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This fact sheet provides an outline of when connection charges may be payable by you for connecting electricity to your premises and how these charges are typically calculated. The connection charge is set by your local distribution business (distributor) not your retailer.

The precise calculation methods are published by your local distributor and set out in its Connection Policy. These connection policies are approved by the AER.

The AER has published a Connection Charge Guideline. Each distributor must develop its connection policy in accordance with this guideline.

This fact sheet provides an outline of the key features of the AER’s Connection Charge Guideline.

· Who do I contact to get connected?

You may contact your local distribution business (distributor) through the electricity energy retailer (retailer) of your choice, or directly yourself. You must have a retailer before the connection is “energised” to allow electricity to flow through the electricity meter.

· What is a distributor?

You purchase electricity through your retailer. In most cases
, you can choose your own retailer. However, the physical underground power cables, and overhead power poles and wires on the street used to connect you to the electricity network are the property of the distributor. 
How distributors may charge is regulated by the National Electricity Law, the National Energy Retail Law and subordinate rules and regulations. The regulator under these provisions is the AER.
The electricity tariff you pay to the retailer contains four components, although these are not separately itemised on your bill: the cost for the use of the distribution network (distribution charge), the cost for the use of the transmission network, the cost for electricity generation and the cost of the retailer.

·  What is an upfront connection charge?

In order to connect you to the distribution network, a distributor will need to do certain works, which may include upgrading of existing network components near your premises. To contribute to the distributor’s cost, you may be required to make an upfront payment toward this cost (this is sometimes also referred to as a capital contribution). 
How are connection charges regulated?

Chapter 5A of the National Electricity Rules sets the criteria which the distributor needs to take into account in setting a charge for connecting you to the electricity network. There may be other local (jurisdictional) regulations set by the state and territory governments that also apply.
· What am I paying for?

For typical new houses and small businesses, you pay for the necessary extension work from the existing power line to your premises. In some cases, you may not need to pay an upfront charge for this because the distributor has chosen to recover this cost as part of your regular electricity bill (see below).
Larger customers (typically consuming more than 100Amperes, 3-phase supply in urban area and more than 25kVA in rural area, such as a medium sized business), may also need to pay for a share of the cost of upgrading the capacity of the existing network. The precise threshold levels for what are large customers are defined in each distributor’s connection policy, which must be approved by the AER.
For very large consumers, such as a factory, you may also need to contribute to the cost of necessary upgrading of the existing network in your local network area. 

In NSW, where provision of connection work is contestable, you will be engaging your own Accredited Service Provider rather than the distributor to install the new connection assets (extensions or upgrades). These charges are set separately by the accredited service provider and are not regulated. 
· How much should I pay?

For typical new houses and small businesses, you pay an upfront amount, which is:
· the difference between the necessary cost for extending the existing power line to your premises and the “Net Present Value [see below or click “Ctrl key” for link]” of the relevant part of your distribution network tariff [see below or click “Ctrl key” for link] that you will pay over the next 30 years for residential users (typically 15 years for business users);  
or

· At the rate set by the AER for each 5 year regulatory control period.  
Which of these options apply depends on the regulations in your area.

For larger customers (typically consuming more than 100Amperes, 3-phase supply in urban area and more than 25kVA in rural area), you pay:

· the network extension cost as above; and

· the share of the cost for upgrading the capacity of the existing network at the relevant rates approved by the AER for each 5 year regulatory control period.
Note: In NSW, where provision of connection work is contestable, you will be engaging and paying for your own Accredited Service Provider to install the new connection assets.  
A distributor will calculate the amount you pay based on the least cost technically acceptable standard required to connect you. However, if you require a different connection (for example at a point on your premises that is not the lowest cost option, such as a new kiosk substation with special design and/or appearance) you may also be required to pay for this additional cost.
· What if someone else uses the new power line that I recently paid to get connected? 

You may be entitled to a rebate from the new customer. Your distributor will calculate and refund the amount to you. 
· What is the relevant part of my distribution network tariff? 

If your payment is based on the difference between the cost and the overall amount of the distribution network tariff you are paying, your distributor will need to estimate this overall amount as the “Net Present Value” of the future distribution tariff that you will be paying. 
· What is net present value of the future distribution tariff?

It is the sum of (the distribution portion of) the future payments that you will make through your electricity bill, converted to the present day dollar value. For example, if the relevant part of your network tariff for year 1 is $100, year 2 is $110 and year 3 is $125 etc, and using an assumed CPI of 3% and a rate of business return of 9%:
NPV = $100/(1.03 CPI)/(1.09 return rate) + $110/1.032/1.092 (for 2 years discount) + $125/1.033/1.093 etc up to 30 years for residential customer, or 15 years for business customers.

The upfront capital contribution you pay and the distribution tariff that offsets this charge should match. For small customers the distribution tariff used will not include the tariff component for the upgrading the capacity of the existing network, but for large customers it will. Some assumptions will need to be made in this calculation. Full details of such assumptions are contained in the AER’s connection charge guideline.
          Note:

         The electricity tariff you pay to the retailer contains four components: the cost for the use of the distribution network (distribution charge), the cost for the use of the transmission network, the cost for electricity generation and the cost of the retailer.

Typically, the future distribution tariff estimation will be based on the average of consumption figures for the class of customers similar to your situation.
� Except for the transitional period. The transitional period for each jurisdiction will end at: for ACT (July 2014); NSW (July 2014); South Australia (July 2015); Queensland (July 2015); Victoria (January 2016); and Tasmania (July 2017).


� Except for users consuming less than 50 MWh in Tasmania.





