),
annual consumption and meter type

SAC Large are customers over
100 megawatt hours/annum

Connection Asset
Customers

Customers with a network coupled
to the Network Voltage from 11kV
who are not allocated to the ICC
tariff class are allocated to the CAC
tariff class

Mix of site-specific & standard tariffs

Tariff choice depends on connection
characteristics i.e. voltage level,
line vs bus connection

Individually Calculated
Customers

Customers are allocated to the ICC
tariff class if they are coupled to the
network at 33kV or above

Site-specific distribution and
transmission tariffs depending on
connection assets, location and
capacity requirements

9.2 Summary of tariff reforms proposed

Changes we implemented in our last Tariff Structure Statement in 2020 represented a significant
but transitionary step towards more efficient tariff structures and assignment arrangements. We
have seen further opportunities to build on reforms already introduced. Our aim is to improve the
efficiency of our network tariffs so that customers can use and source energy in response to
prices that are more closely aligned to the impact of customer decisions on our future network

costs.

More efficient prices encourage more efficient use of the network, which can help reduce the
need for additional investment over time. As all customers ultimately pay for network upgrades,
improved pricing arrangements that encourage more efficient use of the network can lead to
lower network costs for all customers.

Our proposed changes continue a national trend towards more efficient network tariff structures
aimed at ensuring more efficient outcomes for all customers in relation to the use of electricity

networks.

Table 77 summarises the proposed changes to our Tariff Structure Statement from 1 July 2025.
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Table 77: Proposed changes to Tariff Structure Statement

What is changing

Residential Customers

What is new

What is staying

Default tariff structure is

changing:

- The peak window (4pm to
9pm) will apply a stronger
long run marginal cost
(LRMC) based maximum
monthly demand charge — no
distribution volume charges
will apply in the peak demand
window

— Addition of a new window
(11am to 4pm) and targeting
a zero rate for distribution
charges during this time

— A new shoulder window will
be introduced (9pm to
11am) — volume charges will
apply during this time

Optional demand tariff will be
withdrawn on 1 July 2025 —
customers will be reassigned
to the default tariff

Legacy ToU Energy tariff will be
withdrawn from 1 July 2025 — this
tariff has been closed to new
customers since 2020

Load Control tariff structure will
be modified to allow for a fixed
charge

A new flexible load tariff will be
available to customers from

1 July 2025 which supports large
loads, like electric vehicles,
under control while making use
of their own solar or cheap
daytime rates under primary
tariffs

A two-way (export) tariff will

be introduced from 1 July 2026.
This tariff will have an export
charge and export reward
component. The tariff will be
introduced for new customers
from 1 July 2026 and

all customers from 1 July 2028
(unless they opt into a dynamic
connection)

A new optional demand tariff will
be included for pilots and trials.
This tariff will consist of only
fixed and ToU demand charges
for recovery of distribution
revenue

ToU Energy tariff will

remain optional for smart

meter customers and reflect the
same windows as the default
demand tariff

Flat tariff will remain open for
basic meter customers only

Small Business Customers

Default tariff structure is

changing:

- The peak window (5pm to
8pm weekdays) will apply a
stronger LRMC based
maximum monthly demand
charge — no distribution
volume charges will apply in
the peak demand window

- Addition of a new window
(11am to 1pm) and targeting
a zero rate for distribution
charges during this time

- A new shoulder window will
be introduced for all other
periods — volume charges will
apply during this time

Optional Demand tariff will be

withdrawn from 1 July 2025 —

customers will be reassigned to
the default tariff

A two-way (export) tariff will be
introduced from 1 July 2026.
This tariff will have an export
charge and export reward
component. The tariff will be
mandatory for new customers
from 1 July 2026 and existing
customers from 1 July 2028
(unless they opt into a dynamic
connection)

A new optional demand tariff will
be introduced - this tariff will
consist of only fixed and ToU
demand charges for recovery of
distribution revenue

ToU Energy tariff will remain
optional for smart meter
customers

Flat and wide inclining fixed
tariffs will remain open for basic
meter customers only

Small Business Primary Load
Control tariff will remain optional
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What is changing

Legacy ToU Energy and
Demand tariffs will be withdrawn
from 1 July 2025 — these tariffs
have been closed to new
customers since 2020

What is new

What is staying

Large Low Voltage Customers

Default tariff structure is

changing:

- The peak window will be
amended to 5pm to 8pm
weekdays. Distribution
volume charges will be
removed from this window —
it will be used to signal
LRMC based demand
charges

- A new off-peak window
(11am to 1pm) will be
introduced — targeting zero
distribution volume charges
during this time

- A new shoulder window will
be introduced for other
times — demand and
volume charges will apply
during this time

All customers will be reassigned
from Demand Large and
Demand Small tariffs to the
default tariff. Customers worse
off will be able to opt-out back to
a legacy (Demand Small) tariff.
Demand Large tariff will be
withdrawn from 1 July 2025

A two-way (export) tariff will be
introduced from 1 July 2026.
This tariff will have an export
charge and export reward
component. The tariff will be
mandatory for new customers
from 1 July 2026 and existing
customers from 1 July 2028
(unless they opt into a dynamic
connection)

A new optional storage tariff will
be introduced from 1 July 2025

e Large Business Energy tariff will
remain open for basic meter
customers only

e Existing Large Business Primary
Load Control and Secondary
Load Control tariffs will remain
unchanged

Large High Voltage Customers

Energex default tariff structure is

changing:

- Site specific distribution use
of system (DU0S) and
transmission use of system
charges will be replaced
with standard rates — this
approach will result in
alignment with Ergon
Energy Network

- Excess demand charges
will be removed from tariff
7400

CAC tariffs 11kV Line and
embedded generation 11kV
which have been closed to new
customers since 2020 will be
permanently withdrawn on 1 July
2025 — customers on these
tariffs will be reassigned to the
default tariffs

From 1 July 2025 two new
optional tariffs will be introduced
for CAC customers:

- aToU Demand tariff with a
peak demand charge
applying from 5pm to 8pm
and lower priced 11am to
1pm off-peak window, and

- A storage tariff for

customers with a dynamic
connection

e ICC tariffs will remain
unchanged
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9.3 Delivering for our customers

Our Tariff Structure Explanatory Statement provides details of our engagement with customers
on tariff reform which commenced following approval of our last Tariff Structure Statement for
2020-25.

9.3.1 Early engagement (2021-22)

In anticipation of the evolving needs and expectations of customers, we commenced our
engagement in 2021 to develop the initial approaches towards designing network tariffs that
would cater for future customer and market needs. Input from our customers on a wide range of
engagement activities has been invaluable in shaping our second phase pre-lodgement
engagement for 2025-30.

This early engagement phase allowed us to build in modelling to provide key customer insights
into addressing affordability concerns and providing value when implementing network tariff
reforms into our pricing structures.

Further information on our early engagement phase can be found in our Tariff Structure
Explanatory Statement.
9.3.2 Pre-lodgement engagement (2023)

Our Draft Plan proposed changes to tariffs and assignment arrangements following engagement
revolving around five key network tariff themes:

e strengthening the peak price signal to ensure residential and small business tariffs better
reflect the costs when demand on our network is highest

e updating our ToU charging windows to provide customers with more accurate price
signals about the costs required to service demand at different times of the day, including
both evening peak and day off-peak periods

e transitioning to two-way export pricing for low voltage customers to encourage exports
during peak demand periods and self-consumption during the day

e updating our controlled load tariffs to ensure they continue to remain relevant to
customers and to maximise the benefits for the network, and

e streamlining our existing tariff offerings to make it easier for electricity retailers to pass
through our tariff structures and for customers to understand and respond to our price
signals.

A summary of our pre-lodgement engagement is provided in Table 78.
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Table 78: Pre-lodgement engagement for network tariffs

TIME
FRAME
PHASE 1
[0} o:o By end-
(== 2022
GATHER &
PLAN
PHASE 2
Feb - Jun
O,
LISTEN
PHASE 3
% Jun 5
Aug 2023
SHARE &
EXPLORE
PHASE 4
AN
Sep 2023
-Jan 2024
TEST &
REVISE
PHASE 5
' l Apr - Sep
' ' 2024
FINALISE
PHASE 6
( t ) Apr 2025
FUTURE

ENGAGEMENT

Tariff Reform Working
Group - Residential §
(TRWG-R) Workshops

Public Lighting Forum

1:1 Customer
conversations - residential

TRWG-R Workshops

Queensland Household
Energy Survey

Energy Retailer -
Individual conversations

Voice of the Customer .
(VoC) Panel

Energy Retailer Forum
Large Customer Forum

Network Pricing Working
Group (NPWG) .

Stakeholder Forum .
Customer Focus Group

Talking Energy -
Queensland’s Energy
Future Survey

1:1 Small Business
Customer conversations

Draft Plan Webinars .

Large / Major Customer
Forum

VoC Panel *
Retailer Forum
Customer Focus Groups
NPWG ¢
Industry Group Meetings
1:1 Conversations

Large / Major Customer .
Forum

Retailer Forum

NPWG *
Industry Group Meetings
1:1 Conversations

Customer Focus Groups

Retailer Forum .
NPWG

TOPICS

Public lighting tariffs

Tariffs, price signals, and
incentives for modifying

how and when electricity
is used.

Network tariff structure
engagement themes and
tariff options

Proposed tariff changes
Proposed new tariffs
Pricing windows

Load control

Overview of Draft Plan
Priorities, Revenue and
Tariffs

Customer Impact Analysis
Proposed new tariffs
Network tariff structures
Public lighting tariffs
Storage tariffs

Tariff assignment

Review of draft Tariff
Structure Statement (TSS)

Evaluate customer and
stakeholder feedback to
the AER Issues Paper

Review of tariffs
Customer Impact Analysis

To be determined

OUTPUT

Engagement Reports
- Large Low Voltage
Customer, Major
Customer, Stakeholder
and Retailer Forums,
the VoC, NPWG and
Customer Focus
Groups

Small Business
Research Report

Draft Plan
Draft Plan Feedback

Engagement Reports

- Large Low Voltage
Customer, Major
Customer, Stakeholder
and Retailer Forums,
the VoC, NPWG and
Customer Focus
Groups

Regulatory Proposal
and TSS

Revised Regulatory
Proposal and TSS

* To be determined
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9.4 Changes since our Draft Plan

We tested the outcomes of the proposed changes in the Draft Plan across several engagement
streams, including retailer and major customer forums, our residential Voice of the Customer
Panel and our Network Pricing Working Group. We have also reviewed submissions on the Draft
Plan. Most of the proposed changes set out in the Draft Plan have been retained in our
Regulatory Proposal. However, the following changes or additions have been included in our
Tariff Structure Statement:

e the assighment arrangement for customers who have received a smart meter other
than through a new or upgraded connection - rather than moving these customers to a
transitional tariff (which is the current arrangement), we propose to delay the assignment
of these customers to the default demand and energy tariff to the end of the following
financial year

e simplifying arrangements for flexible load control by removing the Super Economy
Tariff from 1 July 2025, subject to technical assessment - since publishing the Draft
Plan we have determined that a single tariff for different infrastructure and operational
arrangements has technical and practical difficulties and, on this basis, we propose to
maintain the two secondary load control tariff arrangements

e proposed changes to SAC Large customers — while our proposed changes will remain,
we are proposing that all customers will be assigned to the default tariff from 1 July 2025
with the option for customers to move to the legacy (Demand Small) tariff from this date.
We further seek to offer a kW Demand version for those customers with meters
incompatible with kVA, and

e storage tariffs - we have provided further details on our proposal, which will include a
preferred dynamic connection pricing structure as well as a critical price structure (noting
that we expect to engage on, and refine, our operational arrangements for critical peak
price and rebate arrangements over the period as more storage customers connect).

9.5 Energy affordability and bill impacts

Our proposal responds to customer concerns around affordability by driving down controllable
aspects of our expenditure program without compromising safety or reliability of the network.

Proposed changes to network tariffs and assignment arrangements strive to improve the
efficiency of our prices passed through to retailers and customers. Our structures aim to align the
charges for using energy to the periods most likely to result in future investment. This means that
recovery of investment is allocated to customers who use the network more in these peak periods
(rather than those who do not).

If more customers choose to use less energy during this period to save money, this defers or
avoids the need for future investment, keeping network costs lower for everyone. In addition,
because Energex cannot recover any more than the approved revenue, prices set higher in the
peak period must be offset by lower prices in other periods. We have sought to take advantage of
this by offering significantly lower prices in periods of the day where there is surplus generation
from rooftop solar, providing even better signals to move energy to off-peak times.

Network tariff changes will impact customers differently. We have sought to retain optionality
where possible in our tariff mix, either by offering discounted prices for load (or generation)
flexibility, or options to move to alternative network tariffs if a retail customer is impacted
significantly from change. We have also responded to customers’ preference that we defer
introduction of two-way tariffs until other structural changes have been embedded.
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Details of customer impacts as a result of different tariff changes (as well as impacts of moving
between different tariffs) can be found in Attachment 9.02.

9.6 Supporting documentation
The following documents support this chapter:

Document Name Reference File name

Energex - 9.01 - 2025-30 Indicative network prices -

2025-30 Indicative network prices 9.01 January 2024 - public

Network Bill Impacts 9.02 Energex - 9.02 — Network Bill Impacts - January

2024 - public
Endgame Economics Time of Use 9.03 Energex - 9.03 - Endgame Economics Time of Use
charging windows analysis ) charging windows analysis - January 2024 - public
Endgame Economics LRMC model 904 Energex - 9.04 - En(_jgame Economics LRMC model -
January 2024 - public
Endgame Economics LRMC 9.05 Energex - 9.05 - Endgame Economics LRMC
Methodology ) Methodology - January 2024 - public
Network Tariffs and Dynamic 9.06 Energex — 9.06 - Dynamic Analysis Network tariffs
Controls ) and dynamic controls - January 2024 — public
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Key messages:

o With affordability, energy inclusion and customer vulnerability being key concerns for many
customers, we are proposing a change to how customers are charged for ‘legacy’ metering
services.

The Power of Choice reforms fundamentally changed our role in the provision of metering
services, reducing it to managing and maintaining our legacy Type 6 (basic) meters as they
are progressively phased out and replaced by smart meters.

Legacy metering services are currently classified as an ACS (i.e. user-pays). We are
proposing that the classification should be changed to SCS, with the costs to be recovered
from all low voltage connected customers through network charges.

We also propose to accelerate the recovery of legacy meter depreciation to achieve full
recovery by the end of the 2025-30 regulatory control period.

We have adopted a limited building block approach to determine the revenue requirement
for our metering services. For the 2025-30 regulatory control period, we propose a total
ARR (unsmoothed) of $389 million.

During the 2025-30 regulatory control period, the costs for providing metering services will
be recovered from all customers through a daily fixed charge.

While this proposed change will result in a modest contribution from all low voltage
connected customers to the recovery of legacy metering charges, it will reduce the
disproportionate cost burden on customers who will be the last to receive a smart meter,
including vulnerable customers.

10.1 Overview

Our customer engagement has clearly highlighted that affordability, energy inclusion and
customer vulnerability are key concerns for many customers. The transition towards a 100 per
cent rollout of smart meters by 2030 has highlighted the potential for a small number of
customers, including those facing financial hardship, to disproportionately bear the cost burden of
paying the residual value of our ‘legacy’ metering services.

Therefore, based on the AER’s guidance and customer and stakeholder feedback, we are
proposing a change to the classification of metering services from the current ‘user-pays’
approach to sharing the costs across all low voltage connected customers. This proposed change
in classification is intended to lessen the impact on customers who will be among the last to
receive a smart meter, including vulnerable customers.

We are of the view that the incremental cost to be paid by customers for legacy metering services
will ensure the smooth transition to a new technology without unfairly assigning these costs to a
small cohort of customers who can least afford them. This modest contribution is in recognition
that all customers should equally bear the costs of legacy meters.
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10.2 Legacy metering services

Metering services are activities relating to the measurement of electricity supplied to and from
customers through the distribution system. This includes meter reading, meter testing and
maintenance, meter investigations and meter data services.

Energex is currently responsible for the provision of Type 6 (or ‘legacy’) metering services to
residential customers and small business customers. Legacy meters are basic accumulation
meters that can only measure the total amount of electricity consumed over a specified period
and are read manually at the customer’s premises usually every quarter (sometimes monthly).
These differ from Type 4 (or ‘smart’) metering services that offer significantly more functionality
and benefits to customers. Smart meters can measure how much and when electricity is
consumed and can be read remotely. They enable customers to better understand and manage
their electricity consumption. Retailers and other third parties are responsible for the provision of
smart metering services.

The current regulatory framework for metering services has been in place since the AEMC’s 2015
Power of Choice reforms opened up competition from 1 December 2017. Prior to Power of
Choice, metering services for residential and small business customers were a core part of
Energex’s regulated monopoly services. The AEMC’s reforms fundamentally changed our role in
the provision of metering services, reducing it to managing and maintaining our legacy meters as
they are progressively phased out.

Legacy metering services are currently classified as an ACS and charged to customers on a
user-pays basis. Charges are separated into two components:

e capital charges — which allow us to recover our investment in legacy meters over their
remaining life, i.e. the legacy metering asset base. These charges are incurred by all
customers who had a legacy meter installed prior to 30 June 2015 — even if they no longer
have a legacy meter installed, and

e non-capital charges — which allow us to recover the efficient costs of operating and
managing the legacy meters, such as meter reading and data services. These charges
are only incurred by customers who still have a legacy meter installed.

10.3 Proposed reclassification of legacy metering services

On 3 July 2023, the AER published the Final F&A for the 2025-30 regulatory control period. In the
Final F&A, the AER maintained an ACS classification for legacy metering services but expected
our Regulatory Proposal to depart from this service classification following the finalisation of the
AEMC'’s Review of the regulatory framework for metering services (Metering Services Review).
The AER considered that the Metering Services Review would constitute a material change in
circumstances justifying a departure from the F&A.

On 30 August 2023, the AEMC published its Final Report on the Metering Services Review.
Consistent with the subsequent guidance provided by the AER in the Final F&A, we propose that
legacy metering services should be reclassified as a SCS.

Page 180



https://www.aemc.gov.au/market-reviews-advice/review-regulatory-framework-metering-services

aTe
R e

WY

energex

Chapter 10: Metering

The reason for reclassifying legacy metering services as a SCS stems from the AEMC’s
recommendation for a pathway to achieve 100 per cent uptake of smart meters by 2030. This
recommendation is consistent with the Queensland Government’s Queensland Energy and Jobs
Plan target of 100 per cent penetration of smart meters by 2030. As the deployment of smart
meters accelerates, the non-capital charges per unit (faced by customers with legacy meters) are
expected to materially increase. This is because we must spread our costs over fewer customers.
The increase in non-capital charges per unit will be driven by:

o the anticipated increase in legacy meter investigations and queries, and

¢ scheduled meter reading costs which are estimated to remain constant due to the need to
travel the same distance to read meters which are yet to be replaced, regardless of the
number of meters.

The reclassification to SCS allows us to spread the recovery of legacy metering costs to all
customers and prevent the burden of those costs falling mostly on customers who may face
some type of difficulty in the transition, with financial hardship being potentially one of the main
reasons.

Figure 49 shows Energex’s forecast of the volumes of legacy meters to 2029-30.

Figure 49: Energex’s legacy meter forecasts
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The data supporting Figure 49 is in Table 79.

Table 79: Legacy meter forecasts

Current Period Future Period

2022-23 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30
Number of meters 1,534,076 1,394,076 1,214,076 989,044 764,012 583,987 448,968 313,949
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10.4 Delivering for our customers

In our Draft Plan, we discussed the potential change to the classification of legacy metering
services from ACS to SCS, the intent being to support the pathway towards achieving an
accelerated 100 per cent smart meter penetration by 2030 while at the same time managing
customer impact. The AER’s view was that, as the deployment of smart meters accelerates, the
charges per unit faced by legacy meter customers would be expected to materially increase. A
potential solution was to reclassify legacy metering services to SCS so the costs could be spread
across all customers through network charges.

In the Draft Plan we sought customer feedback on the potential change in charging arrangements
for legacy metering services from a user-pays approach to recovering the costs from all
customers. While feedback received on the question posed in the Draft Plan showed broad
support for the smart meter rollout, opinions were split on the cost recovery options. Some
customers preferred the user-pays approach due to equity concerns while other customers and
some key stakeholders, such as the Queensland Consumers’ Association and the RRG,
supported the sharing of costs among all customers to manage customer impact during the
transition to new smart meter technology. The RRG provided its support for the potential change
in charging arrangements for legacy metering services as it seeks to provide fair and equitable
charging arrangements for customers, whilst supporting the objectives of the AEMC and the
Queensland Government in achieving a 100 per cent smart meter deployment in Queensland by
2030. The RRG expected to see quantification of the bill impacts for different customer cohorts as
part of engagement with customers on this proposed change.?

The matter was also explored at two customer engagement sessions held on 21 and 22 October

2023. In addition to the potential reclassification of legacy metering services, we sought feedback
on the option to accelerate the depreciation of our legacy metering fleet to ensure full recovery of
our capex is achieved by the end of the 2025-30 regulatory control period. Participants generally

supported the reclassification and accelerated recovery of depreciation on legacy meters by 2030
after being presented the analysis showing minimal impact on customers.

10.5 Proposed metering revenue

We have adopted a limited building block approach to determine the revenue requirement for our
metering services. We have applied the same rate of return for metering services as for SCS and
adopted the AER’s PTRM straight-line depreciation approach and the AER’s preferred base-step
approach for our forecast opex.

As outlined in Table 80, for legacy metering services in the 2025-30 regulatory control period, we
propose:

e total ARR (unsmoothed revenue) of $389.3 million
e total smoothed revenue of $394.4 million, and

e annual X-factors of -8.21 per cent.

24 Submissions on the Draft Plan can be accessed on our
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Table 80: Forecast legacy metering revenue ($m, nominal)

Future Period

$m, nominal 2025-26 2026-27 2027-28 2028-29 2029-30 Total*
Return on capital 12.7 10.6 8.2 5.7 3.0 40.3
Depreciation 374 39.7 42.0 44.5 47.1 210.7
Opex 27.6 27.7 27.7 27.8 27.5 138.3
Tax

ARR 7.7 77.9 78.0 78.1 77.6 389.3
Smoothed revenue 63.0 70.1 78.0 86.8 96.5 394.4
X-factors -8.21% -8.21% -8.21% -8.21% -8.21%

Note 1: Totals may not add due to rounding.

In developing our metering revenue proposal, we factored in the AER’s November 2023 Legacy
metering services — Guidance note (guidance note) provided to the New South Wales, Australian
Capital Territory, Tasmania and Northern Territory distributors. In the guidance note, the AER
stated that, in addition to the reclassification of legacy metering services from ACS to SCS,
DNSPs should continue to develop their expenditure and revenue forecasts for legacy metering
services using their own specific RFM and PTRM. This means that the RAB and opex forecasts
for the main SCS and legacy metering services should be considered separately. As such, the
AER expects two sets of ARRs, with legacy metering services being treated separately as a
subset of SCS.

In the following sections we outline our key inputs and assumptions.

10.6 Metering RAB

Since the Power of Choice reforms commenced on 1 December 2017, we have remained
responsible for Type 6 metering services. For the 2025-30 regulatory control period we will
continue to recover the capital costs of Type 6 meters installed prior to 1 December 2015. The
metering asset base represents our current unrecovered capital costs that we will recover via the
return on capital, depreciation and tax revenue building blocks.

We propose an opening metering RAB of $210.7 million as at 1 July 2025. We have calculated
this value using the AER’s RFM (Attachment 10.03). Consistent with the AER’s guidance note,
we propose to accelerate the recovery of the metering RAB by 2030. We also propose to not add
any new capex. Table 81 provides our forecast metering RAB over the 2025-30 regulatory control
period as calculated using the AER’s PTRM (Attachment 10.04).

Table 81: Forecast legacy RAB ($m, nominal)

Future Period

$m, nominal 2025-26 2026-27 2027-28 2028-29 2029-30
Opening value 210.7 173.3 133.6 91.6 47.1
Straight-line depreciation -43.3 -44.5 -45.8 -47.1 -48.4
Indexation 5.9 4.9 3.7 2.6 13
Closing value 173.3 133.6 91.6 47.1 0.0

In calculating our proposed return of capital building blocks we have adopted the same rate of
return assumptions as the main SCS.
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10.7

Operating expenditure

Our forecast opex reflects the costs we continue to incur in providing legacy metering services
related to:

meter maintenance — works to inspect, test, maintain, repair and replace meters
meter reading — quarterly or other regular reading of the meter, and

meter data services — collection, processing, storage, delivery and management of
metering data, remote or self-reading at difficult to access sites, provision of metering
data from the previous two years and ongoing provision of metering data.

Our forecast opex uses the base-step-trend approach consistent with the AER’s guidance note.
Under this approach, we have:

used 2023-24 metering opex as the base opex. We have used a forecast that we will
update with actuals in our Revised Regulatory Proposal

trended the opex using our expectations of volumes in line with the Metering Services
Review. The AER notes that the AEMC has provided for several exemptions to this 100
per cent smart meter target by the end of 2029-30. While we acknowledge full smart
meter deployment is the objective, we also note that in line with other jurisdictions that
have experienced similar metering changes, there will be a small number of sites
(estimated to be 15 per cent of our current meter population) that cannot be transitioned
within the 2025-30 timeframe due to reasons such as switchboard constraints or access
issues. These sites will need to be exempted, and

applied a weighting to volume trend of 20 per cent to reflect the fact most of our costs are
fixed. Meter reading operations (which represent 70 per cent of our total opex) are
expected to remain relatively constant. With the smart meter rollout, some routes will
ultimately be cancelled, but it is envisaged that some pockets will remain on legacy
meters, resulting in similar routes to be travelled by our meter readers. In addition, with
the loss in economies of scale, meter reader service providers are increasingly reluctant
to continue providing this service unless the negotiated prices sufficiently compensate
them for their effort.

In line with the Metering Services Review recommendations, we have prepared:

a Legacy Meter Retirement Plan (LMRP), effective 1 July 2025, with the view to retire 15
to 25 per cent of meters from our fleet of legacy meters each year?

a Legacy Meter Explanatory Statement (Attachment 10.01), and
a Meter Asset Management Strategy (Attachment 10.06).

These documents set out our plans and forecast expenditure for our legacy metering services,
including:

implementation and monitoring of our newly developed LMRP
testing and inspection of legacy metering installations for which we are responsible

meter data services, noting that the costs associated with maintaining these systems and
functions are fixed and not dependent on the number of meters

25 Energex’s LMRP will be submitted to the AER in a separate process to the 2025-30 Regulatory Proposal.
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e meter reading operations, noting that the meter reading costs are not going to decrease
at the same pace as the reduction in legacy meter numbers

e meter investigation requests, and
o meter family sample testing.
To achieve this, the unit cost per meter read is expected to increase.

Further details on our forecast opex are provided in Attachment 10.02.

10.8 Customer impacts

Table 82 shows the forecast annual metering services charges under the current user-pays
arrangements in the last year of the current regulatory control period and the impact of recovering
those charges from all low voltage connected customers during the 2025-30 regulatory control
period. During 2025-30, these costs will be recovered from all customers through a daily fixed
charge.

Table 82: Forecast metering services annual charges ($, nominal)

Current .
Period Future Period
$, nominal 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30
ACS Primary Capital
Metering Charge 30.50
($lyear)
ACS Primary Capital
and Non-Capital 44.80

Metering Charge
($lyear)

Annual Metering Charge
($lyear)

38.91 42.70 46.85 51.46 56.56

While reclassifying legacy metering services as SCS will result in some customers currently not
paying regulated metering charges needing to contribute to the recovery of legacy metering
charges, it will reduce the cost burden on customers who will be the last to receive a smart meter,
including vulnerable customers.

Our proposed prices for legacy metering services are provided in Attachment 10.5.

10.9 How this differs from our Draft Plan
Differences from our Draft Plan include:

o the AER’s publication of its decision on the classification of legacy metering services, and
its expectations in terms of the approach to be adopted by DNSPs in their expenditure
forecasts and pricing methodologies

o adoption of the accelerated option for the recovery of legacy meter depreciation, and

e adoption of the AER’s base-step-trend approach to develop our opex forecast.
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10.10 Supporting documentation

The following documents support this chapter:

Document Name Reference File name

Legacy Metering Explanatory 10.01 Energex — 10.01 - Legacy Metering Explanatory

Statement ’ Statement — January 2024 - public

Metering Expenditure Model 2025- 10.02 Energex — 10.02 — Metering Expenditure

30 ’ Model 2025-30 — January 2024 - public

Metering RFM 2025-30 10.03 Energex — ;0.03 - Metering RFM 2025-30 — January
2024 - public

. ) Energex — 10.04 — Metering PTRM 2025-30 — January

Metering PTRM 2025-30 10.04 2024 - public

Metering Pricing Model 2025-30 10.05 Energex — 10.05 — Metering Pricing Model 2025-30 —
January 2024 - public

Metering Asset Management 10.06 Energex — 10.06 — Metering Asset Management

Strategy 2025-30 ’ Strategy 2025-30 — January 2024 - public
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Key messages:

e We provide a range of ACS to customers, including public lighting, security lighting,
connection management services, and ancillary services.

With customer support, we propose to convert all existing conventional public lights to
LED by 30 June 2030.

From 1 July 2025, we propose to fund the capital costs of the conversion of the legacy
customer-funded conventional lights to LED, with the capital charge recovered from a
new tariff (Rate 2A).

With customer support, we propose to offer smart control devices on a ‘user-pays’
basis, with customers funding the capital cost of the assets and gifting the assets to us
to operate and maintain. A new smart control tariff (Rate 2B) will be introduced from

1 July 2026.

Due to the low uptake of the Rate 4 tariff option during the 2020-25 regulatory control
period, we propose to retire the Rate 4 tariff from 1 July 2025, with the existing Rate 4
assets reassigned to a Rate 2 LED tariff.

Our proposed revenue requirement for public lighting services for the 2025-30
regulatory control period is $257 million ($, nominal). This is 8.1 per cent higher than
the revenue we expect to recover from public lighting services in the current regulatory
control period.

We are proposing to cease offering security lighting as a new installation from 1 July
2025. However, we will continue to maintain and operate legacy security lights.

Indicative 2025-26 prices for legacy security lights will be based on the 2024-25 prices
escalated using CPI minus X.

We are proposing to consolidate our fee-based ancillary services from 1 July 2025 by
discontinuing a number of services which have had little to no uptake.

11.1 Overview

ACS are distribution services that are customer-specific or customer-requested services. Some of
these services have the potential to be provided on a competitive basis rather than by a regulated
DNSP. ACS are akin to a ‘user-pays’ system as the whole cost of the service is paid by the
customer who seeks the service, rather than recovered from all customers. In line with the AER’s
Final F&A for the 2025-30 regulatory control period, the following services or service groups are
classified as ACS:

e public lighting (including security lighting)
e connection management services

¢ enhanced connection services, and

¢ ancillary services (quoted and fee-based services).
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From 1 July 2025, we are proposing that legacy metering services will cease to be classified as
ACS and will become SCS. Further details are provided in Chapter 10.

A detailed discussion on ACS is provided in Attachment 11.09.

11.2 Public lighting

11.2.1 Overview of public lighting

Energex owns, operates and maintains nearly 350,000 public lights and keeps billing records for
another 49,100 public lights owned and maintained by 12 councils and the Department of
Transport and Main Roads. The provision of public lighting is a critical service that plays an
important role in road safety and enhancing security in public areas.

In the next regulatory control period, our aim is to convert all of our conventional public lights to
LED technology due to improved reliability and efficiency, and reduced environmental impact. In
response to customer expectations and environmental concerns about mercury products, we
have adopted a phased approach to LED conversion during the current 2020-25 regulatory
control period, starting with the replacement of our legacy mercury vapour luminaires. By 30 June
2025, we will have replaced 80 per cent of our mercury vapour assets, or 40 per cent of our total
conventional lights, with LED lights.

We have engaged in extensive consultation with our customers regarding the continued
deployment of LED lights for the 2025-30 regulatory control period. We are pleased to note that,
in response to our Public Lighting Issues Paper?® and Draft Plan?’ published in July 2023 and
September 2023 respectively, Energex’s preferred option for an accelerated 100 per cent LED
deployment target by 2030 has been endorsed by all respondents.

11.2.2 Our customer and stakeholder engagement

Because of the specific nature of public lighting service provision and the relatively small number
of public lighting customers, we decided to have a standalone, discrete engagement for public
lighting. Our engagement approach is in line with best practice guidelines, using the consultation
spectrum developed by the IAP2 and the Better Reset Handbook as its foundation.?® This
approach also aligns with the approach adopted as part of our broader Regulatory Proposal
process. Depending on the stage of the engagement and the issue to be discussed, we have
adopted the relevant level of engagement. Starting in November 2022, the initial sessions with
councils and the Department of Transport and Main Roads focused on the ‘Inform’ part of the
IAP2 consultation spectrum, allowing customers sufficient time to build understanding. The
matters covered during these first few sessions included the Regulatory Proposal process, the
mechanics of our revenue and tariff setting process, an update on our achievements and issues
identified during the 2020-25 regulatory control period, and our proposed 2025-30 public lighting
strategy.

Our engagement has gradually transitioned from information sharing to more active, interactive
and engaged consultation with our customers and stakeholders. Subsequent individual and group
sessions have provided customers and stakeholders the opportunity to influence the 2025-30
public lighting strategy that will shape our proposed capex, opex, revenue and tariffs. To

26 Energex’s Public Lighting Issues Paper is available on our .
27 Energex’s proposed public lighting strategy is discussed in Chapter 11 of our Draft Plan published on our

28 Refer to our Public Lighting Engagement Plan published on our
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empower our customers with knowledge, we also published six fact sheets covering topics such
as the regulatory determination process, how we derive our public lighting revenue and prices,
smart cells and the AEMC'’s review of the metering arrangements for this new technology.

In early July 2023 we published a Public Lighting Issues Paper seeking feedback on five key
issues that will influence our 2025-30 public lighting strategy and Regulatory Proposal. Those key
issues included:

¢ the pace of the LED rollout for the 2025-30 regulatory control period
e proposed options for our suite of public lighting tariffs

e managing customer impact with regard to the recovery of the residual value of
conventional lights

¢ funding of the conversion of the Rate 2 assets to LED, and
e options for the deployment of smart cells.

We reflected customer responses in our Draft Plan, published in September 2023, and sought
further feedback.

Figure 50 shows the various stages of our public lighting engagement over the past 14 months.

Figure 50: Public lighting engagement stages
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options

As part of our engagement, we sought customer feedback on the adequacy of our engagement
approach and whether customers felt their feedback had been reflected in our strategy.
Respondents were supportive of our approach and felt they had been adequately informed
throughout the process and provided with opportunities to shape our strategy. This view was
echoed by the RRG in their submission to our Draft Plan.?°

Further details on our public lighting engagement and customer feedback are provided in
Attachment 11.09.

11.2.3 Our proposed public lighting strategy

Our proposed 2025-30 public lighting strategy is the result of more than 14 months of customer
and stakeholder engagement. We have canvassed the views and feedback received through our
group and individual customer engagement sessions, surveys and discussion papers. A
summary of our proposed public lighting strategy is provided below.

11.2.3.1 LED deployment strategy

Following customer feedback, our priority for the 2025-30 regulatory control period is to convert
all remaining conventional lights to LED by 30 June 2030, including the legacy customer-funded
conventional lights (known as ‘Rate 2’ conventional lights).

29 Reset Reference Group, Response to the RDP2025 Energex Dratft Plan, October 2023.

—
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To manage customer impact, we will extend the recovery of the residual value of the conventional
assets beyond 2030. This approach was communicated to our customers as part of our
engagement and was unanimously supported.

11.2.3.2 Public lighting tariff strategy

For the 2025-30 regulatory control period, we propose to keep Rate 1 and Rate 2 tariffs
unchanged. This aligns with feedback received from customers during our engagement. Rate 2
tariffs will only recover the operating costs associated with the maintenance of contributed assets
gifted to Energex, and a 10 per cent capital charge to cover the cost of replacing the Rate 2
assets upon failure or when reaching end-of-life.

To keep the number of public lighting tariffs to a minimum, we have decided to retire Rate 4
which has had very limited uptake during the 2020-25 regulatory control period and introduce two
new tariffs, namely:

o Rate 2A to reflect Energex’s funding of the capital costs of the conversion of the Rate 2
conventional assets to LED assets - this tariff will recover the capex and opex charges
through the ACS public lighting charges, and

¢ Rate 2B to reflect the introduction of smart control devices - this tariff recovers the cost of
the Data Management System, user interface, set up digital costs and costs associated
with the replacement of defective assets.

The new smart cell tariff, Rate 2B, will be offered from 1 July 2026 to give Energex sufficient time
to develop standards and operating protocols, conduct a pilot, and to establish procurement
contracts with suppliers.

On 1 July 2025 the existing Rate 4 assets will be reassigned to a Rate 2 LED tariff and the
customer will no longer be charged the residual value of the non-contributed public lighting
infrastructure.

The proposed changes to our public lighting tariffs are set out in Figure 51.
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Figure 51: Current and proposed public lighting tariffs
Current Public Lighting Tarlffs Proposed Public Lighting Tarlffs for 2025-30

Non-contributed
and operated by

Non-contributed
and operated by
Energex

o000

Contributed and Contributed and
operated by operated by
Energex Energex

bhoe

Rate 2A

Non-contributed
and operated by

Partially contributed
and operated by

Energex Energex
Owned and maintained Contributed and
by customers operated by Energex

Owned and maintained
by customers

Customers wishing to fund the capital cost of the conversion of their Rate 1 conventional lights to
LED will have these assets assigned to the Rate 2 LED tariff, thereby benefitting from lower
charges compared to Rate 4.

Details on our indicative prices for our proposed public lighting tariffs are provided in section
11.2.6 below.
11.2.3.3 Smart public lighting strategy

In response to customers’ expectations and evolving needs, we will offer smart lighting capability
to the public lighting fleet, utilising smart control devices (also known as ‘smart cells’). Enabled by
the LED technology, smart cells provide benefits that conventional photoelectric cells are unable
to offer, such as dimming, trimming, adaptive lighting, constant light output and fault detection.
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As part of the initial phase of our customer and stakeholder engagement, we considered three
deployment and funding options for smart cells, namely:

o the user-pays approach (our preferred approach) whereby customers will be funding the
upfront capital costs of the smart cells and gifting the assets to Energex to operate and
maintain

o full deployment of smart cells in line with the LED rollout, and
¢ do nothing until 2030.

Ultimately, a measured transitional approach has been chosen by our customers that will see
customers contribute to the cost of the installation and hardware upfront on an ‘as requested’
basis. Customers will then gift the contributed assets to Energex to operate and maintain. This
approach is considered prudent as it will provide access to this technology while there is still
regulatory uncertainty on its potential use as a metering device in the future, noting that the
AEMC’s draft determination on this matter, initially expected in October 2023, has been delayed
to the end of February 2024.%

The user-pays approach also recognises that all councils are different, each with its own
priorities, and that some councils see benefits with the technology while others do not. The costs
associated with the Control Management System, user interface, set up costs and replacement
costs of faulty assets will be recovered through a new tariff, Rate 2B.

Smart cells will be offered from 1 July 2026 to give Energex sufficient time to develop standards
and operating protocols, conduct a pilot, and establish procurement contracts with suppliers.

Further details are available in Attachment 11.10.
11.2.4 Our proposed expenditure

11.2.4.1 Operating expenditure

Energex has different maintenance activities consisting of cyclic replacements and in-service
inspections. Each aspect has been reviewed and redesigned to suit the installation of LED lights
(as LEDs require less frequent site inspections compared to conventional lights).

Key items considered when developing our proposed opex strategy are:
e night road patrol program
e pole inspection program, and
e in-service condition assessment — structural and electrical.

In recognition of the particular maintenance requirements associated with each technology, we
have developed a maintenance strategy that reflects the estimated efficiencies that can be
attributed to the legacy conventional and LED lights.

Based on the 2022-23 operating costs, the forecast opex is lower for the LED assets compared to
conventional lights for the upcoming regulatory period (refer to Table 83). This lower opex is the
result of:

o the exclusion of material costs as the entire LED luminaires, when faulty, will get replaced,
and are categorised as capex, and

30 Refer to AEMC'’s
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e an efficiency factor to reflect the estimated reduction in maintenance requirements for the
newly installed LED lights.

The full LED deployment strategy by 30 June 2030 provides significant savings that will ultimately
filter through to customer charges.

Table 83: Forecast public lighting opex ($m, real 2024-25)

Future Period

$m, real 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 Total?
LED 9.3 111 12.4 13.6 15.7 62.2
Conventional 8.7 6.2 4.4 2.6 - 21.9
Total Opex* 18.0 17.4 16.8 16.2 15.7 84.1

Note 1: Totals may not add due to rounding.

11.2.4.2 Capital expenditure

The forecast capex required to execute our public lighting strategy for both Rate 1 and Rate 2
assets is a significant step change from the previous 2020-25 regulatory control period, with a
total of $196.5 million, compared to $109.6 million in net capex in the previous period. The yearly
breakdown of forecast public lighting capex for LED lights is provided in Table 84.

Table 84: Forecast public lighting capex for LED lights ($m, real 2024-25)

Future Period

$m, real 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 Total*
Rate 1 14.2 14.3 145 14.7 15.0 72.8
Rate 2A 24.8 24.7 24.7 24.8 24.8 123.7
Total Capex* 39.0 39.0 39.2 39.5 39.8 196.5

Note 1: Totals may not add due to rounding.

It should be noted that Energex does not propose any new capex for conventional assets for the
2025-30 regulatory control period as these assets will be replaced with LED luminaires.

11.2.5 Our proposed public lighting revenue

We have used a limited building block approach to determine the ARR.

Consistent with our proposal to have separate tariffs for LEDs, we have prepared two asset
bases within the PTRM:

e aconventional public lighting asset base covering the conventional asset revenue stream
used to calculate the conventional public lighting tariffs, and

e a LED public lighting asset base covering the LED revenue stream, used to calculate the
LED public lighting tariffs.

We have applied the same rate of return for public lighting services as for our SCS and have
adopted the AER’s PTRM straight-line depreciation. The tax allowance for public lighting is
spread equally across both conventional and LED asset bases.
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For the forecast opex, we have adopted a top-down approach based on the base-step-trend
methodology similar to that used for SCS. It uses the 2022-23 actual opex figures (inclusive of
oncosts and overheads) as the basis and trends the opex levels to 2030 using escalation factors
and efficiency factors to reflect the lower maintenance requirements associated with the LED
technology.

Our total forecast public lighting revenue for the 2025-30 regulatory control period is provided in
Table 85 for conventional lights and Table 86 for LED lights.

Table 85: Forecast public lighting revenue for conventional lights ($m, nominal)

Future Period

$m, nominal 2025-26 2026-27 2027-28 2028-29 2029-30 Total*
Return on capital 7.4 6.6 5.9 5.0 4.1 29.1
Depreciation 12.9 13.3 135 13.9 14.4 68.1
Opex 8.9 6.6 4.8 3.0 - 23.2
Annual revenue? 29.2 26.5 24.2 21.9 18.5 120.4

Note 1: Totals may not add due to rounding.

Table 86: Forecast public lighting revenue for LED lights ($m, nominal)

Future Period

$m, nominal 2025-26 2026-27 2027-28 2028-29 2029-30 Total*
Return on capital 2.7 5.0 7.5 10.0 12.7 37.9
Depreciation 2.6 4.3 6.0 7.9 10.0 30.9
Opex 9.6 11.7 135 15.2 18.1 68.1
Annual revenue! 14.9 21.0 27.0 33.2 40.8 136.8

Note 1: Totals may not add due to rounding.

11.2.6 Our proposed public lighting tariffs and charges

In line with the price cap control mechanism applicable to ACS, we have developed indicative
prices based on a dollar per asset per day charging approach. These indicative annual prices are
included in Attachment 11.08.

Further details on our proposed public lighting tariffs, tariff assignment and compliance with the
price control mechanism can be found in our Tariff Structure Statement.

11.2.7 How this differs from our Draft Plan
The main changes from the Draft Plan are:

e update to opex - as part of customer engagement and for this submission, we adopted a
top-down approach based on the base-step-trend methodology similar to that used for
SCS. It uses the 2022-23 actual opex figures (inclusive of oncosts and overheads) as the
basis and trends the opex levels to 2030 using escalation factors and efficiency factors to
reflect the lower maintenance requirements associated with the LED technology. Since
the Draft Plan, we have adjusted our forecast opex by $5.8 million ($, nominal) or 6.7 per
cent to reflect the most recent update in our overheads and oncosts, as well as an update
in consumer price index (CPI)
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e update to the WACC - for the Draft Plan we used a nominal WACC of 7.22 per cent to
develop our forecast capex. Due to updated inputs, the WACC is now 7.94 per cent which
has had an impact of 2 per cent on our forecast total return on capital to be recovered in
the 2025-30 regulatory control period, and

e changes to public lighting tariffs - as noted above, we have developed a new tariff for
smart cells to be offered from 1 July 2026. This new tariff, Rate 2B, will allow us to recover
the set-up costs, central management system and costs associated with the replacement
of faulty or end-of-life assets. The indicative 2025-30 charges for tariff Rate 2B are
included in our Tariff Structure Statement.

11.2.8 Delivering for our customers

In line with our customers’ expectations and specific requirements, our proposed 2025-30 public
lighting strategy is grounded in our commitment to providing responsive, cost-effective, more
environmentally-friendly, reliable and intelligent public lighting services for the future. Our smart
lighting solutions offer innovation and potential benefits beyond those related to just traditional
public lighting.

11.3 Ancillary services

11.3.1 Overview of ancillary services

Ancillary services are non-routine services provided to individual customers as requested. These
services do not form part of the suite of common distribution services in recognition of the fact
that not all customers request or require them.

Examples of ancillary services include:
e temporary disconnections and reconnections
e supply abolishment
e re-arrangement of connection assets, and
e meter tests.

Ancillary services fall under the ACS service classification in the F&A determination by the AER.
Ancillary services are either charged on a fee or quotation basis, depending on the nature of the
service. Due to their relative standardised nature, fee-based services are charged using fixed
prices based on standardised service assumptions. Fee-based services fall under a price cap
control mechanism. This means that the AER sets the maximum efficient prices that Energex is
permitted to charge for providing the services. The costs of providing these services are
recovered through tariffs and charges billed to electricity retailers who in turn pass on the charge
to end customers.

11.3.2 Fee-based pricing methodology

The charges for fee-based services are set in accordance with specified service assumptions due
to the standardised nature of the services. In the first year of a regulatory control period, the
prices for these services are determined using a cost build-up approach based on the following
formula:

Price = Labour + Contractor services + Materials
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Where:

e Labour consists of all labour costs directly incurred in the provision of the service which
may include, but is not limited to, labour oncosts, fleet oncosts and overheads. The labour
cost for each service is dependent on the skill level and experience of the employee/s, the
time of day/week in which the service is undertaken, travel time, number of hours, number
of site visits and crew size required to perform the service

e Contractor services reflects all costs associated with the use of external labour in the
provision of the service, including overheads and any direct costs incurred as part of
performing the service. The contracted services charge applies the rates under existing
contractual arrangements. Direct costs incurred as part of performing the service, e.g.
permits for road closures or footpath access, are passed on to the customer, and

o Materials reflects the cost of materials directly incurred in the provision of the service,
material storage and logistics oncosts and overheads.

Prices in subsequent years of the regulatory control period will be based on the cost build-up
developed for 2025-26, escalated using CPIl minus X factors determined by the AER.

11.3.3 Our approach to amendments to fee-based services

For the forthcoming 2025-30 regulatory control period we are proposing several incremental
changes to our fee-based services. In addition to updating our forecast labour rates and
overheads, we have conducted a thorough review of our services and service dimensions, such
as travel time, time to complete a job and number of crew members required to perform a task.
The proposed changes are summarised below:

e Consolidation of services

At recent officer-level meetings with the AER, the AER requested that Energex consider
consolidating its ancillary services as part of its forthcoming 2025-30 Regulatory Proposal.
Currently, the number of core ancillary services comprises of just 47 services but when
considering the number of permutations, the number of services increases to 142.

In response to the AER’s expectation, we are proposing to discontinue several services
which have had little or no uptake for the past three years. For example, we are proposing
to remove the ‘anytime’ permutations.! We are also proposing to discontinue several
‘after hours’ services which have had little to no uptake. If an after-hours service is
requested and is no longer available, we will charge for the service at the ‘business hour’
price.

Following our review of services, our service offering will be reduced to 116 service
permutations.

e Travel time

Due to increasing traffic congestion in South East Queensland, it is no longer viable for
our crew to safely attend our customers’ premises within the current estimated time. In
recognition of the increasing traffic issues experienced by our staff, we are proposing a
modest increase to the estimated travel time from 30 to 33 minutes. This proposed
change reflects the feedback received from our field crews.

31 The ‘anytime’ permutation was developed for urgent job requests raised after the 1pm cut-off (but prior to
2.30pm). After hours fees apply to anytime service requests.
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e Contractor costs

In 2023, we finalised new contract extensions with our existing external service providers
which met our performance standards, particularly around safety and quality. The
shortage of reputable and qualified external service providers in the market, coupled with
a decline in meter reading services due to the uptake of smart meters, has meant that it is
commercially appropriate for us to leverage contract extensions with our existing service
providers rather than return to an open market in an environment where the likelihood of
growth in this space is extremely low. The lack of opportunities in a declining market has
led to substantial increases in contracted rates being negotiated for the forthcoming
regulatory control period.

Furthermore, following a series of recent incidents, we have raised our health and safety
requirements, mandating that certain services be conducted by a two-person crew, rather
than a single person. This has had a flow-on impact on the negotiated schedule of rates
with our contractors.

Despite the forthcoming increases in contractor costs, the use of external resources
remains the most cost-effective option for Energex and our customers.

e New standardised AER model

The AER has developed a standardised ancillary services (ANS) model to improve
consistency across the NEM and to streamline the resources and consultation required on
ancillary services modelling. It is anticipated that this consistency will also provide
stakeholders, such as retailers and end customers, with greater scope to engage with
DNSPs in developing their proposals.

We have used the ANS model for the first time in our 2025-30 Regulatory Proposal. The
use of this model means that we have had to adjust our overheads so that they will align
with the structure of the model. These adjustments to the overheads required that we
develop weighted average overheads rates outside the model which would ultimately
reconcile with our CAM while reflecting the constraints of the new model.

11.3.4 Our indicative prices for fee-based services
Indicative prices for fee-based services for the 2025-30 regulatory control period are calculated in
the AER’s standardised model in Attachment 11.06 and set out in Attachment 11.08.

11.3.5 Quoted services

Prices for quoted services are determined at the time the customer makes an enquiry and
therefore reflect the individual nature and scope of the requested service which cannot be known
in advance. The charges for the following customer-requested services will be determined on a
guoted basis:

e connection application management services
e enhanced connection services, and
e auxiliary public lighting services.

Unlike previous Regulatory Proposals, we are proposing to use labour rates specific to quoted
services for the 2025-30 regulatory control period. As noted above, fee-based services apply
weighted average overheads to the base labour rate to accommodate the constraints of the new
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model. In contrast, the overheads to be applied to the base labour rates specific to quoted
services have not been adjusted. This approach will ensure we recover our actual costs when
developing prices on a quoted basis. Our proposed labour rates for quoted services and full list of
guoted services are included in the ANS Model in Attachment 11.06.

In line with the F&A, we propose to apply a margin to our quoted services. We note that the AER
has proposed a uniform 6 per cent margin in the draft decisions for the New South Wales,
Australian Capital Territory, Tasmania and Northern Territory distributors. We consider that a
fixed margin strikes the right balance between minimising administrative burden while promoting
competitive neutrality.

As noted in section 11.4.2 below, from 1 July 2025, Energex will no longer offer the installation of
new security lights as a service. Installation of new security lights is currently charged on a
guoted basis.

Further details on the formula used for quoting prices are provided in our Tariff Structure
Statement and our proposed list of quoted services is in Attachment 11.06.

11.4 Security lighting

11.4.1 Overview

Security lighting services generally involve installation, operation, maintenance and replacement
of lighting equipment typically mounted to our distribution network poles and structures. Until the
commencement of the 2020-25 regulatory control period security lighting services have been
provided as an unregulated service, with Energex having full discretion in relation to the pricing
methodology and charges applicable for this service.

With security lighting services becoming ACS from 1 July 2020, we decided to split the one-off
installation charge from the on-going maintenance, operation and replacement charge and
proposed to charge for this service on an ‘as quoted’ basis. The intention was to assist Energex
with the identification of these costs and prevent further cost under-recovery.

11.4.2 Changes to security lighting services

As part of our submission to the AER’s F&A process, we proposed to cease providing and
installing security lights for new customers in the 2025-30 regulatory control period, but to
continue to maintain and operate security lights for existing customers until they transition to
alternative solutions. In its determination, the AER agreed with the proposed change, noting it
reflected the changing requirements of the market and does not appear to have a negative
impact on consumers. It also confirmed its classification of security lighting as an ACS.

11.4.3 Tariffs for security lighting services

Other than new security lighting installations no longer being offered from 1 July 2025, we do not
propose any other changes to our security lighting services. The proposed security lighting tariffs
for the 2025-30 regulatory control period are provided in Table 87.
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Table 87: Security lighting tariffs for 2025-30

Tariff grouping Tariffs Description
Maintenance, operation Small LED W70, W100
and replacement Medium LED W200
Small conventional High Pressure Sodium and Metal Hallide 150W

High Pressure Sodium, Metal Hallide or Mercury

Medium conventional Vapour 250W

High Pressure Sodium, Metal Hallide or Mercury

Large conventional Vapour 400W

Charges vary depending on the light type and size

Energy use Unmetered supply Usage based on actual wattage according to AEMO

Further discussion on our proposed security lighting tariffs and compliance with the price control
mechanism can be found in our Tariff Structure Statement.

11.4.4 Our indicative prices for security lighting services

It is proposed that the indicative prices for the 2025-30 regulatory control period should be based
on the previous year’s indicative prices adjusted by CPI minus X. This is considered to be a
simple and pragmatic approach. Given the minimal changes in some of the underlying costs and
very low volumes, we believe that a cost build-up approach for the first year of the regulatory
control period is not warranted.

The X factor is ultimately determined by the AER. However, we propose to use Energex’s
proposed 2025-26 labour escalation rate as this aligns with the methodology previously used to
set prices for security lighting services from 2020-21 to 2024-25.

The proposed indicative prices for our security lighting tariffs for the 2025-30 regulatory control
period are developed in Attachment 11.07 and set out in Attachment 11.08.

11.5 Supporting documentation

The following documents support this chapter:

Document Name Reference File name
ACS Public lighting Capex and opex 11.01 Energex - 11.01 - ACS Public lighting capex and opex
forecasting model 2025-30 ’ forecasting model 2025-30 — January 2024 - public
S - Energex — 11.02 — ACS Public lighting pricing
ACS Public Lighting Pricing Model 11.02 model — January 2024 - public
S Energex — 11.03 — ACS Public lighting RFM
ACS Public Lighting RFM Model 11.03 2025-30 — January 2024 - public
S Energex — 11.04 — ACS Public lighting PTRM
ACS Public Lighting PTRM Model 11.04 2025-30 — January 2024 - public
ACS Smart Control Pricing Model 11.05 Energex — 11.05 — ACS Smart control pricing model —
January 2024 - public
ACS Ancillary Services Model 11.06 Energex — 11.06 — A_CS Ancillary services model —
January 2024 - public
ACS Security Lighting Model 11.07 Energex — 11.07 — ACS Security lighting pricing

model — January 2024 - public
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Document Name Reference File name
. Energex — 11.08 — ACS Price schedule 2025-30 —

ACS Price Schedule for 2025-30 11.08 January 2024 - public
Alternative Control Services 11.09 Energex — 11.09 — ACS Explanatory Statement—
Explanatory Statement ’ January 2024 - public

S Energex — 11.10 — Ironbark Smart Public Lighting
Smart Public Lighting Strategy 11.10 Strategy — November 2023 - public

Energex - 11.11 - ACS ANS Fee-based services

ACS ANS Fee-based services 11.11 comparison — January 2024 — public
comparison ' Energex - 11.11 - ACS ANS Fee-based services

comparison — January 2024 - confidential
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Key messages:

e We support the F&A position to maintain the current SCS classification for common
distribution services, network ancillary services and connection services. We also
support the addition of regulated stand-alone power systems (SAPS) and rectification
of simple customer faults under the common distribution services grouping.

In accordance with AER guidance and customer feedback, we are proposing that
legacy metering services should be reclassified as SCS, and as such propose
amendments to the SCS control formulae.

We support the F&A decision to maintain the current control mechanisms, being a
revenue cap for SCS and a price cap for ACS.

The following jurisdictional schemes will apply for 2025-30: the Solar Bonus Scheme;
Energy Industry Levy; and Electrical Safety Office Levy.

We agree with the AER's decision not to classify any of our services as negotiated
distribution services. Notwithstanding, in accordance with the NER, we submit a
negotiating framework to apply in the event that the AER departs from this decision.

In addition to the prescribed pass through events set out in the NER, we propose the
following nominated pass through events: an insurance coverage event; an insurer's
credit risk event; a terrorism event; and a natural disaster event.

We do not propose any contingent projects for this regulatory control period.

We have addressed the requirements of the AER's Confidentiality Guideline as to the
matters for which we are claiming confidentiality.

Our directors have provided a certification statement for our key assumptions for
capex and opex.

Our Chief Executive Officer has made a statutory declaration attesting to the
information provided in our response to the AER's RIN.

12.1 Overview

This chapter addresses a number of regulatory matters, including application of the AER’s
proposed approach to the classification of distribution services, incentive schemes and control
mechanisms for ACS and SCS. It also covers other regulatory requirements, including the
requirement for a negotiating framework, jurisdictional schemes, nhominated pass through events
and contingent projects, and addresses our approach to confidentiality and assurance, and
certification requirements.
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12.2 Classification of services

Service classification determines which of our distribution services will be regulated by the AER
and how the costs of the regulated services will be recovered from customers. The NER specify
that a Regulatory Proposal must contain, amongst other things, a service classification proposal®?
and the service classification must be as set out in the F&A unless the AER considers that a
material change in circumstances justifies departing from the classification as set out in the
F&A. 3

On 3 July 2023, the AER published the Final F&A for the 2025-30 regulatory control period. We
largely accept the service classification positions in the Final F&A. Attachment 12.01 provides the
full service listing for the 2025-30 regulatory control period. We summarise our proposals below.

12.2.1 Common distribution services

We support the F&A position to maintain the current SCS classification for common distribution
services and the addition of the following activities in the service grouping:

e regulated SAPS due to the National Electricity Amendment (Regulated Stand-Alone
Power Systems) Rule 2022

o rectification of simple customer faults, which allows us to rectify simple faults located
behind the meter that are discovered by our crews when investigating customer outages,
and

e customer export services following the National Electricity Amendment (Access, Pricing
and Incentive Arrangements for Distributed Energy Resources) Rule 2021. This activity is
recognised but not separately listed.

12.2.2 Network ancillary services

We support the F&A position to maintain the current SCS classification for network ancillary
services. We further accept the amendment to the security lighting activity to recognise that we
will cease to provide security lighting services to new customers but will continue to operate and
maintain existing security lights.

12.2.3 Connection services

We support the F&A position to maintain the current service classification. These include SCS for
small customer connections, network extensions and augmentation, and ACS for large customer
premises connections, connection application and management services and enhanced
connection services.

12.2.4 Metering services

On 30 August 2023, the AEMC published its final report on the Metering Services Review.
Consistent with the guidance provided by the AER in the F&A, we propose to reclassify legacy
metering services as SCS. The F&A maintained an ACS classification for legacy metering
services but expected us to depart from this classification after the completion of the AEMC’s
review. The AER considered that the AEMC’s review would constitute a material change in
circumstances. We support this view.

32 Clause 6.8.2(c)(1) of the NER.
33 Clause 6.12.3(b) of the NER.
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We have engaged with our RRG and customers, and they broadly support the reclassification to
allow us to spread the recovery of legacy metering costs to all customers and prevent the burden
of legacy metering costs falling mostly on our most vulnerable customers.

Chapter 10 discusses our proposal to reclassify legacy metering services to SCS in more detail.

12.3 Control mechanisms

The NER specify that a distribution determination must impose controls over the prices of direct
control services, revenue to be derived from the direct control services, or both.3* The NER also
specify that the form and formulae of the control mechanisms must be set out in the F&A.3® The
AER may only depart from the formulae set out in the F&A if there is a material change in
circumstances.

We support the F&A decision to maintain the current control mechanisms, being a revenue cap
for SCS and a price cap for ACS. However, as discussed below, we propose a departure from
the control formulae for SCS provided in the F&A.

12.3.1 Standard control services formulae

As discussed in section 10.3, we propose to depart from the F&A service classification for legacy
metering services as the AEMC’s final report on the Metering Services Review constitutes a
material change in circumstances. Consequently, the control formulae for SCS provided in the
F&A require amendments. We have adopted the revised control formulae in Table 88 below for
SCS. These formulae are consistent with the AER’s October 2023 guidance note provided to the
New South Wales, Australian Capital Territory, Tasmania and Northern Territory distributors. The
formulae maintain transparency by separating legacy metering revenue from the main SCS.

Table 88: SCS control formulae

Equation Where

n m i=1,..,n
1. TAR, = Zpﬁ"q;"' j=1,..,m

i=1j=1 t=1,234,5
2. TAR, = TARS®S + TAR}Y t=12345
3. TARZCS = AARSSS + IFSS + BSCS + C5¢S t=12345
4. AAR;SS = ARSCS t=1
5. AARCS = AAR{SS x (1 + ACPIL) x (1 — X5°5) t=2345
6. TARM = AARY + 1M + BY + ¢ t=12,345
7. AARY = ARV t=1
8. AARY = AARM | x (1 + ACPI) x (1 —X}) t=2345
9. B, = b, + A, t=1234,5
10. by = —0, x (1+WACC,)*® t=1,2345
11. Ay =al_; X (1+WACC,_;) x (1+WACC) +a?; x (1+WACC,) + a} t=12345
12. WACC, = (1 + rvWACC,) x (1 + CPI,) — 1 t=1234,5

34 Clause 6.2.5 (a) of the NER.
35 Clauses 6.12.3 (c) and 6.12.3 (c1) of the NER.
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Where:

Variable Equation

The regulatory year with t = 1 being the 2025-26 financial year.

t

TAR,

The total annual revenue for year t, calculated as per formula 2 above.

TARSCS

The total annual revenue for main SCS for year t, calculated as per formula 3 above.

TARM

The total annual revenue for metering for year t, calculated as per formula 6 above.

ij
Pt

The price of component j of tariff ‘i’ for year t.

ij
q;

The forecast quantity of component ' of tariff ‘i’ for year t.

ARF®®

The annual smoothed revenue requirement in the main SCS PTRM for year t.

ARM

The annual smoothed revenue requirement in the metering SCS PTRM for year t.

AARZCS

The adjusted annual smoothed revenue requirement for main SCS for year t, calculated as per formulae
4 and 5 above.

AARM

The adjusted annual smoothed revenue requirement for metering SCS for year t, calculated as per
formulae 7 and 8 above.

SCS
It

The sum of incentive scheme adjustments for year t. Where applicable, incorporates revenue
adjustments relating to the outcomes of:

the STPIS (S-factor) in relation to regulatory year t-2
the DMIS in relation to regulatory year t-2

the DMIAM relating to the 2019-24 regulatory control period to be applied in regulatory year
t=2 only

the CSIS (H-factor) in relation to regulatory year t-2
the ESIS (E-factor) in relation to the regulatory year t-2

any other related incentive schemes as applicable that are to be applied in year t.

SCS
Bt

The sum of annual adjustment factors to balance the unders and overs account for year t, calculated as
per formula 9 above. It includes:

the true-up of any under or over recovery of actual revenue (b-factor) collected through DU0S
charges calculated using the method outlined in formula 7

any other bespoke adjustments the AER deems necessary (A-factor). These include but are
not limited to residuals of jurisdictional scheme amounts upon cessation, applicable licence fee
payments, or other true-ups not provided for elsewhere. These adjustments will apply the time
value of money where appropriate, calculated as per formula 11 above.

SCS
Ce

The approved pass through amounts (positive or negative) for year t, as determined by the AER. It will
also include any annual or end of period adjustments for year t.

IM

The sum of incentive scheme adjustments for metering services for year t. Currently no incentive
schemes apply.

B!

The sum of annual adjustment factors to balance the unders and overs account for year t, calculated as
per formula 9 above. It includes:

the true-up of any under or over recovery of actual revenue (b-factor) collected through
metering services charges calculated using the method outlined in formula 7

Any other bespoke adjustments the AER deems necessary (A-factor). These include but are
not limited to the true-up of opex explicitly related to variances from forecasting metering
volumes, or other true-ups not provided for elsewhere. These adjustments will apply the time
value of money where appropriate, calculated as per formula 11 above.
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Variable Equation

The approved pass through amounts (positive or negative) for metering services for year t, as
cM determined by the AER. It will also include any annual or end of period adjustments for metering
services for year t.

The annual percentage change in the Australian Bureau of Statistics’ (ABS) Consumer Price Index All
ACPI Groups, Weighted Average of Eight Capital Cities®® from December in year t—2 to December in year t-1.
For example, for the 202425 year, t—2 is December 2022 and t-1 is December 2023.

The X-factor in year t, incorporating annual adjustments to the main SCS PTRM for the trailing cost of

SCS
Xi debt.
M The X-factor in year t, incorporating annual adjustments to the main SCS PTRM for the trailing cost of
B debt.
b The true-up for the balance of the respective unders and overs account in year t, calculated as per
5 formula 10 above.
0 The opening balance of the respective unders and overs account in year t as calculated by the method
t

in Appendix A of the control mechanisms draft decision.

The approved weighted average cost of capital (WACC) used in regulatory year t in the DUoS unders
WACC; and overs account in Appendix A. The WACC is updated annually to apply actual inflation, calculated as
per formula 12 above. It also applied to true-up mechanisms to adjust for the time value of money.

The sum of bespoke adjustments, including the application of the time value of money where

ol appropriate, calculated as per formula 11 above.
al The bespoke adjustment ‘1’ for year t. Formula 11 above demonstrates the application of the time value
t

of money for different bespoke adjustments relating to different regulatory years.

rvWACC, The real vanilla WACC provided in the annually updated PTRM for year t.

12.3.2 Alternative control service formulae
We support the control formulae provided in the F&A.

12.3.3 Side constraint mechanism

The side constraint mechanism is provided in the NER and serves to limit the amount of revenue
that can be recovered from a tariff class relative to the revenue recovered from the same tariff
class in the previous year. The side constraint formulae are provided in the distribution
determination and the annual pricing proposal must demonstrate compliance with the
mechanism. The mechanism applies to SCS only.

In November 2022, the AER published its final position paper on the application of the side
constraint mechanism as part of the review into improving the annual pricing approval process for
distributors. The final position developed a standardised side constraint mechanism that will apply
in our 2025-30 distribution determination. We are supportive of the AER’s amendments to the
mechanism that will apply them in the 2025-30 regulatory control period.

12.3.4 Jurisdictional scheme amounts

Jurisdictional scheme amounts relate to the recovery of costs associated with specific obligations
placed on DNSPs by State Governments. The NER specify that the distribution determination
must set out how the DNSP is to report to the AER on its recovery of jurisdictional scheme

36 If the ABS does not or ceases to publish the index, then CPI will mean an index which the AER considers
is the best available alternative index.
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amounts for each regulatory year of the regulatory control period and on the adjustments to be
made to subsequent pricing proposals to account for over or under recovery of those charges.

In Queensland, the following jurisdictional schemes will apply in the 2025-30 Regulatory
Proposals:

* the Solar Bonus Scheme - this scheme obligates Energex to make feed-in-tariff
payments for energy supplied into our distribution network from specific micro-embedded
generators. This scheme is expected to end on 30 June 2028

* the Energy Industry Levy — this levy covers a proportion of the Queensland
Government’s funding commitments to NEM regulation costs as well as other national
energy policy costs, and

* the Queensland Electrical Safety Office Levy - on 31 March 2023, the AER determined
that the Queensland Electrical Safety Office Levy is a jurisdictional scheme as it meets
the jurisdictional scheme eligibility criteria under the NER and that the determination will
take effect from 1 July 2025.3” Consequently, we have removed the forecast expenditure
associated with the Electrical Safety Office Levy from our opex forecast (refer to section
6.3.2).

In accordance with the NER requirements, we propose to specify the jurisdictional scheme
amounts applicable in the relevant regulatory year in our annual pricing proposals.
12.3.5 Designated pricing proposal charges

Designated pricing proposal charges are transmission related costs, including transmission use
of network charges, avoided transmission use of system charges paid to eligible embedded
generators and payments to other distributors for supply of distribution services.

The NER stipulate that the distribution determination must set out how the DNSP is to report to
the AER on its recovery of designated pricing proposal charges for each regulatory year of the
regulatory control period and on the adjustments to be made to subsequent pricing proposals to
account for over or under recovery of those charges.®

In accordance with the NER requirements, we propose to specify the following in our annual
pricing proposals:

e payments:
- regulated transmission charges paid to transmission networks
- avoided transmission charges paid to eligible embedded generators
- payments made to other DNSPs for use of their network
e receipts:
- payments received from network users
- payments received from other DNSPs
- adjustments for over/under recovery, and

o difference between receipts and payments.

37 AER Determination on jurisdictional scheme application in relation to the Electrical Safety Act 2002 (QId),
published 3 April 2023.
38 Clause 6.12.1(19) of the NER.
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12.4 Negotiating framework

Energex is required to prepare and submit a negotiating framework with this Regulatory Proposal
for approval by the AER.*® The negotiating framework will apply to negotiations for any
distribution service provided by Energex that the AER has determined does not require direct
control, allowing the terms and conditions for provision of the service, including price, to be set by
the parties to the negotiation. It sets out the procedure to be followed by Energex and any
customer who wishes to receive a negotiated distribution service.

The AER’s F&A has not classified any of Energex’s services as negotiated distribution services
for the 2025-30 regulatory control period. Energex agrees with the AER’s determination that none
of our distribution services are suited to being classified as a negotiated distribution service.

Notwithstanding this decision, and in accordance with the requirements of the NER, Energex’s
proposed negotiating framework for the 2025-30 regulatory control period is provided in
Attachment 12.02.

12.5 Pass through events

The cost pass through mechanism allows Energex to seek approval to recover a material
increase in costs incurred, or to pass on a significant cost saving made, because of an event that
impacts the provision of direct control services during the regulatory control period. It typically
applies to high-impact events that are unpredictable and outside the reasonable control of
Energex to prevent or mitigate.

As the additional costs arising from such events have not been factored into our ARR, the
mechanism allows the AER to approve a price adjustment for certain pre-defined events that
meet the cost pass through criteria. As part of its assessment, the AER will ensure that any
proposed cost increase (or decrease) is efficient and that the impact on prices for customers is no
more than necessary.

The NER allows all DNSPs to apply for a cost pass through for the following prescribed events:
e aregulatory change event
e aservice standard event
e atax change event, and
e aretailer insolvency event.*

In addition, a DNSP may nominate additional pass through events in its Regulatory Proposal
(nominated pass through events).** Energex is proposing to retain the nominated pass through
events provided in the current distribution determination in the 2025-30 regulatory control period:

e insurance coverage event
e insurer credit risk event
e terrorism event, and

e natural disaster event.

39 Clause 6.8.2(c)(5) of the NER.
40 Clause 6.6.1(al) of the NER.
41 Clause 6.6.1(al) of the NER.
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We have updated the definitions to be consistent with recent AER decisions for other network
service providers.

Table 89 outlines our proposed nominated pass through events and their respective definitions
for the 2025-30 regulatory control period.

Table 89: Proposed nominated pass through events for the 2025-30 regulatory control period

Pass through

Definition
event

An insurance coverage event occurs if:
1. Energex:

a) makes a claim or claims and receives the benefit of a payment or payments under a
relevant insurance policy or set of insurance policies, or

b) would have been able to make a claim or claims under a relevant insurance policy
or set of insurance policies but for changed circumstances, and

2. Energex incurs costs:
a) beyond a relevant policy limit for that policy or set of insurance policies

b) that are unrecoverable under that policy or set of insurance policies due to changed
circumstances, and
3. The costs referred to in paragraph 2 above materially increase the costs to Energex in
providing direct control services.
For the purposes of this insurance coverage event:

e 'changed circumstances' means movements in the relevant insurance liability
market that are beyond the control of Energex, where those movements mean that it
is no longer possible for Energex to take out an insurance policy or set of insurance
policies at all or on reasonable commercial terms that include some or all of the
costs referred to in paragraph 2 above within the scope of that insurance policy or
set of insurance policies

e 'costs' means the costs that would have been recovered under the insurance policy
or set of insurance policies had:

— the limit not been exhausted, or
- those costs not been unrecoverable due to changed circumstances

Insurance coverage

e arelevant insurance policy or set of insurance policies is an insurance policy or set
of insurance policies held during the regulatory control period or a previous
regulatory control period in which Energex was regulated, and

e Energex will be deemed to have made a claim on a relevant insurance policy or set
of insurance policies if the claim is made by a related party of Energex in relation to
any aspect of Energex’s network or business, and

o Energex will be deemed to have been able to make a claim on a relevant insurance
policy or set of insurance policies if, but for changed circumstances, the claim could
have been made by a related party of Energex in relation to any aspect of Energex’s
network or business.

Note for the avoidance of doubt, in assessing an insurance coverage event through
application under rule 6.6.1(j), the AER will have regard to:

(i) the relevant insurance policy or set of insurance policies for the event

(ii) the level of insurance that an efficient and prudent DNSP would obtain, or would
have sought to obtain, in respect of the event

(iii) any information provided by Energex to the AER about Energex's actions and
processes, and

(iv) any guidance published by the AER on matters the AER will likely have regard to in
assessing any insurance coverage event that occurs.
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Pass through

Definition
event

An insurer credit risk event occurs if an insurer of Energex becomes insolvent, and as a
result, in respect of an existing or potential claim for a risk that was insured by the insolvent
insurer, Energex:
a) is subject to a higher or lower claim limit or a higher or lower deductible than would
have otherwise applied under the insolvent insurer's policy, or
b) incurs additional costs associated with funding an insurance claim, which would
otherwise have been covered by the insolvent insurer.
Note: in assessing an insurer credit risk event pass through application, the AER will have
regard to, amongst other things:
(i) Energex attempts to mitigate and prevent the event from occurring by reviewing and
considering the insurer’s track record, size, credit rating and reputation, and
(ii) in the event that a claim would have been covered by the insolvent insurer's policy,
whether Energex had reasonable opportunity to insure the risk with a different
provider.

Insurer credit risk

Natural disaster event means any natural disaster including but not limited to cyclone, fire,
flood or earthquake that occurs during the 2025-30 regulatory control period that changes the
costs to Energex in providing direct control services, provided the cyclone, fire, flood,
earthquake or other event was:

a) a consequence of an act or omission that was necessary for the service provider to
comply with a regulatory obligation or requirement or with an applicable regulatory
instrument, or

b) not a consequence of any other act or omission of the service provider.

Note: In assessing a natural disaster event pass through application, the AER will have
regard to, amongst other things:

(i) whether Energex has insurance against the event,

(i) the level of insurance that an efficient and prudent network service provider would
obtain in respect of the event.

Natural disaster

Terrorism event means an act (including, but not limited to, the use of force or violence or the
threat of force or violence) of any person or group of persons (whether acting alone or on
behalf of or in connection with any organisation or government), which:

1. from its nature or context is done for, or in connection with, political, religious,
ideological, ethnic or similar purposes or reasons (including the intention to influence or
intimidate any government and/or put the public, or any section of the public, in fear),
and

Terrorism 2. changes the costs to Energex in providing direct control services.
Note: In assessing a terrorism event pass through application, the AER will have regard to,
amongst other things:
(i) whether Energex has insurance against the event
(ii) the level of insurance that an efficient and prudent network service provider would
obtain in respect of the event, and

(iif) whether a declaration has been made by a relevant government authority that a
terrorism event has occurred.

In proposing these four nominated pass through events, Energex has had regard to the
nominated pass through event considerations defined in Chapter 10 of the NER and we consider
that:

o the events are not covered by a category of pass through event specified in the NER

¢ the nature and type of the events can be clearly identified at the time the determination is
made, and
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e while Energex could act to:

- reduce the likelihood of such events from occurring or mitigate the cost impacts,
and

— insure or self-insure against the event,

expenditure beyond a certain level to eliminate these risks is not likely to be prudent or
efficient.

We propose that the prescribed and nominated pass through events set out above will apply to
both SCS and ACS. We consider that this is consistent with the NER, which refers to the
provision of direct control services (i.e. both SCS and ACS) in relation to pass through events.

12.6 Contingent projects

Under the NER, a Regulatory Proposal may include a proposal for a project to be determined by
the AER as a contingent project for the regulatory control period.*> The contingent projects
mechanism is intended to apply where there is uncertainty as to the need for or timing of a
specific network project during the regulatory control period. It would allow Energex to apply to
the AER to adjust our revenue allowance where a pre-defined trigger event for the contingent
project has occurred.

Energex has not identified any contingent projects for the 2025-30 regulatory control period.

12.7 Confidential information

The NER require that Energex must identify the parts of its Regulatory Proposal that are
confidential and provide details in accordance with the AER’s Distribution Confidentiality
Guideline.*®

Accordingly, Attachment 12.03 sets out the information provided as part of this Regulatory
Proposal for which Energex is claiming confidentiality.

12.8 Governance, assurance and certifications

12.8.1 Certification statement

Energex’s Directors are required to certify the key assumptions that underlie our capex and opex
forecasts.** Our key assumptions are set out in the following sections of this Regulatory
Proposal:

e capex assumptions are set out in section 5.2, and
e Opex assumptions are set out in section 6.2.

Our certification statement is provided as Attachment 12.04 to this Regulatory Proposal.

42 Clause 6.6A.1 of the NER.
43 Clause 6.8.2(c)(6) of the NER.
44 Schedules 6.1.1(5) and 6.1.2(6) of the NER.
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12.8.2 Statutory declaration by Chief Executive Officer

The AER’s Reset RIN requires an officer of Energex to make a statutory declaration attesting to
the information provided in response to that notice.

The statutory declaration made by our Chief Executive Officer is provided as Attachment 12.05 to
this Regulatory Proposal.
12.8.3 Compliance checklist

Energex has completed a compliance checklist which demonstrates how we have complied with
the requirements of the NER and the RIN. This checklist is provided as Attachment 12.06.

12.9 Supporting documentation
The following documents support this chapter:

Document Ref File Name

Service classification 12.01 Energex - 12.01 - Service classification - January

2024 - public
L : Energex - 12.02 - Negotiating Framework
Negotiating Framework 2025-30 12.02 2025-30 - November 2023 -public
Confidentiality template 12.03 Energex - 12.03 - Confidentiality template - public
. e Energex - 12.04 - Key capex and opex

Key capex and opex assumptions certification 12.04 assumptions certification - public

Chief Executive Officer statutory declaration 12.05 Energex- 12.05 - C hief Executive Officer statutory
declaration - public

Compliance checklist 12.06 Energex - 12.06 - Compliance checklist - public
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$, nominal

These are nominal dollars of the day

$, real 2024-25

These are dollar terms as at 30 June 2025

2025-30 regulatory control period

The regulatory control period commencing 1 July 2025 and ending 30 June 2030

ABS Australian Bureau of Statistics

ACS Alternative control service

AEMC Australian Energy Market Commission
AER Australian Energy Regulator

ANS Ancillary services model

ARR Annual revenue requirement

Augex Augmentation capital expenditure

BEL Basic export level

Brisbane 2032 Brisbane 2032 Olympic and Paralympic Games
CAC Connection asset customer

CAM Cost allocation method

Capex Capital expenditure

CBD Central business district

CBRM Condition Based Risk Management
CECV Customer export curtailment value
CESS Capital Expenditure Sharing Scheme
Connex Connections capital expenditure

CPI Consumer price index

Current regulatory control period
or current period

The regulatory control period commencing 1 July 2020 and ending 30 June 2025

CSIS Customer Service Incentive Scheme

DEBBS ICT & Digital Enterprise Building Blocks

DER Distributed energy resources

DMIA Demand Management Incentive Allowance

DMIAM Demand Management Innovation Allowance Mechanism
DMIS Demand Management Incentive Scheme

DNSP Distribution Network Service Provider

DUoS Distribution use of system

Dynamic connection

Dynamic connections will allow customers to access increased network capacity
at times when the network is not constrained by receiving dynamic operating
envelopes rather than setting static limits

Dynamic operating envelopes

Dynamic operating envelopes vary limits over time, based on the capacity or
other capability of the network in near real time. This includes, for example,
export and import limits at the local network or power system as a whole

EBSS

Efficiency Benefits Sharing Scheme

Energy Queensland

Energy Queensland Limited
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ESIS Export Service Incentive Scheme

F&A Framework and Approach

GWh Gigawatt hours

IAP2 International Association of Public Participation
ICC Individually calculated customer

ICT Information and communications technology
kv Kilovolt

kVA Kilovolt ampere

kw Kilowatt

kwh Kilowatt hour

LED Light emitting diode

LMRP Legacy Meter Retirement Plan

LRMC Long run marginal cost

LVDERMS Low Voltage Distributed Energy Resource Management System
MSS Minimum service standard

MW Megawatts

NEM National Electricity Market

NER National Electricity Rules

Next regulatory control period or

forecast period

The regulatory control period commencing 1 July 2025 and ending 30 June 2030

NPV Net present value
Opex Operating and maintenance expenditure
PoE Probability of exceedance

Previous regulatory control period

or previous period

The regulatory control period commencing 1 July 2015 and ending 30 June 2020

PTRM

Post tax revenue model

PV Photovoltaic (solar PV)
RAB Regulatory asset base
RBA Reserve Bank of Australia

Regulatory Proposal

Energex’s Regulatory Proposal for the next regulatory control period submitted
under clause 6.8 of the NER

Repex Replacement capital expenditure

RFM Roll forward model

RIN Regulatory information notice

RIT-D Regulatory Investment Test for Distribution
RRG Reset Reference Group

SAC Standard asset customer

SAPS Stand-alone power system
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SAIDI System average interruption duration index
SAIFI System average interruption frequency index
SCADA Supervisory control and data acquisition

SCS Standard control service

STPIS Service Target Performance Incentive Scheme
Y, Volt

VCR Value of customer reliability

WACC Weighted average cost of capital
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