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INSIDER'S

ENERGEX bosses examined
how to artificially drive up
household power prices after
wamings of a “death spiral”
in revenue, a whistleblower
has claimed

Cally Wilson, an Energex
treasury analyst who quit on
Monday to go public with her
allegations she
asked to manipulate data
as the State Government
company

said was

EXCLUSIVE Did Energex
conspire to inflate power bills

owned  energ)

looked
revenue

I'he allegations come after
vears of spiralling power pri-
with electricity  bills
doubling in the past six years

Ms Wilson said the inci-
dent took place as Energex
was preparing a proposal to
the Australian Energy Regu-
lator, which decides how
much the company can
charge householders

Energex were looking at
factics .. 1o ensure revenues

at ways lo boost
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also remained high,” Ms Wil-
son claimed.

Ms Wilson (pictured) said
the request was made amid
wamings of a looming rev-
enue crisis, labelled by insid-
ers as the “death spiral”

An Energex spokesman
disputed Ms Wilson's version
of events, saving work on
the data was for a cor-
porate plan and not
part of the company’s
revenue bid
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THE State Govern
ed a record profit fr

east Queensland ek

users while examining ways to
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And  regional  Queens
landers could also be paying
too much for power, with a

report commissioned by lobt
group Canegrowers finding a
overvalued power network

needlessly drving u

Energex's dividend
State Government soared |

38 per cent last linar

injecting $406 milhon into

government coller

with $294 million

rd profit was made

hs alter a panel of

ippointed experts

Ivice early last year
n ways to cut power bills

Energex earned a net profit

f $372 from each of its 1.4 mil
hon customers - up from $179
each just three vears ago.

That came as the Queens
land Council of Social Services

reported some of the highest
levels of
vears as households felt the

sting of double-digit rises

wer disconnections

Network costs, which ac

1 for 50 per cent of bills

have been the primary factor
in a more than 80 per cent rise
IN POWer prices in seven years,
the panel found
Ergon has
money-making machine, and it
is an incredible source of profit
s is Energex, for the Queens
land Government
and Bundaberg
farmer Dale Holliss said
figures show it
turned a more than $500 mil

become @

Canegrow

ors member
Energex

lion profit last fnancial year
with its board deciding to de
liver 80 per cent of that to its
owner, the State Government
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PROFIT FROM PAIN

~ Government reaps record gains from power bills

Ergon dividends for 2013-14
amounted to $392 million, but
the Government paid $620 mil
lion in community service ob
ligations the same
subsidise rural electricity prices

year to

The dividends have angerad
consunmwer '.'Il'll|" ‘V\||<' Argue
the Government 15 at cross
purposes in accepting fat prof
its while examining ways to
end the cost-of-living pain

It is also expected to further
fuel debate on plans to priva
tise state-owned networks

Logan-based action group
VETO, which has been in a
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six-year battle with Energex
over claims that “gold plating
is driving up bills, said the divi
dend raised questions about

future expansion plans
Under energy rules, the
more Energex can convinee the
regulator it needs to spend, the
more it can make from con
and the higher the
dividend to the Government
Sut Energy Minister Mark
MeArdle said the dividends
had been used to subsidise

sumers

Association  chief  executive
John Bradley said the rules
were designed to prevent over-
spending by giving incentives

power for regional Queens
land, as well as funding electri
aty rebates and concessions

STRUGGLING householders



REVENUE PROPOSALS

PRELIMINARY
CONSUMER FEEDBACK



Preliminary Consumer Feedback

» Prices

Suggestions that current prices are excessive and significant reduction are
justified

Concerns that Energex and Ergon’s proposals consider that ongoing price
increase are acceptable

» Return on Capital (WACC)

Objections to the proposed departures from the AER Rate of Return Guideline,
and the “very high” proposed WACCs

Suggestions that the parameters in the AER Rate of Return Guideline have
been set too high and will deliver excessive profits to Energex and Ergon

Suggestions that the Queensland government should accept lower returns
more reflective of their actual financing costs

Suggestions that the QCA’s ‘Reasonabless Review’ didn’t appropriately
consider the ‘reasonableness’ of the WACC claims



Preliminary Consumer Feedback

» Regulatory Asset Bases (RABs)

Concerns regarding the current/proposed RAB levels, and suggestions that inefficient
past investments are locking in excessive future prices

Suggestions that major write-downs to the RABs are required

» Capex

Concerns that the proposed levels of augmentation capex are inconsistent with flat/
declining demand trends and reduced reliability standards

Suggestions that the proposed levels of replacement capex are significantly above the
underlying needs

Critiques of the networks’ demand and energy forecasts
Critiques of the networks’ claims regarding “ageing assets”

» Opex
Suggestions that the networks’ past and proposed opex levels are inefficient
Expectations that benchmarking will determine significantly lower allowances

Suggestions that the previous opex allowances were excessive and that the associated
efficiency incentive payments are inappropriate



Preliminary Consumer Feedback
> Reliability

Challenges to the networks’ claims regarding consumers’ feedback on reliability

Concerns that price/reliability trade-offs were not discussed at a level of detail that
enabled informed feedback

Concerns regarding Ergon not meeting current reliability standards in FNQ

» Consumer Engagement Programs

Concerns that the key issues raised during the consumer engagement programs have
not influenced, or been reflected in, the revenue proposals

Challenging some conclusions that Energex and Ergon are claiming from their
consumer engagement programs

Criticisms of the high level nature of the engagement programs, and the difficulty in
obtaining information during the process

Feedback that the sessions “fell short of conducting meaningful consultation”



Preliminary Consumer Engagement
> Regulatory Rules/AER

Concerns with the AER’s inability to challenge the efficiency/need of past investments

Suggestions that the AER’s ‘Better Regulation Guidelines’ inappropriately reduce the
AER’s flexibility

Suggestions that the parameters in the AER ROR guideline are too high, and concerns
that the AER did not reduce those parameters in its recent draft determinations

Suggestions that the AER needs to determine WACCs for government owned network
that are more reflective of their actual cost of capital

Challenging the appropriateness of a Revenue Cap as the Control Mechanism

> Other

Concerns with the volume of the revenue proposals and the the “level of spin”
Concerns with the difficulty in finding details important to consumers

Concerns that the revenue proposals “deflect the emphatic nature of concerns around
unsustainable prices by burying it amongst other secondary issues”



Building Block Revenue — Consumers’ Capacity to Influence

Issues which consumers have some capacity + A
to influence through the AER revenue
determination process
S Tax Allowance
. Issues which consumers have limited
capacity to influence through the AER
revenue determination process +
+
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+
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PROPOSED REVENUES



Energex - Proposed Revenue

Figure 1 Energex — proposed total revenue ($million, 2014-15)9
$2,000
A=—k= -A
P
Sl'sm k- “

$1,000
$500

$0 1 | ] ] 1 | | ] 1 1 | ] 1 1 1

2005-06 2007-08 2009-10 2011-12 2013-14 2015-16 2017-18 2019-20
sl Actual wdee Allowed = 4= Proposed (excl. FiT) = o{= Proposed (incl. FiT)



Ergon - Proposed Revenue

Figure 2 Ergon Energy — proposed total revenue (Smillion, 2014-15)"°
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Estimated Price Impacts

» Energex claims that its proposed revenue would result
in annual price increases of around 2%

» Ergon claims that its proposed revenue would result in
annual price increase of around 0.5%

Source: AER Issues Paper, Page 9



AER Draft Determinations - NSW/ACT DNSPs

DNSPs’ AER Draft Reductions Key Areas of
Proposed | Determination Reduction

Revenue |7014/15 - 18/19

= 28% WACC Reduction
ActewAGL $1,062 M S761 M 28 % = 37% Capex reduction
= 42% Opex Reduction

= 24% WACC Reduction
Ausgrid S12,212 M S8,850 M 27.5% = 43% Capex reduction
= 39% Opex Reduction

= 23% WACC Reduction

EESenUa| $6,824 M $5,038 M 26 % " 36% Augex Reduction
nergy » 38% Opex Reduction
S = 23% WACC Reduction
- S5,256 M $4,016 M 24 % = 27% Capex Reduction

L nergy = 23% Opex ReductionJ



GROWTH IN REGULATORY
ASSET BASES (RABs)



Energex - Historical and Proposed RAB Growth

Figure 9 Energex — regulatory asset base (RAB) values
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Ergon - Historical and Proposed RAB Growth

Figure 10 Ergon Energy — regulatory asset base (RAB) values
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Return on Capital (WACC)

» Energex has proposed a total WACC of 7.75%. Ergon has proposed a
total WACC of 8.02%

» Refer to CCP Papers to the AER on the AER’s approach to determining

the Rate of Return
http://www.aer.gov.au/sites/default/files/CCP%20Letter%20t0%20the%20AER

%20Board%20-%20Rate%200f%20Return%20Paper.PDF

http://www.aer.gov.au/sites/default/files/CCP%20report%20prepared%20for
%20AER%20Board%20-%20Rate%200f%20Return.pdf

» Applying the CCPs’ recommendations should result in overall
WACCs of below 6% (assuming the current risk free rate)

» That would still deliver generous returns to Energex and Ergon and
better reflect consumers’ long term interest



AUGMENTATION CAPEX



Augmentation Capex

» The proposed levels of augmentation capex appear very high — particularly
in light of the flat load forecasts, and reduced reliability standards

» This is particularly the case for Ergon, with:

= Asimilar level of "Corporation Initiated Augmentation’ capex to the
previous period

= Anincrease of around 20% for ‘Customer Connection Initiated’ capex
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REPLACEMENT CAPEX



Proposed Replacement Capex

» Energex is proposing a 66% increase compared to its actual
spend in the previous period

» Ergon is proposing a 23% increase compared to its actual
spend in the previous period

» These proposed expenditure levels are very high by
historical standards and follow substantial replacement
capex programs during the previous regulatory periods



Proposed Replacement Capex

“We consider the distributors’ repex proposals to be
a key issue for our assessment of their regulatory
proposals overall...... Our general expectation is
that repex levels should remain relatively constant
over time”

AER Issues paper, Page 15
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Energex Replacement Capex/RAB

Energex Replacement Capex/RAB
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Ergon Replacement Capex

Ergon Replacement Capex
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Replacement Capex Justifications?

“Energex is faced with the challenge of monitoring and replenishing its

ageing asset base”
Energex Revenue Proposal, P 82

“Despite undertaking substantial replacement programs in the 2010-15
period, the distributors have submitted that the average age of
network assets continues to increase. They argue that their proposed
repex is required to maintain the average age of the network within
an acceptable range, consistent with their reliability and safety
obligations”

AER Issues paper, P 15



Energex: Asset Age Trends

Energex: Average Age of Assets
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Energex System Utilisation

Energex: System Utilisation
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Ergon System Utilisation
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Replacement CapEx - Preliminary Comments

» It is not clear that the networks’ average asset age is increasing -
analysis of RINS data appears to suggest the opposite

» The proposed levels of replacement capex appear very high,
particularly in light of:

® The substantial replacement capex programs during the previous
regulatory periods

= Asset age and asset utilisation trends

» Irrespective, the networks’ proposals have not demonstrated their
claimed linkages between the proposed replacement capex and
system performance



AER Draft Determinations - Replacement Capex

Proposed AER Draft Reductions
Replacement Determination

Capex 2014/15 - 2018/19

Ausgrid S3,113 Million $1,901 Million 39 %
Essential e -
S2,515 Million S1,552 Million 38.3%
Energy

| ActewAGL S414 Million S241 Million 42%
- s



OPEX




Benchmarking

» The new Rules formally require the AER to:

» Undertake benchmarking to assess the relative efficiencies of network
businesses

» Apply the outcomes to determine efficient costs for the networks
» The AER’s first benchmarking reports were released in late November

» The AER has applied benchmarking to determine the opex
allowances for the NSW DNSPs



Multilateral Total Factor Productivity

Figure 16 Multilateral total factor productivity for each distributor
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ﬁeliability PPls

Figure 30 Total cost per customer and unplanned minutes off supply per customer
(excluding MEDs, average 2009-2013)
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Figure 8-6 Econometric modelling and opex MPFP results
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Partial Factor Productivity - Opex

Figure 19 Partial factor productivity of opex
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Opex per Customer

Figure 26 Opex per customer compared to line length (average 2009-2013)
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AER Draft Determinations - Opex

Proposal AER Draft Determination | Reductions
2014/15 - 2018/19

Ausgrid $3,113 Million $1,901 Million 39 %
Essential - -
$2,515 Million $1,552 Million 38.3%
Energy

ActewAGL S$414 Million $241 Million 42%




Performance Incentive Schemes

» Efficiency Benefit Sharing Scheme (EBSS)

» Service Target Performance Incentive Scheme (STPIS)
» Demand Management Incentive Scheme (DMIS)

» Capital Expenditure Sharing Scheme (CESS)

» Network Capability Incentive Parameter Action Plan (NCIPAP)



Incentive Scheme Outcomes

» The outcomes of the incentive schemes to date suggest that

the AER has consistently set allowances and targets above
the efficient level

» The AER needs to negotiate targets that deliver genuine
efficiency improvements and incentivise best practice



Thank You

Hugh Grant

AER Consumer Challenge Panel Member



