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Acknowledgement
of Country

United Energy acknowledges and
respects the Bunurong and Wurundjeri
People as the original Custodians of the
lands and waters our network covers;
lands First Peoples have occupied for
tens of thousands of years.

United Energy pays our respects
to Elders past and present and
acknowledge their ancient and
continuing connection to Country.
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A message from our CEO
Tim Rourke

In January 2025, we submitted our regulatory proposal setting out our plans to meet our customers’
service level expectations and priorities over the 2026—31 regulatory period. These plans followed
extensive stakeholder engagement — we heard from 8,715 individual customers and approximately
145 stakeholders and incorporated their views into our proposal.

The expectations of our customers reflect our industry leading performance today. With an average of
just 35 minutes off supply in FY25 (around 90 minutes lower than the national average), United
Energy is the second most reliable distribution network in Australia.

We also operate the most highly utilised urban network, using technology to maximise the use of
our existing assets before we build more. This has been one of the main drivers in keeping bills low.

Since submitting our proposal, we have worked with our customers to further understand their lived
experience on critical issues.

The AER published its draft decision on 30 September 2025. This endorsed $1.0 billion of capital
expenditure that will help us to deliver the essential services that our customers rely on every day. The
decision, however, represents funding that was 25 per cent lower than our original proposal.

We have now updated our forecasts using more recent data, resulting in a 10 per cent reduction in our
revised capital expenditure needs for 2026—-31. We have also reduced our operating expenditure
forecasts, with efficiencies in our vegetation management program in 2025 helping us to lower our
funding requirements by $33 million over five years. Despite reducing our forecasts, there remains a
gap between what was provided in the draft decision and what customers both want and require. This
shortfall will impact our ability to meet several of the key challenges our customers have told us they
would like addressed, such as strengthening our low voltage network to support electrification, where
our revised proposal would unlock over $237 million of customer benefits.

By 2031, the electrification of everything from homes to transport, along with ongoing population
growth, will require our energy system to evolve. We are seeing these impacts now, with near system-
wide peak demand in FY25. Weather adjusted residential consumption also grew by over eight per
cent in the previous two years and analysis of customers who have electrified their household load
shows their average monthly consumption jumping by almost 300 per cent throughout winter.

In total, our revised proposal plans to invest $1.3 billion between 2026 and 2031. This includes key
initiatives to enable more electrification, manage seasonal demand on the Mornington Peninsula and
support community resilience to extreme weather.

We are also committed to remaining one of Australia’s most affordable distribution networks, providing
safe and reliable electricity across Victoria's south-east. We’'ll deliver this for an average yearly
reduction of $6 over the next five years, along with no increases in our metering charges.

We're about more than maintaining our infrastructure; it's about ensuring that United Energy continues
to meet the evolving needs of our customers and enabling Victoria’s energy transition.

Tim Rourke
Chief Executive Officer
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Responding to the AER’s draft decision

In our revised proposal we have accepted much of the AER'’s draft decision. However, we have
re-proposed key projects and programs that deliver critical customer outcomes.

Demand forecasts

Since our regulatory proposal we have experienced a hotter summer and are seeing the impacts of rapid
electrification. This includes growing winter consumption as customers transition from gas appliances,
particularly heating loads. Our revised forecasts reflect this information, and updated AEMO assumptions.

Electrification

Under-voltage impacts are expected to become increasingly pervasive, impacting customers daily appliance
use and limiting access to low-cost retail offers. The draft decision is based on historical reactive expenditure
only. Our forecasts allow for an efficient mix of reactive and proactive responses.

Network capital expenditure

The draft decision provides an allowance for network capex lower than current period spend. This is
insufficient to properly support customers through the energy transition and increasing climate impacts.
We have provided additional information, as requested by the AER, to further support our forecasts.

Data centre forecasts

The AER’s draft decision provided detailed guidance on its preferred forecasting methodology for data
centres. We have applied this approach in our revised proposal. We have assumed data centre proponents
will contribute 85% of the cost of these works, minimising the impact on all customers.

Non-network expenditure

Our non-network expenditure includes ICT (including cyber security), property, fleet and other equipment that
supports the modernisation and continued delivery of efficient, safe and reliable services to our customers.
The AER has substantively accepted these forecasts, and we have reflected this decision in our revised proposal.

Vegetation management

In its draft decision the AER acknowledged the compliance obligation for vegetation management, however
sought further information to substantiate the forecasts. Our revised proposal incorporates updated volumes
and efficiencies in the cutting program from 2024 and 2025, resulting in a materially lower step change.

Q0900 OCO
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Delivering for our customers

Our revised proposal further refines the cost to deliver the services our customers value.
We will deliver these services with bill reductions for both residential and business customers.

Bill impacts

e ™~
Annual distribution .. .
bills ($, 2026) Regulatory proposal AER draft decision Revised proposal

customer

O__ sman
ﬂ business $927 $786 $842

customer

Residential bill based on annual consumption of 4,000 kWh, small business customer bill based on annual consumption of 10,000 kWh

Revenue, capital expenditure and operating expenditure

7 N
2026-31 revenue and .. .
expenditure ($, 2026) Regulatory proposal AER draft decision Revised proposal

fs\ Revenue $2,780M $2,582M $2,691M

ﬁﬁ@ Capital $1,399M $1,046M $1,258M

expenditure

[||][|[| Operating $991M $862M $955M

expenditure
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About this document

Every five-years, the Australian Energy Regulator (AER) reviews our forecast plans for approval. This
determines the services we deliver, and the revenue we recover from our customers.

In January 2025, we published a regulatory proposal setting out our plans for the 2026—31 regulatory
period. In September 2025, the AER published a draft determination.

Our revised proposal sets out our revised plans for the 2026—31 regulatory period. It reflects our
response to the AER’s draft determination, incorporating stakeholder feedback on our regulatory
proposal.

Our revised proposal also encompasses our revised tariff structure statement, as well as supporting
business case addendums, model and general attachments.

You can submit feedback on our revised proposal through the contact form provided on our
engagement website, or directly via email to community@ue.com.au.

The AER is also seeking feedback on our revised proposal through their engagement links, available
on their website.
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Overview

Our regulatory proposal was initially submitted in January 2025. It was a product of significant
engagement and consultation, as well as detailed planning, analysis and testing of our proposed
investment program.

Since then, we have responded to over 615 individual questions from the Australian Energy Regulator
(AER) on our proposal, across 50 separate information requests. These responses were considered in
the AER'’s draft decision, which was published on 30 September 2025.

Our revised proposal has benefitted from this feedback and further scrutiny. It has challenged us to
refine our investment needs and ensure that we provide value for our customers as our energy system
continues to change.

1.1 Ongoing stakeholder engagement

Engagement with our customers and communities is a core business-as-usual activity. It enables us to
continually improve our understanding of their needs and preferences now and in the future.

For the purposes of developing our revised proposal, we have undertaken additional bespoke
engagement focused on areas where it was identified that further insight would ensure our revised
proposal truly meets our customers future expectations. This engagement also provided an
opportunity to assist us in responding to issues raised by stakeholder submissions and the feedback
identified by the AER in its draft decision.

We commenced our additional engagement in early 2025, recognising that meaningful and well-
considered engagement requires adequate time to be undertaken effectively. These bespoke
engagements built on our previous engagement phases, namely our ‘broad and wide’, ‘deep and
narrow’, and ‘test and validate’ phases.

Across all engagements, customers’ expectations and their priorities remained consistent. In addition
to delivering safe, reliable, resilient and affordable electricity, customers expected us to proactively
ensure service levels were maintained throughout the energy transition and tackle the many equity
challenges facing our customers (such as for those experiencing vulnerable circumstances).

Additional research and engagement for our revised proposal

The additional research and engagement we completed across 2025 is summarised below. Further
detail on the outcomes of these engagements is set out within the relevant expenditure sections,
including how this feedback is reflected in our investment cases to ensure the ‘golden thread’ remains
between the voice of the customer and our revised proposal:

e understanding the impacts of undervoltage: between May and October 2025, we surveyed 85
customers across our networks who contacted us with an undervoltage complaint. Customers
shared feedback on the impact of undervoltage relative to an unplanned outage and described
how the experience impacted their everyday life or their business

e vulnerability strategy engagement: the Customer Advisory Panel (CAP) challenged us to
provide greater clarity on our implementation and delivery plans for supporting customers in
vulnerable circumstances. In response, we developed a customer vulnerability strategy to identify
our unique role in tackling vulnerability, how we will execute our role and how we will identify and
reach customers in vulnerable circumstances?

L UE RRP ATT 4.05 — Customer vulnerability strategy — Dec2025 — Public
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e public lighting: in response to feedback from the Victorian Greenhouse Alliance, we engaged
with 25 councils and informed stakeholders to understand their feedback on our public lighting
package and ensure it is aligned with the future needs and preferences of our public lighting
customers?

e Kkerbside electric vehicle (EV) trial tariffs: we engaged with 19 informed stakeholders, including
retailers and charging infrastructure providers, to shape our EV tariff offering®

e« customer commitments development: we have collaborated with the CAP over the past
18 months to shape a package of customer commitments aligned with our revised proposal.
These commitments have been tested with customers, including 23 residential and small-medium
business participants. This process has assisted us simplify language and ensure commitments—
to be finalised following the AER'’s final decision—are meaningful and relevant to our customers
and communities.

More broadly, our engagement program, including design and outcomes, were also tested with the
CAP. Between the submission of our original proposal and the development of our revised proposal,
we have met with the CAP on seven separate occasions (including four full-day sessions).

In addition to further stakeholder engagement, our revised proposal has considered the continuing
evidence of the pace and scale of electrification across our network. This rapid change is reflected in
our updated demand forecasts that incorporate more recent AEMO inputs and assumptions, and
another 12-months of network and customer smart meter demand data.

1.2.1 Our recent summer unearthed latent temperature-dependent demand

The most recent summer (2024/25) was hotter than those we experienced in recent history, with
south-eastern Melbourne, for example, experiencing more than double the number of days above
35 degrees compared to the previous five-year average. This is shown in figure 1.1 below.

This weather trend is generally consistent with that across our entire network area and marked a
return to historical norms after a period of cooler summers driven by repeated La Nifia events.

This hotter weather had the impact of unearthing latent temperature-dependant demand on our
network that was not previously evident in our forecasts due to the milder prevailing conditions. In
these conditions (which remain mild relative to future expectations), our network reached near its all-
time high maximum demand. This near-record occurred when temperatures were around 39 degrees
for less than one day and on a weekend (where demand is typically lower).

UE RRP ATT 6.01 — Public lighting — Dec2025 — Public
8 UE RRP ATT SE 03 — Kerbside EV charging trial network tariff — Dec2025 — Public
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FIGURE 1.1 @ SOUTH-EASTERN MELBOURNE HISTORICAL TEMPERATURE: HOT DAYS

FY15 FY16 FY17 FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25

= Days above 35 degrees Days above 40 degrees

1.2.2 Network-wide and customer data corroborates increasing
electrification impacts

Complementing the observed increases in peak demand is a growing customer trend towards
electrification that is supported by Government policies. This includes the substitution of gas, where
Victoria is more dependent on gas than any other jurisdiction in Australia—around triple the average
annual consumption of New South Wales and South Australia customers, and almost seven-times the
usage of Queensland.

The extent of this electrification is being seen today and has strengthened since our original proposal.
This is triangulated by network-wide and individual consumption data, as well as uptake in Victorian
and national upgrade programs.

We are observing significant consumption increases today

Figure 1.2 shows the change in household consumption for customers across our network from 2023—
2025. Consumption growth in this period compares to historical consumption growth of less than
one per cent per annum.

Our analysis is normalised for weather differences between these years and excludes the impacts of
new connections and new solar installations. In aggregate, it suggests the paradigm shift in electricity
consumption is here and now.

The change in consumption is shown to be most evident in colder temperatures, suggesting the
impacts of gas substitution, particularly space heating loads, is significant.
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FIGURE 1.2 CHANGE IN HOUSEHOLD CONSUMPTION: 2023-2025

Cold weather (=18°C) Mild weather Hot weather (=24°C) All weather

= United Energy

We are also seeing the impacts of electrification at a customer level. Figure 1.3 shows the difference
in average load profiles for a sample of our customers who we have identified as having electrified
their households.# For these customers, average consumption has more than doubled in each month
after electrification (other than January). Again, this growth in consumption is particularly pronounced
during winter.

Once these profiles are observed at scale, the impacts of this growth will be significant.
FIGURE 1.3 AVERAGE MONTHLY CONSUMPTION PRE & POST ELECTRIFICATION (kWh)
1,400
1,200
1,000
800
600

400

200 v/ o ————

Jan Feb Mar April May June July Aug Sept Oct MNov Dec

o Pre-glectrification Post-electrification

Our analysis is based on the average load profiles for a sample of 1,101 customers; we are expanding this analysis
across our network, but this is not yet available. In any event, we expect the observed trends to hold. Further, for our
sample, in addition to being the same connections, we have also confirmed that they are the same customer.

REVISED REGULATORY PROPOSAL 2026-31 — DECEMBER 2025 11



1.2.3 We have limited headroom to absorb additional growth

We expect the above trends to accelerate under continued policy direction from both Victorian and
federal governments. For example, all new Victorian residential and commercial buildings are now
required to be fully electric, and gas hot water systems must be replaced with electric hot water upon
failure in existing buildings. The Victorian Government has also mandated that all rental properties
must have electric cooling installed by July 2030.5

These policies are supported by the Victorian Energy Upgrades (VEU) program, which expanded
support for electrified water and space heating in May 2023.6

Collectively, the above analysis all points to significant increases in network-wide and localised growth
across the 2026-31 regulatory period. In total, we are forecasting peak demand growth of 7.5 per cent
by the end of 2031.

Given we are seeing these impacts with growing levels of electrification today, the analysis further
highlights the challenge we face with our network being the second most utilised in Australia. Many of
our assets are already operating close to capacity or voltage limits, with limited headroom to absorb
additional growth or risk without diminishing service level outcomes for customers. We are also
operating an aging asset base, with increasingly large populations of high-volume assets at or
approaching the end of their expected service life.

In this context, the AER'’s draft decision to provide an allowance for network capital expenditure that is
lower than historical levels is incongruent with the demands we will face with an energy transition that
is visible already. The impact of not addressing this growth in network demand and utilisation will be
significant and the cost of remedying network requirements too late will be far greater than addressing
it with urgency now.

Overall, we have accepted much of the AER'’s draft decision in our revised proposal. This includes
capital expenditure forecasts for the flexible services component of our CER integration forecasts, ICT
and non-network investments, as well as step changes related to CER integration, network and
community resilience, and ICT modernisation.

Consistent with the AER’s guidance on its preferred methodology, we have also re-forecast the impact
of data centres in the 2026—31 regulatory period.

We do not, however, consider the entire draft decision is in the long-term interests of our customers,
particularly given the rapid electrification of Victoria and the limited headroom for increased demand
with our high levels of network utilisation. To put this into context, the AER’s draft decision provides an
allowance for network capital expenditure in the 2026—31 regulatory period that is below what we will
invest in the current regulatory period.

Fundamentally, the draft decision does not sufficiently address the evolving requirements of our
network and will constrain our ability to maintain reliable and resilient services as electrification
accelerates. For example, for our customer-driven electrification proposal, the AER’s draft decision
removed $58 million of proposed investments that we forecast would unlock over $237 million of
customer value. Further, without funding for these investments, customers will be limited in their
participation in the energy transition at a time where their participation is required most.

5 DEECA, www.energy.vic.gov.au/households/electric-and-efficiency-standards-for-buildings, accessed 30 November 2025

6 Under the VEU program, our customers have replaced gas space heating with electric space heating at approximately
15,600 locations to September 2025, and registered approximately 12,000 electric vehicles. VEU program eligibility,
however, is not available for new builds (that must now be all-electric).
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We have carefully reconsidered specific areas in our revised proposal to ensure we continue to meet
customer needs now and into the future. This includes the AER’s reductions to significant aspects of
our network capital expenditure forecasts, our operating expenditure step changes for vegetation
management and cloud services, and modelling adjustments related to historical insurance costs and
contract labour escalation.

We provide a summary of our revised capital and operating expenditure forecasts below. In total, our
revised proposal represents a $173 million reduction on our original expenditure forecasts.
Collectively, this results in an annual reduction in network bills for residential and small business
customers, on average, over the 2026—31 regulatory period.

FIGURE 1.4 REVISED CAPITAL EXPENDITURE FORECASTS: 2026-31 ($M, 2026)

1,600
1,400
33 27 12
1,200 —_— e —  —
1,000
800
600
400
200
Regulatory Draft Augmentation Replacement Connections Real price Cther Revised
proposal decision (net) escalation proposal

Note:  Our ‘other’ category above includes CER integration, minor updates to non-network expenditure, overheads and disposals
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FIGURE 1.5 REVISED OPERATING EXPENDITURE FORECASTS: 2026-31 ($M, 2026)
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proposal decision adjustment changes

Note:  Our ‘base’ includes updates for actual base year data and category specific adjustments; and the ‘insurance adjustment’ includes the
reversal of the AER’s base year non-recurrent efficiency gain and step change

1.3.1 Customer bill impacts

Affordability was a key theme throughout our original engagement program, recognising the prevailing
cost of living challenges. In the context of the energy transition, however, customer sentiment was
also focused on how our network can enable and unlock customer ‘value’ now and in the future—as
noted by the CAP, the big message on affordability from most, though not all customers, is about
value rather than cost.”

This value recognises that in the longer-term, electrification is expected to deliver significant benefits
for all customers. This is supported by recent research from the Australian Energy Market Commission
(AEMC), Energy Consumers Australia (ECA) and other independent third parties, who all outlined the
long-term benefits of electrification.

For our revised proposal, our forecasts will result in reductions to customer bills, for both residential
and small business customers.

The nominal average annual estimated distribution bill impact from our investments over the 2026-31
regulatory period, compared to 2025-26, is outlined in table 1.1 (calculated in accordance with the
AER'’s bill impact template).® At the same time, our customers will receive flat nominal metering
charges.

7 UE ATT SE.30 — CAP — Report on Draft Proposal — Nov2024 — Public
8 For the purpose of this analysis, we used the same energy forecasts that were used by the AER in its draft decision
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TABLE 1.1 REVISED PROPOSAL: ANNUAL NOMINAL AVERAGE ESTIMATED BILL IMPACT

CUSTOMER TYPE DISTRIBUTION CHARGES® METERING CHARGES®

Residential -$6 $0

Small business -$17 $0
(1) Any final impact to customers will depend on factors such as the willingness of electricity retailers to reflect our price reductions in their

pricing, actual energy consumption and the impacts of financial service performance incentive schemes

) Metering charges are shown for a single-phase meter; if the customer has a three-phase meter, these savings will be greater
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Annual revenue requirement

Consistent with the National Electricity Rules (the Rules) and our original proposal, we have forecast
our revised revenue requirement using a revenue building block approach.

Our approach also uses the AER's roll forward model (RFM) and post-tax revenue model (PTRM),
standard AER approaches for depreciation, asset lives. the rate of return and has been prepared in
accordance with our currently approved cost allocation method.

As outlined below, we have mostly accepted the AER’s draft decision methodology, with differences in
underlying expenditure forecasts and to incorporate updated data for FY25 (that was not available at
the time of our proposal or the AER’s draft decision).

We have also revised our approach to corporate income tax, following direction from the AER and
subsequent consultation with key stakeholders and customer representatives.

2.1 Annual revenue requirement

Our revised proposed annual revenue requirements and revenue X-factors for standard control
services are shown in table 2.1. These forecasts have been calculated in the attached PTRM.?®

TABLE 2.1 REVISED PROPOSAL: REVENUE REQUIREMENT ($M, NOMINAL)

BUILDING BLOCK FY27 FY28 FY29 FY30 FY31
Return on assets 179.9 187.9 195.9 206.3 219.3
Regulatory depreciation 147.9 158.4 170.5 179.9 188.7
Operating expenditure 183.6 196.1 211.4 220.4 220.4
Total adjustments 21.0 0.8 -1.3 6.4 0.3
Corporate income tax 1.5 2.2 2.9 5.2 51
Unsmoothed revenue requirement 533.8 545.3 579.4 618.1 633.8
Smoothed revenue requirement 547.5 563.7 580.4 597.6 615.2
Forecast CPI (%) 2.55% 2.55% 2.55% 2.55% 2.55%
REVENUE X FACTOR (%) 0.83% -0.40% -0.40% -0.40% -0.40%

Consistent with the draft decision, the X-factors from 2027-28 to 2030-31 are equal and have been
set such that smoothed revenue in the final year of the regulatory control period is within
three per cent of unsmoothed revenue.

° UE RRP MOD 2.01 — SCS PTRM — Dec2025 — Public
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2.2 Regulatory asset base

We are required to roll forward our regulatory asset base (RAB) to 1 July 2026, which is calculated in
the attached RFM and summarised in table 2.2.19 The only change that we have made to the AER’s
draft decision roll forward is to substitute FY25 estimated capital expenditure, customers contributions
and disposals with actual FY25 data.

TABLE 2.2 REVISED PROPOSAL: RAB ROLL FORWARD TO JULY 2026 ($M, NOMINAL)

RAB ROLL FORWARD TOTAL
1 July 2021 opening RAB from previous determination 2,392.9
Add: True-up for 2020 and 1H 2021 capital expenditure 22.5
Add: Actual/estimated net capital expenditure for 202126 (incl. half-year WACC) 1,023.1
Less: Forecast straight-line depreciation for 2021-26 897.2
Add: Adjustment for actual inflation for 2021-26 488.7
1 JULY 2026 OPENING RAB 3,030.0

The subsequent roll forward of our RAB over the 2026—-31 regulatory period is set out in table 2.3, and
based on the AER’s PTRM. We have accepted the AER'’s draft decision asset classes and asset lives,
with forecast regulatory depreciation also calculated in accordance with the draft decision but updated
for FY25 actuals.

The AER’s draft decision, however, misaligned some of the opening RAB inputs in its PTRM. We have
amended this in our revised proposal.

10 UE RRP MOD 2.02 — SCS RFM — Dec2025 — Public
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TABLE 2.3 REVISED PROPOSAL: RAB ROLL FORWARD OVER 2026-31 ($M, NOMINAL)

RAB ROLL FORWARD Fy27 FY28 FY29 FY30 FY31
Opening RAB 3,030.0 3,131.7 3,233.8 3,344.7 3,458.8
Forecast net capital expenditure 249.5 260.5 281.4 294.1 296.6
Forecast regulatory depreciation 147.9 158.4 170.5 179.9 188.7
CLOSING RAB 3,131.7 3,233.8 3,344.7 3,458.8 3,566.7

2.3 Rate of return and forecast inflation

Our revised proposal uses the rate of return set out in the AER’s draft decision. The AER will update
this rate of return in its final determination using observations from the agreed debt and equity
measurement periods.

Our revised proposal also uses the draft decision forecast inflation. Similarly, the AER will update
forecast inflation in its final determination for the most recent Reserve Bank of Australia inflation
forecasts.

2.4 Corporate income tax

Tax costs associated with standard control services connection projects have historically been
included in the calculation of total allowable revenue. This is recoverable from all standard control
services customers.

In undertaking its assessment of our regulatory proposal, the AER requested us to re-consider this
approach. That is, the AER asked to consult with our customers on whether the recovery of economic
tax costs for newly connecting sub-transmission and high voltage (HV) connections would be better
collected from the connection proponent rather than all customers.

In response, we engaged with the CAP, Department of Energy, Environment and Climate Action
(DEECA), Energy Users Association of Australia (EUAA) and Energy Consumers Australia (ECA).
Their feedback was:

e« most CAP members supported the recovery of tax costs associated with large customer
connections from the connection proponent and agreed that this should include all large customer
connections rather than specific industries, such as data centres. The later consideration is
consistent with principles in the Rules that in assigning customers to tariff classes, customers with
a similar connection and distribution service usage profile should be treated on an equal basis!

e DEECA supported our proposal to charge tax costs directly to new HV and sub-transmission
connections

e the EUAA position is that the economic tax costs for newly connecting sub-transmission and high
voltage connections should be paid by the connection proponent. The sentiment was that C&lI
customers don’t want to pay for this tax via their network bills

u For instance, NER clause 6.18.4(a)(2)
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« the ECA did not have a firm position on who should pay, but there was no disagreement with our
position.

In considering this issue further, we have balanced the feedback received from the stakeholders with
the following factors:

e the principle in AER’s Connection Guidelines to limit cross subsidies
e managing the affordability priority of our residential and small business customers

e ensuring our connection policy remains fair and equitable through classifying decision based on
connection or electricity usage characteristics, rather than the type of service or industry provided
by a new connection.

We propose that the threshold for being liable for tax costs be determined based on the connection
voltage on our network. That is, connections that are either HV or sub-transmission will be liable for
their own tax costs.

As shown in table 2.4, we expect this decision will impact a relatively small number of connections. For
example, over the last three years across CitiPower, Powercor and United Energy there were 88
connection projects that would have been liable for tax costs. About half of these are renewable
energy projects which would have been liable for tax under AusNet'’s current connection policy which
has a 1.5 MW threshold for tax liability.

TABLE 2.4 HV AND SUB-TRANSMISSION CONNECTION PROJECTS SINCE 2023

NETWORK GENERATOR NON-GEN GENERATOR NON-GEN

(HV) (HV) (SUB-T) (SUB-T)
CitiPower - 5 - -
Powercor 31 30 9 3
United Energy - 10 - -

To implement this change in the PTRM, we have removed forecast gross capital expenditure and
customer contributions for HV and sub-transmission connections from the PTRM inputs. Net capital
expenditure for the RAB is unaffected by this change, only the tax liability calculation if the AER does
not accept our proposal to charge tax costs to HV and sub-transmission new connections, or decides
on an alternative threshold, then the AER will need to adjust the forecast gross capital expenditure
and customer contributions PTRM inputs accordingly.

2.5 Control mechanisms

We accept the control mechanisms for standard control services in the AER’s draft decision.
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Capital expenditure

Today, our customers experience some of the highest performance standards in the National
Electricity Market (NEM), in terms of reliability, price and network utilisation. These performance
standards provide a strong platform on which to meet the future service challenges and demands on
our network.

Ongoing capital investment is critical to ensure we continue to meet these service level expectations.

In its draft decision, the AER recognised many of the specific drivers of our proposed investment
needs in the 2026-31 regulatory period. This included accepting the majority of our capital
expenditure forecast for CER integration, information and communications technology (ICT), cyber
security, and property, fleet and other non-network investments. Except for CER integration, our
revised proposal reflects the AER'’s draft decision in full for these categories.

We have also accepted parts of the AER’s draft decision for components of our replacement and
augmentation forecasts, and adopted the AER’s preferred methodology for forecasting net capital
expenditure associated with new data centres.

The AER’s draft decision, however, did not accept critical programs required to support the level of
electrification expected on our network. Similarly, the AER rejected or reduced key replacement
programs and resilience investments that were strongly supported by customer feedback.

Our revised proposal includes additional information to demonstrate the enduring need for these
investments and how they will deliver ongoing value for customers in the long-term. In doing so, we
have updated our forecasts for new information, such as additional asset data, new demand forecasts
and the AER’s 2024 values of customer reliability (VCRs), which were not available at the time of our
original proposal.

Our revised proposal also responds to criticism from the AER'’s technical consultant, EMCa, that our
economic analysis overstated benefits due to a misalignment in the timing of modelled costs and
benefits. This criticism was central to EMCa’s recommendations to reject multiple projects, which were
accepted by the AER. As set out in section 3.1.1 below, EMCa’s analysis is manifestly flawed and
inconsistent with well-accepted economic principles for financial valuations (including previous AER
decisions).

In total, our revised forecasts represent an increase on the AER'’s draft decision, but a reduction on
our original regulatory proposal.

A summary of our revised capital expenditure forecasts is set out in table 3.1.
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TABLE 3.1 REVISED PROPOSAL: CAPITAL EXPENDITURE SUMMARY ($M, 2026)

ASSET CATEGORY REGULATORY DRAFT REVISED

PROPOSAL DECISION PROPOSAL
Electrification and CER integration 17.6 13.6 16.4
Augmentation 148.6 41.2 161.2
Replacement 520.5 414.1 450.3
Resilience 30.7 11.9 12.2
Connections 424.4 357.8 387.0
Information and communications technology 287.4 224.8 224.2
Cyber security 194 18.1 18.1
Property, fleet, and other non-network 83.2 80.3 81.5
Innovation 9.8 1.9 5.9
Capitalised overheads 187.0 159.8 171.7
Gross capital expenditure 1,728.5 1,323.5 1,528.4
Customer contributions 327.4 276.0 268.8
Disposals 1.8 1.8 1.8
NET CAPITAL EXPENDITURE 1,399.3 1,045.7 1,257.8

Note: Numbers above include real escalation

3.1 Our economic assessment approach

In the development of our revised proposal, we considered two issues raised by the AER that apply
across our capital expenditure portfolio. These include the use of our annualised modelling approach
and the application of real escalation to contract labour, which we discuss separately below.

3.1.1 Annualised modelling approach

In developing our regulatory (and revised) proposals, we undertook detailed economic analysis that
compared the annualised cost of a project and/or project options to the present value of benefits. The
optimal timing for a given project was considered the point where the present value of the benefits
exceeded the annualised costs.

In its draft decision, the AER stated that this NPV modelling approach assessed the costs and benefits
over different time periods, resulting in an overestimation of the net present value of our investments.
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This decision drew from statements made by EMCa in its review of our proposed expenditure, namely
that:

e we have commonly applied an approach in which capital expenditure is first annualised, and then
the NPV for the project is assessed taking account of this annualised value as a proxy for capital
expenditure, rather than the capital expenditure itself

e where the life of the relevant asset is longer than the analysis period this results in a systemic
overstatement of the net economic benefit.12

We do not agree with the conclusions made by EMCa and the AER, and demonstrate below that when
applied correctly, a discounted cash flow (DCF) approach (as suggested by EMCa) is commensurate
with our annualised capital expenditure approach.

Specifically, EMCa claims that where the asset life is longer than the assessment period, the
annualised capital expenditure method will result in a higher NPV than the standard DCF method.
They illustrate this with an example of a capital expenditure investment with a life of 50 years,
assessed over 20 years, which we replicate in the table 3.2 below.

EMCa’s claim is fundamentally flawed because their DCF analysis compares the present value of
capital expenditure over 50 years with the present value of benefits over 20 years. If an asset is
assigned an economic life of 50 years, it would be reasonably expected that the asset will deliver
benefits over 50 years. Where the expected life of an asset exceeds the modelling period, then a
terminal value needs to be assigned to the capital expenditure beyond the modelling period (e.g. in the
EMCa example, from year 21 to year 50). The assumption that the asset would deliver no benefits
over this period, as is implied by EMCa, would result in the widespread under-forecasting of benefits.

Consistent with our view, Frontier Economics, when engaged by the AER to independently assess the
economic analysis and modelling undertaken by ElectraNet in support of its South Australian Energy
Transformation RIT-T application, supported the approach to include a terminal value. That is, Frontier
Economics stated that omitting a terminal value assumes that there are no benefits beyond the
modelling period which they consider to be a ‘very conservative assumption’.13

ElectraNet’s terminal value assumed the remaining benefits reflected the depreciated cost of the
proposed interconnector at the end of the modelling period. The AER accepted this approach in its
RIT-T determination: 4

[t]he inclusion of a terminal value in the analysis is reasonable given the modelling
period is only 21 years and benefits will extend beyond the end of the modelling
period given the proposed interconnector is assumed to have an asset life in
excess of 40 years.

Similarly, HoustonKemp addressed the same concerns raised by EMCa for Transgrid.*® Like the AER
and Frontier Economics previously, HoustonKemp also raised the need to assume a terminal value for
the DCF method where the asset life is longer than the assessment period. In its report, HoustonKemp
recognised the annualised expenditure approach as a valid alternative approach, which is also used
by AEMO for its Integrated System Plan assessment.

12 EMCa, United Energy: Review of aspects of proposed expenditure on augex and vegetation management, August 2025,
pp. 63-64

3 Frontier Economics, RIT-T assessment: South Australian Energy Transformation; a final report prepared for the AER,
December 2019

N AER, Decision: South Australian Energy Transformation; determination that the preferred option satisfies the regulatory
investment test for transmission, January 2020, p. 82

15 HoustonKemp, Transgrid repex and augex business cases review, October 2022
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Applying a terminal value to the EMCa example, and assuming a depreciation profile consistent with
constant real asset cost over the life of the asset, results in the same net present value under either a
DCF method or annualised capital expenditure method. The following table compares the different
methods of assessment with a corrected DCF method, with these results provided in the attached
model.16

TABLE 3.2 COMPARISON OF ALTERNATIVE MODELLING APPROACHES

METHOD DCF: EMCa DCF: CORRECT ANNUALISED
PV capex -$25.00 -$25.00 n/a
Annualised capex n/a n/a -$1.07
PV annualised capex n/a n/a -$15.15
PV benefits $21.31 $21.31 $21.32
Terminal value n/a $9.85 n/a
NPV -$3.68 $6.17 $6.17

For the above reasons we have retained our annualised capital expenditure assessment approach in
our revised proposal, and consider the AER decision to reject projects on the basis of EMCa’s flawed
analysis to be invalidated.

3.1.2 Real cost escalation for contract labour

Our regulatory proposal included real cost escalation for our network capital investment for both
internal labour and contract labour. We applied the wage price index (WPI) for the electricity, gas,
water and waste services (EGWWS) industry to both internal and contract labour because we consider
this is the most representative index for the activities undertaken.

The AER’s draft decision allowed real cost escalation for internal labour but applied zero real cost
escalation for contract labour (that is, the escalation applied is equal only to the consumer price index
(CPI)). The AER also shifted the internal labour we apportioned for our network capital investment to
contract labour because this better reflected how we deliver field services 