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Glossary

Term Interpretation

CoAG Energy Council The Council of Australian Governments Energy Council, the policy making council
for the electricity industry, comprised of federal and state (jurisdictional)
governments.

Consumption tariff A tariff based on energy consumed (measured in kwWh) during a billing cycle.

Declining block tariff A tariff structure in which the per unit price of energy decreases in steps as energy

consumption increases past set thresholds.

Demand charge A tariff component based on the maximum amount of electricity (measured in kW)
used at any given time during a billing cycle.

Demand tariff A form of tariff that incorporates a demand charge component.

Flat tariff A tariff incorporating a per unit consumption charge that is unchanging regardless of
how much electricity is consumed or when consumption occurs.

Flat usage charge A per unit consumption charge that is unchanging regardless of how much
electricity is consumed or when consumption occurs.

Inclining block tariff A tariff structure in which the per unit price of energy increases in steps as energy
consumption increases past set thresholds.

Interval and smart meters In this decision, used to refer to meters capable of measuring electricity usage in
specific time intervals and enabling tariffs that can vary by time of day.

LRMC Long Run Marginal Cost. Defined in the National Electricity Rules as follows:

"the cost of an incremental change in demand for direct control services provided by
a Distribution Network Service Provider over a period of time in which all factors of
production required to provide those direct control services can be varied".

Minimum demand charge Where a customer is charged for a minimum level of demand during the billing
period, irrespective of whether their actual demand reaches that level.

NEO The National Electricity Objective, defined in the National Electricity Law as follows:

"to promote efficient investment in, and efficient operation and use of, electricity
services for the long term interests of consumers of electricity with respect to—

(a) price, quality, safety, reliability and security of supply of electricity; and

(b) the reliability, safety and security of the national electricity system".
NER National Electricity Rules

Tariff A tariff is levied on a customer in return for use of an electricity network. A single
tariff may comprise one or more separate charges, or components.

Tariff structure Tariff structure is the shape, form or design of a tariff, including its different
components (charges) and how they may interact.

Tariff charging parameter The manner in which a tariff component, or charge, is determined (e.g. a fixed
charge is a fixed dollar amount per day).

Tariff class A class of retail customers for one or more direct control services who are subject to
a particular tariff or particular tariffs.

Time of use tariff A tariff incorporating usage charges with varying levels applicable at different times
of the day or week. A time-of-use tariff will have defined charging windows in which
these different usage charges apply. These charging windows might be labelled the




Term Interpretation
‘peak’ window, 'shoulder’ window, and 'off-peak’ window.

Usage charge A tariff component based on energy consumed (measured in kWh). Usage charges
may be flat, inclining with consumption, declining with consumption, variable
depending on the time at which consumption occurs, or some combination of these.




Final Decision

CitiPower

Our final decision is to approve CitiPower's revised tariff structure statement submitted
on 29 April 2016.

Powercor

Our final decision is to approve Powercor's revised tariff structure statement submitted
on 29 April 2016.

AusNet Services

Our final decision is to approve AusNet Services' revised tariff structure statement
submitted on 29 April 2016.

Jemena Electricity Networks

Our final decision is to approve Jemena Electricity Networks' revised tariff structure
statement submitted on 29 April 2016.

United Energy

Our final decision is to amend United Energy's revised tariff structure statement
submitted 29 April 2016 such that:

¢ the residential demand tariff will be an opt-in only tariff from 1 January 2017

In all other respects, United Energy's revised tariff structure statement is approved.




Overall assessment

CitiPower

Our final decision is to approve CitiPower's revised tariff structure statement submitted
on 29 April 2016. The tariff structure statement is compliant with the Rules' requirements,
both in terms of what it contains and how it reflects the distribution pricing principles.

The tariff structure statement incorporates:

tariff classes

policies and procedures for assigning customers to tariffs
tariff structures

tariff charging parameters

the approach taken in setting tariffs

indicative pricing schedules

In terms of compliance with the distribution pricing principles, the tariff structure
statement:

exhibits movement along the cost reflectivity spectrum, by introducing demand tariffs
for small customers, complementing existing cost reflective tariffs for large customers

o offers those demand tariffs on an opt-in only basis for small customers as per
the jurisdictional obligation

includes tariffs with varying charges which target peak network demand
demonstrates CitiPower has accounted for customer impacts by:

o making small customer demand tariffs opt-in

o providing a transition to demand tariffs for medium business customers

shows CitiPower has considered its forward looking costs of supply and applied a
reasonable approach to calculating long run marginal cost

links long run marginal cost to specific tariff parameters, reflecting efficiency goals
and consideration of customer impacts.




Powercor

Our final decision is to approve Powercor's revised tariff structure statement submitted
on 29 April 2016. The tariff structure statement is compliant with the Rules'
requirements, both in terms of what it contains and how it reflects the distribution pricing
principles.

The tariff structure statement incorporates:

tariff classes

policies and procedures for assigning customers to tariffs
tariff structures

tariff charging parameters

the approach taken in setting tariffs

indicative pricing schedules

In terms of compliance with the distribution pricing principles, the tariff structure
statement:

exhibits movement along the cost reflectivity spectrum, by introducing demand tariffs
for small customers, complementing existing cost reflective tariffs for large customers

o offers those demand tariffs on an opt-in only basis for small customers as per
the jurisdictional obligation

includes tariffs with varying charges which target peak network demand
demonstrates Powercor has accounted for customer impacts by:

o making small customer demand tariffs opt-in

o providing a transition to demand tariffs for medium business customers

shows Powercor has considered its forward looking costs of supply and applied a
reasonable approach to calculating long run marginal cost

links long run marginal cost to specific tariff parameters, reflecting efficiency goals
and consideration of customer impacts.




AusNet Services

Our final decision is to approve AusNet Services' revised tariff structure statement
submitted on 29 April 2016. The tariff structure statement is compliant with the Rules'
requirements, both in terms of what it contains and how it reflects the distribution pricing
principles.

The tariff structure statement incorporates:

tariff classes

policies and procedures for assigning customers to tariffs
tariff structures

tariff charging parameters

the approach taken in setting tariffs

indicative pricing schedules

In terms of compliance with the distribution pricing principles, the tariff structure
statement:

exhibits movement along the cost reflectivity spectrum, by introducing demand tariffs
for small customers, complementing existing cost reflective tariffs for large customers

o offers those demand tariffs on an opt-in only basis for small customers as per
the jurisdictional obligation

includes tariffs with varying charges which target peak network demand
demonstrates AusNet Services has accounted for customer impacts by:

o making small customer demand tariffs opt-in

o providing a transition to demand tariffs for medium business customers

shows AusNet Services has considered its forward looking costs of supply and
applied a reasonable approach to calculating long run marginal cost

links long run marginal cost to specific tariff parameters, reflecting efficiency goals
and consideration of customer impacts.




Jemena Electricity Networks

Our final decision is to approve Jemena Electricity Networks' revised tariff structure
statement submitted on 29 April 2016. The tariff structure statement is compliant with the
Rules' requirements, both in terms of what it contains and how it reflects the distribution
pricing principles.

The tariff structure statement incorporates:

tariff classes

policies and procedures for assigning customers to tariffs
tariff structures

tariff charging parameters

the approach taken in setting tariffs

indicative pricing schedules

In terms of compliance with the distribution pricing principles, the tariff structure
statement:

exhibits movement along the cost reflectivity spectrum, by introducing demand tariffs
for small customers, complementing existing cost reflective tariffs for large
customers

o offers those demand tariffs on an opt-in only basis for small customers as per
the jurisdictional obligation

includes tariffs with varying charges which target peak network demand
demonstrates Jemena Electricity Networks has accounted for customer impacts by:
o making small customer demand tariffs opt-in
o providing a transition to demand tariffs for medium business customers

shows Jemena Electricity Networks has considered its forward looking costs of
supply and applied a reasonable approach to calculating long run marginal cost

links long run marginal cost to specific tariff parameters, reflecting efficiency goals
and consideration of customer impacts.
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United Energy

Our final decision is to amend United Energy's revised tariff structure statement
submitted on 29 April 2016 such that:

o the residential demand tariff will be an opt-in only tariff from 1 January 2017

In all other respects, the tariff structure statement is compliant with the Rules'
requirements, both in terms of what it contains and how it reflects the distribution pricing
principles.

The tariff structure statement incorporates:

o tariff classes

e policies and procedures for assigning customers to tariffs
o tariff structures

e tariff charging parameters

o the approach taken in setting tariffs

indicative pricing schedules

In terms of compliance with the distribution pricing principles, the tariff structure
statement:

o exhibits movement along the cost reflectivity spectrum, by introducing demand tariffs
for small customers, complementing existing cost reflective tariffs for large
customers

o offers those demand tariffs on an opt-in only basis for small customers as per
the jurisdictional obligation

¢ includes tariffs with varying charges which target peak network demand
e demonstrates United Energy has accounted for customer impacts by:
o making small customer demand tariffs opt-in
o providing a transition to demand tariffs for medium business customers

¢ shows United Energy has considered its forward looking costs of supply and applied
a reasonable approach to calculating long run marginal cost

¢ links long run marginal cost to specific tariff parameters, reflecting efficiency goals
and consideration of customer impacts.

11



Introduction

In reviewing tariff statement proposals of CitiPower, Powercor, Jemena Electricity Networks
(JEN), AusNet Services and United Energy, our role is to determine whether a distributor's
tariff structure statement proposal complies with the distribution pricing principles and other
applicable requirements in the National Electricity Rules (the Rules)." The Rules require a
tariff structure statement to include a number of specific elements, such as tariff structures,
the policies and procedures for assigning and re-assigning retail customers to tariffs and
charging parameters.” A tariff structure statement proposal must also comply with the Rules'
distribution pricing principles.® The distribution pricing principles require distributors to set
cost reflective tariffs but also to take account of customer impacts and the need for transition
periods.

The distribution pricing principles are new and result from a long process of reform initiated
by Australian (Commonwealth and state and territory) and jurisdictional governments. Those
reforms are intended to establish tariffs which better reflect costs incurred by electricity
networks from customer decisions to use electricity at specific times or locations. This is
because (marginal) network costs are primarily driven by peak demand, not by usage
outside of peak demand periods.

More cost reflective tariffs will allow customers to reduce bills by shifting their electricity
usage away from peak periods. Reducing peak demand means less network capacity will be
required to meet future demand. Customers would therefore pay for less network
infrastructure. This means lower bills over the longer term, all else equal.

Distributors’ cost reflective tariffs will send a signal to retailers about the cost of using the
network. Retailers will then determine if, and how, their retail offerings to customers will
reflect these signals. This is likely to result in customers having a choice on the type of tariff
available—i.e. a cost reflective tariff and a flat consumption tariff.

Communication to customers will also be important (so that they can understand tariffs and
respond), and this is likely to be an ongoing process with retailers playing an important role.

The distribution pricing principles are not prescriptive. They do not specify particular tariff
structures or transitional arrangements. This means a range of approaches are likely to
comply with the distribution pricing principles. Hence, we do not seek to enforce a single
approach. Nonetheless, tariff statements are not open to distributors to adopt any approach
they see fit. We do wish to see movement towards more cost reflective tariffs, taking into
account customer impacts, as we consider the distribution pricing principles require.

Stakeholders should note that, while tariff statements include indicative tariff levels (the
dollar amount), actual tariff levels are determined by our revenue determinations which
generally occur in five year cycles. Our review of tariff statement proposals is focussed on

' NER, cl. 6.12.3(k).
2 NER,cl. 6.18.5.
® NER,cl 6.18.5.
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tariff structures and intended movements in tariff levels based on these structures, not on the
actual prices or price levels. The actual tariff levels (or prices) will be approved as part of the
AER'’s annual assessment of distributors’ pricing proposals. Those proposals must be
consistent with the approved tariff structure statement and the price controls set out in the
distribution determinations.

What a tariff structure should include

Each Victorian distributor's tariff structure statement contains a description of tariff
structures, the tariff classes to which customers will be assigned, the procedures for how
customers will be assigned to a tariff, the tariff design and an indicative pricing schedule.

Setting these out in a tariff structure statement ensures that a distributor has met its
compliance obligations within the rules on information provision. It also helps ensure there is
transparency about future tariffs for retailers and market participants. See chapter 2 for more
information.

Compliance with distribution pricing principles

A distributor's tariff structure statement proposal must also comply with the distribution
pricing principles and other applicable requirements in the Rules.*

We briefly explain our reasons for our assessment below. Further details are provided in
chapter's 5 to 7 and appendix B

Introduction of demand tariffs

We approve the move to demand tariffs for residential, small and medium business
customers in distributors' revised tariff structure statements submitted to us on 29 April 2016.
We are satisfied these tariffs contribute to the achievement of compliance with the
distribution pricing principles.

Stakeholders were generally of the view that demand tariffs were a positive move towards
cost reflective pricing.> We also heard this at our public forum in December 2015. There
were some submitters who consider that a time of use tariff might better reflect efficient costs
and promote cost reflective pricing compared to a demand tariff.°

We consider that demand tariffs, while not perfect, are more cost reflective compared to flat
tariffs that are based only on consumption, or time of use tariffs. Demand tariffs tend to more

*  NERcl 6.12.3(k).

Energy Consumers Australia, Victorian DNSP Tariff Structure Statement proposals, Response to AER issues paper,
January 2016, p. 3; AGL, Re Tariff Structure Statement Proposals of the Victorian electricity distribution network service
providers, 20 January 2016, p. 2; Energy Australia, Submission Tariff Structure Statement proposals — Victorian electricity
distribution network service providers, 20 January 2016, p.1.

Creative Energy Consulting, Submission to the AER Issues Paper on Tariff Structure Statement Proposals, January 2016,
p. 5 ;John Herbst, Submission on the Victorian DNSPs' Tariff Structure Statement Proposals, 20 January 2016, p. 1.
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closely resemble the impact of customers' decisions to utilise the distribution network at the
time it is most heavily utilised.

The proposed demand tariffs measure customers' maximum demand in 30 minute intervals
during the billing period. Charging windows have been proposed which provide signals to
customers about the times when the network is most likely to be congested, or facing its
peak demand. The proposed demand tariffs therefore will send a price signal that more
closely reflects how customers use electricity and how that use might affect the need for
future network upgrades by distributors.

Further, by being offered on an opt-in basis, the proposed demand tariffs are compliant with
the State Government AMI Tariffs Order. We are therefore satisfied they contribute to
achievement of compliance with the distribution pricing principles.’

See Section 5.1.3 for a fuller discussion on demand tariffs.

Targeting peak demand

The demand charges proposed by Victoria's distributors attempt to target network wide peak
demands. We are satisfied this contributes to achievement of compliance with the
distribution pricing principles. We accept that the proposed demand tariffs do not necessarily
coincide with when the network peak might actually occur. Nevertheless, by targeting the
highest 30 minute demand during the peak charging window, they encourage customers to
consider the impact of their electricity usage patterns when the network is under most stress.
As a conseguence, they can assist customers respond to peak demands on the network and
therefore help defer capital augmentations in the long run. They represent a reasonable first
step in the move towards cost reflective pricing.

The new tariffs do this by setting a peak demand charge during the summer months
December to March from 3pm to 9pm weekdays. These are the months and times when
demand is typically highest. Charges in non-summer months are lower, reflecting the lower
levels of demand experienced on the network during these periods.

This design gives customers the ability to respond to the tariff at the times when the network
is most likely to be under peak demand stress. Stakeholders were in favour of a common
charging window for residential customers.? See section 5.2.1 for more discussion. There
were no submissions about commercial and industrial charging windows.

Transitioning to new tariffs

Customers consuming less than 40MWh per annum will be transitioned to demand tariffs
only via an active choice they make to opt-in to this tariff. Otherwise, they will remain on their
existing tariff. We are satisfied that this contributes to achievement of compliance with the

Y NER, clause 6.18.5(j) and 6.18.5(k).
8 Competitive Energy Association, Issues Paper Tariff structure statement proposals - Victorian electricity distributors,
25 January 2016, p 2;
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distribution pricing principles because it complies with the amended Advanced Metering
Infrastructure (AMI Tariffs) Amendment Order 2016.° It also ensures customers have a
choice of tariff, and so gives them an opportunity to respond to the price signal if they opt-in
to the demand tariff.*°

CitiPower, Powercor and JEN proposed that business customers that consume up to
60MWh a year will be able to opt-in to demand tariffs. We are satisfied that this contributes
to achievement of compliance with the distribution pricing principles because it assists
distributors to manage customers who might cut across the small customer threshold of
40MWh per annum on a regular basis. In so doing, it helps to ensure these customers do not
face bill volatility from one year to the next. AusNet Services and United Energy have
adopted the 40MWh cut off. We also approve this proposal because it is consistent with the
amended AMI Tariff Order and it will not adversely affect customers, based on their
consumption profiles.

For all other medium business customers (above 40MWh pa) all distributors have chosen to
transition customers to a demand tariff by 2020. This is by assigning these customers
automatically to a demand tariff. Customers will progressively have this tariff increase over
the period as more of the long run marginal costs are included in the demand charge over
the 2017-20 period. We are satisfied that this contributes to the achievement of compliance
with the distribution pricing principles by enabling these customers to become aware of how
the new charges will affect them. Stakeholders supported these types of transitional
measures.™ The transition period gives customers time to adjust their demand and
consumption behaviour before facing a fully cost reflective demand charge. Customers will
also see some reductions in consumption charges, to offset the increasing demand charge.
This helps to ensure that the tariff is cost reflective and not over recovering revenues.

See Section 5.1.3 for more information on approaches to transition.

Assignment of customers to tariffs

CitiPower, Powercor, AusNet Services and JEN all offer demand tariffs to small customers
on an opt-in basis only, in compliance with the Victorian Government’'s amended AMI Tariffs
Order.

However, United Energy's tariff structure statement did not explicitly state which customers
would be assigned to United Energy's residential demand tariff, which has been offered to
customers since 2015. We understand from United Energy that they intended for new

Victorian Government Gazette, Order in Council, Advanced Metering Infrastructure (AMI Tariffs) Amendment Order 2016,
14 April 2016.

1 NER, cl. 6.18.5(h).

' Red and Lumo Energy, Submission on the Victorian DNSPs' Revised Tariff Structure Statement Proposals, 29 April 2016,
p. 2; Consumer Utilities Advocacy Centre and Alternative Technology Association, Submission to the Australian Energy
Regulator - Preliminary Views on Victorian 2017—-20 Tariff Structure Statements, 28 June 2016, p. 1; Joint consumer
groups, Submission on the AER's Issues paper and the Victorian DNSPs' Tariff Structure Statement Proposals, 20
January 2016, p. 1.
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connection customers to be mandatorily assigned to this tariff with the ability to opt-out. We
find that such an assignment cannot be effected due to the requirements of the amended
AMI Tariffs Order.’® We have therefore made an amendment to require that this tariff be
offered to customers as an opt-in tariff, consistent with the amended AMI Tariffs Order, from
1 January 2017.

For those customers not captured by the AMI Tariffs Order, transitional measures proposed
by the distributors demonstrate that they have considered customer impacts and the need
for transition periods when moving customers to cost reflective tariffs. Business customers
will be assigned to cost reflective demand tariffs automatically based on the level of their
consumption under certain demand thresholds. We are satisfied that these measures
contribute to achievement of compliance with the distribution pricing principles.

See Section 7.2 for more information on tariff assignment policies.

Calculating forward looking costs

We find that the Victorian distributors have used an appropriate methodology to calculate
their long run marginal costs. They used the average incremental cost approach, which is
commonly used by distribution networks in Australia. We are satisfied that this methodology
contributes to achievement of compliance with the distribution pricing principles.

The long run marginal costs have been applied only to the demand component within tariffs.
The fixed supply charge and variable energy (consumption) charges have been set to
recover residual costs. These residual costs are the difference between the allowed revenue
requirement and the revenue derived from recovering long run marginal costs. We are also
satisfied that, for this tariff period, the distributors have calculated their long run marginal
costs in an appropriate manner and that this contributes to achievement of the distribution
pricing principles. Red and Lumo Energy considered that replacement capital expenditure
should also be included in long run marginal costs.*® We agree this would be desirable and
should be considered for future tariff structure statements but the distributors’ proposals to
date are a positive move to cost reflective charging.

Further discussion on forward looking costs can be found in Section 6.1.

Consideration of customer impacts

The five distributors provided estimates of residential and business customer bill impacts in
their tariff structure statements and in response to questions we posed. These impacts do
not account for any customer response to new cost reflective tariffs. The impact of
customers will vary depending on their response to new and amended tariffs. Retailers and
customer groups considered that more customer impact analysis would be beneficial and

2 Victorian Government Gazette, Order in Council, Advanced Metering Infrastructure (AMI Tariffs) Amendment Order 2016,

cl. 10A(9)(b), 14 April 2016.

¥ Red and Lumo Energy, Re: Victorian Tariff Structure Statement Proposals, 16 June 2016, p. 4.
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would be important in convincing customers of the benefits from tariff reform.** We
encourage distributors to prioritise impact analysis as more information becomes available
on customer impacts once behavioural changes are observed.

Examples of customer impact analysis can be found in Appendix B.2.

Stakeholder engagement

The Victorian distributors collectively engaged with customers, retailers and consumer
representatives where possible. This helped formulate the design of their cost reflective
tariffs. Examples included distributor alignment on the period, and times, of peak demand
charging.

Feedback to us about the distributors' stakeholder consultation has been mostly positive.
Stakeholders submitted they have been given the opportunity to comment on distributors'
proposals for cost reflective tariffs and to influence the tariff structure statements content.

Stakeholder submissions were broadly supportive of the move to demand based charging,
although this was not a universal view. The distributors have created tariffs that align the
charging windows and overall tariff design, cognisant that stakeholders and retailers saw this
as an important feature of demand tariffs.

Submitters did note that it will be important for end use customers to receive on-going
communication and education to help them respond to cost reflective tariffs, where they
choose these tariff options. Distributors have committed to working with retailers and other
industry players to assist with this education.

See Appendix B for more detail on stakeholder engagement.

Small and medium business customer tariffs

We approve all five Victorian distributors' tariff structure statements for small business tariffs.
These are demand based tariffs, offered as an opt-in tariff, to customers consuming less
than 40MWh per annum as per the AMI Tariffs Order requirements.

CitiPower, Powercor and JEN extended this definition to customers with annual consumption
of less than 60MWh. This will help mitigate impacts for those customers while at the same
time providing them with a more cost reflective price, to incentivise efficient long term use of
the network.

In contrast, medium business customers will be automatically transitioned to a cost reflective
demand tariff beginning 1 January 2017, or from January 2018 in the case of AusNet
Services customers. These customers have not been on demand tariffs previously.
Stakeholders considered a transition to cost reflective tariffs important for this customer

4 Consumer Utilities Advocacy Centre and Alternative Technology Association, Submission to the Australian Energy

Regulator - Preliminary Views on Victorian 2017—-20 Tariff Structure Statements, 28 June 2016, p. 5-6; Red and Lumo
Energy, Re: Victorian tariff structure statement proposals, 15 June 2016, p. 4.
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segment.” As a consequence, distributors have taken account of potential customer impacts
through the phased introduction of these tariffs. The fixed charges and consumption charges
in these tariffs will reduce as an offset. Customers will be assigned based on their level of
annual consumption, voltage levels or set demand thresholds. We approve this transition
and note that stakeholder consultation with affected customers was undertaken over a two
year period to refine the proposed tariffs.

See Section 5.2.2 for further discussion.

Large business customer tariffs

All five distributors proposed to continue with their existing basis of charging large business
customers. That is, CitiPower, Powercor, AusNet Services, JEN and United Energy will
continue to offer large business customers a demand tariff. We consider that the
continuance of these charges contributes to the achievement of compliance with the
distribution pricing principles.

In some instances, these tariffs will be amended to charge on a kVA basis, rather than the
existing kW used to date. This will make these tariffs slightly more cost reflective.
Distributors have been consulting with their larger customers about these changes. In
particular, the focus has been on advising customers how they can reduce or minimise their
electricity bills, for instance through power factor correction equipment. There were no
submissions from larger customer groups about these tariffs.

See Sections 5.1.4 and 5.2.3 for more discussion of large customer tariffs.

Future direction

These are the first tariff structure statements submitted by Victoria's distributors. Tariff
reform is a long term project. Distribution pricing principles require movement towards more
cost reflective tariffs with every tariff statement proposal over upcoming regulatory control
periods.

We have identified matters to guide the Victorian distributors of our views on the direction
the industry should be heading to maintain compliance with the distribution pricing principles
in future and allow consumers to make more informed energy decisions.

For the tariff structure statements for the next period (2021-25) we encourage the Victorian
distributors to:

*  Red and Lumo Energy, Submission on the Victorian DNSPs' Revised Tariff Structure Statement Proposals, 29 April 20186,

p. 2; Consumer Utilities Advocacy Centre and Alternative Technology Association, Submission to the Australian Energy
Regulator - Preliminary Views on Victorian 2017—-20 Tariff Structure Statements, 28 June 2016, p. 1; Joint consumer
groups, Submission on the AER's Issues paper and the Victorian DNSPs' Tariff Structure Statement Proposals, 20
January 2016, p. 1.
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e Consider whether a move toward measuring a customer's highest demand over an
average of, say, three days, rather than a single 30 minute period within the charging
window aligns more closely with network co-incident demand

¢ Refine calculation of long run marginal costs to include replacement capital expenditure

e Provide more information about how their demand management, network planning and
non-network solutions interact with cost reflective pricing to deliver positive longer term
network and consumer benefits.

Our process

The table below sets out how this tariff statement draft decision follows on from the Power of
Choice reform program and into the first annual pricing approval process.

As outlined below, the Victorian distributors submitted their initial tariff structure statement
proposals in September 2015 as required by the Rules. Following this, the Victorian
Government made changes to its AMI Tariffs Order, to require cost reflective tariffs to be
offered on an opt- in basis from 2017 for small customers.

As a result, we made a draft decision, in February 2016, that did not approve the distributors'
September 2015 tariff structure statements (which proposed automatic tariff assignment with
an opt-out for the small customer demand tariffs). This gave distributors the opportunity to
amend their tariff structure statements to take account of the Government's changes. The
distributors submitted revised proposals in April 2016.

We also took into account stakeholder submissions received on the September 2015 tariff
structure statements, comments received at our public forum in December 2015 and
submissions made on the revised April 2016 tariff structure statements. These are
considered in the chapters that follow.
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Table Tariff Reform—key milestones

Reform milestones

Rule change process

Power of Choice review: AEMC recommends reforms to distribution pricing rules
COAG Energy Council proposes distribution pricing rule change to AEMC

AEMC makes final rule determination on distribution pricing rule change proposal
Tariff statement process

Victorian distributors submit tariff statement proposals to AER

AER publishes issues paper

AER hosts public forum on distributors' proposals

Stakeholders' submissions on distributors' proposals and AER's issues paper closed
AER publishes draft decision

Victorian distributors' revised proposal and stakeholders' submissions on AER's draft
decision due

AER forum on preliminary positions

Submission on AER preliminary positions

AER publishes final decision

First annual pricing proposal process to apply tariff structure statement
Victorian distributors submit annual pricing proposals

AER publishes approved pricing proposal

New tariffs take effect

Date

November 2012
September 2013

November 2014

25 September 2015
3 December 2015
14 December 2015
20 January 2016

22 February 2016

29 April 2016

31 May 2016
16 June 2016

26 August 2017

30 September 2016
11 November 2016

1 January 2017
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1 Background

The requirement on distributors to prepare a tariff structure statement arises from a long
process of reform to the National Electricity Rules (the Rules) governing distribution network
pricing. The purpose of the reforms is to empower consumers to make informed choices by:

e Providing better price signals—tariffs that reflect what it costs to use electricity at different
times so that customers can make informed decisions to better manage their bills.

e Transitioning to greater cost reflectivity—requiring distributors to explicitly consider the
impacts of tariff changes on customers, and engaging with customers (and their
representatives) and retailers in developing tariff proposals over time.

¢ Managing future expectations—providing guidance for retailers, customers and suppliers
of services such as local generation, batteries and demand management by setting out
the distributor's tariff approaches for a set period of time.

Why is network tariff reform important?

Distribution tariffs historically have not varied according to the time when electricity is used.
But distribution costs reflect the maximum demand the network must cater for at key points
in time. This means existing network tariffs don't reflect network costs. Most existing tariffs
send price signals that don't inform customers about the costs imposed on distribution
networks in peak demand periods.

Lifestyle changes, including use of air conditioners, means consumers now use relatively
more of their electricity at peak times, even if overall energy consumption has declined.
Network costs have increased in recent years as distributors invest in additional
infrastructure upgrades to meet the higher peak demand. This increased investment has
been a factor driving electricity price rises in the recent past.

Given that there is far greater diversity today in how consumers use electricity, it is important
for consumers to understand the value of their choices. Moving to tariffs that reflect
electricity use during peak demand periods will make pricing for electricity more transparent.

As such, cost reflective pricing means the tariffs individual consumers pay more accurately
reflect the way they use electricity. Those who use electricity at peak times will pay rates
better reflecting the costs created by their use. Those who use less power in peak demand
periods and more at other times will benefit from lower network prices during non—peak
times. And if consumers take heed of these price signals, network investment requirements
will be lower than they otherwise would be. This reduces upwards pressure on electricity
prices for everyone.

What are the key concepts to understand?

This final decision incorporates concepts which may be unfamiliar to some readers. In this
section we provide descriptions of the more commonly used concepts. Readers familiar with
electricity network regulation and terminology may choose to skip to the next section.
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Difference between demand and consumption

Electricity consumption is the total amount of electricity consumed (used) over a period of
time. For example, a typical Australian household might use around 7,000 kWh of electricity
over 12 months.'® Demand means the amount of electricity used at a single point in time.
Peak demand is the maximum amount of electricity used at a single point in time over a
defined time period, often a day or a year. A typical Australian household might have its
yearly peak demand of around 5kW, either on a hot summer afternoon when air conditioning
is used, or on a winter evening when electric heating is used.'” That is, the household's
annual peak demand is 5kW.

A good analogy for electricity consumption compared to electricity demand is a river flowing
under a bridge. Annual electricity consumption is equivalent to the total water volume flowing
under the bridge during a year. Electricity demand is equivalent to the volume of water under
the bridge at a single point in time. Peak electricity demand is equivalent to the time when
the largest volume of water is flowing under the bridge.

Long run marginal cost and residual costs

An important feature of this draft decision is the concept of long run marginal cost. Long run
marginal cost is equivalent to the forward looking cost of a distributor providing one more
unit of service, measured over a period of time sufficient for all factors of production to be
varied. Long run marginal cost could also be described as a distributor's forward looking
costs that are responsive to changes in electricity consumption.

The Rules require network tariffs to be based on long run marginal cost.*® However, not all of
a distributor's costs are forward looking and responsive to changes in electricity
consumption. Hence, if network tariffs only reflected long run marginal cost, distributors
would not recover all their costs. Costs not covered by a distributor's long run marginal cost
are called 'residual costs'. The Rules require network tariffs to recover residual costs in a
way that minimises distortions to the price signals for efficient usage that would result from
tariffs reflecting only long run marginal costs.*®

Types of network tariffs

A network ’tariff’ is the combination of charges paid by a network customer in return for
network services. Historically, most small customers in Australia have been on either a flat
usage tariff or a block tariff (tiered pricing):

o Flat tariff—usually consists of a fixed charge and flat usage charge. That is, usage is
charged the same price no matter how much electricity the customer uses.

8 For a three person household in NSW without gas nor swimming pool, via: Acil Allen Consulting, Electricity bill

benchmarks for residential customers (report to the Australian Energy Regulator), March 2015, p. 29.
EMET Consultants Pty Ltd as referenced by solarchoice.net.au.

' NER, cl. 6.18.5(f).

¥ NER, cl. 6.18.5(g)(3).
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¢ Inclining block tariff—usually consists of a fixed charge and a series of block charges
where the price changes depending on the size of the customer's total consumption. The
first consumption block is charged the lowest price, and each successive block of
consumption is charged at a higher rate.

e Declining block tariff—usually consists of a fixed charge and a series of block charges
where the price changes depending on the size of the customer's total consumption. The
first consumption block is charged the highest price, and each successive block of
consumption is charged at a lower rate. A declining block tariff is the reverse of an
inclining block tariff.

Flat tariffs or inclining block tariffs are relatively common. Declining block tariffs are now
relatively uncommon in most jurisdictions.

A different type of tariff is a time-of-use (TOU) tariff. Time-of-use tariffs usually also have a
fixed charge component. Time-of-use tariffs apply a different price depending on when the
customer consumes electricity. A time-of-use tariff will have defined charging windows when
different rates apply. These charging windows might be labelled the 'peak’ window,
'shoulder' window, and 'off-peak’ window. The highest usage rate applies to consumption
during the peak window, and the lowest usage rate applies to consumption during the off-
peak window.

A demand tariff includes a charge based on the customer's highest measured demand
during the billing period. Often, demand charges will be limited to the highest demand
measured during charging windows. Typically, charging windows will coincide with the peak
demand times for the whole network or for specific customer types (e.g. residential or small
business customers). Demand tariffs may also include fixed charges and usage charges.

Critical peak pricing is another tariff variant and an example of more dynamic tariffs. Under
this approach a distributor can specify periods of critical network peak demand, and will set
prices particularly high for any demand or consumption that occurs during the specified
critical peak event. This approach is generally in use currently only for certain larger
businesses which can moderate consumption (e.g. by shutting down part of a production
line) or use their own generation assets as a substitute for network electricity.

Distributors sometimes offer combinations of a primary tariff, such as those listed above,
with secondary tariffs, such as load control tariffs. These tariffs typically apply a lower rate to
electricity used for certain appliances in return for using those appliances during off peak
times. For example, off peak hot water. In other cases a lower rate may apply to customers
who allow a distributor to remotely cycle appliances on and off during peak demand periods.
For example, CitiPower and Powercor have tested technology to cycle customers’ air
conditioning. They are now considering how to trial this technology with customers.?® AusNet
Services also wants to trial the possibility of remote controlling customers’ air-conditioners to

2 CitiPower and Powercor, Email to AER staff, Remote air-conditioning cycling through meters or other means in Victoria,

12 August 2016.
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limit overall demand during peak periods.?! Distributors will often limit access to secondary
tariffs to customers on specified primary tariffs such as flat usage tariffs or block tariffs.

In addition to tariffs, distributors sometimes seek to influence network demand by offering
rebates (partial refunds) to customers in return for demand reductions made by the customer
during specific time periods. Rebates may be linked to critical peak demand times or to
specific geographic areas or both.

Metering and tariffs

Flat tariffs or block tariffs can be applied to customers with basic accumulation meters (type
6 meters). This is because to calculate the tariff, it is only necessary to know the customer's
total consumption, not when that consumption has occurred.

In Victoria though, all customers with annual consumption of less than 160MWh have
advanced metering infrastructure (AMI)—commonly referred to as smart meters—since
2009. The installation of these meters was undertaken by the five electricity distributors as
part of a State Government mandated rollout. Smart meters can facilitate time-of-use or
demand tariffs or more dynamic tariffs. This is because they measure both when, where and
how much electricity a customer has consumed, which is necessary to calculate a time-of-
use tariff or demand tariff. These meters are read remotely through communications
functionality that is included in this metering infrastructure.

Degree of choice in network tariff assignment

A constituent element of a tariff structure statement are the policies and procedures a
distributor will apply for assigning customers to tariffs or reassigning customers from one
tariff to another.? These policies and procedures should include certainty around whether a
tariff is a 'mandatory’ tariff, 'opt-out' tariff or 'opt-in' tariff for particular customer types. Among
other possibilities, customer types might be based on the connection characteristics and
metering arrangements of the customer, as well as whether the customer is a new or
existing customer. The differences between these three options are:

¢ A mandatory tariff—means this is the only tariff available for customers of a particular
type. For example, industrial customers connected to the high voltage network and
whose annual consumption falls within a particular range may be required to be assigned
a demand tariff, and there may be no other tariff options they can choose from.

e An opt-out tariff—means the customer is assigned to this tariff by default, but they may
voluntarily choose to be re-assigned to a different tariff. For example, a residential
customer may by default be assigned to a block tariff, but could choose to switch to a
time-of-use tariff.

. AusNet Services, Email to AER staff, Remote air-conditioning cycling through meters or other means in Victoria,

15 August 2016.
2 NER, cl.6.18.1A(a)(2).
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e An opt-in tariff—means the customer can choose to be re-assigned to this tariff, but is
by default assigned to some other tariff. This is the opposite of an opt-out tariff. In the
previous example, the time-of-use tariff would be described as an opt-in tariff.

It is important that distributors are clear in their tariff structure statements which of their
proposed tariffs are mandatory, opt-out and opt-in, and for which customer types.

To assign customers to one of the various tariffs offered by a distributor requires also that
the distributor group customers into types, or classes. Customer classes might be based on
a customer's connection type or metering arrangements, their annual usage, or whether the
customer is a new or existing customer.

Elements of a tariff structure

Tariff structure incorporates the charges that make up a tariff. For example, a demand tariff
typically comprises a fixed charge, a usage charge and a demand charge. How those
charges are applied to a customer reflect the tariff's charging parameters. Examples of
charging parameters include:

* how frequently a charge is applied to a customer
» the times during which usage or demand is measured to calculate a charge
» variations in charges and how those variations are triggered.

Charging parameters may be varied to match the purpose of the distributor when designing
the tariff. For example, the demand component within a demand tariff may target the time of
a distributor's broad network peak, a local regional peak, or a customer class peak (e.g.
residential customers).

A group of customers with similar connection and usage characteristics will be grouped into
the same tariff class. There can be multiple tariffs within a tariff class to which a customer
could be assigned.

How does the tariff structure statement fit into the regulatory
process?

Tariff statements are a new element of the Rules. Generally, tariff statements will be
submitted to us by distributors with their distribution proposals every five (usually) years.
Following our usual distribution determination process we will publish, assess and invite
feedback on a tariff statement along with a distribution proposal. An approved tariff
statement will then apply to the distributors' tariffs for the coming five year regulatory control
period.

In this case, for the first tariff statements for each distributor, the Rules require tariff
statements be submitted outside the distribution determination process for all distributors,
other than TasNetworks. This is because of the timing of the introduction of tariff statements
to the regulatory framework compared to the timing of most distribution determinations.
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The timing of TasNetworks' distribution determination enabled the Australian Energy Market
Commission to specify in the Rules that TasNetworks' tariff statement be submitted with its
distribution determination. The upcoming distribution regulatory period for TasNetworks is to
be only two years long. Hence, TasNetworks' initial tariff statement will apply for only two
years.

For other distributors the next distribution determination processes are too far into the future
for the usual process to be followed. Delaying submission of the initial tariff statement for
those distributors would unduly delay the tariff reform process. For distributors in South
Australia, Victoria, New South Wales, the Australian Capital Territory and Queensland, the
Rules required that tariff statements be submitted in advance of the next distribution
determination. The initial tariff statements for these distributors will also apply for abbreviated
periods, reflecting the time remaining until their next distribution determination. For Victoria,
this is four years, covering the period 1 January 2017 to 31 December 2020.

Once approved, a tariff statement will guide a distributor in shaping its annual tariff
proposals, submitted to us prior to each regulatory year. The annual tariff proposal is where
a distributor reflects our distribution determination in their tariffs. We check that total
expected revenue to be earned in the coming regulatory year is consistent with the annual
revenue we determined may be earned in that year.

We will now also check that an annual tariff statement is consistent with a distributor's
approved tariff statement. For example, a distributor may not propose a tariff which was not
included in its approved tariff statement. Nor may a distributor materially vary the parameters
of a tariff from that described in its approved tariff statement. This provides retailers,
customers and other stakeholders with certainty about the structure of tariffs to be charged
in each year of the regulatory control period.

Approved tariff structure statements in principle address tariffs for both standard control
services and alternative control services. However, in practice the tariffs for alternative
control services are almost entirely dealt with by our distribution determinations and the
annual tariff approval process. There is relatively little regulatory role left for tariff statements
in the context of alternative control services. Tariffs for fee based and quoted services are
set on an individual customer specific basis, and so typically reflect the costs that each user
imposed on the network to provide the service. For this reason distributors deal with
alternative control services in their tariff statements relatively briefly. For the same reason
our tariff structure decisions will focus on standard control services and make relatively little
comment on a distributor's alternative control services. The Victorian distributors have made
no changes to the way their alternative control services are constructed and priced
compared to their historic approach.

How does network pricing reform interact with other reforms?

Network tariff reform is commencing at the same time as reforms to the provision of metering
services and access to customer information. These related reforms have implications for
network tariffs, including the pace at which tariffs can evolve to become more cost reflective.
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For metering, changes to the Rules will remove the existing barrier to third parties supplying
meters to customers. The same wave of changes to metering arrangements will establish
new minimum specifications similar to smart meters currently in use. Smart metering is
already in use across Victoria as a result of the mandated smart meter rollout. This has
resulted in better meter functionality and data flows and facilitates broader use of more cost
reflective pricing over time.

Not all consumers might want to use their own detailed consumption data and instead
engage an energy services provider or retailer to use this information to recommend bundled
energy plans. In recognition of the changing nature of how customer energy usage
information might become available and used, reforms were also recently introduced to
make it easier to obtain access to this information.?®

Customers will now be able to access their data from their distributor and retailer, and grant
access to other parties to do so on their behalf. These reforms will not only help customers
but also energy service providers in developing and offering more tailored and innovative
energy products and services over time.

How does network pricing interact with network planning and
demand management?

Demand pressures can be addressed by sending price signals to encourage customers (and
retailers) to reduce demand, consistent with the aims of tariff reform. Alternatively, demand
pressures can be addressed by network expenditure, as has been the case in the recent
past. Another option, which distributors are required by the Rules to consider, is the use of
demand management initiatives. These can include rebates for customers who reduce their
consumption. Or distributors can install or utilise generation assets in areas where the
associated cost is less than the cost of network investment to meet local area demand.

While not explicitly required of distributors by the Rules, we consider it useful for tariff
statements to describe the distributor's approach to integrating tariff reform, network
investment and demand management. Such discussion will position tariff statements within
the broader context of how distributors intend to respond to demand and service challenges.
Also, while the Rules require distributors to consider the time and location varying nature of
network cost drivers, difficulties with locational pricing suggest a larger role for demand
management initiatives to address local network demand pressures.

An example of this is United Energy proposing to apply rebates for customers in selected
locations within its network, to encourage demand reductions that will limit peak demand.?*
This will alleviate, or postpone, the need for more costly network upgrades to those areas
where network constraints may be likely in the near term, and still ensure continuing
electricity supply and reliability.

% Australian Energy Markets Commission, National Electricity Amendment (Customer access to information about their

energy consumption) Rule 2014, Final Determination, 6 November 2014.
2 United Energy, Revised Tariff Structure Statement 2017—20, 29 April 2016, p. 34-35.
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CitiPower and Powercor also flag an intention to trial critical peak rebates and tariffs for
similar reasons to United Energy.

As new technologies emerge in energy markets, it is anticipated that distributors will also
focus on demand management and other non-network solutions to complement pricing as a
means to minimising peak demands and delivering electricity efficiently.
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2 Rule requirements

The Rules amended pricing provisions have three aims, namely to provide:
e Dbetter signals of the cost drivers of distribution networks
e explicit consideration of tariff change impacts

e transparency and greater certainty on tariff strategies for a regulatory period.

A new network pricing objective will be the focus for distributors when developing their
network prices. This objective is that:*

the tariffs that a distributor charges for provision of direct control services to a retail
customer should reflect the distributors' efficient costs of providing those services to
the retail customer

A tariff structure statement is part of the new tariff arrangements. It should show how a
distributor applied the distribution pricing principles® to develop its price structures and
indicative price levels for the coming five year regulatory period. A distributor must submit its
proposed tariff structure statement to us for assessment.

Generally, a distributor will be required to submit its proposed tariff structure statement when
submitting its regulatory proposal.” The Rules permitted submission of a tariff structure
statement outside the regulatory proposal process this time because of the timing of the rule
changes.®

Tariff Structure Statement requirements

There are two separate sets of requirements for tariff structure statements. First, the Rules
set out a number of elements that an approved tariff structure statement must contain.
Second, a tariff structure statement must also reflect the distribution pricing principles.

What must a tariff structure statement contain?

The Rules require a tariff structure statement to include:*
e the tariff classes into which retail customers for direct control services will be divided

¢ the policies and procedures the distributor will apply for assigning retail customers to
tariffs or reassigning retail customers from one tariff to another

% NER, cl. 6.18.5(a).

% This is a reference to the Rules' pricing principles for direct control services, alternatively described in this paper as the
"distribution pricing principles"; NER, cl. 6.18.5(e)—(j).

7 NER, cl. 6.8.2(a).

% NER, cl. 11.76.2(a).

% NER, cl. 6.18.1A(a).
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e structures for each proposed tariff

e charging parameters for each proposed tariff

o adescription of the approach that the distributor will take in setting each tariff in each
pricing proposal.

A tariff structure statement must be accompanied by an indicative pricing schedule.®

What must a tariff structure statement comply with?

A tariff structure statement must comply with the distribution pricing principles, which may be
summarised as:

o for each tariff class, expected revenue to be recovered from customers must be between
the stand alone cost of serving those customers and the avoidable cost of not serving
those customers™

e each tariff must be based on the long run marginal cost of serving those customers, with
the method of calculation and its application determined with regard to the costs and
benefits and customer location®

e expected revenue from each tariff must reflect the distributor's efficient costs, permit the
distributor to recover revenue consistent with the applicable distribution determination
and minimise distortions to efficient price signals®

e distributors must consider the impact on customers of tariff changes and may vary from
efficient tariffs, having regard to:*

o the desirability for efficient tariffs and the need for a reasonable transition period
(that may extend over one or more regulatory periods)

o the extent of customer choice of tariffs
o the extent to which customers can mitigate tariff impacts by their consumption
o tariff structures must be understandable by retail customers®

o tariffs must otherwise comply with the Rules and all applicable regulatory requirements.=

Our role in approving a distributor's tariff structure statement

We must approve a distributor's tariff structure statement unless we are reasonably satisfied
that the proposed tariff structure statement does not comply with the distribution pricing

% NER, cl. 6.8.2(d1).
% NER, cl. 6.18.5(e).
2 NER, cl. 6.18.5(f).
# NER, cl. 6.18.5(g).
% NER, cl.6.18.5(h).
® NER, cl. 6.18.5(i).
% NER, cl. 6.18.5(j); this requirement includes jurisdictional requirements.
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principles or other applicable requirements of the Rules.*’ In Victoria, the distributors' tariff
structure statements must also comply with the amendments to the AMI Tariffs Order, made
by the Victorian Government via gazettal on 14 April 2016. The amended AMI Tariffs Order
requires Victorian distributors to offer demand tariffs on an opt-in basis for customers who
consumes less than 40MWh per annum.

We make one holistic determination to approve or refuse to approve the distributor's tariff
statement. Our analysis on each element of the distributor's tariff structure statement
contributes to our overall determination.

What happens when a distributor submits a proposed tariff structure
statement?

The Rules require us to publish a proposed tariff structure statement and invite
submissions.® We then assess a proposed tariff structure statement for its compliance with
the distribution pricing principles. Taking into account submissions and any supporting
information submitted by the distributor, we will publish a draft determination on the
proposed tariff structure statement.* This will set out our reasons for making the
determination..

Our role is largely one of assessing compliance. We must approve a proposed tariff structure
statement unless we are reasonably satisfied that it will not comply with the distribution
pricing principles or other relevant requirements of the Rules.*

What happens if a proposed tariff structure statement is not approved?

A distributor may submit a revised tariff structure statement no later than 45 business days
after we publish our draft determination.” Under the Rules, a distributor may only make
revisions to its tariff structure statement to address matters raised by our draft
determination.” We will publish the revised tariff structure statement and again call for
submissions before making a final determination.*

What happens after a tariff structure statement is approved?

Once approved, a tariff structure statement will remain in effect for the relevant regulatory
period.*” The distributor must comply with the approved tariff structure statement when
setting prices annually for direct control services.*

¥ NER, cl 6.12.3(k).

¥ NER, cl. 6.9.3(a).

¥ NER, cl. 6.10.2; cl. 11.76.2(a).

“°NER, cl. 6.10.2(a)(3); cl. 11.76.2.

“NER, cl. 6.12.3(k).

“2NER, cl. 6.10.3(a).

“ NER, cl. 6.10.3(b).

“ NER, cl. 6.10.3(d)(e).

*  Tariff Structure Statements may only be amended during a regulatory period, with our approval, if an event occurs that is
beyond the distributors' reasonable control and could not reasonably have been foreseeable requires a change.
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We will separately assess the distributor's annual tariff proposals for the coming 12 months.
Our assessment of annual tariff proposals will also be to ensure consistency with the
requirements of the approved tariff structure statement.

An approved tariff structure statement may only be amended within a regulatory period with
our approval.” We will approve an amendment if the distributor demonstrates that an event
has occurred that was beyond its control and which it could not have foreseen so that the
amended tariff structure statement materially better complies with the distribution pricing
principles.*

“®NER, cl. 6.18.1A(c).
“NER, cl. 6.18.1B.
“ NER, cl. 6.18.1B(d).
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3 Summary of Victorian electricity distributors' proposals

The structure of the Victorian distributors' proposed residential and small business tariffs are set out in the following table:

Table 3-1 Proposed tariff structures
Structure Fixed charge +Variable charge + Demand charge (SeasonaliTime of day)
. Minimum fixed standing
Fixed charge (S/pa) charge 5/M1.5 Kw/maonth
Measurement

Variable charge (Scents/KWhi/Month)

Demand charge (kW Month)

Seasonal demand charge

Higher Summer charge (December—March)} / Lower non-Summer charge (April-Movember)

Demand charge window | Residential) weekdays 3-9FPM
o
% Demand charge window | Small business) weekdays 3-5PM 104M —EPM 10AM—EPM 104M—EPM 10AM—EPM
&
- Mew customer
E Tariff azssignment Opt-infOpt-out O pt-intOpt-out Opt-infO pt-out Opt-indO pt-out mandatory
£ assignment’Opt-out
o4
(] Consumption Consumption Consumption
<60 MWh/pa <40 MWh/pa <60 MWhipa
Consumption or or or Consumption
O pt-infout tariff assignment thresholds <40 MW/pa =50 I'-.-'I;‘.'h;'pa =40 I'-.-'I:.'h:'pa =50 I'-;tWh:'pa 240 MWipa
Maximum demand Maximum demand Maximum demand
<120 Kw =G0 Kw =120 Kw

Consumption

Consumption

Consumption

Consumption =60 hipa =40 hipa =60 hipa Consumption
Mandatory tariff assignment thresholds -40 MWhipa & & & -40 MWhipa
Maximum demand Maximum demand Maximum demand
=120 Kiw =60 Kw =120 Kw
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Tariff features AusMet CitiPower Jemena Powercar United Energy
ﬂ structure Fixed charge + Variable charge TOU® (peak/off-peak/Seasonal)?
= .
E Fixed charge (3pa)
e Measurement
o Variable charge (Scents/KWhiManth)
=
o
E Low Voltage
3 High voltage
E Sub-transmission
o | Common tariff types =olar
O Hot water
o Controlled load
£ Slab heating
e
=
= Reverse cycle
w agir-conditioner Reverse cycle
Unigue tariff types Snowfields nia nia gir-conditioner
Docklands
Source: Victorian distributors’ revised tariff statement proposals.
Notes:
1 Using the highest monthly kVA or kW reached over 30 min interval in the relevant demand charge window — this charge will be different depending on whether the month is summer or non-summer.
2 TOU = Time of use charge which is currently in place in Victoria and used to change the variable price for customers based upon the time of day
3 See distributors’ proposals for specific peak/off-peak rates — AusNet, Revised TSS proposal, 29 April 2016, pp. 66—68; CitiPower, Revised TSS proposal, 29 April 2016, pp. 41-44; JEN, Revised TSS

proposal Appendix, pp. A1-A5; Powercor, Revised TSS proposal, 29 April 2016, pp. 41-44; United Energy, Revised Tariff Structure Statement Appendix, 29 April 2016, pp. 21-26.
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The tariffs proposed by each Victorian distributor comprise the following:

e The structure of tariffs, for example whether the charges vary by usage, season and
peak demand over a period of time at which usage occurs and whether there is a fixed
charge.

e The value of relevant tariff parameters, including fixed charges, usage and demand
charges, and the relevant time periods during which these tariff parameters will apply.

¢ Rules that determine how a customer will be assigned, or chooses to be assigned, to a
particular tariff. For example, small customers can make an active choice to be assigned
to a demand tariff. Larger customers will be automatically assigned to a demand tariff
based on their voltage connection, level of demand and consumption usage.

CitiPower proposed:

o Small residential and business customers will remain on their existing consumption
based tariffs, unless they make an active choice to be assigned to a demand tariff.
These customers can opt in and out of the demand tariff.

¢ Small residential and business customers' consumption based tariffs comprise a fixed
charge and consumption charge. Time of use tariffs are also available (as opt-in).

¢ Medium business customers whose consumption exceeds certain consumption and
demand thresholds will be assigned to demand tariffs.

Powercor proposed:

¢ Small residential and business customers will remain on their existing consumption
based tariffs, unless they make an active choice to be assigned to a demand tariff.
These customers can opt in and out of the demand tariff.

¢ Small residential and business customers' consumption based tariffs comprise a fixed
charge and consumption charge. Time of use tariffs are also available (as opt-in).

¢ Medium business customers whose consumption exceeds certain consumption and
demand thresholds will be assigned to demand tariffs.

AusNet Services proposed:

¢ Small residential and business customers will remain on their existing consumption
based tariffs, unless they make an active choice to be assigned to a demand tariff.
These customers can opt in and out of the demand tariff.

¢ Small residential and business customers' consumption based tariffs comprise a fixed
charge and consumption charge. Time of use tariffs are also available (as opt-in).

e Medium business customers whose consumption exceeds certain consumption and
demand thresholds will be assigned to demand tariffs.

e Customers in designated snowfield regions retain their existing consumption based tariff,
and will not be able to access the demand tariff.

JEN proposed:
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Small residential and business customers will remain on their existing consumption
based tariffs, unless they make an active choice to be assigned to a demand tariff.
These customers can opt in and out of the demand tariff.

Small residential and business customers' consumption based tariffs comprise a fixed
charge and consumption charge. Time of use tariffs are also available (as opt-in).

Medium business customers whose consumption exceeds certain consumption and
demand thresholds will be assigned to demand tariffs.

For United Energy proposed:
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Small residential and business customers will be automatically assigned to a residential
demand tariff, comprising minimum chargeable demand and consumption based charge.
Customers can opt-out of new tariff.

Small residential and business customers' consumption based tariffs comprise a fixed
charge and consumption charge. Time of use tariffs are also available (as opt-in).

Medium business customers whose consumption exceeds certain consumption and
demand thresholds will be assigned to demand tariffs.



4 AER approved tariff structures

Approved tariff structures for residential and small business tariffs are set out in the following table.

Table 4-1 Approved tariff structure statements

Structure Fixed charge +\ariable charge + Demand charge (SeasonalTime of day)

Minimumfixed standing

Fixed charge ($/pa) charge $M1.5 Kw/month

Measurement

Variable charge (Bcents/KWh/Month)

Demand charge ($/&W' Month)

Seasonaldemand charge

Higher Summer charge (December—March) / Lower non-summer charge (April-Movember)

g Demand charge window (Residential) weekdays 3-9FM
i
E Demand charge window { Small business)weekdays 3-9FPM 10AM —GFM 10AM—-3FPM 10AM—-GPM 10AM—-GPM
=
E Tariff assignment Opt-infOpt-out Cpt-infOpt-out Opt-infCpt-out Opt-infCpt-out Opt-infCOpt-out
E Consumption Consumption Consumption
(] =G0 MWhi/pa =40 MWhipa =G0 MWhi/pa
Consumption or or or Consumption
Opt-infout tariff assignment thresholds <40 MWipa =G0 M&Wha’pa =40 M;Jh!pa =G0 r-gthpa =40 MWipa
Maximum demand Maximum demand Maximum demand
=120 Kw =60 Kw =120 Kw

Consumption

Consumption

Consumption

R =G0 MWh/pa =40 MWh/pa =G0 MWhipa R
Mandatory tariff assignment thresholds ~40 MWhipa & & & ~40 MWhipa
Maximum demand Maximum demand Maximum demand
=120 Kw =G0 Kw =120 Kw
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Tariff features AusNet CitiPower Jemena Powercor United Energy
E Structure Fixed charge + Variable charge TOU® (peakioff-peakiSeasonal)®
=
(] Fixed charge (S/pa)
]
- Measurement
(=] Variable charge (Scents/KWh/Month)
]
o
= Low Yaltage
=3 High voltage
E Sub-transmission
o Common tarff types Solar
O Hot water
m Controlled load
= Slab heating
]
—
= Reverse cycle
w . . _ air-conditioner F.‘.euerse.n;."ycle
Unique tariff types Snowfields nia nia air-conditioner
Docklands
Source: Victorian distributors’ revised tariff statement proposals.
Notes:
1 Using the highest monthly kVA or kW reached over 30 min interval in the relevant demand charge window — this charge will be different depending on whether the month is summer or non-summer.
2 TOU = Time of use charge which is currently in place in Victoria and used to change the variable price for customers based upon the time of day
3 See distributors’ proposals for specific peak/off-peak rates — AusNet, Revised TSS proposal, 29 April 2016, pp. 66—68; CitiPower, Revised TSS proposal, 29 April 2016, pp. 41-44; JEN, Revised TSS

proposal Appendix, pp. A1-A5; Powercor, Revised TSS proposal, 29 April 2016, pp. 41-44; United Energy, Revised Tariff Structure Statement Appendix, 29 April 2016, pp. 21-26.
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5 Tariff structures

This chapter sets out our assessment of the five Victorian distributors' proposed tariff
structures, including tariff design and charging windows.

We are satisfied the Victorian distributors’ proposed tariff structure statements are compliant
with the distribution pricing principles, specifically clause 6.18.4 (as set out in appendix D of
attachment 14 to of each distributors' Final distribution determination 2016—20) and clause
6.18.5 of the NER. The proposed tariff statements exhibit movement along the cost
reflectivity spectrum, incorporating demand based tariff options for small customers and
complementing existing cost reflective tariffs for large customers.

We were not satisfied that United Energy's tariff structure statement was compliant with the
AMI Tariffs Order. United Energy did not indicate how customers would be assigned to their
demand tariff. However we understood that the new customers were to be assigned
mandatorily to this tariff from 1 January 2017.

Our decision is that the residential demand tariff must be offered on an opt-in basis to small
customers (both residential and business). This ensures it complies with the AMI Tariffs
Order.

The distributors proposed to offer demand tariffs to small customers on an opt-in basis only,
in compliance with the Victorian Government’s amended AMI Tariffs Order. As discussed
above, United Energy was the one exception to this.

For those customers not captured by the AMI Tariffs Order, transitional measures proposed
by the distributors demonstrate that they have considered customer impacts and the need
for transition periods when moving customers to cost reflective tariffs. Further, the
distributors’ proposed demand charge windows appear to target network peak demand while
providing customers the opportunity to shift their usage to mitigate bill impacts. As such, we
are satisfied that the tariff structure statement proposals contribute to the achievement of
compliance with the distribution pricing principles.

Existing large customer tariffs, where demand charging is prevalent, are already relatively
cost reflective compared to those of small customers. Large customers therefore face
relatively minor changes to tariffs from 2017.. Overall, we consider that the distributors’ large
customer tariffs contribute towards the achievement of the distribution pricing principles.

5.1 Tariff design

All five Victorian distributors have put forward a demand based tariff design in their tariff
structure statement proposals.

In our view, the introduction of demand tariffs represents a distinct move towards more cost
reflective prices and contributes to the achievement of compliance with the distribution
pricing principles. This is because demand tariffs are more cost reflective than current flat or
peak only consumption based tariffs which do not price demand and incentivise customers
to reduce peak demand as effectively as demand based tariffs.
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5.1.1 Structure of the demand tariff

We are satisfied that the proposed demand tariffs contribute to achievement of compliance
with the distribution pricing principles. This is because consumers will get more accurate
signals of the cost their consumption decisions impose on the network. This gives
consumers more control over their electricity bills.

The Victorian distributors have proposed multi-part tariffs for all customer types, comprising:
e Standing (fixed) tariff—as either $/annum or c/day
e Energy tarift—for energy consumed over the billing period (c/kWh)

e Demand tariff—$/kW/month, $/kW/pa or c/kW/day.

The Victorian distributors' revised tariff statements proposed to offer residential and small
business customers a fully cost reflective demand based tariff at the time of opt-in, rather
than gradually introducing a demand charging component. That is, the demand tariff would
cover the full forward looking costs, rather than having those costs being increased in
increments during the course of the 2017-20 period.

The proposed opt-in assignment policy is based on the amended AMI Tariffs Order, which
requires Victorian distributors to offer demand tariffs on an opt-in basis for customers who
consume less than 40MWh per annum. As the AMI Tariffs Order does not cover customers
whose annual energy use is 40MWh and above, distributors have proposed to mandatorily
assign these customers to demand tariffs that will transition towards full cost reflective levels
between 2017 and 2020.%

As noted earlier, with respect to United Energy's small customer demand tariff, we have
made an amendment to the tariff structure statement. This tariff will now be opt-in from
1 January 2017 for customers consuming less than 40MWh per annum.

An opt-in tariff is one that a customer chooses to be re-assigned to from some other existing
tariff that they are presently assigned to. To date, small customers have been assigned by
default to a flat, consumption based tariff, or where applicable also to a controlled load tariff.
They must make an active choice to opt in to the demand tariff offered by their distributor.

Furthermore, the distributors proposed that a transition period is no longer needed as small
customers are protected through the opt-in requirement of the AMI Tariffs Order. We agree
that this provides appropriate recognition of customer impacts because customers are free
to choose the demand tariff or stay on their existing tariff.

Victorian distributors have aligned their peak charging windows for residential customers but
not for business customers. Residential customer tariffs will include a demand component
that measures maximum demand during the peak time of 3pm to 9pm on weekdays. All
other times are off-peak periods, including weekends and public holidays. A demand charge

*  Victorian Government Gazette, Order in Council, Advanced Metering Infrastructure (AMI Tariffs) Amendment Order 2016,

14 April 2016.
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will still apply during these latter periods, however at a lower tariff rate. This will ensure
customers can adjust their consumption behaviour by responding to the price signals within
the tariff.

5.1.2 Seasonally varying tariff

The Victorian distributors' proposals also incorporate seasonal variation with higher charges
in summer months—December to March inclusive—as compared to nhon-summer months.
This reflects the fact that Victorian networks are mostly summer peaking, so customer
demand in summer is more likely to require network augmentation than demand at other
times of the year.

In approving the proposed tariff structure statements, we have considered:
¢ whether the tariffs better reflect the efficient underlying cost of providing network services
o the justification of the tariff design given the load profile of the network

o whether the suite of tariffs offered give customers sufficient diversity of billing
alternatives.

Taking into account the views submitted by various industry stakeholders, we consider that
the distributors' proposed demand-based tariffs are a good step towards cost-reflectivity. We
note retailer Energy Australia’s supporting view that maximum demand charges are
reflective of network costs and therefore consistent with the new pricing rules for
distributors.* Energy Consumers Australia as well as retailers AGL and Origin Energy were
of the view that demand tariffs represented a good first step towards cost reflective pricing.>*

Creative Energy Consulting, however, did not support the tariff design put forward by
distributors and submitted that a demand based tariff is inferior to a time of use tariff.>* It
preferred giving all customers the same price via a time of use tariff as a more effective way
to gain a greater response from customers at the time it was most needed.

John Herbst, on behalf of the Renewable Energy Policy Group and Solar Citizens,
contended that a time of use is cost reflective, whereas a demand tariff is not.>® We find that
both these tariffs reflect the underlying cost of providing network services, but demand tariffs
are more cost reflective than time of use tariffs. This is because demand tariffs are designed
to send signals to customers about how their demand affects future network costs and to

% Energy Australia, Submission on the AER's Issues paper and the Victorian DNSPs' Tariff Structure Statement Proposals,

20 January 2016, p. 3.
Energy Consumers Australia, Submission on the AER's Issues paper and the Victorian DNSPs' Tariff Structure Statement
Proposals, 20 January 2016, p. 2; AGL, Submission on the AER's Issues paper and the Victorian DNSPs' Tariff Structure
Statement Proposals, 20 January 2016, p. 1; Origin Energy, Submission on the AER's Issues paper and the Victorian
DNSPs' Tariff Structure Statement Proposals, 20 January 2016, p. 1.
Creative Energy Consulting, Submission on the AER's Issues paper and the Victorian DNSPs' Tariff Structure Statement
Proposals, 20 January 2016, p. 5.
John Herbst, Solar Citizens and Renewable Energy Policy Group, Submission on the AER's preliminary views on the
Victorian DNSPs' Revised Tariff Structure Statement Proposals, 30 June 2016, p. 2.
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more closely align with when networks are likely to be under peak demand stress. While the
proposed demand tariffs do not exactly match coincident peak demands on the network, we
consider that they nevertheless assist customers in responding to peak demands and
therefore would still help defer capital augmentations. Time of use tariffs are often in the
form of energy only tariffs (measured in kwh) not as demand tariffs (measured in kW). As
the former, they do not signal to a customer as clearly how their demand can affect future
network investment, although they do still send a price signal.

There are many tariff designs that could be adopted to better reflect costs, ranging from
more averaged to more specific or dynamic approaches. Moving along the cost reflectivity
spectrum will be something to consider on an iterative basis, as technologies and
stakeholder acceptance allows for more sophisticated options. We noted this in our issues
paper.>*

Presently, Victorian distributors make available a time of use tariff for residential customers.
These tariffs are considered more cost reflective than a simple volumetric flat price tariff.
However, there are not many Victorian customers on these tariffs at the moment, which may
reflect a lack of ongoing marketing and customers’ resistance to change. In the near future,
retailers might be able to package up a network tariff to include in-home displays or demand
management options with interruptible load that enable customers to take even more control
over their electricity needs and therefore charges. Tariff design needs to be neutral towards
customer technology choices in order to be most effective or efficient.

The proposed seasonal variation in demand charges is intended to reflect the load profile of
the separate Victorian networks. These have higher peak demands in summer months, and
those peaks contribute most to additional network investment needs. It is therefore important
to target consumption during summer months given that this is when the networks hit their
peak demand. We accept the distributors’ proposal to introduce a demand tariff during the
off-peak periods of April through November, which is set at a lower level than the peak
demand tariff. This can help manage customer impacts by enabling customers to offset their
summer demand charges and thus mitigate their overall electricity costs. It also ensures
customers get a consistent charging regime throughout the year, which helps improve
understanding and minimise complexity. We consider this to be consistent with the Rules
which require network businesses to consider the impact on retail customers of changes in
tariffs.>

AusNet Services submitted that this seasonal approach to demand tariffs acts as a means of
reinforcing to customers the concept of demand as the basis for charging, enhancing
understanding of the broader tariff structure.®

% Australian Energy Regulator, AER Issues paper on Victorian Tariff Structure Statement Proposals, 3 December 2015, p.

10.
®* NER, cl. 6.18.5(h).
% AusNet Services, Revised Tariff Structure Statement Proposal, 29 April 2016, p. 48.
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United Energy used cost-reflectivity to justify its seasonal demand charge variation as well
as a need to provide customers with consistent signals throughout the year to minimise the
potential for bill shock throughout the transition to demand based tariffs.>’

However, JEN submitted that a common summer and non-summer charge (that is, where
the price did not vary) could maintain simplicity and help drive change in customer
behaviour, despite better cost reflectivity of seasonal variation in demand charges. JEN
noted that it will finalise a position on this in subsequent annual pricing proposals.®® This
aligns with the concerns of the Competitive Energy Association of Australia and Origin
Energy that the timing of peak demand seasonal charges could lead to multiple network
charges on a customer’s bill and create confusion.*

Nonetheless, we are satisfied that the seasonal variation in charges contributes to the
achievement of compliance with the distribution pricing principles and that the complexity of
tariffs is balanced by their cost-reflectivity and impact mitigation. ® We recognise that
consumer impact and education is important during reform. Seasonal variation in tariffs does
introduce more complexity than a year round tariff but appropriate education and
communication (by retailers, distributors and governments) can address this.

Furthermore, JEN cannot use the annual pricing proposal process to alter the structure of its
charges, such as to move from a common summer and non-summer tariff towards different
tariffs for these periods. The tariff structure statement should be clear in this respect. JEN's
proposed tariff structure statement has common summer and non-summer charges and this
is compliant with the pricing principles. If JEN wishes to change this structure during the
2017-20 period, it would need to submit to us an application to amend its tariff statement,
and we would need to consult on those before making a decision to approve or not approve
amendments.

While submitting in-principle support for tariff reform and demand charging, Energy Australia
expressed concern that customers may struggle to grasp this new, more cost reflective tariff
structure.® We note Clause 6.18.5(h) of the Rules reflects these concerns and requires
reasonable transition periods before exposing customers to cost reflective price signals. The
Energy Networks Association emphasised the importance of a carefully managed transition
to cost reflective prices in which tariff reform can be implemented in an effective and timely
manner.%

" United Energy, Revised Tariff Structure Statement Proposal, 29 April 2016 p. 31.

Jemena Electricity Network, Revised Tariff Structure Statement Proposal, 29 April 2016, p. 46, see footnote 109.

Competitive Energy Association of Australia, Submission on the AER's Issues paper and the Victorian DNSPs' Tariff
Structure Statement Proposals, 20 January 2016, p. 2; Origin Energy, Submission on the AER's Issues paper and the
Victorian DNSPs' Tariff Structure Statement Proposals, 20 January 2016, p. 2.

% NER, cl. 6.18.5(h).

> Energy Australia, Submission on the AER's Issues paper and the Victorian DNSPs' Tariff Structure Statement Proposals,
20 January 2016, p. 3.

Energy Networks Association, Submission to the AER's Issues paper and the Victorian DNSPs' Tariff Structure Statement

Proposals, 20 January 2016, p. 3.
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We agree with these concerns for adequate transition periods, but note distributors’ views
that an explicit transition period to full demand tariffs is no longer needed for small
customers, as they will only be moved onto a demand tariff if they choose to do so under the
Victorian Government’s opt-in requirement. AGL submitted that a transition period under the
opt-in arrangements would actually hinder take-up by customers that would benefit from
demand based tariffs.®® Distributors have not chosen a transition for small customers. Those
who opt-in will face a cost reflective tariff from 2017. It appears this is the outcome desired
by AGL. We also note that it will be important for distributors, retailers and other key
stakeholders to educate customers on tariff reform and on how customers can respond to
new price signals.

Each distributor has defined its tariff classes in a similar fashion. Generally, the voltage of
the customer connection and the annual consumption of the customer play a role in
determining which tariff class they will be assigned. This is outlined in Error! Reference
source not found. below

8 AGL, Submission on the AER's Issues paper and the Victorian DNSPs' Tariff Structure Statement Proposals, 20 January

2016, p. 3.
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Table 5-1: Distributors' tariff classes

Tariff classes

AusNet Services

CitiPower

Powercor

JEN

United Energy

Residential

Small Business

Medium Business

Large Business Low
Voltage

Large Business High
Voltage

Small low voltage customers.
Consuming up to 40 MWh p.a.

Includes small business

customers consuming up to
160MWh p.a. connected at

230V & 415V.

Medium LV industrial and
commercial customers using

between 160MWh and

400 MWh p.a, connected at

415V.

Low voltage connections

(415V), consuming more than

400MWh p.a.

High voltage connections for

6.6, 11 & 22kV.

No consumption
threshold.

Consuming up to 60
MWh p.a.

Consuming greater
than 60 MWh and
max demand less
than 120 kW.

Voltage less than
1kV with supply
capacity greater than
or equal to 120 kWw.

Voltage greater than
1kV but less than or
equal to 22 kV.

No consumption
threshold.

Consuming up to 60
MWh p.a.

Consuming greater
than 60 MWh and max
demand less than 120
kW.

Voltage less than 1kV
with supply capacity
greater than or equal to
120 kW.

Voltage greater than
1kV but less than or
equal to 22 kV.

No consumption
threshold.

Consuming less than
400 MWh p.a. and max
demand less than 150
kVA.

No medium business.

Consuming greater
than 400 MWh p.a. and
voltage less than 1 kV.

High Voltage tariffs
greater than 1 kV and
less than or equal to 22
kv.

Consuming less
than 20 MWh p.a.
and voltage of 0.23
kV.

Consuming between
20-400 MWh p.a.
and voltage of less
than 1kV.

Same as small
business.

Consuming greater
than 400 MWh p.a.
and voltage less
than 11kV.

Voltage between
11-22kV.
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The basis of charging is the same for medium business customers among the five
distributors. However, for large customers taking high voltage supply, some distributors
are charging on the basis of kVA rather than KW. The difference between these two is
the power factor. We consider that kVA charging also contributes to the achievement
of the pricing principles.

5.1.3 Small customer tariffs

Residential customers

We are satisfied that the residential tariff proposals of Victorian distributors contribute
to the achievement of compliance with the distribution pricing principles.

These principles include promoting efficient price signals for the use of the electricity
distribution network, while managing the bill impact on customers moving towards
more efficient prices.®* We are satisfied that the proposals for residential tariffs comply
with these pricing principles, and, as part of this assessment comply with the Victorian
Government’'s amended AMI Tariffs Order (because residential customers will
generally consume less than 40MWh of electricity annually). We also observe that the
distributors must comply with procedures governing assignment and reassignment of
small customers in accordance with their applicable distribution determination.®® We
consider their proposals achieve this.

We consider that the Victorian distributors' proposals for residential customer tariffs
sufficiently transition towards cost reflective pricing. This is because they all introduce
a monthly tariff for peak demand, and therefore contribute to the achievement of
compliance with the distribution pricing principles. The proposed demand tariffs are a
move towards greater cost reflectivity (away from consumption based tariffs) and will
send price signals to customers during times of high network demand. That is, the
demand tariff has not been designed to reflect each individual customer’s demand but
overall system demand.

The Victorian distributors have each proposed a similar pricing structure for the
demand based tariff and have worked to ensure consistency for small customer tariff
structures.

All five Victorian distributors have proposed to offer at least one tariff with a monthly
maximum demand charging component to small customers. The demand tariffs are
opt-in only, in compliance with the Victorian Government's AMI Tariffs Order. There is

* NER, cl. 6.18.5.

% AER, Final decision, CitiPower distribution determination 2016 to 2020, May 2016, Attachment 14—Appendix D.3;
AER, Final decision, Powercor distribution determination 2016 to 2020, May 2016, Attachment 14—Appendix D.3;
AER, Final decision, Jemena distribution determination 2016 to 2020, May 2016, Attachment 14—Appendix D.3;
AER, Final decision, AusNet Services distribution determination 2016 to 2020, May 2016, Attachment 14—
Appendix D.3; AER, Final decision, United Energy distribution determination 2016 to 2020, May 2016, Attachment
14—-Appendix D.3.
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one exception to this made by United Energy who proposed to assign all new
connections to a trial demand based tariff with the option to opt out. This is discussed
in section 7.2.

For all distributors, a customer's maximum demand is measured in 30 minute intervals
over the course of a month, and the interval with the highest (or maximum) level of
demand is used as the electricity quantity to be multiplied by a price (the demand
tariff).

Currently, network charges for residential customers only reflect their consumption of
energy, in kWh, and are not charged for the peak demand which drives the cost of
providing network capacity. The current suite of network tariffs offered includes a flat
usage tariff, comprised of only a fixed component and an energy usage component.
This tariff design is less cost reflective because the usage charge does not signal to
customers the times when peak demand constrains network capacity. It does not
signal the costs incurred of meeting an additional increment of demand.

As such, customers are not incentivised to reduce their bills by shifting usage away
from peak demand periods to other periods and minimise the cost of adding additional
network capacity.

Reductions in energy consumed (in kWh) do not necessarily impact on a given
customer’s level of demand such as in peak periods, which may be high even though
their overall energy consumption is low, or falling. Citizens Own Renewable Energy
Network Australia Inc. was concerned that a demand tariff would make solar PV less
attractive financially. They were concerned that solar customers would reduce energy
consumption but receive no reward for doing s0.%°

However, demand and consumption are not the same. Solar customers who have
north facing arrays do not generate much electricity late in the afternoon or early
evening in summer months, when their demand may be high. The network needs to be
sized to meet this demand. If there are no incentives for customers to reduce peak
demand, distributors may face additional expenditure requirements which increase
network charges for all customers. Cost reflective tariffs aim to overcome this. Solar
customers, along with all other customers, will face the same incentive to reduce their
level of demand during the evening peak. This helps to ensure fairer outcomes for all
customers and that the tariff is technology neutral.

Victorian distributors will continue to offer consumption-based time of use tariffs
comprising a fixed charge and a variable usage charge. Solar PV customers will still
have access to them. These are more cost reflective than flat tariffs however the
distributors have now gone further by seeking to introduce demand based tariffs.

% Citizens Own Renewable Energy Network Australia Inc, Make Safe Climate a Priority in Electricity Network

Regulation, 20 January 2016, p. 1.
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We consider that the Victorian distributors’ proposals for residential customer tariffs
sufficiently transition towards cost reflective pricing, through introducing a demand
component to tariffs on an opt-in basis. This is compliant with the AMI Tariffs Order.
We note that various stakeholders submitted their support for demand based tariffs.
For example, retailer AGL Energy noted that a demand tariff approach:

e substantially increases the cost reflectivity of network tariffs
e reduces inherent cross-subsidies

e mitigates annual network price instability whilst still providing consumers the ability
to alter usage patterns and manage their bill

e provides a clear time signal for new technologies.

Energy Consumers Australia also submitted its support for demand charging, noting
that a demand tariff structure is highly efficient.®” Origin Energy and Energy Australia
was also supportive.®® We agree with these positions that cost reflective pricing is likely
to contribute to more efficient use of networks.

Small business customers

We approve the Victorian distributors' proposals to implement a demand tariff for small
business customers below the 40MWh consumption threshold. We are satisfied this
contributes to achievement of compliance with the distribution pricing principles.
Demand tariffs more appropriately signal the cost to customers of their usage during
peak times. As such, they are more cost reflective than the tariffs currently in place for
small business customers and so contribute to the achievement of compliance with the
pricing principles. This is largely because the load profile of each Victorian distribution
network reveals highest peak demand in summer.

At the moment, small businesses are charged only for their energy consumption in
kWh but this does not correlate to when these businesses use kW of demand during
the day. It is this demand that drives network distributors to install new investment
capacity to keep pace with demand growth. Without those investments, customers are
at risk of poorer reliability and network outages when, or if, demand spikes.

Small businesses that consume less than 40MWh per annum are captured by the
Victorian Government's AMI Tariffs Order. The Victorian distributors therefore offer
these customers a demand tariff on an opt-in only basis.

In doing so, they have balanced the legislative requirements of the AMI Tariffs Order
with the need to send price signals to customers.

®”  Energy Consumers Australia, Submission on the AER's Issues paper and the Victorian DNSPs' Tariff Structure

Statement Proposals, 20 January, p. 3.
Origin Energy, Submission on the AER's Issues paper and the Victorian DNSPs' Tariff Structure Statement
Proposals, 20 January 2016, p. 1; Energy Australia, Submission Tariff Structure Statement proposals — Victorian
electricity distribution network service providers, 20 January 2016, p.1.
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AusNet Services and United Energy will automatically assign small business
customers who consume over 40MWh annually to a demand tariff. CitiPower,
Powercor and JEN have proposed a higher consumption threshold of 60MWh annually
to trigger mandatory assignment, as a means to mitigate customer impacts. Red and
Lumo Energy did not support a mandatory assignment of small business customers
who consume 40MWh or more to the demand tariff.®

Just as for residential customers, the Victorian distributors' have proposed seasonal
variation in the demand component of their small business tariff structures. Higher
demand tariffs in summer months (December to March) are appropriate given the
prevalence of summer peaking among Victorian networks. This promotes more
efficient use of the distribution networks if customers respond to price signals over the
longer term.

The distributors’ have used the consumption threshold from the AMI Tariff Order to
determine when to assign small business customers to a demand tariff. This ensures
compliance with that order. Taking into account the views submitted by various
stakeholders as discussed above, we are satisfied that the Victorian distributors’
proposals for small customer tariffs contribute towards the achievement of compliance
the distribution pricing principles.” This requires that the tariffs that a distributor
charges to a retailer for the provision of direct control services reflect the distributor's
efficient costs of providing those services. Importantly, these tariffs signal the long run
marginal costs of demand.

Medium business customers

We approve the tariff design put forward by the Victorian distributors for medium
business customers and are satisfied that it contributes to the achievement of
compliance with the pricing principles.” We consider the proposed medium business
customer tariffs sufficiently transition customers towards cost reflective pricing, while
managing customer bill impacts resulting from the introduction of demand tariffs.

The structure of existing network tariffs for medium business customers typically
includes a fixed component and an energy usage component which may vary
depending on the time of day, much like the existing tariffs for residential and small
business customers. As such, these medium business customers do not presently face
a demand tariff.

All five Victorian distributors’ have proposed mandatory assignment to a demand
based tariff for customers who consume over a certain level of electricity annually and
dependant on voltage levels, but with a transition to full cost reflectivity.

#  Red and Lumo Energy, Re: Victorian Tariff Structure Statement proposals, 16 June 2016, p. 3.

™ NER, cl. 6.18.5(a)
" NER,cl. 6.18.5.
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The AMI Tariffs Order defines small business customers as those business customers
consuming less than 40MWh per annum. By contrast, medium business customers are
generally those who consume between 40MWh and 160MWh.

Most distributors propose to assign these medium customers to a demand tariff with a
transition to full cost reflectivity over the 2017-20 period. However some distributors
have set a slightly higher consumption threshold for mandatory assignment to a
demand tariff, which we note below.

Defining medium businesses

CitiPower and Powercor have proposed to define medium business customers as
those consuming more than 60MWh per annum. They propose a higher threshold than
set out in the AMI Tariffs Order for the following reasons:

e some business customers' usage will fluctuate above and below 40MWh per
annum, so setting a higher threshold assists in managing compliance with the AMI
Tariffs Order

e those customers who currently consume between 40MWh and 60MWh per annum
would be, on average, materially worse off under CitiPower and Powercor medium
business or commercial and industrial network tariffs. The distributors did not
consider this was desirable from a customer impact point of view, even though it
may provide a more cost reflective signal.

Consequently, CitiPower and Powercor propose an opt-in arrangement for business
customers who consume up to 60MWh and plan to assign those with consumption
above this level to a transitional demand tariff.

Similarly, JEN has proposed an opt-in arrangement for customers who consume up to
60MWh rather than mandatorily assigning them to a demand tariff. Nevertheless, JEN
acknowledged that there are very few customers in this category, so the impacts are
not widespread.

AusNet Services classifies medium customers as those who consume between
160MWh and 400MWh of electricity annually. United Energy classifies medium
customers as those who consume between 40MWh and 160MWh of electricity
annually, consistent with the AMI Tariffs Order.

We approve the distributors' consumption thresholds for applying the AMI Tariffs
Order. This is because distributors have struck a balance that favours mitigating
customer impacts and attempting to encourage customers onto demand tariffs
voluntarily.”

By applying a slightly higher threshold for voluntary cost reflective tariffs take up than
set out in the AMI Tariffs Order, the networks are able to offer customers the ability to

7 NER, cl. 6.18.5(h)(3).
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trial new tariffs and become informed of their impacts. This is particularly pertinent for
the smaller to medium sized customers, who have not had experience with demand
charging to date.

Transition path to cost reflectivity

We approve mandatory demand tariffs for medium business customers as contributing
to the achievement of compliance with the distribution pricing principles. This is
because charging medium businesses for demand will sighal to them the cost they
impose on the network through use of the network at specified times. Also, the demand
tariff will be set at transitional levels, giving customers time to understand the charging
regime and make appropriate consumption and demand behaviour responses.

Distributors have proposed to automatically assign medium business customers to a
cost reflective demand tariff but with a transition path. This means a demand tariff will
be introduced and increased as a proportion of the distribution charge, alongside a
decline in the fixed and usage components. There will not be an opt-out provision for
these customers.

It is also important that customers in this tariff class are treated on an equal basis. This
means applying a demand tariff to them to ensure the benefits of cost reflective
charging are widespread and not confined to a narrower grouping of customers.

The proposed transition path varies between the five distributors. However they all
intend the demand charge should fully reflect long run marginal costs by the end of the
2017-20 regulatory period. In particular:

¢ AusNet Services has proposed to phase in the demand component of the tariff with
20 per cent annual increments from 1 January 2018. Alternatively, customers may
opt for a single rate tariff with a full demand component from this date.

e CitiPower and Powercor have proposed to set a transition path for which fully cost
reflective tariffs will be achieved in 2019.

o JEN'’s business customers who consume over 60MWh annually are already subject
to a demand based tariff component.

e United Energy has proposed to achieve full cost reflectivity in their demand
component by 2019, with two 50 per cent increments to achieve this.

However, customers may require a period of time to understand these new tariff
structures and to adapt their behaviour or implement demand management initiatives.

This is particularly the case where customers cannot choose the tariff to which they are
assigned. Red Energy and Lumo Energy submitted their support for a long-term
approach of transitioning customers to cost reflective tariffs, to manage expectations of
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consumers and provide necessary timing for behaviour changes to avoid price shock.”®
Various advocacy and consumer groups submitted that customer impacts—both for
medium businesses and residential customers—must be given primary consideration in
the transition to cost reflective pricing and that price volatility should be minimised.™
We note Energy Australia’s view that 1 January 2018 is a more practical
commencement date for transitioning customers to a demand tariff and allows enough
time for customers to understand and adjust to the tariffs. This is an approach that
AusNet Services and JEN have chosen to take,

We agree with these submitters that medium business customers do need time to
adapt to new demand tariffs. The Victorian distributors’ acknowledged the need to
minimise customer impacts by proposing to transition medium business customers
progressively towards full cost reflectivity.” As these customers haven’t been on
demand tariffs before, it is important that distributors find a balance between
minimising customer impacts and achieving cost reflectivity.

We accept the proposed transition paths of all distributors do help customers manage
bill impacts resulting from the introduction of demand tariffs. We note that in moving
towards demand tariffs that fully recover long-run marginal costs over this period, there
are offsetting reductions to fixed and usage charge components.

Transition to cost reflective levels over time is consistent with the Rules which requires
network businesses to consider the impact on retail customers of changes in tariffs."
We find that distributors have ensured customers are able to mitigate price impacts by
reducing their demand and that customers will reasonably be able to understand these
new tariffs.”” The introduction of cost reflective network tariffs contributes toward
minimising peak demand requirements and consequently reducing long-term average
network tariffs for all users. We have also taken into account the extent of distributors’
customer consultation over the last couple of years when deciding to accept the
transition paths.

5.1.4 Large customer tariffs

We are satisfied the Victorian distributors' proposed commercial and industrial tariff
structures contribute to achieving compliance with the distribution pricing principles.

" Red and Lumo Energy, Submission on the Victorian DNSPs' Revised Tariff Structure Statement Proposals, 29

April 2016, p. 2.
Consumer Utilities Advocacy Centre and Alternative Technology Association, Submission to the Australian Energy
Regulator - Preliminary Views on Victorian 2017-20 Tariff Structure Statements, 28 June 2016, p. 1; Joint
consumer groups, Submission on the AER's Issues paper and the Victorian DNSPs' Tariff Structure Statement
Proposals, 20 January 2016, p. 1
AusNet Services, Revised Tariff Structure Statement, 29 April 2016, p. 47; CitiPower, Revised Tariff Structure
Statement, 29 April 2016, p. 49; Jemena, Revised Tariff Structure Statement, 29 April 2016, p. 31; Powercor,
Revised Tariff Structure Statement, 29 April 2016, p. 49; United Energy, Revised Tariff Structure Statement, 29
April 2016, p. 40.
™ NER, cl. 6.18.5(h).
7 NER, cl. 6.18.5(h)(3) and NER cl. 6.18.5(i).
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The distributors have not proposed to change the tariff structures for large low voltage
(LV), high voltage (HV) and sub-transmission (ST) customers as they already exhibit
relatively strong cost reflectivity. In particular, these customers already face a charge
for demand in the form of a capacity charge and/or a critical peak demand charge.

These large business customers have faced demand charging for many years and are
familiar with the incentives to change consumption behaviour in response to price
signals. Additionally, some distributors are able to negotiate connection requirements
directly with commercial high voltage and sub-transmission customers to help them
manage their demand profile. We did not receive submissions about larger customer
tariffs.

JEN changes to basis of demand charging

JEN intends to change how it measures maximum demand for large business
customers from kW to kVA from 2017 to better reflect the additional costs that a poor
power factor has on its system.”® JEN submitted that this change is to ensure they are
providing cost reflective price signals as kVA charging means they can provide signals
to large customers to invest in ways that improve their power factor where it is cost
effective for them to do so.

This should assist in promoting efficient levels of investment in JEN’s network over the
longer term. We note that this approach brings JEN in line with the other Victorian
distributors’ tariff approaches and as such it was the only distributor to propose a
change in how maximum demand is measured for the 2017-20 period.

JEN currently offers its large customers a demand based tariff structure in which a
customer’s maximum demand is set at any 15 minute period in a month. The demand
component of the tariff ratchets upwards, meaning that it is determined as the highest
of the maximum demand recorded for a month and the billed demand for the previous
month. JEN intends to notify large customers of the change from kW to kVA demand
charging and in doing so will advise them of ways to reduce their bills by installing
power factor correction equipment at their site.

The customer must advise JEN that it has installed such equipment and reduced its
demand before JEN will reset the kVA demand charged to that customer. Customers
can then request subsequent demand resets every 12 months, and the new level of
kVA demand will be the highest reading recorded in the 12 months prior to the reset
application. Therefore, a customer’s demand tariff is based on their highest level of
demand until they apply for a demand reset.

8 As well as the power that is used in equipment, known as real power, a site may also draw power which is not

directly used, known as reactive power. The combination of the two is known as apparent power. Power factor is
the relationship between real and apparent power (kVA). If a site has a poor power factor, the business could be
paying for energy that cannot be used. Simply, it is a measure of how efficiently the load current is being
converted into useful work output and is a good indicator of the effect of the load current on the efficiency of the
supply system.
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JEN has not proposed to change the structure of its commercial and industrial tariffs,
which includes a fixed component, a usage component that varies for peak and off-
peak times, and a demand component.

The demand component for large business customers is subject to a minimum
chargeable demand level. JEN submitted that it does not consider a locational critical
peak demand tariff would be appropriate for its network at the moment, due to
practicalities involved in notifying in advance when the peak will be.

We are satisfied that JEN's proposal to change how it measures maximum demand
contributes to the achievement of compliance with the distribution pricing principles.
This is because it prices the cost of maximum demand by taking account of large
customers' power factor. The lower the power factor, the more network assets that
needs to be built, or run at higher levels of efficiency, to supply the given level of
demand. Therefore, JEN is incentivising customer usage that will lead to desirable
power factors. This can include the customers’ installation of power factor correction
equipment, the benefits of which will be lower overall charges in the short term for the
individual customer and over the medium to long term for all customers in that tariff
class. We accept JEN’s assessment of the way in which changing the basis of
customer charging will encourage desirable power factor outcomes.

AusNet Services critical peak tariff

AusNet Services offers a suite of commercial LV, HV and sub transmission tariffs that
consider contributes to compliance with the distribution pricing principles.

Since January 2011, AusNet Services has used a two part demand tariff structure
under which customers who consume above 160MWh per annum face a critical peak
demand charge and a demand capacity charge, in addition to a fixed charge and time
varying usage charge.

AusNet Services is proposing to retain this tariff structure for large customers during
2017-20. The critical peak demand tariff component, charged as $/kVA per annum, is
based on a customer's average demand on five critical peak demand days nominated
by AusNet Services between 1 December and 31 March each year. AusNet Services
nominates days that are to be Critical Peak days at least 24 hours in advance. On
each of the days that are nominated as Critical Peak, AusNet Services captures the
maximum 30 minute demand for each customer that occurs between 3pm and 7pm.
The five maximums recorded for each day are then averaged and 1/12" of the Critical
Peak Rate is applied to the average value each month for the twelve months
commencing 1 April. This cost reflective price signal was designed to incentivise
industrial and large commercial customers to reduce their load during those five critical
peak demand days.

The capacity component of the demand tariff structure is based on a customer's
installed connection assets; that is, the amount of transformer capacity dedicated to
the customer’s connection. In general, this is not a variable value but is based on the
connection design requirements when the network assets are constructed. The amount
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is only varied in the exceptional circumstances where a customer’s long term needs
have changed and the existing capacity is either insufficient or no longer required.

The purpose of the capacity charge is to ensure that customers do not require AusNet
Services to over engineer the network and increase the network costs for all other
customers. This is an important feature of any cost reflective tariff; i.e. that it removes,
or at least substantially reduces, cross subsidies within and between customer classes.

AusNet Services submitted that the application of peak demand and capacity charges
in commercial tariffs has led to more efficient use of its distribution network.

We approve AusNet Services' proposal to retain this critical peak tariff structure and
are satisfied that it contributes towards the achievement of compliance with the
distribution pricing principles. In particular, it is a targeted cost reflective tariff that
enables customers to respond to critical peak events on the AusNet Services network.
Because this tariff is announced in advance by AusNet Services, customers have the
potential to shift their demand and consumption to non-critical peak times with full
knowledge that this will result in a reduced charge on their electricity bill. This is the
outcome desired by AusNet Services. If enough customers participate and reduce their
demand by a sufficient amount during the critical peak days, it will not need to upgrade
or reinforce its distribution assets which service those customers.

CitiPower and Powercor critical peak pricing trials

CitiPower and Powercor's large customer tariff structure includes a fixed component, a
peak and off-peak usage component and a maximum demand tariff. We welcome the
proposal to trial critical peak pricing for large business customers. This is because as
network costs can be driven by time and location specific factors we consider prices
that vary over time and by location would be the most cost reflective option.

From 1 July 2016, kVA demand tariffs replaced the previous kW demand tariffs. All
large customers that were on a kW demand tariff were reassigned to the kVA demand
tariff. CitiPower and Powercor’s kVA demand charge is billed at the customer’s highest
recorded demand over the previous 12 month period. For example, the July 2017 bill
would be based on the maximum kVA over the period from 1 August 2016 to 31 July
2017. CitiPower and Powercor did not propose to make any further changes to network
tariff structures for large customers in their tariff statements.

However, both these distributors advised that they are considering conducting critical
peak pricing or critical peak rebate trials over the 2017-20 period. This is intended to
encourage large business customers to reduce their electricity usage during peak
demand periods, much like AusNet Services’ pricing described above. CitiPower noted
that these may be location based. We do note that none of the distributors have
proposed location based tariffs for the 2017—-20 period, on the grounds that these are
too complex to design and implement.

Additionally, customers in Victoria are unfamiliar with these types of tariffs at present
and we consider that the proposed tariffs may risk complicating price signals to
customers, or creating confusion. Therefore, proposed trials are an appropriate
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measure at this time to test if location specific tariffs can be successfully implemented
in future.

Retailers and customer groups submitted that distributors should not introduce more
complex tariff structures for residential and small business customers, such as critical
peak pricing or location based charges.” Notwithstanding the approaches of
CitiPower, Powercor and AusNet Services noted above for large customers,
distributors have largely taken on board this feedback and consider it would be
advantageous to engage further with customer groups about tariff reform for small
customers in this area over coming years. Such stakeholder engagement will be
important in explaining the full benefits of more elaborate tariff structures and helping
customers understand them. Commercial customer critical peak tariff trials may assist
with this consultation.

United Energy continuance of current charging structures

United Energy did not propose to change its existing cost reflective large customer
tariff structures. It commenced phasing in cost reflective tariffs for large industrial and
commercial customers more than ten years ago. United Energy submitted that the
introduction of these tariffs has been successful in demonstrating customers' capability
to understand and respond to price signals. Specifically, customers have undertaken
demand side management initiatives, including power factor correction, in response to
the kVA demand element within the tariffs. We welcome United Energy's continued
offering of demand tariffs to its customers, as it promotes the pricing of distribution
services on the basis of efficient cost.

United Energy's existing commercial and industrial tariffs include a peak energy usage
component that varies for summer and non-summer months, an off-peak energy usage
component and two demand based tariffs—a Summer Demand Incentive Charge and
a peak rolling demand tariff. A minimum chargeable demand level applies to United
Energy's large customer tariffs.

The Summer Demand Incentive Charge encourages customers to make bill savings by
altering the time of use of their consumption away from 3pm to 6pm on summer
workdays. Large customer demand is initially measured on the maximum kW recorded
over a 30 minute interval. It is then billed based on the corresponding kVA for the half
hourly period of maximum demand.

We consider that each of the distributors’ tariff design complies with the distribution
pricing principles, particularly the network pricing objective in Clause 6.18.5(a) which
requires distributors to set charges for direct control services that reflect the efficient
costs of providing those services to retail customers.

" Energy Consumers Australia, Submission on the AER's Issues paper and the Victorian DNSPs' Tariff Structure

Statement Proposals, 20 January 2016, p. 4; Energy Australia, Submission on the AER's Issues paper and the
Victorian DNSPs' Tariff Structure Statement Proposals,, 20 January 2016, p. 4; Origin Energy, Submission on the
AER's Issues paper and the Victorian DNSPs' Tariff Structure Statement Proposals, 20 January 2016, p. 3.
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Differences in distributors’ tariff categories

There are some aspects of the Victorian distributors’ proposals which offer a unique
tariff or charging methodology. These differences in the Victorian distributors’ tariff
structure statements are outlined below:

AusNet Services Alpine village tariff

AusNet Services proposed not to offer alpine village customers the demand tariff,
given that the maximum demand tariff is significantly weighted to summer months and
customers in alpine regions are heavily winter peaking.*® A summer season based
tariff would not be cost reflective for alpine village customers, sending a perverse price
signal such that they would be the greatest beneficiaries. That is, these customers
would face a minimal demand tariff during summer because these regions are largely
vacated during that time. AusNet Services is considering options for a more suitable
cost reflective tariff targeted to these customers in the coming years.®* Our view of this
alpine tariff is that it makes sense not to apply a summer demand tariff to this group of
customers for the reasons proposed by AusNet Services.

JEN future tariff options

JEN has engaged with particular customers and explored some options of specific
pricing methodologies based on the unique requirements of these customers.

As a result, JEN is considering introducing:

e A traction tariff for Metro Trains—this tariff would better reflect Metro Trains’
contribution to driving JEN'’s costs.

e A preferential service tariff—distribution services provided to a higher service level
for large customers, for example better expected reliability through higher levels of
security and better response times for the part of the network that the relevant
customer is connected t0.%*

o Network benefit tariff—this tariff would reflect the costs of supplying customers
using battery technologies, including electric vehicles and a solar PV and battery
combination. It is intended to facilitate the efficient deployment of new technologies
in JEN’s network.

e Trial tariffs—critical peak rebates trialled over the regulatory period, with potential
benefits of obtaining targeted response in certain locations.®

The rules limit the extent to which distributors can make amendments to approved tariff
structure statements. Clauses 6.18.1B and 6.18.1C set out alternative methods under

8 The alpine region is defined as Mount Hotham, Dinner Plain, Falls Creek and Mount Buller.

AusNet Services, Revised Tariff Structure Statement, 29 April 2016, p. 48.

Customers that request the preferential service tariff would fully fund the additional costs of providing such a
service through higher tariffs than the rest of JEN’s customer base.

Jemena Electricity Networks, Revised Tariff Structure Statement, 29 April 2016, p. 34.
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which distributors can propose, and that AER can accept, amendments. The
circumstances under each process differ, and limit the extent to which changes can be
made to a previously approved tariff structure statement.

In the event that JEN decided the above tariffs should be introduced, JEN should make
a proposal to amend its tariff structure statement.®* We would then review those
proposals and consult with customers before making a final decision to amend the tariff
structure statement.

United Energy minimum demand levels

United Energy has proposed to include a minimum demand charge of 1.5kW instead of
a fixed charge for its residential and small and medium business customers. A
minimum demand charge is functionally equivalent to a fixed (standing) charge, as
customers will pay for at least 1.5kW of demand via the demand charge, no matter
what their maximum demand actually is for the relevant billing period. United Energy is
proposing not to incorporate a fixed charge component in their demand tariff.?®

AGL submitted concern for the transparency of fixed charges in regard to United
Energy’s proposed minimum demand charge and recommended that it be removed.®®
We also note Red and Lumo Energy’s view that a fixed daily charge would achieve the
same goal as a minimum demand charge and would reduce complexity.®” Our view of
the minimum demand charge is that, at 1.5kW, it is low enough to result in only a
minimal bill impact to customers as most will exceed this level. We consider that there
will not be a significant increase in the fixed component of the bill and are satisfied that
United Energy’s minimum demand charge complies with the distribution pricing
principles. We reach this view on the basis that it ensures that there is a signal to
customers about the costs, and the value to users, of being connected to the electricity
distribution network.

We consider that the minimum demand charge does not distort the price signals being
sent to customers as it includes only residual cost recovery and its impact on
customers is minimised by the low value of the minimum charge. % Further, there is no
fixed supply charge that also applies to these customers as an offset to the introduction
of the minimum level of demand charge.?® This ensures the tariff does not over recover
costs from customers assigned to it.

United Energy critical peak rebates

8 JEN would need to do this via NER, cl. 6.18.1B.

% United Energy, Revised Tariff Structure Statement, 29 April 2016, p. 29, 31.

8  AGL, Submission on the AER's Issues paper and the Victorian DNSPs' Tariff Structure Statement Proposals, 20
January 2016, p. 3.

Red and Lumo Energy, Submission on the AER's Issues paper and the Victorian DNSPs' Tariff Structure
Statement Proposals,, 20 January 2016, p. 2.

% NER, clause 6.18.5(g).

¥ NER, clause 6.18.5(h).
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United Energy has employed critical peak rebates for some customers on its network
in recent years, noting that they are an efficient way of dealing with localised
constraints. Many holiday homes located on the Mornington Peninsula put pressure on
United Energy's network during weekends. It considers critical peak rebates an
important tool for managing demand at these times and proposed to continue offering
these rebates.*

We are satisfied that United Energy’s proposal to continue offering critical peak rebates
to customers in selected areas contributes to the achievement of compliance with the
distribution pricing principles.

In particular, we consider that moves that attempt to use variations in traditional tariff
types to engender customer response to specific issues, including localised congestion
or emergence of local network constraints, exhibits compliance with the distribution
pricing principles.” It is possible that for tariff statements beyond 2020, distributors
might place more emphasis on critical peak prices or rebates.

5.2 Charging windows

We approve the distributors' proposed demand charge windows for residential and
business customer tariffs. We are satisfied they contribute to the achievement of
compliance with the distribution pricing principles. This is because we consider the
distributors' proposed demand charge windows reasonably target their network-wide
peak demand for residential and business customers. We set this out by each
distributor below.

The Victorian distributors consulted widely with stakeholders on the appropriate
charging windows. They received clear and strong guidance to align the time periods
for residential customers’ charging windows and the days they apply.

Customers and stakeholders submitted that aligning charging windows will simplify
new concepts to enable better communication of tariff reform, and therefore promote
customers’ understanding. The distributors’ proposal to align charging windows is also
intended to have regard to stakeholder feedback, with the result being consistency
among distributors’ charging regimes. Extensive consultation with customers, retailers
and other stakeholders provides us with confidence that the distributors have struck a
balance between improved cost reflectivity and managing customer impacts.*

5.2.1 Residential customer charging windows

All Victorian distributors proposed to align their charging windows (that is, the period of
time that defines the peak pricing period) for residential demand tariffs. Charging

% United Energy, Revised Tariff Structure Statement proposal, 29 April 2016, p. 34.

T NER, cl. 6.18.5(f).
2 NER, cl. 6.18.5(g) and NER, cl. 6.18.5(i)(2).
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windows are designed to signal when demand on the network might be higher, so that
demand based tariffs provide an accurate signal of network costs to customers.

Charging windows need to be:
e wide enough to capture peak demand periods

e not so short as to make it easy to shift demand, simply moving the network peak
from one time period to another

o wide enough to ensure customers have an ability to respond to the price signal by
spreading their load over the period and thereby allow them to manage their bill.

The proposed window for all distributors is 3pm to 9pm on weekdays, excluding public
holidays, with a higher charge during summer (December to March inclusive).

Data submitted by the distributors confirms that the majority of network peaks occur
within the proposed charging window, or close to it. Some distributors acknowledged
that they had peaks outside the 3pm to 9pm window.*®

Commonality of charging windows was a big focus of consultation between customer
groups and distributors. Powercor heard a recurring theme during consultation that it
would be beneficial for retailers and customers if Powercor aligned as much as
practicable with the other Victorian distributors on network tariff reform.%

Industry, stakeholders and customer groups expressed a strong desire for
commonality throughout Victorian networks, to aid retailers' ability to pass through
demand tariffs.” Private citizen John Herbst suggested that the proposed charging
windows are too wide. This would lead to customers spreading out their load within the
charging window and shifting it into peak times.?® We observe that spreading out load
is a desirable outcome and should help alleviate peak demands, rather than add to
them.

Common charging windows allow for simplicity and predictability and reduce
administrative costs for retailers. They also help customers to understand tariffs.
Retailers are responsible for converting network tariffs into final retail tariff structures
for customers. Retailers are more likely to pass through the network structure where
they only need to have one common field in their billing systems. Amending billing

% Jemena Electricity Networks, Tariff Structure Statement Proposal, 29 April 2016, Appendix B, pp B-1 to B-3.

Powercor, Tariff Structure Statement 2017-20, September 2015, p. 85.

Origin Energy, Submission on the AER Issues paper and the Victorian DNSPs' Tariff Structure Statement
Proposals, 20 January 2016, p. 2; Red and Lumo Energy, Submission on the AER's Issues paper and the
Victorian DNSPs' Tariff Structure Statement Proposals, 20 January 2016, p. 2AGL, Submission on the AER's
Issues paper and the Victorian DNSPs' Tariff Structure Statement Proposals, 20 January 2016, p. 2; Energy
Networks Association, Submission on the AER's Issues paper and the Victorian DNSPs' Tariff Structure
Statement Proposals, 20 January 2016, p. 4; Competitive Energy Association, Submission to AER issues paper
tariff structure statement proposals — Victorian electricity distributors, 25 January 2016, p. 2.

John Herbst, Submission on the Victorian DNSPs' Tariff Structure Statement Proposals, 20 January 2016, p. 1.
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systems can be expensive, and any incremental costs to retailers could be passed
through to customers in retail tariffs.

Distributors have also preserved consistency in the peak charging window for the
demand tariffs, by setting the same 3pm to 9pm peak window as the flexible time of
use tariff currently in place. This again reduces the complexity for retailers and
customers and aids understanding and customer communication.®” Importantly, data
from the distributors showed that 3pm to 9pm coincided with the maximum peaks
recorded on their networks. This permitted a common charging window to be
proposed.

Although JEN acknowledged that it did have some zone substations peaking before
3pm, it saw reduced risks of these being affected by commencing the demand tariff
from 3pm to 9pm. This was because six out of seven substations were not considered
likely to need capacity upgrades until sometime after 2020 and they also have a 3pm
to 9pm peaking profile. The seventh substation (Somerton) peaks before 3pm but
predominantly services commercial customers, who maostly already face demand
based tariffs.®® Thus, JEN saw merit in ensuring consistency with the demand charging
window proposed by other distributors and generally sought by customers. We support
this approach.

 NER, cl. 6.18.5(1)(2).
% Jemena Electricity Networks, Tariff Structure Statement Proposal, 29 April 2016, Appendix B, pp B-2 to B-3.
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United Energy

Figure 5-1 presents United Energy's residential substation demand profile for a typical
summer and non-summer day. Data is recorded for a particular summer day (16
January 2014) and non-summer day (22 July 2014), based on a sample of 200,000
residential customers.

It shows residential summer peak demand occurring around 6pm after building steadily
throughout the day and declining relatively quickly from 9pm. The non-summer peak
occurs slightly later and is over 100MW lower than the summer peak, and its duration
is shorter.

We consider the difference between seasonal peak demand and the daily peak
demand profile justifies United Energy’s proposed seasonal variation in demand
charges. We consider United Energy’s proposed charging window period of 3pm to
9pm is justified by its customer demand profile presented in Figure 5-1, where demand
peaks between 3pm and 9pm. For these reasons, we are satisfied United Energy's
proposed charging windows contribute to the achievement of compliance with the
distribution pricing principles.

Figure 5-1: United Energy - sample residential customer summer/winter
demand profile, MW

400

350 /\

300

200k}

250

200

150

100

Segment sample MW {n

50

0

=] =] =] =] =} =} =] =] [=}
=} — ~ ] < bl o ~ 0

10:30
11:30
12:30
13:30
14:30
15:3(-)“-"""""

16:30
17:30
18:30
19:30
20:30
21:30
22:30
23:30

—Residential summer day —Residential non-summer day

Source: United Energy, Revised Tariff Structure Statements, 29 April 2016, p.10.

AusNet Services

AusNet Services has proposed the same charging window for both commercial and
residential customers. This is because those network areas serving largely residential
customers (91 per cent) also serve commercial customers and both have a similar late
afternoon demand peaking profile.*® Figure 5-2 presents the demand profile on a peak

% AusNet Services' overall customer base is made up of approximately 90 per cent residential customers.
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day for Eltham zone substation, where the residential proportion of overall
consumption is relatively high (69 per cent, with the remaining 31 per cent being
commercial and industrial customers).'® The figure presents data recorded on

19 December 2015 for all customers served on the Eltham zone substation. Demand
peaks between the hours of 3pm and 9pm, justifying the proposed charging window.

AusNet Services explained that the key cost driver that can be affected by its
customers' future consumption behaviour is peak demand. Energy consumption
occurring outside of the system peak demand period is not a material driver of AusNet
Services' future costs. For these reasons, we are satisfied AusNet Services' proposed
charging windows contribute to the achievement of compliance with the distribution
pricing principles.

Figure 5-2: AusNet Services — residential customer summer demand
profile, MW
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CitiPower and Powercor

Figure 5-3 and Figure 5-4 compares the residential daily demand profile for CitiPower
and Powercor's networks in winter and summer, constructed using all residential
customers’ demand recorded on particular winter and summer peak days. Again, the
proposed 3pm to 9pm charging window for residential customers reflects the timing of
maximum demand on CitiPower and Powercor's networks. We are satisfied that this
proposal contributes to the achievement of compliance with the distribution pricing
principle in clause 6.18.5(f)(2) because the charging window captures peak demand on

190 Note that Barnawatha zone substation has only 13 per cent residential customers and is discussed in the section

on small business charging windows.
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CitiPower and Powercor's network which is most likely to drive further network
expenditure,

CitiPower and Powercor further justified this charging window as reflecting the
feedback provided during their stakeholder engagement process, noting stakeholder
support for measuring demand over as harrow a period as possible and a preference
for consistency across distributors.’® As explained above, we consider limiting the
charging window periods to between 3pm and 9pm will contribute to the mitigating the
impact of changes in tariffs on residential customers because this provides
opportunities for residential customers to shift their consumption outside the peak
demand charging window.**

For these reasons, we are satisfied CitiPower and Powercor's proposed charging
windows contribute to the achievement of compliance with the distribution pricing
principles.

Figure 5-3: CitiPower — sample residential customer summer/winter
demand profile, MW
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CitiPower, Revised Tariff Structure Statement Proposal, 29 April 2016, p. 40.
%2 NER cl 6.18.5(h).
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Figure 5-4: Powercor — sample residential customer summer/winter
demand profile, MW
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JEN

Figure 5-5 presents the average of the five highest peaks on JEN's network recorded
during the summer of 2014—15 for all residential customers. JEN'’s residential customer
demand profile builds steadily throughout the day and peaks at around 6pm.

As noted above, JEN observed that its network demand profile actually suggests that
3pm to 9pm is not its ideal window. However it was more inclined to align charging
windows with other distributors, as a result of strong stakeholder support for this.

Nevertheless, JEN noted that in future tariff structure statements, it may consider
proposing different demand charging windows depending on the outcome of
customers’ response to tariffs during 2017—20. We note the nuance in JEN's proposed
charging windows. For the reasons set out both here and above, we are satisfied

JEN's proposed charging windows contribute to the achievement of compliance with
the distribution pricing principles.
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Figure 5-5: JEN — sample residential customer summer demand profile,
MW
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Overall, the data submitted by the Victorian distributors justifies setting higher charges
during summer months to signal the times of greatest network stress, and supports a
wide charging window to avoid a situation in which customers can simply shift peak
demand to a new time period. We consider that the distributors have provided
sufficient information to show that their proposed charging windows are in line with the
times of greatest network utilisation.

Wide charging windows also limit the potential for bill shock by reducing the amount
charged per kilowatt during the peak period. This enables customers to respond to
price signals by altering their demand during the peak periods.

We consider that the distributors' proposed residential demand charging windows
signal efficient network costs, giving customers the ability to respond to price signals
and mitigate their bill impacts. We are satisfied they thereby contribute to the
achievement of compliance with the distribution pricing principles.'®

An alternative approach to measuring demand

We note that Victorian distributors have proposed that they measure a customer’s
demand as the highest demand recorded in a 30 minute period (that falls within its
proposed peak charging window) during the month. We approve this basis of charging
in this initial phase of tariff reform. It does indicate to a customer how their individual

%8 NER, cl. 6.18.5(f)(2)
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demand can affect the network. But that customer’s individual peak may not coincide
with when the network is peaking and so there can be a mismatch between these two.
As such, the highest 30 minute demand charge is sending an average signal about
demand.

An alternative approach would be to average a customer’s top several demand periods
during the month (that falls within the peak charging window). We observe that Ergon
Energy has proposed to average the top four highest demand periods for its residential
customers as the basis for calculating the demand charge.

We consider this issue lends itself to further analysis in the future as distributors look to
refine the cost reflectivity of their tariffs, including attending to customer impacts. We
would be interested in working through this issue with the industry and stakeholders in
the lead up to the next round of tariff structure statements.

5.2.2 Small business customer charging windows

Unlike for residential customers, the proposed charging windows for small business
customers vary among the Victorian distributors as they are designed to reflect each
distributor's individual circumstances.

For example, the distributors’ small business customer base is likely to exhibit varying
demand profiles reflecting the diverse nature of these businesses’ operating hours.
These customers can utilise the network in terms of their usage and demand at
different times during the day. This explains why distributors have proposed wider
charging windows. We received evidence from the distributors to support the charging
windows and consider that they appropriately match when peak business demand on
the networks is likely to occur. No submissions were received on the length of business
customer charging windows.

We do not take issue with the lack of alignment among business tariffs for each
distributor and accept the proposed charging windows as appropriately matching the
timing of peak demands on the individual distributors’ networks. We are therefore
satisfied that they contribute to achievement of compliance with the distribution pricing
principles.

Table 5-2 presents each distributor's proposed charging window for its time varying
small business customer tariff.
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Table 5-2: Victorian distributors' small business charging windows

Distributor Charging window

Peak
AusNet Services
3pm to 9pm workdays

Peak
CitiPower
10am to 6pm workdays
Peak
JEN
10am to 8pm workdays
Peak
Powercor

10am to 6pm workdays

Peak
United Energy
10am to 6pm workdays

All five distributors proposed to set higher demand charges during the summer months,
defined as December to March inclusive. This is the same approach to that adopted for
residential customers demand tariffs.

AusNet Services charging windows 3pm to 9pm

While four of the Victorian distributors have similar small business charging windows,
AusNet Services proposed to align its residential and small business charging windows
of 3pm to 9pm. AusNet Services considered its business and residential customer
demand profiles together and found that the peak period on its network overall was still
3pm to 9pm, as shown in Figure 5-6. This is partly explained by the fact that 90 per
cent of AusNet Services' customers are residential and approximately 9 per cent are
small business customers. Even in zone substations for which commercial customers
make up the majority of consumption, AusNet Services finds a similar late afternoon
peaking profile to those serving largely residential customers.

Figure 5-6 presents the Barnawatha zone substation demand profile for which
residential customers make up only 13 per cent of total electricity consumption, the rest
being commercial and industrial customers and a small number of farms.

This shows that the 3pm to 9pm charging window is appropriate for AusNet Services’
overall network. In aligning the charging windows, AusNet Services is targeting
network-wide effects rather than separating non-residential and residential effects.

Its system peak demand occurs over the period December through March, hence why
these months have been identified as the peak period for charging purposes.
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We are satisfied that AusNet Services' proposed charging window reflects the higher
cost of meeting customer demand during times of greatest network utilisation and
therefore contributes to compliance with the distribution pricing principles.'®*

Figure 5-6: AusNet Services — small business customer demand profile,
MW
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Common charging windows, 10am to 6pm
United Energy

Figure 5-7 presents United Energy's small business demand profile for summer and
non-summer months. The summer peak demand time period is roughly the same as
the non-summer demand period but it is higher in terms of consumption, which we
consider gives support for seasonal variation in demand charges. United Energy has
determined that a demand charge window of 10am to 6pm workdays is most
appropriate in meeting the desire for cost reflectivity balanced against other
requirements, including minimising the customer impacts of the transition. We are
satisfied that United Energy's proposed charging window reflects the higher cost of
meeting customer demand during times of greatest network utilisation.**®

1% NER, cl. 6.18.5(f)(2).
1% NER, cl. 6.18.5(f)(2).
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Figure 5-7: United Energy - sample small business customer demand
profile, MW
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CitiPower and Powercor

CitiPower and Powercor have proposed to measure demand between 10am and 6pm
for small and medium business customers. This period reflects the timing of maximum
demand on each of their networks, as shown in Figure 4-8 and Figure 5-9. CitiPower
and Powercor have proposed to set higher demand charges for summer months than
non-summer months as the networks experience more demand pressure during this
period, shown by the red line in Figure 5-8 and Figure 5-9. We are satisfied that
CitiPower and Powercor's proposed charging windows reflect the higher cost of
meeting customer demand during times of greatest network utilisation.**®

1% NER, cl. 6.18.5(f)(2).
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Figure 5-8: CitiPower — sample small business customer summer/winter
demand profile, MW
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Figure 5-9: Powercor — sample small business customer summer/winter
demand profile, MW
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JEN

JEN proposed to introduce a workday maximum demand charge for small business
customers where maximum demand is measured during 10am and 8pm. We consider
this reflects the characteristics of its network and will cover the 95 per cent probability
interval of times a peak will likely occur. Figure 5-10 presents the average of the five
highest peaks on JEN's network for small business customers in the 2014 summer.
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We consider this provides support for the 10am to 8pm small customer tariff charging
window. We are satisfied that JEN's proposed charging windows reflect the higher cost
of meeting customer demand during times of greatest network utilisation.**’

Figure 5-10: JEN — sample small business customer demand profile, MW
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For the reasons above, we consider each distributor has sufficiently justified their cost
reflective tariff peak charging windows. The charging windows appear to target the
broad network peaks for residential and small business customers while providing
opportunity for customers to shift usage to manage their bills.

We are satisfied that these charging windows contribute to the achievement of
compliance the distribution pricing principles, and in particular, compliance with the
pricing principles in clause 6.18.5(f)(2), which requires that the method in which tariffs
are calculated—based on the long run marginal cost of providing the service—be
determined having regard to the additional costs likely to be associated with meeting
customers’ demand at times of greatest utilisation of the network.

5.2.3 Large customer charging windows

As large commercial and industrial customers generally use a much higher proportion
of the network infrastructure that they are connected to, the infrastructure needs to be
sized to the needs of the customers regardless of the time of peak demand.

Some of the distributors’ proposed large customer tariffs incorporate demand charging
windows that align to broader network peak demand, in order to give customers the
opportunity to reduce their bills by shifting usage out of these periods.

7 NER, cl. 6.18.5(f)(2).
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Other distributors’ proposals for large customer tariffs do not incorporate charging
windows. Rather, the kVA demand charge is based on the customer’s highest demand
during the relevant period regardless of when it was recorded. The incentive is to
minimise the kVA demand, to reduce charges.

Large customers are more likely than small customers to have network assets
dedicated specifically to their use, or predominantly for their use. Their actions can also
heavily impact demand. It is therefore reasonable to base demand tariffs on the
highest demand recorded at any time of the day, or year. Overall, we are satisfied the
distributors’ large customer charging windows contribute towards the achievement of
compliance with the distribution pricing principles.

AusNet Services

As discussed in section 4.1, AusNet Services' critical peak demand charge measures a
large customer's demand on five specific critical peak demand days, as nominated by
the distributor. Demand is measured as the highest demand over a 30 minute interval
that occurs between 3pm and 7pm. The demand component for large customer tariffs
also includes a capacity charge based on installed connection assets. The two demand
components are charged as $/kVA/month.

United Energy

United Energy has proposed two demand based tariffs with separate demand
calculation windows. The peak rolling demand calculation window is 7am to 7pm
workdays and the Summer Demand Incentive Charge demand calculation window is
3pm to 6pm summer workdays. A customer’s demand is measured as the maximum
kW recorded and billed based on the corresponding kVA for the 30 minute period of
maximum demand. Customers can make savings by reducing their energy
consumption during these defined peak periods. Off-peak energy is all day weekends
and public holidays and 7pm to 7am workdays. United Energy customers are charged
for their peak demand at $/kVA/day.

CitiPower and Powercor

CitiPower and Powercor do not set a specified measurement period for the demand
component of their large customer network tariffs, submitting that the non-coincident
maximum demand of a large customer can be material for the capacity of network
assets supplying that customer. As such, the demand tariff is an anytime demand tariff
that is measured over 24 hours a day, 7 days a week. The demand component is
charged as $/kVA/pa.

JEN

Likewise, JEN measures maximum demand as that set at any 15 minute period in the
month and therefore has an anytime demand tariff which measures demand 24 hours
a day, 7 days a week. JEN currently measures maximum demand of its large
customers as the highest of the maximum demand recorded for the month and the
billed demand for the previous month, charged as $/kVA/pa.
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The demand of large commercial customers can impact the network regardless of the
time of day. Large users might cause localised network congestion at a particular point
in time which may differ from when the network experiences overall peak demand. We
consider this gives weight to basing time varying tariffs on the highest demand
recorded at any time rather than at times aligned to broader network peak demand.

We consider the Victorian distributors’ proposed charging windows for large customers
comply with the distribution pricing principles, specifically clause 6.18.5(f)(2). As large
customers have historically faced demand charging, they are better able to understand
and adapt to cost reflective price signals than those customers who have only been
charged on the basis of energy volume (in kWh) to date. There are no transition issues
that need to be addressed.
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6 Tariff levels

This chapter sets out our considerations of the Victorian distributors' approach to
calculating long run marginal costs, passing those costs through to customers and
dealing with residual costs.

We are satisfied the Victorian distributors’ tariff structure statement proposals are
compliant with the distribution pricing principles, specifically (as per the distribution
determination) and clause 6.18.5 of the NER. The proposed tariff statements exhibit
movement along the cost reflectivity spectrum, incorporating demand based tariff
options for small customers and complementing existing cost reflective tariffs for large
customers.

The pricing principles in the Rules state that each tariff must be based on the long run
marginal cost of providing the services to which it relates to the retail customers
assigned to that tariff.’°® A key concept that underpins the distribution pricing principles
and the design of efficient network tariffs is the use of long run marginal costs. The
Rules define long run marginal cost as the cost of an incremental change in demand
over a period of time in which all factors of production can be varied.*® This is also
known as the forward looking cost.

6.1 Calculation and recovery of long run marginal cost

When tariffs accurately reflect the marginal or forward-looking cost of increasing
demand, consumers may make informed choices about their electricity usage. Tariff
reform seeks to promote additional investment in the network by distributors only when
consumers value increased demand more than the cost of delivering the additional
network capacity necessary to meet that demand.

We approve the Victorian distributors' approach to calculating long run marginal costs
and passing those costs through to customers in the form of tariff structures. We are
satisfied these proposals contribute to the achievement of compliance with the
distribution pricing principles.™® This is because we are satisfied the proposals comply
with the rule requirements for tariffs to be based on long run marginal costs and for the
tariffs for each tariff class to be between stand alone and avoidable costs.™*

CitiPower, Powercor, AusNet Services and United Energy adopted a 10 year planning
horizon over which to assess their augmentation expenditures. JEN used a 20 year
period to derive their estimates. We consider this captures the essence of ‘long run' in
the methodology.

1% NER, cl. 6.18.5(f).

199 NER, Chapter 10-Glossary.

10 NER, cl. 6.18.5(f).

1 NER, cl. 6.18.5 (f)(1)(2)(3) and 6.18.5(e)(1)(2).
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‘Long run marginal costs' is defined in the NER to mean the cost of an incremental
change in demand for direct control services provided by a distributor over a period of
time in which all factors of production required to provide those direct control services
can be varied. We consider there is no ideal, or correct, "period of time" over which to
base these estimates. This is because the longer the estimation period is, the more
difficult it becomes to estimate and forecast long run costs. Assumptions about future
growth at zone substation and/or terminal stations also become more problematic with
a longer planning horizon.

The Rules do not prescribe a particular method for estimating and calculating long run
marginal costs. Historically, electricity distributors in the national electricity market have
calculated their long run marginal cost using the average incremental cost approach.
This methodology estimates long run marginal cost as the average change in forward
looking operating and capital expenditure resulting from a change in demand. It is
estimated by:

¢ Initially, estimating future operating and capital costs to satisfy expected increases
in demand

e Then estimating the anticipated increase in the relevant charging parameter

¢ Finally, dividing the present value of future costs by the present value of the
charging parameter over the time horizon chosen.

The distributors included augmentation costs plus operational costs associated with
those upgrades to establish long run marginal cost estimates. Long run marginal costs
were calculated by voltage level.

All Victorian distributors have linked their long run marginal costs of demand to the
proposed kW or kVA demand charges, for residential and business customers as
presented in table 6-1.

Table 6-1: LRMC estimates, by distributor, $/kVA

LV residential LV business HV business Sub-transmission
AusNet Services 88.73 88.73 24.60 16.09
CitiPower 94.20 103.20 to 109.90 67.30 24.80
JEN 57.63 54.62 to 55.86 27.97 30.97
Powercor 96.60 109.50 to 112.70 77.00 9.80
United Energy 64.73 73.59 to 77.58 46.61 9.36

Source: Distributors' analysis.

Notes: JEN's LRMC ranges are raw estimates based on tariff type within the tariff class, 29 April 2016, Appendix E,
p.E3-E4
Ranges in LV business relate to LV small and LV large business estimates
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6.2 Consideration of long run marginal cost in future
determinations

We observe there are elements of the distributors’ proposed average incremental cost
approach which we consider could be revisited in the future to better promote
compliance with the distribution pricing principles. In particular, the inclusion of
replacement costs in long run marginal cost estimates.

These are the first tariff structure statements submitted for Victoria. Tariff reform is a
long term project. We consider the distribution pricing principles require movement
towards more cost reflective tariffs with every tariff structure statement proposal over
upcoming regulatory control periods.

We have identified the elements of the proposed methodologies that we consider are
less reflective of the distribution pricing principles. This is to provide guidance to the
Victorian distributors on our views on the direction the industry should be heading in
order to maintain compliance with the distribution pricing principles in the future.

We consider that calculation of long run marginal costs is about how much it would
cost to deliver additional capacity at certain locations within the network. It ensures that
the impact of a change in demand on the network, and the associated investment
required to meet that demand, is reflected in the tariff that customers face. As a
consequence, it sends a signal to customers about the impact of their use of the
network at certain times (typically during period of peak demand). Red and Lumo
Energy supported use of the average incremental cost approach.**?

In the long run, the level of capacity is variable. When assets come to the end of their
useful life, distributors have a choice of maintaining their current level of capacity,
increasing capacity or decreasing capacity, depending on demand trends and
forecasts. Distributors should not adopt a default position of maintaining existing
capacity levels. To promote network capacity in the long run at levels that consumers
value, it is desirable that replacement capex should also be included in long run
marginal cost estimates. Red and Lumo Energy also held a similar view.**

The more robust long run marginal cost can be made, the more a distributor will be
able to send the sharpest possible price signal to its customers. Moreover, it will also
enable a distributor to further amend the fixed and energy volume charging
parameters, to make them more cost reflective too. This opens up additional
possibilities for customers to benefit from further improvements in energy efficiency
and demand management or home energy automation initiatives.

6.3 Recovery of residual costs

112 Red and Lumo Energy, Re: Victorian Tariff Structure Statement Proposals, 16 June 2016, p. 3.

113 Red and Lumo Energy, Re: Victorian Tariff Structure Statement Proposals, 16 June 2016, p. 4.
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In addition to signalling the long run marginal costs of demand, all five Victorian
distributors have sought to recover residual costs from either fixed charges or energy
consumption charges.

We approve all the Victorian distributors' proposals to recover residual costs
apportioned across the fixed charge and variable energy consumption tariff, rather than
being included in the demand tariffs. We are satisfied that recovery of residual costs in
this manner contributes to the achievement of compliance with the distribution pricing
principles.'* We consider the distributors have thus minimised distortions to the
forward looking cost signal, while at the same time provided customers with an ability
to respond to tariff changes.**®

All the Victorian distributors proposed to reduce the energy (kWh) charge and increase
the fixed charge, signalling to customers the value of being connected to the network.
That is, regardless of the level of energy consumption or demand, a distributor will
incur costs to supply a connected customer. As such, despite some stakeholder
opposition to increases in fixed charges, we consider them a legitimate tool for revenue
recovery.!*

Residual costs are sometimes referred to as sunk costs. They are expenditures that
have already been incurred by the distributor, and will not be affected by a change in
customers' future consumption behaviour or their level of demand. Examples of these
include corporate overheads, regulatory costs and past capital investments included in
the regulatory asset base (for which the distributor receives a return on capital and
depreciation).

We note also that retaining usage charges in some form, rather than abolishing them
altogether, may be more comfortable for customers to understand in the short term.
Existing customers are familiar with usage based tariffs. It may also be less
distortionary for usage charges to recover some portion of a distributor's residual costs
than to disturb the forward looking price signal established by the demand charge. Red
and Lumo Energy agreed that the residual costs should be recovered through fixed
charges and volume based charging parameters.*’

United Energy minimum demand charge

United Energy took a different approach to that of its peers, choosing to recoup
residual costs only through an energy charge. United Energy's minimum 1.5kW of
chargeable demand will be used in place of the fixed charge that is levied on legacy
tariffs. We are satisfied this approach ensures the recovery of fixed costs from
residential customers with intermittent demand profiles and does not significantly

4 NER, cl. 6.18.5(g)(3).

15 NER, Clause 6.18.5(h)(3) and 6.18.5().

118 Clean Energy Council, Submission on the AER's Issues paper and the Victorian DNSPs' Tariff Structure Statement
Proposals, 20 January 2016, p. 2.

17 Red and Lumo Energy, Re: Victorian Tariff Structure Statement Proposals, 16 June 2016, p. 3.
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disadvantage any particular customer class, and therefore contributes to the
achievement of compliance with the distribution pricing principles.™® In principle,
minimum levels (or charges) for either the demand charge or usage charges are
equivalent to a fixed charge. Customers cannot avoid the charge, regardless of their
consumption behaviour.

United Energy's rationale is to make tariff design simple—by reducing the number of
charging parameters—and to acknowledge that it has made past investments to
provide and maintain capacity to households. Red and Lumo Energy were not
convinced that this was a superior approach to charging a fixed charge to customers
instead.***

However, we understand that a typical residential customer's maximum load is around
3.5kW to 4.5kW. Thus, United Energy's minimum 1.5kW of chargeable demand
appears reasonable and is considered unlikely to cause any significant disadvantage
for customers, even those who use relatively little electricity during the day and whose
demand is minimal.

Further, a minimum level of charging is akin to a fixed charge by another name and
fixed charges are considered an appropriate mechanism for recovering residual costs.

6.4 Tariff-rebalancing

Moves towards cost reflective pricing invariably involve a change in the relative mix
between fixed charges, energy charges and the new cost reflective tariff.

As the new demand tariff is introduced for small customers (residential and business),
there needs to be a restructure of the charging parameters that existed before the
adoption of cost reflective prices. This section sets out our views on how the Victorian
distributors have gone about this and considered the impact on customers. We
consider the proposed tariff re-balancing policies encourage relatively cost-reflective
pricing whilst managing the bill impacts for customers, in accordance with clause
6.18.5(h)(3) of the NER.

6.4.1 Low voltage customers

We are satisfied that the proposed re-balancing of tariff structures provide a relatively
more cost-reflective price by reducing the proportion of variable charges as a
component of the total network tariff. The Victorian distributors will gradually reduce the
energy consumption charge during 2017-20 and increase the fixed charge, to ensure
they comply with the distribution pricing principles.

18 NER, cl. 6.18.5(g); NER, cl. 6.18.5(i).
119 Red and Lumo Energy, Re: Victorian Tariff Structure Statement Proposals, 16 June 2016, p. 2.

79 Victorian distributors—Tariff Structure Statements—Final Decision



This is to ensure that these elements of tariffs do not over recover revenues in
accordance with clause 6.18.5(g)(2) of the NER—and therefore cease to be cost
reflective—as the demand charge is introduced .

In order to mitigate customer bill impacts, these charges (which recover distributors’
residual costs) will be gradually realigned, occurring at the same time as the transition
to demand tariffs for medium business customers, in accordance with clause 6.18.5(h)
of the NER.

We consider that the change in the mix between the various charging parameters
proposed by each Victorian distributor will contribute to the achievement of the national
electricity objective and the national pricing objective and the distribution pricing
principles.'*

Small business and residential customers' fixed and variable energy charges will vary
over the tariff statement period depending on the rate of opt-in demand tariff take up.

The greater the take up, the more non-demand tariffs for those who do not opt-in will
need to increase to compensate for the loss of revenue associated with the lower
demand recovered through the demand charge. This is because in the early years of
tariff reform only customers who will be better off are expected to opt-in, and with a
fixed revenue requirement that would mean distributors under recover their revenue
each year, perhaps by a significant amount. All things equal, this would lead to large
under recoveries of revenues, increasing tariff volatility. To compensate, fixed and
variable charges will be adjusted.

The distributors' indicative pricing schedules set out the proposed rates to apply
during 2017-20 to provide transparency and certainty to retailers and customers about
the trajectory of all charges.

6.4.2 Medium business customers

We are satisfied that the proposed re-balancing of tariff structures provide a relatively
more cost-reflective price by reducing the proportion of variable charges as a
component of the total network tariff. For medium business customers, there will be a
transition to cost reflective demand tariffs over the 2017—-20 period. Like small
customers, there will be tariff rebalancing towards the fixed charges to signal
connection to the network, while consumption based charges will fall relative to these
fixed charges.

6.4.3 High voltage customers

We are satisfied that the proposed re-balancing of tariff structures provide a relatively
more cost-reflective price by reducing the proportion of variable charges as a
component of the total network tariff. High voltage and sub-transmission customers will

120 NER, cl. 6.18.5.
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not receive a transition to cost reflective pricing. This is because their tariffs have
historically been set based on demand—on either a kW or kVA basis—and this will
continue under the tariff statements.

Commercial and industrial customers taking supply at high voltages are also
accustomed to demand charges and are aware of the actions they can take to
minimise their demand. Examples of this include power factor correction equipment.
Some of these customers have network assets dedicated to their connection, and so
need to face an appropriate price signal reflecting this.

CitiPower and Powercor, for instance, have account managers assigned to the largest
customers to provide advice and assistance with managing demand and corrective
measures that can alleviate energy bills.
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7 Tariff assignment policies

We approve the tariff assignment policies proposed by the Victorian distributors, as we
are satisfied the policies comply with clause 6.18.5 of the NER, incorporating the AMI
Tariffs Order in Council.**

We also consider the policies comply with the procedures governing the assignment
and re-assignment of small customers in our 2017-20 distribution determination for
each distributor."* We consider that the tariff assignment policies sufficiently transition
customers towards cost reflective charging, while managing the billing impact to
customers by offering alternative charging structures. That is, customers who choose a
new cost reflective demand-based tariff can also opt-out to their previous legacy tariff.
These tariff assignment policies will apply to customers over the 2017-20 period, from
1 January 2017.

Customers may be assigned or re-assigned to a tariff in the following circumstances:

e Connecting to the distribution network for the first time (i.e. new dwelling
connections)

e Take over an existing supply point (i.e. change of dwelling occupancy)
e Upgrades or modifies a connection (i.e. solar installation)

¢ Request a change of tariff through a retailer.

Customers will be automatically assigned to a demand tariff if customers exceed
certain consumption or demand thresholds.

7.1 Tariff classes

The Victorian distributors have proposed the tariff classes listed in Error! Reference
source not found. based on consumption thresholds, connection voltage and the
consumption profile of customers.

We consider this complies with the procedures governing the assignment and re-
assignment of small customers in our distribution determination for each distributor
which require that tariff assignment policies are to be based upon one or more of the

following factors relating to the small customer*?:

21 Victorian Government, Order in Council, Advanced Metering Infrastructure (AMI Tariffs) Order 2013, 19 June 2013.

22 AER, Final decision, CitiPower distribution determination 2016 to 2020, May 2016, Attachment 14—Appendix D.3;
AER, Final decision, Powercor distribution determination 2016 to 2020, May 2016, Attachment 14—Appendix D.3;
AER, Final decision, Jemena distribution determination 2016 to 2020, May 2016, Attachment 14—Appendix D.3;
AER, Final decision, AusNet Services distribution determination 2016 to 2020, May 2016, Attachment 14—
Appendix D.3; AER, Final decision, United Energy distribution determination 2016 to 2020, May 2016, Attachment
14—-Appendix D.3.

122 AER, Final decision, CitiPower distribution determination 2016 to 2020, May 2016, Attachment 14—Appendix D.3;
AER, Final decision, Powercor distribution determination 2016 to 2020, May 2016, Attachment 14—Appendix D.3;

82 Victorian distributors—Tariff Structure Statements—Final Decision



¢ The nature and extent of customer usage
e The nature of their connection to the network

e Whether remotely-read interval metering has been installed at the customers'
premises as a result of a regulatory obligation or requirement.

These tariff classes are identical to those in place prior to the proposed 2017-20 tariff
structure statements. The tariffs reflect the long established definitions offering tariff
classes based on customers' connection type and annual energy consumption.

7.2 Tariff assignment policies

We consider that the proposed tariff assignment policies offer customers sufficient
choice between alternative charging structures and treat customers with similar
connection and usage profiles on an equal basis. Thus, we are satisfied the Victorian
distributors have complied with clauses 6.18.5(h)(2) and with the procedures governing
the assignment and re-assignment of small customers in our 2017-20 distribution
determination for each distributor.*?*

However, we observe that United Energy has not made clear in its revised tariff
structure statement, its assignment policy for applying this tariff to small customers.

In accordance with the Victorian Government's revised AMI Tariffs Order, residential
and small business customers consuming less than 40MWh per annum can choose to
be charged according to a demand-based charge or a consumption-only tariff offered
by their retailer.

Small and medium business customers will be mandatorily assigned to cost reflective
tariffs for the 2017-20 period where they exceed this annual consumption threshold or
a higher threshold nominated by the distributor. Large business customers that are
already on a demand-based charge will continue to face a similar charging structure for
the 2017-20 period.

Due to the operation of the AMI Tariffs Order, for the 2017-20 period for which this
tariff structure statement approval covers, we determine that United Energy’s demand
tariff may only be applied on an opt-in basis. Clause 10A(9)(b) of the AMI Tariffs Order
precludes Victorian distributors from assigning small customers to a cost reflective

AER, Final decision, Jemena distribution determination 2016 to 2020, May 2016, Attachment 14—-Appendix D.3;
AER, Final decision, AusNet Services distribution determination 2016 to 2020, May 2016, Attachment 14—
Appendix D.3; AER, Final decision, United Energy distribution determination 2016 to 2020, May 2016, Attachment
14—-Appendix D.3.

AER, Final decision, CitiPower distribution determination 2016 to 2020, May 2016, Attachment 14—Appendix D.3;
AER, Final decision, Powercor distribution determination 2016 to 2020, May 2016, Attachment 14—Appendix D.3;
AER, Final decision, Jemena distribution determination 2016 to 2020, May 2016, Attachment 14—Appendix D.3;
AER, Final decision, AusNet Services distribution determination 2016 to 2020, May 2016, Attachment 14—
Appendix D.3; AER, Final decision, United Energy distribution determination 2016 to 2020, May 2016, Attachment
14—-Appendix D.3.
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flexible AMI distribution tariff without first obtaining the assigned small customer’s
explicit informed consent. We consider United Energy’s demand tariff falls within the
AMI Tariffs Order’s definition of “cost reflective flexible AMI distribution tariff’. Since the
distribution pricing principle clause 6.18.5(k) of the NER requires that tariffs must
comply with the Victorian AMI Tariffs Order, we are reasonably satisfied that an opt-out
or mandatory assignment policy to the United Energy demand tariff would not comply
with the distribution pricing principles, and accordingly we have not approved it.

In order to approve United Energy's demand tariff, we substitute an opt-in assignment
policy for this tariff. We are satisfied United Energy’s demand tariff with an opt-in
assignment policy contributes to the achievement of compliance with the distribution
pricing principles in the NER. The NER clause 6.12.3(l) requires us to approve a
compliant tariff structure statement. We consider our substituted assignment policy
amends United Energy's proposal to the extent necessary to enable it to be approved
in accordance with the Rules.

7.2.1 Victorian policy background

The Victorian Government mandated a widespread installation of remotely-read
interval (smart) meter infrastructure in 2009. This infrastructure is now connected to the
vast majority of the Victorian customers' premises.

This infrastructure enables the Victorian distributors to remotely collect customers'
consumption and demand data every thirty minutes to better identify when and where
the distribution network is most constrained. This infrastructure also enables
distributors' to offer cost reflective pricing by measuring and charging customers
according to their monthly maximum demand.

On 14 April 2016, the Victorian Government gazetted a revision to the AMI Tariffs
Order to give some residential and small business customers the option to choose
either cost reflective or existing charging structures offered by their retailers. This is a
unique jurisdictional requirement that distinguishes Victorian customers from other
jurisdictions in the NEM.

7.2.2 Implementing customer's choice of charging structures

Residential and small business customers consuming less than 40MWh per annum
who are contemplating changing tariffs should consult their retailer for information
about billing impacts under the range of tariffs offered. Additionally, customers may use
the Victorian Government's energy comparator website to compare the bill impact
between retail offers.'*® If the customer or retailer makes no decision to opt-in to
demand-based tariffs, they will remain on their existing tariff. Customers requesting a
change in tariff should contact their retailer to assess the tariff options available to

125 Victorian Government, Energy compare website, Retrieved 24 June
2016,from https://compare.switchon.vic.gov.au/
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them. This is because there are no requirements on Victorian retailers to offer demand
tariffs as a component of a total electricity bill, and consequently, Victorian retailers
may decide not to fully pass through the distributors' charging structures to customers.

The Victorian distributors have established annual consumption thresholds which
dictate whether customers will be automatically assigned to demand-based tariffs.
Customers being automatically assigned to demand-based tariffs should be notified via
their retailer.*”® In their submission, the Consumer Utilities Advocacy Centre (CUAC)
gueried how customers would be notified of tariff changes from legacy to demand-
based tariffs.**’ It is our understanding that retailers have traditionally provided
information about potential reassignments to customers. At any point during the 2017—
20 period, customers that are not mandatorily assigned to demand-based tariffs may
switch between demand or non-demand based tariff packages, as offered by their
retailer.

7.2.3 Differences between distributors' tariff assignment
policies

With the exception of United Energy, the Victorian distributors have uniformly adopted
the same opt-in policy for residential and small business customers consuming less
than 40 MWh per year. There are some differences between assignment policies for
small and medium business customers over the 2017-20 period which are outlined
below:

AusNet business customers

AusNet Services have proposed that new and existing small and medium business
customers consuming more than 40 MWh per annum will be automatically allocated to
a demand-based tariff.

JEN business customers

JEN has proposed that only business customers who consumed more than 40 MWh
and exceed an annual maximum demand of 60kW over the past 12 months will be
automatically assigned to a demand tariff.*?® If only one or neither of these
consumption or demand thresholds is exceeded, JEN business customers will be
eligible to opt-in to a demand tariff or remain on their legacy tariff.

CitiPower and Powercor business customers

126 Victorian Government, Energy Retail Code Version 11, Retrieved 24 June 2016, from

http://www.esc.vic.gov.au/wp-content/uploads/esc/2a/2a0c8726-1a0b-4671-bade-dal4178f92fe.pdf, p. 47, 91.
Consumer Utilities Advocacy Centre and Alternative Technology Association, Submission to the Australian Energy
Regulator - Preliminary Views on Victorian 2017-20 Tariff Structure Statements, 28 June 2016, p. 2-3.

Jemena Electricity networks, Response to AER information request: RE AER TSS information request - large
customer charging, 30 June 2016.
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CitiPower and Powercor will only automatically assign business customers to a
demand tariff that consumed more than 60MWh and exceeded an annual maximum
demand of 120 kW over the past 12 months.*® If only one or neither of these
consumption or demand thresholds is exceeded, CitiPower and Powercor business
customers will be eligible to opt-in to a demand tariff, or remain on their legacy tariff.

United Energy residential and business customers

United Energy confirmed its position to mandatorily assign new customers to a
demand tariff with us in a meeting after submitting its revised tariff structure statement.
United Energy's tariff policy proposed to automatically assign all new customers to a
demand-based tariff from 1 January 2017.

We do not accept United Energy's proposal to mandatorily assign new customers to a
demand tariff because it does not offer new customers the flexibility to opt in to
demand tariffs and therefore is not compliant with the amended AMI Tariffs Order. We
have substituted an opt-in tariff assignment which will apply to United Energy's revised
tariff structure statement.

United Energy's proposed tariff assignment policy was made on the basis that it has
offered this tariff prior to 1 January 2017 and is not bound by the revised AMI Tariffs
Order which requires cost reflective tariffs be offered on an opt-in basis only.

United Energy proposed that it could use this time to effectively trial the number of
customers moving onto demand-based tariffs and observe their behavioural responses
in managing electricity demand and consumption over time. United Energy proposed
that this information should prove useful to the Victorian Government as it assesses in
2019 whether to continue with the AMI Tariffs Order's opt-in arrangements beyond the
2017-20 period.

CUAC and ATA made a joint submission in support of United Energy's proposed
mandatory assignment of residential and business customers to demand tariffs. In
addition, CUAC and ATA highlighted the need for consumers to be provided with clear
and understandable explanation of changes to the charging methodology.**® A
submission from Red Energy and Lumo Energy disagrees with United Energy's
proposed mandatory assignment of new customers to demand tariffs. The submission
notes that United Energy's proposal is not compliant with the revised AMI Tariffs Order,
or the policy intent by offering consumers a choice of tariff which suits their needs.*®

As explained above, we do not consider United Energy's mandatory assignment of
new connection customers to demand tariffs from 1 January 2017 complies with clause

129 CitiPower, Revised proposed tariff structure statement, 29 April 2016, p. 31; Powercor, Revised proposed tariff

structure statement, 29 April 2016, p. 31.

Consumer Utilities Advocacy Centre and Alternative Technology Association, Submission to the Australian Energy
Regulator - Preliminary Views on Victorian 2017-20 Tariff Structure Statements, 28 June 2016, p. 3—4.

Red Energy and Lumo Energy, Re: Victorian tariff structure statement proposals, 15 June 2016, p. 2-3.
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6.18.5(k) of the NER, as we do not consider that United Energy could implement its
proposed mandatory assignment policy in accordance with the AMI Tariffs Order.**

%2 Victorian Government, Advanced Metering Infrastructure (AMI Tariffs) Order 2013, cl. 10A(9)(b), 19 June 2013.
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A Our consultation process

We published an issues paper in December 2015. This summarised key aspects of the
five Victorian distributors' proposals, highlighted issues we consider relevant to our
assessment and invited stakeholder submissions. We received submissions from a
cross section of stakeholders, including major retailers, consumer advocacy bodies
and individual customers.

We held a forum in December 2015 to outline key themes we had observed from the
tariff structure statements proposed in September 2015 and posed questions for
stakeholders to respond to.

We released a draft decision in February 2016 which took into account policy
announcements by the State Government that demand tariffs should be offered to
small customers only on a voluntary opt-in basis. Our draft decision gave each
distributor time to respond to the government policy announcement and amend their
tariff statements to promote compliance.

On 31 May 2016 we held a forum to outline our preliminary views about the
distributors' 29 April revised tariff structure statements. We advised that we were
broadly supportive of the proposals. We received a submission from Red and Lumo
Energy on our preliminary views, and a response from Consumer Utilities Advocacy
Centre and the Alternative Technology Association.

88 Victorian distributors—Tariff Structure Statements—Final Decision



B Distributors' customer consultation and
customer impact analysis

This section sets out the consultation process that Victorian distributors undertook
when developing their 2017-20 tariff structure statements and how they responded to
customer and stakeholder feedback. The Rules require that distributors consult with
their customers in order to help them understand the new tariffs and thereby how they
might mitigate the tariffs' impact on them.**®

A common theme through consultation was stakeholders' desire for consistency
between the five Victorian distributors where possible on tariff design and
implementation. This included the use of similar terminology when explaining and
communicating tariff structures to retailers and consumer representatives.

This section sets out the consultation that distributors have undertaken to establish
proposed tariffs, how stakeholder views were taken into account in formulating the tariff
statements, and our views on these.

We are of the view that distributors' stakeholder engagement contributes to the
achievement of compliance with the distribution pricing principles and the national
pricing objective.

B.1  Customer consultation and impact analysis
In table b.1-1, we have set out how distributors responded to what stakeholders asked.

We find that the consultations undertaken over the last few years to develop each
distributor's tariff statements have been wide ranging, generally clear and
understandable and that stakeholders comments have been taken up, where possible,
in development of the statements.

With many issues to cover, and in some cases complex material to convey, it is not
possible for 100 per cent of issues raised by either stakeholders or the networks to be
agreed, much less implemented. Inevitably there are trade-offs between the needs of
different customer groups and tariff classes, and within tariff classes.

1% NER, clauses 6.18.5(h)(2) and (3) and 6.18.5(i)(1) and (2).
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Table B.1-1 Stakeholders' messages and distributors' responses

What stakeholders said

How distributors responded

Sought consistent charging windows

Consumers wanted weekends to be off peak, given that
demand on weekends does not typically contribute to
network constraints.

Keep the demand charge window to a reasonable time
frame, to enable customers to respond

Time of use network tariffs are also cost reflective

Locational tariffs are complex for consumers to
understand

Communication of tariff reform is important. Who will do
this?

Move to cost reflective prices as fast as possible but
taking account of customer impacts.

Incentives for users to reduce peak demand are
important, and likely to change customer energy usage.

Industrial customers still looking for detail about how a
kVA charge operates.

Residential customers were concerned about "bill shock"
that might occur with demand charging compared to
energy only charges.

Customer understanding and acceptance of new charging
arrangements

All five distributors aligned the residential peak demand
charging windows to 3pm-9pm, weekdays only, during
Dec-March. Maximum demand based on monthly
maximum 30 minutes usage. Demand is reset each
month.

All distributors have made weekends and public holidays
not subject to the demand charge.

Common charge window of 3pm to 9pm; wide enough to
ensure customers can shift usage to outside peak
charging window, but not so short as to just move overall
peak demand to a different time period.

Existing time of use tariff will remain available to
residential customers.

Locational tariffs have not been proposed by any
distributor.

Victorian distributors have committed to working with
government and retailers, to design appropriate
communication materials. Fact sheets, website already
used to convey clear and simple message.

Full signalling of long run marginal costs of demand for
opt-in cost reflective tariffs. Transition medium business
customer to full cost reflectivity by 2019 or 2020..
CitiPower, Powercor and United Energy flagged the
possibility of critical peak rebates or critical peak pricing
trials, to assess the merits of these more pointed price
signals.

Introduction of demand tariffs, to reduce cross subsidies
and incentivise efficient use of network services.
Distributors will work with retailers to provide information
to assist consumers understand new charges.

Meet with business customers to explain how kVA
charging works and ways to improve power factor, which
will help to reduce overall energy bills.

Demand tariffs are now opt-in, giving consumers the
chance to observe their current energy patterns to
determine if they should opt-in to demand tariffs.

Demand will be reset each month, so one-off events that
drive up demand will not penalise residential customers
on an on-going basis.

Work with retailers to explain how demand charges
impact customers, to aid informed end user decision
making.

Use of network maps, fact sheets and diagrams to explain
or show how demand charges operate. Work with
government, retailers and representative bodies (industry
and stakeholder) to communicate tariff reform.

Source: Victorian distributors' tariff structure statements.

90 Victorian distributors—Tariff Structure Statements—Final Decision



We find that all five Victorian distributors have made substantial efforts to engage with
their customer groups and stakeholders over the course of developing their tariff
structure statements. Much work was underway at about the time the Australian
Energy Markets Commission was finalising the new distribution pricing rules. The
distributors recognised the benefits of consulting as a collective group where possible
with stakeholders and the Victorian Government. This related to issues such as
charging windows, whether peak charges should apply on weekdays and weekends
and ensuring that consistent definitions were used when describing tariffs.

It appears that distributors put more effort into placing customers at the forefront of
their tariff structure statements, rather than focussing only on government or regulators
as the key stakeholders.

This is a welcome development, as consumers are driving changes to the electricity
market, through uptake of solar, integration of battery storage and in future, electric
vehicle recharging from the grid. Such fundamental changes shape the way
consumers will interact with networks and retailers in coming years. They also put
consumers in greater control of their energy needs. Cost reflective tariffs that signal the
cost and the value of using the network at certain times is part of this suite of changes
and should enable more effective use of these new technologies by consumers. For
example, charging an electric car during off-peak periods, thereby making bill savings
and avoiding the network being heavily used during times of high demand.

Distributors' objectives in engaging with their stakeholders were broadly the following:
e Help customer groups understand the need for tariff reform
e Explain proposed changes to network tariffs and the rationale for their introduction

e Advise retailers and consumer representatives how consumers might save on
electricity bills under the proposed new cost reflective tariffs.

Focus groups, internet based surveys, dedicated tariff reform websites and electronic
newsletters, forums and workshops on specific tariff issues were part of the
distributors' communications packages.

Consumer consultative committees, reference groups, consumer advocacy groups and
interactions with government agencies were also used as a means to gather and share
pertinent information.

United Energy advised that their consultation was more effective and targeted because
it was dealing with one priority area—tariff structure statements and tariff
implementation—rather than trying to address multiple issues.*** AusNet Services
similarly observed that its consultative approach was helping to build positive

relationships and make engagement more business as usual, rather than once-off.'**

134 United Energy, Tariff Structure Statement: Stakeholder Engagement Initiatives and Outcomes,

25 September 2015, p. 8.
135 AusNet Services, Revised Tariff Structure Statement 2017—20, 29 April 2016, p. 53.
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United Energy also observed that discussions about transition of customers to new
cost reflective tariffs were often the most complex and contentious. It modelled the
impacts on 200,000 residential customers.

During 2014, CitiPower and Powercor engaged an external research company to run
focus groups that sought stakeholder views about existing consumption based tariffs
and potential new tariff designs. They also sought via surveys consumers' desire to
pay higher tariffs in exchange for service level improvements. Interviews with major
energy users were also conducted to ascertain views on critical peak rebates,
locational tariffs and, for the purposes of charging, alternative ways of measuring
demand.

Customer groups informed CitiPower and Powercor that they did not favour locational
based tariffs, on the grounds that this would disadvantage regional customers and may
lead to price volatility.**® The two distributors did not introduce locational tariffs in their
tariff structure statements.

In 2015, CitiPower and Powercor continued its engagement with retailers, government
departments and consumer advocates through forums and bilateral meetings.
Newsletters were also used to play a role in keeping interested stakeholders informed
of upcoming events, developments in tariff setting and significant issues. A market
research company was also utilised to gather information and provide advice to
CitiPower and Powercor about how to formulate issues and communicate with
stakeholders.

During this period, CitiPower and Powercor heard its customers advise that a peak
demand charging window from 3pm to 9pm was acceptable but that it should not apply
on weekends or public holidays.*®’ Further, retailers were keen for consistency among
all distributors in tariff charging windows and tariff design for small customers. Some
support was also advanced for the introduction of cost reflective tariffs to occur sooner
rather than later.'®

By 2016, CitiPower and Powercor engaged with their consultative committee and
retailers about the revised tariff structure, in light of the State Government
amendments to the AMI Tariffs Order requiring opt in tariffs be applied to small
customers. A dedicated retailer forum was hosted in March 2016 to share proposed
changes to the tariff statements and seek retailer feedback. The approach to transition
for business customers was also discussed. CitiPower and Powercor held a joint forum
with the other three distributors in April to outline their proposed approach for business
and residential customers.

AusNet Services noted that it has observed improved customer engagements and
interaction as a result of its tariff consultations. Advising consumers about how energy

1% powercor, Revised Proposed Tariff Structure Statement 2017—20, 29 April 2016, p. 25.
137 powercor, Revised Proposed Tariff Structure Statement 2017—20, 29 April 2016, p. 26.
%8 powercor, Revised Proposed Tariff Structure Statement 2017—20, 29 April 2016, p. 26.
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prices are structured now and improvements for the future were a positive way of
expanding general understanding of energy networks' pricing. Explaining that cross
subsidies exist in current pricing helped customers to at least hear that many were
paying through their tariffs the costs associated with the actions of others. AusNet
Services advised that it aimed for consistent treatment of residential customers with
the other Victorian distributors; sought to balance efficiency and effectiveness when
transitioning medium business customers to demand tariffs; and explained the social
and public policy aspects associated with tariff reform to stakeholders.**

JEN communicated with its customer council via regular meetings. This group
comprised of key, and generally well informed, stakeholders, such as consumer
representative bodies and retailers.

Residential customer communication occurred through website updates and well laid
out fact sheets. Workshops and forums for these customers were also used to target
matters of interest to them, such as minimising "bill shock".

JEN also published an approach to pricing document in 2014, and a draft tariff
structure statement for comment, as part of its 2016—20 regulatory control period
revenue proposal.**® This was to help customers understand JEN's proposed tariff
approach and enabled dialogue between it and customers on further refining the tariff
structures during 2015. JEN preferred to use face to face engagement for more
complex tariff issues, like design and charging windows, where providing information
upfront was more important to ensuring customers had a rich engagement experience.

Notably, JEN was able to incorporate comments and feedback from stakeholders for
its September 2015 tariff structure statement submission. Examples included aligning
the charging windows and peak periods with that of the other four Victorian distributors.
The degree of transition to cost reflective charges was also taken into account in
developing proposed charging structures.

We note that a joint distributor forum was held in April 2016 to outline the intended
positions of each distributor for residential customers and small and large businesses.
That forum sought feedback on the approach to estimating the take up of cost
reflective pricing under the opt-in arrangements mandated by the Victorian
Government. This was an important element of stakeholder consultation because it
assisted users to understand how the distributors were likely to amend their tariff
proposals in light of the State Government's policy announcement that mass market
customer demand tariffs must be opt-in. From this forum, it emerged that
communication from retailers, distributors and government will be relevant to effectively
encouraging demand tariff take up by small residential and business customers.

139 AusNet Services, Revised Tariff Structure Statement 2017—20—Overview Paper, 29 April 2016, p.p. 20-21.
19 Jemena Electricity Networks, How we engaged with our customers and stakeholders in developing our tariff
structure statement, 29 April 2016, p. 2.
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Comments from stakeholders during the AER's own consultation were generally
complimentary of the distributors' approaches to information sharing and tariff analysis.
There was a general feeling, although not a universal one, among stakeholders that
the introduction of demand tariffs represented a step towards cost reflectivity compared
to current consumption based tariffs. Communication with all customers once new
tariffs are introduced remained an ongoing theme.

Generally, the distributors have taken into account stakeholder comments by:

¢ Aligning their peak demand charging windows to 3pm to 9pm for small customers,
and charging off-peak rates for weekends and public holidays

e Setting the demand charge for small customers to fully reflect long run marginal
costs from 1 January 2017, or 1 January 2018 in the case of AusNet Services

e Used common terminology where possible to enable clearer understanding of each
networks separate tariff statements, such as describing the demand charge as
$/kW per month

e Transition demand charges for medium business customers, to enable these first
time users of demand tariffs time to understand how they might respond to these
price signals, and so minimise their electricity charges

¢ Not introduce location based tariffs in 2017—20 because these were seen as
unpopular in this initial phase of tariff reform

¢ Signalled the possibility of offering peak time rebate trials and critical peak pricing
trials, to offer even more cost reflective price signals to selected groups of
customers.

An important theme picked up by both submitters and distributors alike was
communicating the changes in tariff structures to customers over the next few years.
The Clean Energy Council noted the importance of building public support for tariff
reform throughout the transition.***

We do note that governments are planning joint communication efforts with industry—
distributors and retailers—to find the best means of communicating tariff change.

A co-ordinated approach was important to customer representatives Consumer Utilities
Advocacy Centre and the Alternative Technology Association.*** This seems to be an
area where more work will be undertaken by all segments of the electricity supply
chain, as new tariffs begin to be rolled out to customers.

Clean Energy Council, Submission on the AER's Issues paper and the Victorian DNSPs' Tariff Structure Statement
Proposals, 20 January 2016, p. 2.

Consumer Utilities Advocacy Centre and Alternative Technology Association, Submission to the Australian Energy
Regulator - Preliminary Views on Victorian 2017-20 Tariff Structure Statements, 28 June 2016, p. 2.
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Distributors' tariff structure statements made commitments to helping retailers explain
the new charging regimes to customers, given that the latter is still the main interface
with customers.

B.2 Customer impact analysis

The Victorian distributors detailed customer bill impact analysis within their tariff
structure statements. This analysis set out the bill impacts for residential and small
business customers moving from existing consumption tariffs to demand-based tariffs.

The customer impact analysis assumed that customers did not alter electricity usage in
response to the pricing signals sent by demand tariffs. That is, the analysis measures
the bill impact resulting from customers shifting from a legacy consumption-based tariff
to a demand tariff, without changing energy usage. We note that it is expected that
there will be a degree of behavioural change associated with new pricing structures
over the 2017-20 period. However, the extent of that is largely unknown at present.

Stakeholders, including retailers, were generally of the view that more customer impact
analysis would always be beneficial.*** This would help retailers to craft their electricity
retail plans to consumers.

In addition to the customer bill impact analysis provided by distributors, we sought the
following information from the distributors for a sample of customers:

e the minimum and maximum customer bill savings and increases

¢ the percentage of customers who benefit, or do not benefit when switching from
consumption to demand tariffs

o the percentage of customers that are assumed to take up demand tariffs

¢ modelling to demonstrate the relationship between customers' load factor and
demand tariff charging.

Information provided generally supported or confirmed the analysis that was set out in
the tariff structure statements. We do note that the impacts on residential and some
small business customers by applying cost reflective demand charges will vary. This is
due to the tariffs being opt-in and there being some uncertainty about retailers passing
demand tariff structures onto customers.

We did observe that there are variations in the degree to which customers are either
better or worse off under either the demand tariff or the legacy consumption tariffs that
most customers are expected to remain on. Customers with relatively flat demand
profiles that have peak demand closer to average consumption are expected to benefit
from the move to demand tariffs. Customers with peaky demand profiles that have

1% Consumer Utilities Advocacy Centre and Alternative Technology Association, Submission to the Australian Energy

Regulator - Preliminary Views on Victorian 2017-20 Tariff Structure Statements, 28 June 2016, p. 5-6; Red and
Lumo Energy, Re: Victorian tariff structure statement proposals, 15 June 2016, p. 4.
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peak demand far in excess of average consumption and use more in peak times are
expected to see higher bills under a demand tariff.

In particular, the Victorian distributors have provided us with modelling that
demonstrates how the proposed demand tariffs are linked to customers' load factors.
Load factors express a customer's consumption as a proportion of maximum demand.
Generally, those customers with a low load factor place a higher cost on the network,
as higher network capacity must be available to meet their peak demand but which is
under-utilised to meet average consumption, compared to customers with a higher
load factor. The graphs below demonstrate the relationship between residential and
small business customers' load factors relative to the bill difference for customers who
move to demand tariffs from consumption tariffs:

Figure B.2-1 Typical relationship between load factor and bill movement
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Source: AusNet, CitiPower, JEN, Powercor, United Energy.

Notes: This data has been highly aggregated over a large sample of customers.
This is a general representation of the typical relationship between load factor and bills movement across each
of the Victorian distributors.
The relationship between each distributor's actual load profile and bill impact may vary from this representation.
The relationship between the load profile and bill impact of individual customers may vary
from this representation.
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We consider that the distributors have taken account of the need to balance the move
to cost reflectivity with mitigating customer impacts over the 2017—-20 period. However,
we do note that any quantification of customer impacts needs to assume that the tariffs
are passed on fully by retailers. There is no guarantee that this will be the case.

Retailers will reasonably have the task of deciding how to tailor retail plans to
customers who might want greater or less exposure to cost reflective signals that
demand tariffs provide. Therefore, some caution is required so as not to potentially
overstate the likelihood of distributor identified bill impacts materialising for customers.
In this respect, the real beneficiaries of customer impact information are likely to be
retailers, in helping them consider the right energy plan to offer customers.

Victorian distributors expect a low proportion of customers to opt-in to demand tariffs
over the 2017-20 period, and all forecast an uptake rate of 2.5 per cent or less. This is
largely the distributors' expectation given the Victorian Government policy which allows
customers to choose either demand or consumption-based tariffs. The low uptake
forecast of demand tariffs is also based upon the historic take-up of time of use tariffs,
which are seen as a proxy for the uptake of demand-based tariffs. The Victorian
distributors have provided data to show the materiality of customer bill impacts under
both a consumption tariff and a demand tariff, given customers' existing consumption
and demand characteristics and assuming no behavioural shift. A summary of the data
has been presented in the tables below:

Table B.2-1  AusNet Services bill impact summary

Max bill saving $5,849 $468
Max bill increase $801 $1,709
Customers worse off 69% 71%
Customers better off 31% 29%
Customers sampled 99,999 3,003
Assumed opt-in p.a 2-2.5% 2-2.5%

Table B.2-2  JEN bill impact summary

Max bill saving $3,337 $9,154
Max bill increase $771 $3,281
Customers worse off 52% 60%
Customers better off 48% 40%
Customers sampled 129,092 14,414
Assumed opt-in p.a 1.42% 1.42%
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Table B.2-3

United Energy bill impact summary

Residential customers Small business customers

Max bill saving $552 $6,457
Max bill increase $1,181 $11,379
Customers worse off 56% 46%
Customers better off 44% 54%
Customers sampled 209,740 2,370
Assumed opt-in p.a 2.50% 2.50%

Table B.2-4

Powercor bill impact summary

Residential customers Small business customers

Max bill saving $5,130 $2,388
Max bill increase $3,660 $7,218
Customers worse off 37% 39%
Customers better off 63% 61%
Customers sampled 103,480 13,223
Assumed opt-in p.a 2.50% 2.50%

Table B.2-5

CitiPower bill impact summary

Residential customers Small business customers

Max bill saving $19,392 $2,017
Max bill increase $704 $2,869
Customers worse off 39% 37%
Customers better off 61% 63%
Customers sampled 43,323 5,957
Assumed opt-in p.a 2.50% 2.50%

Sources: AusNet Services, CitiPower, JEN, Powercor and United Energy information request responses.

Customer billing analysis for a sample of customers is also presented in the graphs
below and shows the potential range of increases or savings in customers' bills by
switching from a consumption tariff to demand tariff, indicating the number of
customers affected:
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Figure B.2-2 AusNet Services residential customer bill impact profile
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Figure B.2-3 AusNet Services small business customer bill impact profile

100

Customer affected

2,000
1,800
1,600
1,400
1,200
1,000
800
600
400
p— 3
0 T | | | | — | | |
o oo o ® 54 G ® o ® i
A o o @ @ @ @ @ ¢ @
% $ b W N © © A A\ A
0 o % \ \ ) y \ y y
%?J %f& P ff) ¢ H 1:5 o 5'5 %)
5 ] 9 S'Q S»\") S:&bx S\f)
= 4)
€ Savings Increase

Customer impact ()

Victorian distributors—Tariff Structure Statements—Final Decision



Figure B.2-4 United Energy residential customer bill impact profile
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Figure B.2-5 United Energy small business customer bill impact profile
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Figure B.2-6 CitiPower residential customer bill impact profile
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Figure B.2-7 CitiPower small business customer bill impact profile
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Figure B.2-8 Powercor residential customer bill impact profile
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Figure B.2-9 Powercor small business customer bill impact profile
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Figure B.2-10

Customers affected
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JEN residential customer bill impact profile
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Figure B.2-11 JEN small business customer bill impact profile
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The range of bill savings or increases associated with a move to demand tariffs tends
to be concentrated, with savings and bill increases for some distribution networks
roughly evenly distributed. It does highlight that not all customers can be made better
off compared to their existing bill, at least while there are no behaviour changes in
response to price changes.

Furthermore, it should be expected that with an unwinding of historic cross subsides
between customers, there will be end users who do face a higher overall charge than
at present. The opt-in nature of demand tariffs gives these customers the chance to
evaluate how they can alter their demand profile, and energy consumption habits, to
eventually make bill savings.
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