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Foreword from the CEO

Electricity prices in Tasmania have increased significantly over the past five years.

Aurora Energy recognises that investment in Tasmania's transmission and distribution
networks has been a major driver of these price increases, in keeping with the State's
economic growth and in order to meet more stringent reliability and safety standards.

While Tasmania’s electricity prices remain competitive with other
States, it is clear that the cumulative impact of successive electricity
price increases has attracted an unprecedented public focus in
this State. While distribution functions represent approximately

35 percent of customer electricity bills in Tasmania, Aurora Energy
is committed to demonstrating industry leadership by continuing
to deliver appropriate service levels while minimising future
distribution-related price increases. However, it is acknowledged
that Aurora Energy is unable to influence the other elements of the
supply chain which may cause increases to the end price seen

by customers.

The fundamental driver underpinning this Regulatory Proposal is
the need to minimise the impact of any further price increases on
Tasmanian households and businesses, while continuing to provide
a safe and reliable electricity supply.

Aurora Energy’s purpose “to see the Tasmanian community
prosper from its efforts” is key to everything we do as a company.
Our strategic focus “to meet customer needs at the lowest
sustainable cost” has framed our input to this Regulatory Proposal.

A focus on price as the primary driver of future investment
decisions is a customer focussed approach to developing a
Regulatory Proposal for a distribution business. This focus does not
negate our commitment to ensuring the provision of a safe and
reliable supply of electricity. However, it does mean that Aurora will
need to find innovative and sustainable ways to deliver electricity
while meeting the supply standards expected by the Tasmanian
community.

A critical component of Aurora Energy's distribution business
strategy is ensuring that the customer is always put first in
everything we do with the aim of securing the best possible price,
service and reliability outcomes.

As an experienced and prudent operator of the Tasmanian
electricity distribution network, Aurora Energy has a long-term
strategy for the efficient delivery of services. The strategy is focused
on empowering the customer through choice (a smart customer
strategy) and ensuring that the delivery of electricity meets
modern lifestyle requirements in a convenient and sustainable way.

Peter Davis, CEO
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The distribution business strategy is being delivered as part of

a two-staged process. The approach outlined in this Regulatory
Proposal represents the first phase of the process. During this initial
stage, we are focussed on driving cost reductions from current
service delivery methods, together with the selective deployment
of a number of proven technologies. This will ensure our operating
and capital expenditure programs are kept to the absolute
minimum in order to keep customer price increases to the lowest
achievable level while ensuring the provision of a safe and reliable
supply of electricity. The approach taken in this Regulatory Proposal
is therefore consistent, in the main, with the traditional engineering
approach to asset management that we have successfully utilised
during the current Regulatory Control Period.

The critical second phase of Aurora's strategy will focus on driving
efficiency by changing the way services are delivered. This involves
the deployment of innovative and modern technology to deliver
efficient and sustainable customer outcomes in the future.

However, the development of what is a relatively different

approach to asset management for Aurora is in its early stages

and Aurora does not consider that it has the information yet to
undertake the comprehensive and robust justification required
under the Rules for a Regulatory Proposal. During the period covered
by this Regulatory Proposal Aurora will implement programs which
have a clear business case and assist with its strategy in smarter

and more efficient ways. We will develop the data and investment
models required to fully justify this approach as the basis for the
2012-17 Regulatory Control Period. A smarter and more efficient
network will deliver sustainable and efficient outcomes and solutions
for our customers, further improving the efficiency of Aurora’s capital
and operating expenditure. This will position Aurora to fully deliver
on its strategy during the 2012-17 Regulatory Control Period.

Itis considered that this Regulatory Proposal, together with the
supporting documents included, provides the necessary rigour and
robust justification of Aurora’s strategy and proposed approach to
asset management for the forthcoming Regulatory Control Period.
We look forward to engaging with the AER as part of the next stage
of this important process.
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1. Executive summary

1.1. Background

Aurora Energy Pty Ltd is a Tasmanian Government owned fully
integrated energy and network business, with complementary
activities in telecommunications and energy related technologies.
It was formed in July 1998 after the disaggregation of the former
Hydro Electric Commission.

Consistent with its purpose “to see the Tasmanian community
prosper from its efforts”, Aurora has made a significant contribution
to the Tasmanian economy since its establishment. This has

been provided through financial contributions to the Tasmanian
Government to fund core Government services, its investment in
the Tasmanian community in terms of employment, historic levels
of capital expenditure, customer connections and its extensive
support of Tasmanian suppliers.

Aurora’s distribution business provides a 24-hour, seven day a
week service to approximately 229,400 residential and 50,400
commercial distribution customers across the State, to ensure a
safe and reliable electricity supply. Aurora’s core distribution assets
comprise 15,069 km of overhead high voltage lines, 7,197 km of
overhead low voltage lines and 2,178 km of high and low voltage
underground cables, 31,287 ground and pole mounted substations
and 222,000 poles across an area of 67,800 square kilometres. Aurora
also operates approximately 49,000 public lights and maintains
them on behalf of local councils. The company also constructs,
maintains and operates the electricity distribution network on King
and Flinders Island on behalf of the Hydro Electric Corporation.

As the monopoly provider of electricity distribution services
within the Tasmanian jurisdiction, Aurora’s distribution business

is required to hold a distribution licence in accordance with

the Electricity Supply Industry Act 1995. As a monopoly electricity
distribution business, Aurora is also subject to economic regulation
of its distribution services. To date, this has been undertaken by
the jurisdictional regulator, the Office of the Tasmanian Economic
Regulator (OTTER). However, the current determination will
conclude on 30 June 2012 and economic regulation of distribution
services will transfer to the Australian Energy Regulator (AER).
Aurora is therefore required to submit this Regulatory Proposal to

Aurora Energy Pty Ltd | Regulatory Proposal 2012-2017

the AER for its distribution services covering the five-year Regulatory
Control Period from 1 July 2012 to 30 June 2017.

The 2007 Pricing Investigation conducted by OTTER saw
significant increases in both capital and operating expenditure to
ensure that the performance of Tasmania’s electricity infrastructure
matched the requirements of its customers and key stakeholders.
This was largely driven by the need to ensure the performance

of the electricity infrastructure was in keeping with the State’s
economic growth and was able to meet more stringent reliability
and safety standards.

Aurora has realised a large part of its allowed expenditure during
the current Regulatory Control Period and considers that investment
in the distribution network is now at an appropriate level so that
consolidation can occur. This outcome has been delivered while
ensuring that Aurora is operating at an efficient level relative to
other distribution companies in Australia.

This has been coupled with significant changes to the external

drivers that impact Aurora, including:

+ aslowing in the Tasmanian economy in the early years of
the Regulatory Control Period from the above trend
economic growth experienced at the time of the last
Distribution Determination;

« ashiftin customers’ acceptance of the level of electricity price
increases, given the cumulative impact of these increases;

- emerging technological advancements coupled with a change
in customers’ expectations for improved service and greater
choice together with increased participation in managing
energy costs and needs;

- potential opportunities provided to leverage off the rollout
of the National Broadband Network in Tasmania in the
deployment of smart grid technologies and efficiency gains
through smarter metering infrastructure; and

- the establishment of an Expert Panel to undertake an
independent assessment of the Tasmanian electricity
supply industry.



1. Executive summary

1.2. Approach to the
Regulatory Proposal

Taking these issues into account and, in particular, the need

to address community concerns and expectations, Aurora’s
distribution business completed a major review of its business
strategy in mid 2010. In developing this strategy, the distribution
business has strengthened its focus on ensuring that the
customer is always put first in everything Aurora does, with the
aim of improving price outcomes and service and reliability
outcomes which are at levels that are commensurate with both
the Rule requirements and customers’ propensity to pay. This can
be achieved while at the same time ensuring that capital and
operating expenditure are maintained at existing or reduced levels
relative to the latter years of the current Regulatory Control Period.

This strategy will be delivered as part of a two-staged process.

The first stage of this process involves traditional engineering
solutions together with expenditure reductions that are delivered by
means of operational efficiencies and the selective deployment of a
number of proven technologies. Aurora has deliberately targeted a
reduction in costs to assist in minimising price rises to its customers.
This involves a challenging regime of productivity improvements
and cost cutting across the business. To deliver these operational
efficiencies, Aurora has applied an annual three percent efficiency
factor to the labour rates within the unit rates included as part of this
Regulatory Proposal. This efficiency factor results in a real reduction
within the labour rates in excess of 10 percent over the duration of
the Regulatory Control Period. The downsizing of staff, coupled with
improvements in Aurora’s contract management processes, and

the optimisation and streamlining of all other processes, is already
progressing. A continuation of this work will be critical to achieving
the ambitious reductions in capital and operating expenditure
proposed during the forthcoming Regulatory Control Period.

This approach also reflects the view that the continued sole use of
traditional network augmentation to deal with short-term duration
peaks is an expensive and sub-optimal strategy. Non-network
approaches, such as demand-side management and distributed
generation options, integrated as part of Aurora’s overall planning
process, offer a more cost effective strategy than continuing to
allocate scarce capital to serve short-term duration peak loads.

This stage forms the basis of this Regulatory Proposal.

The second stage of the distribution business’ strategy involves

the deployment of further innovation and new technology to
deliver efficient and sustainable outcomes in the future. However,
the development of what is a relatively different approach to asset
management for Aurora is in its early stages and Aurora is not
currently in a position to provide the comprehensive and robust
justification required for this Regulatory Proposal. Aurora’s Regulatory
Proposal does not therefore address this component of the
distribution business strategy at a detailed level.

[tis Aurora's intention to implement appropriate mechanisms, on

the basis of robust analysis and targeted trials, to deliver the desired
outcomes anticipated in this Regulatory Proposal, in smarter and more
efficient ways during the forthcoming Regulatory Control Period.

A key part of the Aurora distribution business’ revised approach

is reconsidering how the business responds to, and addresses,

risk. This Regulatory Proposal details the risk management
framework utilised by Aurora to ensure it is managing its risks
effectively, including responses to disaster management, bushfire
preparedness, contingency planning and system security levels.
[tis Aurora’s view that a smarter and more efficient network will
deliver sustainable and efficient customer outcomes and solutions,
together further improving the efficiency of Aurora’s capital and
operating expenditure, while applying appropriate risk mitigation.

1.3. Key assumptions

The capital and operating expenditure forecasts detailed in this
Regulatory Proposal are based on the range of assumptions detailed in
this Regulatory Proposal. These assumptions are based on all available
information at the time of preparing the Regulatory Proposal. A range
of global assumptions at the broadest level include consistency with
Aurora'’s high-level strategy, no change to Aurora’s existing structure
and no material amendments to the legislative and regulatory
framework (with the exception of the introduction of the National
Energy Customer Framework from 1 July 2012) during the Regulatory
Control Period.

Additional high-level assumptions presume that:
- the required works and programs for the current Regulatory
Control Period have been delivered;

and that during the 2012-17 Regulatory Control Period-

-+ Aurora’s planning standards will continue to apply in their
current form;

historical expenditure and volumes are a valid basis to build
forecasts for future expenditures and volumes, that are also
adjusted for forecast growth;

- capital expenditure forecasts can be estimated based
predominantly on asset age data;

-+ Aurora has the resource availability and capability to deliver the
forecast programs; and

- traditional network solutions will be applied to capital works,
although during the Regulatory Control Period Aurora will move
to implement more innovative technology where it can be
demonstrated to be technically and financially prudent.

More detailed assumptions, which are central to Aurora’s capital
and operating expenditure forecasts, as well as assumptions
specific to particular RIN categories, are detailed in this Regulatory
Proposal. These assumptions have generally been based on advice
from reputable consultants who are well regarded by industry and
the AER. All advice has taken into account relevant, up-to-date
market and industry information.
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1.4. Capital and operating expenditure

As noted earlier, the 2007 Pricing Investigation conducted by

OTTER saw significant increases in both capital and operating
expenditure to ensure that the performance of Tasmania’s electricity
infrastructure matched the requirements of its customers and key
stakeholders. This was largely driven by the need to ensure the
performance of the electricity infrastructure was in keeping with
the State’s economic growth and was able to meet more stringent
reliability and safety standards.

In'a number of areas, Aurora was also required to spend over and
above the expenditure allowances provided by OTTER, as detailed in
Figure 1 and Figure 2 below.

It should be noted that Figure 1 and Figure 2 do not reflect all
expenditure undertaken by Aurora during the current Regulatory
Control Period. Expenditure relating to Aurora’s NEM participation and
retail contestability activities has been excluded from these figures
as these are not considered to be operational distribution network
related activities. The Regulator has also provided an alternative
mechanism specifically for the recovery of this investment.

The additional expenditure was largely driven by significant increases
in customer generated work driven by the buoyant economic
conditions at the time. Customer generated work of approximately
$200 million during the current Regulatory Control Period has
therefore been reflected separately in Figure 1.

A peak in growth occurred during 2008-09, prior to the global
financial crisis (GFC), and fell during the 2009-10 and 2010-11 years.
While growth had declined during this period, capital expenditures
continued to rise as Aurora completed projects instigated during the
period immediately prior to the GFC. It is expected that growth will
recover during the 2011-12 financial year and increase at subdued
levels of less than 1 percent over the foreseeable future.

A number of major supply upgrades also contributed to this

trend, including the construction of a new zone substation at
Cambridge, near the Hobart airport, to support significant industrial
development and the zone substation at Zeehan, on the West Coast
of Tasmania, to support the mining industry.

The deployment of the broken neutral detector device to all
Tasmanian households in 2008-09 was not foreseen at the time of
the 2007 Determination and therefore contributed to expenditure in
excess of the regulated allowance.

The need to implement a number of targeted reliability programs at
a more accelerated pace than originally proposed contributed to the
increased expenditure in the earlier years of the current Regulatory
Control Period. It is expected that by the end of the current Regulatory
Control Period, 44 individual community improvement projects will
have been completed.

Storm related events throughout 2009 and 2010 were a major
contributor to a significant overspend in fault and emergency
response levels and associated GSL payments, which is reflected in
the increased levels of operating expenditure during those years, as
detailed in Figure 2.

However, this additional expenditure has resulted in a strong and
resilient distribution network, delivering a level of reliability and
system security commensurate with the needs of the Tasmanian
community. This has placed Aurora in a position where it is
considered that consolidation can now occur.

Aurora’s forecast capital expenditure for Standard Control Services for
the Regulatory Control Period is shown in Figure 1.

1 Costs associated with Aurora’s participation in the NEM and the phased introduction
of retail contestability are expected to be recovered through the OTTER approved
adjustment mechanisms. They have therefore been excluded from this figure.
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Aurora’s forecast capital expenditure for Standard Control Services, by RIN category, for the Regulatory Control Period is detailed in Table 1.

Table 1
Forecast Standard Control Services capital expenditure

Aurora's Standard Control Services capital expenditure

$2009-10 201;;13; 201(3;;3 20]{43;5; 201(5$r1nS) 201(2;17)
Capitalised overheads
Capitalised overheads 20.506 20.606 19.850 19.383 19.565
System
Demand related 54.855 53.842 52466 54.062 53.542
Non-demand related 37136 38.092 38.338 35792 37919
Regulatory obligations or requirements 5.515 5484 5.230 5.152 5.043
Non system
Non-network 17737 14.712 13.303 15.164 15.155
SCADA and network control 1.157 5.762 5.766 0.715 0.707
Total expenditure 136.906 138.498 134.683 130.268 131.931

Aurora'’s forecast operating expenditure for Standard Control Services for the Regulatory Control Period is shown in Figure 2.

ﬂgure 22
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2 Costs associated with Aurora's participation in the NEM and the phased introduction of retail contestability are expected to be recovered through the OTTER approved

adjustment mechanisms. They have therefore been excluded from this figure.
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Aurora’s forecast operating expenditure for Standard Control Services, by category RIN, for the Regulatory Control Period is detailed in Table 2.

Table 2

Forecast Standard Control Services operating expenditure

Aurora's total operating expenditure

$2009-10 201(2;12; 201(:;;14‘; 201(:.; r:15) 201(&; [:16; 2012;17)
Operating costs
Network management 15.661 15.5M 15.737 15.904 16.016
Non-network management 11.489 11400 11.381 11.280 11.250
Operating costs — other 4.531 4.559 4.586 4.612 4.639
Maintenance costs
Routine maintenance 16.262 16.261 16.034 15.726 15211
Non-routine maintenance 21439 20.501 19.860 19.030 17.547
Demand management
Demand management 0.891 0411 0.501 0.746 0.786
Total 70.637 68.643 68.099 67.298 65.449

It is considered that the forecast capital and operating expenditure established in this Regulatory Proposal meets the relevant objectives

detailed in the Rules by demonstrating that the:

identified scope is consistent with Aurora’s regulatory obligations and with standard industry practice;

demand and cost inputs have either been forecast or reviewed by independent expert third parties and determined to be realistic;

scoping processes are reasonable and utilise realistic demand inputs, resulting in a prudent expenditure forecast that has been

reviewed and assessed by independent expert third parties where possible;

costing processes are reasonable and incorporate realistic cost inputs resulting in an efficient expenditure forecast; and

identified scope can be delivered by Aurora.

Where expenditure differs significantly from that of the current Regulatory Control Period, variations are detailed in this Regulatory Proposal.

A range of appropriate escalation rates have been assumed in this Regulatory Proposal to apply to forecast capital and operating

expenditure costs over the 2012 -2017 Regulatory Control Period. It is considered that these are consistent with the AER’s approach taken in

recent Distribution Determinations.
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1.5. Demand profile

Peak demand on Aurora’s network has historically occurred in the winter quarter with a strong correlation to the maximum daily
temperature at the time of peak demand. That is, in Tasmania, demand increases as temperature decreases. The underlying drivers of peak
demand on the distribution network drive the need for network infrastructure investment.

Aurora'’s forecast demand is presented in Figure 3. In this chart, the historic demand has been temperature corrected using the temperature
sensitivity coefficient for each connection point to adjust to the long-run average temperature. The forecasts are based on a medium economic
growth scenario and have been standardised to a 50 percent probability of exceedence level. These forecasts are below the long-term trend,
representing the expected continued slowing in the Tasmanian economy over the early years of the forthcoming Regulatory Control Period.

/Figure 3
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As noted earlier, options to ensure that traditional network augmentation is not solely being utilised to serve a system peak demand that occurs
for less than 1 percent of the time, are considered an integral part of Aurora’s strategy and are addressed as part of this Regulatory Proposal.

1.6. Work program delivery

Aurora is committed to meeting the reliability and investment requirements of its electricity distribution infrastructure in an efficient and
effective manner. This will be achieved through a combination of:

- areview and realignment of the distribution engineering strategy;

-+ improvements in productivity through system and training improvements; and

- alternative external work options complementary to internal work programs.

Aurora will position its business in such a manner that will enable it to retain the right skills to complete its proposed work program in a way

that ensures customers are provided with an efficient service. Aurora is confident that it will have an efficient level of competent and skilled
resources that are commensurate with the level of work that it has proposed in this Regulatory Proposal.
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1.7. Revenue calculation

Aurora’s annual revenue requirement (ARR), developed utilising the Rules required building block approach, comprises the sum of a number
of components which are detailed in this Regulatory Proposal. In determining the parameter values which underpin the calculation of the
regulatory cost of capital included in the building block, Aurora has accepted the parameters and methodologies detailed in the Statement
of Regulatory Intent published by the AER, or as amended by the AER or determined by the Australian Competition Tribunal in relation to
recent revenue Determinations.

Projected total revenue, in real 2009-10 dollars, for the Regulatory Control Period is detailed in Figure 4.

ﬂgure 4
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The notional building block revenue requirement, in real 2009-10 dollars, for each year of the Regulatory Control Period is detailed in Table 3.

Table 3
Notional building block revenue

2012-13 2013-14 2014-15 2015-16 2016-17

$2009-10 ($m) ($m) ($m) ($m) ($m)
Notional building block revenue 266.03 273.87 27297 268.84 269.54
Notional building block smoothed revenue 270.79 27048 270.17 269.86 269.54

1.8. Customer pricing outcomes

Aurora’s indicative prices for the provision of Standard Control Services have been calculated in accordance with the Rule requirements. In
calculating these indicative prices, Aurora has adopted an approach of segregating its total revenue by the following customer classes:

residential;

small business — LV;
large business — LV;
large commercial - HV;
irrigation; and
unmetered supplies.

Separate consumption forecasts have been produced for each of the customer classes.
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Table 4 provides an indication of distribution prices, in real 2009-10 cents per kWh, for Standard Control Services by customer class.
These prices have been calculated using energy consumption forecasts and annual revenue requirements at the customer class level.

Table 4
Indicative distribution prices

Cents 2009-10 2010-1 2011-12 2012-13 2013-14 2014-15 2015-16 2016-17

(c/kWh) (c/kWh) (c/kWh) (c/kWh) (c/kWh) (c/kWh) (c/kWh)
Residential 575 6.36 6.88 6.83 6.76 6.68 6.60
Small business — LV 753 790 8.51 844 8.33 8.23 8.13
Large business — LV 3.87 412 443 4.36 4.27 418 4.09
Large commercial - HV 1.05 1.18 113 112 12.10 1.08 1.07
Irrigation 572 6.11 6.33 6.29 6.20 6.14 6.01
Unmetered supplies 6.72 706 764 7.55 749 737 7.28
All classes 5.02 547 5.88 5.84 577 571 5.64
All classes (percentage change) 8.97% 751% (0.70%) (1.16%) (1.08%) (1.16%)

Indicative prices increase 7.5 percent between 2011-12 and 2012-13 and are largely driven in the P_ adjustment that will occur following the
application of the AER’s post tax revenue model that is used to derive Aurora’s ARR. Following this initial price increase, indicative prices fall by
an average 1.0 percent, in real terms, each year.
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Indicative prices are shown in real 2009-10 cents per kWh for energy consumed, however, it should be noted that actual prices depend on
specific tariffs which are made up of additional components including fixed, energy and demand charges. For this reason the above prices
are considered indicative only, are not binding and are only provided for the purposes of giving a high level overview of the expected price
impact for the forthcoming Regulatory Control Period.

In addition, Aurora’s Customer Capital Contributions Policy is being revised to ensure that it provides an appropriate allocation of costs
between connecting customers and users of the shared distribution network. This policy will reflect the efficient cost of providing new
connection services and ensure greater equity between customer classes, consistent with the distribution business’ revised strategy and the
intent of the proposed National Energy Customer Framework, expected to commence from 1 July 2012.
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1.9. Conclusion

Aurora is committed to demonstrating industry leadership by
continuing to deliver a safe and reliable electricity supply while
minimising the impact on Tasmanian households and businesses
of any future distribution-related price increases. However, it is
acknowledged that Aurora’s distribution business is unable to
influence the other elements of the supply chain which may
cause increases to the final prices seen by customers. This is the
fundamental driver underpinning this Regulatory Proposal.

This commitment will be delivered by a challenging regime of
productivity improvements and cost cutting across the business,

together with significant changes to the way services are delivered.

This will involve a move over time to a smarter and more efficient
network that will deliver sustainable and efficient outcomes for our
customers, further improving the efficiency of Aurora'’s capital and
operating expenditure,

[t is considered that this Regulatory Proposal, together with the
supporting documents included, provides the necessary rigour
and robust justification of Aurora’s proposed approach to asset
management for the forthcoming Regulatory Control Period.
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2. Minimising price increases for
Aurora's customers

2.1. Introduction

Consistent with Aurora’s purpose “to see the Tasmanian community
prosper from its efforts’, the company has made a significant
contribution to the Tasmanian economy since its establishment

in 1998. This has been provided through its financial contributions
to the Tasmanian Government to fund core Government services,
its investment in the Tasmanian community in terms of
employment, historic levels of capital expenditure and customer
connections and its extensive support of Tasmanian suppliers.

A key driver of the significant increase in expenditure proposed
as part of Aurora’s 2007 submission to OTTER was to ensure that
the performance of Tasmania’s electricity infrastructure matched
the requirements of its customers and key stakeholders, including
Aurora’s shareholder, the Tasmanian Government.

2.2. Impact of change

At the time of the last Distribution Determination, Tasmania had
experienced an extended period of unprecedented economic
growth. The economic recovery that commenced in 2001-02 was
continuing to show above trend economic growth, supported by
strong jobs growth, public and private sector investment close

to record levels, high levels of consumer spending and growth in
export sales. The unemployment rate was at a record low, one half
of the level it had been a decade previously.

This trend has continued through the current Regulatory Control
Period, despite the significant slow-down in the world and national
economies in 2008 and 2009 as a result of the global financial crisis.
This is consistent with past economic cycles where there has usually
been a lag between changes in national economic conditions

and changes in the Tasmanian economy. Tasmania also benefited
proportionally more than most other jurisdictions from the
Australian Government'’s Nation Building — Economic Stimulus Plan',

1 The Hon. Mr Michael Aird MP, Treasurer for the State of Tasmania, Budget Paper
No 1, page 1.7.
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as a higher proportion of Tasmanian households are on lower
incomes and receive welfare payments.

During 2010, the Tasmanian economy experienced a slowdown

as the stimulus was withdrawn and is emerging from the global
economic downturn at a weaker pace than Australia as a whole.
Private investment remains weak and is likely to remain so in the near
term. Tasmanian employment is yet to recover to pre-crisis levels,
unlike other jurisdictions.

The Australian Government's recent Mid-Year Economic and Fiscal
Outlook stated that:

“as fiscal stimulus is withdrawn, private-sector led growth is
taking hold, with business investment and commodity exports
emerging as the key drivers of growth.”?

To date, this has not been the case in Tasmania, and the State's
growth is unlikely to keep up with national growth.

Customer expectations

There have been relatively consistent increases in electricity prices
over the past five years, both nationally and in Tasmania, particularly
associated with significant investment in the transmission and
distribution networks to meet increasing reliability and safety
standards. In Tasmania, the past twelve months has seen a
significant shift in customers’ acceptance of the level of electricity
prices given the cumulative impact of these increases.

While the rising cost of electricity has also been a national issue,
itis arguable that it is proportionally more significant in Tasmania
than other States and Territories. There are many reasons for

this, including Tasmania'’s relatively lower average incomes and
higher levels of welfare dependency, coupled with higher energy
consumption and the inability of customers to access affordable
alternative fuels such as natural gas.

2 TheHon.Wayne Swan MP, Deputy Prime Minister and Treasurer of the
Commonwealth of Australia and Senator the Hon. Penny Wong, Minister for
Finance and Deregulation of the Commonwealth of Australia Mid-Year Economic
and Fiscal Outlook - Part 1: Overview — Economic Outlook, paragraph 5.
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Cumulative increases in electricity prices were a significant issue
during the March 2010 State election and have continued to receive
regular media coverage throughout the year.

The Government is aware of the pressures being faced by
Tasmanian households and businesses and is working to find
innovative and sustainable ways to help Tasmanians save money
and avoid financial pressures. A range of means to achieve this is
being investigated by the Tasmanian Government. This includes an
independent assessment of the electricity industry in Tasmania.

Government review of the energy industry
in Tasmania

In early 2010, the Tasmanian Government announced the
establishment of an Expert Panel® to undertake an independent
assessment of the Tasmanian electricity industry in accordance with
the Electricity Supply Industry Expert Panel Act 2010. The Government
considered that a key point had been reached in the ongoing
energy reform process in Tasmania and that a review of the industry
needed to be undertaken to assess its current status; energy mix; the
assumptions that underpin it; and to provide guidance for ongoing
development. As noted above, a key driver for the Government is
also the need to ensure that the cost of living impact of electricity
prices is kept to a minimum while also ensuring the sustainability
and viability of the industry is not compromised.

The Review is due to be completed by December 2011.

Advancements in technology

At the time of Aurora’s last submission to OTTER, smart technologies
for managing the network were only beginning to emerge and
were prohibitively expensive relative to more traditional approaches
to asset management.

However, since that time, technological advancements have been
coupled with a change in customers’ expectations for improved
service and greater choice together with increased participation in
managing their energy costs and needs.

A move over time to a smarter grid will ensure an electricity

distribution network in the future that is able to manage and integrate

intelligently the actions of all parties (producers and/or consumers) to

deliver products and services in the most efficient way. This smarter

grid will employ innovative products and services, together with

control, communication and distribution automation technologies, to:

- facilitate the connection and operation of producers with
different dimensions and technologies;

- allow consumers to play an active role in the operation of the
system;

+ supply more information and more power of choice to the
consumer for electricity supply;

- significantly reduce the environmental impact of the electricity
system; and

- improve the reliability and the electricity supply security states.

3 TheHon.Bryan Green MP, Minister for Energy and Resources, Electricity Supply
Industry Expert Panel Bill 2010 Fact Sheet, at page 1.
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Rollout of National Broadband Network in Tasmania

The rollout of the national broadband network (NBN) in Tasmania
will provide high speed fibre network connection to the vast
majority of premises at its completion.

These connections will provide Aurora with a number of potential
opportunities to leverage off that rollout in the deployment

of smarter grid technologies and efficiency gains through

smarter metering infrastructure. It allows Aurora to access NBN
communication infrastructure, with potential synergies in installation.

Conclusion

While the approach taken in 2007 was valid at the time of the
previous determination and in fact, has delivered significant
economic benefits to Tasmania, it is clear that the drivers underlying
Aurora’s approach have changed markedly.

During the latter part of 2010, Aurora undertook a major review of
its distribution business strategy, taking into account changes to
the external environment and a proactive approach to addressing
community concerns and expectations. The development of this
strategy has entailed a strengthening of the focus to ensure that the
customer is always put first in everything Aurora does, with the aim
of ensuring improved price outcomes; and service and reliability

at levels that are commensurate with both Rule requirements and
customers’ propensity to pay.

2.3. Distribution business
strategy development

2.3.1. Aurora's strategic
planning process

Aurora has a comprehensive strategic planning process to ensure
that the business is clear about its purpose, aware of the challenges
it faces and proactive in addressing these and delivering on

its purpose. This process has resulted in the development of a
high-level framework that has assisted in the management and
communication of Aurora’s strategy throughout the business.

Aurora’s purpose “"to see the Tasmanian community prosper from
its efforts” provides the high-level overarching statement to guide
Aurora’s future direction. Aurora’s purpose is underpinned by
strategic objectives relevant to each area of the business as well as
corporate objectives that relate to the whole company.

Further details about Aurora’s strategic planning processes are
detailed in Chapter 3, Governance arrangements.

As noted above, the past two years has been a period of significant
change for Aurora, resulting in a comprehensive review of its strategy
and operations. The changes have resulted in Aurora essentially
being made up of four relatively diverse operational business units:
an energy business; a distribution business; a telecommunications
business; and EziKey, which is the company responsible for
commercialising the broken neutral detector device. This review of
the high-level strategy has culminated in wide-ranging reviews of the
strategic direction for each of the separate operational business units.
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2.3.2. Aurora distribution business -
review of strategic direction

The strategy for Aurora’s distribution business was subject to a
comprehensive review during the latter part of 2010 in response to
a number of internal and external drivers. The strategic direction
was defined by:

delivering better customer outcomes through cost efficiency;

a focus on innovation and ensuring it has the technical
capability to deal with increasing complexity and
advancements in technology;

continuing to build the important relationship between

the two divisions of the distribution business, Network and
Network Services, promoting the concept of “One Distribution
Business”: and

maintaining safety, reliability and sustainability as business
imperatives.
An aspirational target for the distribution business has been

proposed which should ensure that:

“The distribution business will not contribute to any price
increases for customers for an agreed period.”

2. Minimising price increases for Aurora's customers

This is a long-term aspirational goal for the distribution business
which is unlikely to be achieved during the period covered by the
forthcoming Regulatory Control Period. However, it is an important
long-term target guiding the Aurora distribution business’ future
direction and will contribute to delivering, in the short term, more
moderate price increases than have been experienced elsewhere in
Australia in recent years.

The strategic direction for the distribution business is depicted in
Figure 6 below.

2.3.3. Key performance measures

An effective strategy needs to be subject to constant review and
refinement as internal and external circumstances change. In

order to ensure that the distribution business’ strategy continues
to remain relevant, a range of key performance indicators exist at
the business, strategy and initiative level. These indicators will be
instrumental in ensuring that the distribution business is delivering
on its financial outcomes as well as providing an acceptable level
of value to customers (both in terms of price and service) while not
compromising network security and the safety of its employees
and the public.

Gure 6
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The strategies are defined as:

Turn Up Once - Materially enhance the efficiency of
Aurora's work delivery through good planning, flexibility
amongst the workforce and utilising available technology
and field tools.

Do the Right Things - Managing the distribution system
within the constraints of expenditure and risk by
improving Aurora's work prioritisation tools, increasing
its technical expertise and adding customer value by
focussing on innovation and technology.

One Distribution Business - Reviewing the value
achieved through business processes and optimising
these through the removal of duplication and alignment
of direction.

/
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2.4. Approach to the
Regulatory Proposal

[tis clear that the key driver underpinning the distribution business
strategy and its input to this Regulatory Proposal is the need to
minimise the impact of further price increases to customers.

This can be achieved by ensuring that capital and operating
expenditure over the forthcoming Regulatory Control Period is
maintained at existing or reduced levels relative to the latter years of
the current Regulatory Control Period , while maintaining a safe and
reliable network.

Critical to this approach has been the significant investment in
Aurora’s distribution network over recent years. This investment has
resulted in a strong and resilient distribution network, delivering a
level of reliability and system security commensurate with the needs
of the Tasmanian community. Aurora considers that consolidation
can now occur. This outcome will be delivered while ensuring

that Aurora is operating at an efficient level relative to other
distribution companies in Australia. This efficiency is demonstrated
by benchmarking undertaken as part of the development of this
Regulatory Proposal. Notwithstanding this, Aurora considers that

it has the capacity to continue to deliver service and reliability at
appropriate levels, while also providing improved price outcomes.
While this is the case, the capital and operating expenditure
proposals put forward in this Regulatory Proposal are seen as the
absolute minimum necessary at this early stage in the strategy
development process. These expenditure proposals will ensure the
efficient operation of the distribution system in Tasmania consistent
with the National Electricity Objective, which is:

“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:

(@) Price, quality, safety, reliability and security of supply
of electricity; and

(b) The reliability, safety and security of the national
electricity system.*’

The distribution business’ strategy will be implemented as part

of a two-staged process. The first stage of this process involves
traditional engineering solutions together with expenditure
reductions being delivered by means of operational efficiencies,
together with the selective deployment of a number of proven
technologies. Aurora has deliberately targeted a reduction in costs
to assist in minimising price rises to its customers. This involves a
challenging regime of productivity improvements and cost cutting
across the business. To deliver these operational efficiencies,
Aurora has applied an annual three percent efficiency factor to the
labour rates within the unit rates included as part of this Regulatory
Proposal. This efficiency factor results in a real reduction within

the labour rates in excess of 10 percent over the duration of the
Regulatory Control Period. The downsizing of staff, coupled with
improvements in Aurora’s contract management processes, and
the optimisation and streamlining of all other processes is already
progressing. A continuation of this work will be critical to achieving

4 National Electricity (South Australia) Act 1996, Section 7.

the ambitious reductions in capital and operating expenditure
proposed during the forthcoming Regulatory Control Period.

The continued sole use of traditional network augmentation to
deal with duration peaks is an expensive and sub-optimal strategy.
Non-network approaches, such as demand side management,
including water heating load control programs, and distributed
generation options, integrated as part of Aurora’s overall planning
process offer a far more cost effective strategy than continuing

to allocate scarce capital to serve short duration peak loads.

As detailed later in this Regulatory Proposal, this approach is
entirely consistent with the requirement in the Rules for Aurora to
have considered and made provision for non-network solutions,
including the requirement obligating Aurora to investigate and
consult on demand side management and generation options
when investigating options to address identified limitations in the
distribution network.

This initial stage of the distribution business strategy forms the basis
of this Regulatory Proposal and Aurora’s expenditure proposals have
been developed within a standard asset management framework
with the necessary levels of rigour and justification required by the
AER and the Rules.

The second stage of the distribution business strategy involves

the deployment of further innovation and technology to deliver
efficient and sustainable outcomes in the future. However, the
development of what is a relatively different approach to asset
management for Aurora is in its early stages and Aurora is not
currently in a position to provide the comprehensive and robust
justification required for this Regulatory Proposal. Aurora’s Regulatory
Proposal does not therefore address this component of the
distribution business strategy at a detailed level.

However, it is Aurora’s intention to implement appropriate
mechanisms, on the basis of robust analysis and targeted trials, to
deliver the desired outcomes anticipated in this Regulatory Proposal
in smarter and more efficient ways during the forthcoming
Regulatory Control Period. It is Aurora’s view that a smarter and more
efficient network will deliver sustainable and efficient customer
outcomes and solutions, providing further efficiency in Aurora’s
capital and operating expenditure programs for the forthcoming
Regulatory Control Period.

Aurora’s approach will ensure that the impact of further price
increases is limited while also providing the capacity for customers to
take advantage of new and innovative technologies. This approach
provides improved service and greater choice, together with
increased participation by those customers in managing energy
costs and needs. It is also considered that this revised approach has
the greatest potential to deliver economic benefits to the State.
These benefits remain consistent with the requirement of the
regulatory test to identify new network investments or non-network
alternative options that maximise the net economic benefit to all
those who produce, consume and transport electricity in the market.
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2. Minimising price increases for Aurora's customers

2.5. Submission of the
Regulatory Proposal

Aurora submits this Regulatory Proposal to the AER in accordance
with the requirements of clause 6.8 of the National Electricity Rules
(the Rules). This Regulatory Proposalis also submitted in accordance
with other relevant regulatory instruments, including the AER's
Regulatory Information Notice (RIN)® and the AER’s final decisions on
classification of services and control mechanisms and application of
schemes as outlined in the Framework and Approach paper.®

This Regulatory Proposal applies to the Regulatory Control Period from
1 July 2012 to 30 June 2017 and has been prepared in accordance
with relevant regulatory requirements.

Aurora submits this Regulatory Proposal to the AER so that it may
make an electricity Distribution Determination that will apply to
Aurora for the 2012-17 Regulatory Control Period.

Aurora’s Regulatory Proposal provides details of its proposed capital
and operating programs and the required revenue for the 2012-17
Regulatory Control Period and is supported by a disk containing
copies of additional detailed internal Aurora material to substantiate
the information presented in this Regulatory Proposal.

5 Regulatory Information Notice, from AER to Aurora, 21 April 2011.
6  AER, Final Framework and approach paper, Aurora Energy Pty Ltd, Regulatory
Control Period commencing 1 July 2012, 27 November 2010.
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Aurora is a fully integrated energy and network business with complementary activities in
energy-related technologies and telecommunications.

Aurora is a Tasmanian Government-owned company established
under the Electricity Companies Act 1997 and incorporated under the
Corporations Act 2001. Aurora commenced operations on 1 July 1998
to provide services to the Tasmanian community in the areas of
electricity retailing and distribution. It has two shareholders, the
Minister for Energy and the Treasurer.

Over the past 13 years Aurora has expanded its activities in
Tasmania to include the provision of gas retailing services to homes
and businesses, and telecommunications infrastructure services

to Government and large corporate customers. Aurora also owns
and operates the Tamar Valley Power Station through a subsidiary
company, Aurora Energy (Tamar Valley) Pty Ltd and owns dispatch
rights to certain other power stations.

Aurora employs 1,432 people, including 58 apprentices, trainees
and employees of subsidiary companies, making Aurora one of
Tasmania'’s largest employers. The commercial returns Aurora
provides to its shareholders are channelled into essential services
for the Tasmanian community.

The company’s registered head office is 21 Kirksway Place in Hobart.
[t operates at sites around Tasmania, with four major resource
centres located at Cambridge east of Hobart, at Rocherlea in the
northern suburbs of Launceston and at Devonport and Burnie on
the north-west coast.

These resource centres are supported by 10 response centres in
regional areas (including King and Flinders Islands). Aurora also has
employees based in its energy trading office in Melbourne.

Aurora provides a 24-hour a day service to its Tasmanian customers
to ensure a safe and reliable electricity supply across an area of
approximately 67,800 square kilometres.

Aurora’s core distribution assets comprise 15,069 km of
overhead high voltage lines, 7,197 km of overhead low voltage
lines and 2,178 km of high and low voltage underground cables,
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31,287 ground and pole-mounted substations and approximately
222,000 poles. Aurora also operates and maintains approximately
49,000 public lights.

A number of small privately-owned generation units are connected
directly to Aurora’s distribution network. These include municipal
gas plants at the Hobart and Glenorchy refuse disposal centres and
mini hydro generators associated with irrigation schemes.

As noted above, the Electricity Companies Act 1997 provides for

the establishment of Aurora. It imposes a range of requirements
on Aurora, particularly in relation to the company formation,

the payment of guarantee fees and taxation equivalents and
superannuation provisions. It also provides for application of
Treasurer’s Instructions', which provide more specific requirements
particularly in relation to the payment of income tax equivalents
and guarantee fees. Specific Treasurer’s Instructions are available
on the website for the Tasmanian Department of Treasury and
Finance at www.treasury.tas.gov.au.

The Electricity Supply Industry Act 1995 (ESI Act), among other things,
requires that Aurora:
must not carry on operations unless it holds a licence in
accordance with the Act; and

must comply with the provisions of the
Tasmanian Electricity Code.

As the monopoly provider of distribution services within the
Tasmanian jurisdiction, Aurora is required to hold a distribution
licence in accordance with the ESI Act. This licence was issued

in December 1998 by OTTER and authorises Aurora to distribute
electricity on mainland Tasmania subject to certain conditions and
regulatory controls.

1 Electricity Companies Act (Tas) 1997, Section 16.



In addition to its establishing legislation, Aurora’s governing

constitution is its Memorandum and Articles of Association,

which have been determined by Aurora’s shareholders.

Principal Objectives for the company are detailed in the

Memorandum of Association. These are:

«  to operate Aurora’s activities in accordance with sound
commercial practice; and

- to maximise Aurora’s sustainable return to its shareholders.

Aurora'’s primary purposes specified in its Memorandum of
Association are to undertake the following activities:

- the distribution of electricity;
- theretailing of electricity;

- activities related to or associated with the distribution or
retailing of electricity; and

-+ any other activity, which the shareholders may, by special
resolution, approve.

In June 2009 the shareholders passed a special resolution approving
company activities in wholesaling gas and electricity that support:

-+ gasand electricity retailing;
. electricity generation using the Tamar Valley Project;
- managing trading rights for the Bairnsdale Power Station; and

- contracts to sell gas to wholesale customers.

The Board is responsible for the overall corporate governance of the
company. It is responsible for setting the strategic directions and
objectives for the company and for monitoring the achievement of
these objectives in accordance with the Board Charter.

The Board approves the Corporate Plan submitted to shareholders
and approves and monitors operating budgets submitted by
management. It is responsible for the approval and review of major
expenditure and reviews operating performance on a regular basis.

Further information in relation to the Board's responsibilities,
including the company’s Corporate Governance Framework,
is detailed in Aurora’s 2009-10 Annual Report %

The CEO and Aurora Executive Team, which includes the CEO

and General Managers responsible for the core operational business
units and the four whole-of-business corporate and shared services
divisions, are responsible for the day-to-day management of the
company and act in accordance with directions from the Board.

As noted above, the Board is responsible for setting the company’s
strategic direction consistent with the Government’s expectations
as set out in Aurora’s constitution and associated governance
documents. Aurora has a comprehensive strategic planning process
to ensure that the business is clear about its purpose, aware of the
challenges it faces and proactive in addressing these and delivering
on its purpose. This process culminates in the preparation of a
Corporate Plan for the shareholders in March each year.

The company operates in accordance with the direction set
out in the Corporate Plan and its shareholders’ expectations.

2 Aurora Energy Pty Ltd, Annual Report 2009-2010, pages 68-69.
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Aurora’s Statement of Corporate Intent?, approved by the Board and
management team in 2007 during the development of its

2008-11 Strategic Plan, has become the central focus for the
company’s whole-of-business strategy. It is to ensure that Aurora:

‘acts in the best interests of Tasmanian consumers, consistent
with the Government’s energy, development and social
objectives; and operates as a viable integrated business of
sufficient scale to be successful in a national environment,
delivering commercial returns to its shareholders.”

Further clarification has been provided as part of the 2010 strategy
development process. An approved strategic focus for the business
demonstrates Aurora’s commitment to delivering electricity safely and
reliably to meet its customers’ needs at the lowest sustainable cost.

Initiatives are developed for each business aligned to the overall
strategy, with key performance indicators developed to ensure that
they all continue to be relevant and that they are being implemented
in accordance with agreed criteria or targets. To ensure that the Board
is kept informed in relation to progress with the implementation of
all initiatives and to ensure ongoing external scrutiny of divisional
performance, monthly Board reports reflect performance against key
performance measures.

The Board and management team regularly review and refine
Aurora’s strategy to ensure that it remains relevant. As noted earlier,
the strategy for the distribution business was subject to extensive
review during the latter part of 2010 to ensure an increased focus
on customer outcomes, particularly in relation to price, as well

as improving the efficiency of the distribution network while
maintaining safety, reliability and sustainability.

The company is also guided by the results of customer satisfaction
and model corporate citizen surveys, an annual employee
engagement survey and an analysis of media coverage.

In the past 12 months, feedback from a range of Aurora’s stakeholders
has indicated that the most significant challenges for the business are
energy price and value for money; a safe, secure and reliable power
supply; a safe workplace; and effective environmental management.
More detailed information in relation to Aurora'’s stakeholder
management activities is included in Aurora’s 2009-10 Annual Report.

Aurora’s Regulatory Proposal has been prepared on the basis
that there will be no material change to its structure during the
forthcoming Regulatory Control Period.

However, as indicated in chapter 2 of this Regulatory Proposal, in early
2010 the Tasmanian Government announced the establishment of
an Expert Panel to undertake a review into the Electricity Supply
Industry in Tasmania in accordance with Terms of Reference* issued
by the Treasurer of Tasmania.

This Review is due to be completed by December 2011 and,
depending on the outcomes of the Review, may result in changes to
Aurora’s business structure during the forthcoming Regulatory Control
Period. Any structural changes that arise from this review will be
assessed in accordance with the AER's cost pass-through mechanism.

3 Ibid. page 10.
4 Electricity Supply Industry Expert Panel Website, About Us.
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Aurora’s structural arrangements comprise two core business lines:

an energy business; and

a distribution business.

There are also non-core operations of telecommunications

and EziKey.

Aurora's business structure is depicted in figure 7. These operations are
supported by services provided by the corporate divisions of Aurora.

While there are linkages along the value chain between the

businesses, Aurora’s overarching strategy is based on its capacity

to create greater value than if there were four separate businesses

through:

economies of scale, which each of the individual operational
business units would not be able to achieve if operating as
separate businesses; and

the efficiencies associated with the provision of centralised

support services provided by the Strategy and Corporate
Affairs; People and Culture; Office of the CEO; Governance; and
Commercial Services divisions of the business.

Aurora'’s full time equivalent (FTE) staff numbers for the current

Regulatory Control Period are shown in Table 5.

ﬂgure 7

Retail
Division

Aurora’'s business structure

Commercial
Services Division

Wholesale
Energy
Division

Energy Business

Chief Executive Officer

Strategy &
Corporate Affairs
Division

Support Services

People & Culture
Division

Governance
Division

Distribution Business

Network
Division

Network Services
Division

EziKey Group Telecommunications

\ Pty Ltd Business /

Table 5

Aurora's FTE numbers
Retail 153 149 180 252
Wholesale - - - 19
AETV - - 41 31
OCEO 7 7 7 7
People and Culture - 122 26 29
Strategy and Corporate Affairs 27 27 28 23
Commercial Services * 80 76 1443 158
Network 148 157 176 188
Network Services 698 706 682 688
EziKey 6 6 8 9
Telco - - - 28
Total 1,119 1,140 1,292 1,432

*Includes the newly formed Governance division.

1 Includes project related activities.

2 Commencement of People and Culture centralisation from divisions.

3 Includes procurement and supply functions transferred from Network Services.
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The purpose of Aurora’s distribution business is to provide a safe
and reliable, regulated monopoly that leverages regulated assets,
institutional knowledge and new technology to increase regulated
and non-regulated returns for the benefit of customers and
shareholders. The primary objective is to be a customer-focused,
innovative, sustainable and cost efficient business that makes a
difference in the Tasmanian community.

The operations of the distribution business include internal service
provision on the distribution system and service provision for
Transend, in relation to operations and maintenance contracts

on the transmission network. These services are provided by the
Network and Network Services divisions.

The business provides a 24-hour seven-day a week service
to approximately 229,400 residential and 50,400 commercial
customers to ensure a safe, reliable electricity supply across
the State.

Network has responsibility for the management, development and
operation of the distribution system across Tasmania including
poles, lines and substations. This is achieved through asset
stewardship; network management; and works management,
including contracts and service agreements for the provision of
construction, operations and maintenance activities.

Network Services assists the Network division to manage and
operate Aurora’s distribution assets. The division oversees
the distribution resource and response centres, designing
and programming, including arranging contracts and service
agreements for carrying out construction operations and
maintenance of the distribution system.

It also has responsibility for the management of customer
connections, meter reading, transmission capabilities, the Bass Strait
Islands electricity system and the standards and compliance group,
which includes the electrical inspection team and the Aurora
Energy Training Centre. Personnel are also contracted by Transend
to maintain the transmission system.

Network Services staff are positioned around the State in
17 locations, including the Bass Strait Islands, to provide an
early fault response service for both the distribution and
transmission networks.

The Network and Network Services divisions have always worked
closely together, but their integration into one distribution business
in 2010 has improved how the business plans and carries out work
on the electricity system.

More detail in relation to the distribution business is included in
chapter 4 of this Regulatory Proposal.
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Aurora’s integrated energy business was established in January 2010
to bring together Aurora’s wholesale, generation and retail
operations in order to achieve the objective of optimising

these assets. The primary objective of the energy business is

to deliver customer and business outcomes consistent with a

fully contestable market. This structure provides Aurora with a
continuous value chain from generation to the customer. Access to
generation means that the energy business can better manage its
risks and ultimately reduce energy sourcing costs.

Generation activities are delivered through the wholly-owned
subsidiary, Aurora Energy (Tamar Valley) Pty Ltd trading as AETV
Power and through dispatch rights in relation to certain power
stations. Further information in relation to this subsidiary is included
later in this chapter under Subsidiary companies.

Wholesale Energy takes a portfolio approach to managing all energy
market risks and returns for the business. It buys and sells energy,
including physical generation and trades in energy contracts.

Retail is responsible for customer services including electricity

sales to business and residential customers, account and

case management, retail alliances, marketing, advertising and
promotion, billing and complaints handling, call centre services and
business support. As the incumbent retailer in Tasmania, Aurora
Retail is obligated to supply all non-contestable customers under
regulated tariffs.

Support services within Aurora are provided by the Commercial
Services, Strategy and Corporate Affairs, People and Culture and
Governance divisions; and the Office of the CEO.

Commercial Services and the Office of the Chief Financial Officer
incorporates a range of Aurora corporate and whole-of-business
services including accounting and finance; treasury management;
supply chain services; facilities management; and energy risk
management.

Strategy and Corporate Affairs has responsibility for leading Aurora’s
strategic direction. The division also has responsibility for a range
of other whole-of-business activities, including public affairs and
external relations; internal communications; sustainability strategy;
market monitoring and policy development; and major business
development.

People and Culture has responsibility for people strategy; culture and
change management; safety; health and environment; recruitment;
employee relations; remuneration and benefits; and organisational
development.

Governance has responsibility for legal services; company secretarial;
compliance; business risk; information management and for
administrative purposes, internal audit. The General Manager
Governance is also the Company Secretary and General Counsel.

The Office of the CEO provides support to the Chief Executive Officer
and Company Secretary.
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Aurora has three fully owned subsidiary companies.

Aurora Energy (Tamar Valley) Pty Ltd, trading as AETV Power, which
owns and operates the Tamar Valley Power Station.

AETV Power is governed by a Board of Directors comprising:

«  Chairman John Hasker AM — Chairman, Aurora;

- CEO Michael Brewster — Chief Operations Officer, Aurora;

- Peter Davis — CEQ, Aurora; and

- Darren Smith - CFO, Aurora.

AETV Power operates in accordance with “Governance Protocols
for Aurora Energy Subsidiary Companies” and its charter which are
both approved by the Aurora Board.

EziKey Group Pty Ltd (which trades as WireAlert) is the corporate
structure which has been utilised to commercialise the broken
neutral detector device developed by Aurora.

EziKey is governed by a Board of Directors comprising:
« Chairman Peter Davis — CEO, Aurora;

- John Devereaux - former General Manager — Network, Aurora;
«  Mark Kuperholtz — Director, Global Connections Systems;

«  Christopher Edwards — Managing Director, Moonraker Australia
Pty Ltd; and

-+ Jack English — Associate Professor in Entrepreneurship,
Australian Innovation Research Centre.

The CEO of EziKey is the General Manager — Network, Andre Botha.

EziKey operates in accordance with the “Governance Protocols for
Aurora Energy Subsidiary Companies” and its charter which are
both approved by the Aurora Board.

Auroracom Pty Ltd is the corporate structure which holds the
telecommunications licence under the Telecommunications Act 1997,

The directors of Auroracom are:
Darren Smith — CFO, Aurora; and

- Janelle O'Reilly - Company Secretary, Aurora.

As well as Aurora, the Tasmanian Government owns the
transmission company, Transend Networks Pty Ltd and generation
entity, Hydro Electric Corporation, trading as Hydro Tasmania.
Aurora deals with these companies on a commercial basis.
However, the entities liaise on appropriate issues, for example,
emergency management.

Aurora derives its revenues from a number of different sources
depending on the line of business involved.

Aurora’s distribution business receives revenues for the provision

of its Tasmanian distribution services based on prices which are

set to recover its regulated revenue that is approved by the AER
(previously OTTER) every five years and via customer contributions
for connection activities. Aurora also earns revenues for access
charges it recovers from users of its network assets such as the NBN.
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The distribution business also receives revenues for the
construction and maintenance activities the Network Services
division undertakes on the transmission network on behalf of
Transend; the distribution network on King and Flinders Islands
on behalf of Hydro; for work undertaken on private electrical
infrastructure belonging to electricity customers within Tasmania;
and for work associated with the implementation of the NBN.

Aurora’s generation activities provide revenues for the production
of electrical energy that is sold into the National Electricity Market
via settlements from AEMO.

Aurora'’s retailing activities receive revenues from its electricity
customers from tariffs approved by the jurisdictional regulator for
franchise customers in Tasmania and from market contracts for
contestable customers in Tasmania, South Australia, Victoria, New
South Wales, Queensland and the Australian Capital Territory and
from contracts with its gas customers within Tasmania.

Aurora’s telecommunication business earns revenues from the use
of telecommunications capacity over its optical fibre network and
for acting as agent of NBN Tasmania and NBNCo on the roll out of
the NBN.

General electricity supply within Tasmania was first delivered within
Tasmania in the early 1900s. Until 1998 the Hydro Electric Corporation
(HECQ), as it had now become, was the provider of all electricity
services within Tasmania. The HEC developed and operated the
entire suite of generation and network (transmission and distribution)
facilities and was the retailer to all Tasmanian electricity consumers.
This included King and Flinders Islands in Bass Strait.

On 1 July 1998 the Tasmanian Government implemented major
reforms to the Tasmanian electricity supply industry (TESI). These
reforms established two new Government owned companies:
Transend and Aurora. These new companies would provide
transmission, distribution and electricity retailing functions on
mainland Tasmania, whilst the HEC would continue to provide
generation and system control functions on mainland Tasmania
and all functions on King and Flinders Islands.

The reforms, to separate the generation, transmission, distribution
and retail functions, were in alignment with National Competition
Policy® requirements and anticipated the introduction of
competition in the generation and retail sectors when the
Tasmanian electricity network was to be linked to mainland
Australia with the commissioning of the Basslink interconnector.

Transend is the transmission network service provider, whilst Aurora
is the distribution network service provider and retailer.

5 National Competition Council, Major Areas of Reform — Electricity.
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Within the disaggregated TESI, Aurora had two key roles:
- Asthe “natural” monopoly for distributing energy to in excess
of 250,000 Tasmanian electricity consumers under the TEC,
Aurora was responsible for supplying electricity that was safe,

reliable and economical. In return, Aurora was to receive a

revenue stream that would ensure its ongoing viability; and

«  Asthe franchise retailer in Tasmania, Aurora provided regulated
retail services for the bulk of electricity consumers and assumed
the purchasing risk for consumers in return for both service
costs and an appropriate risk premium.

Following the Tasmanian Government'’s decision to join the
National Electricity Market (NEM) in 2005, Tasmanian electricity
customers became progressively eligible to nominate a retailer

of their choice. The first tranche of contestability commenced on
1 July 2006 for those customers with energy consumption greater
than 20 gigawatt hours.

This has been followed by successive tranches with lower
consumption thresholds; with the impending commencement of
the fifth tranche of contestability on 1 July 2011. The fifth tranche
establishes retail competition for those commercial customers with
consumption greater than 50 megawatt hours. Aurora remains the
franchise electricity retailer for residential, or small, customers in
Tasmania, however it is now one of five companies licensed to retail
electricity in Tasmania and one of three licensed to retail natural gas.

In 2008 the Tasmanian Government purchased the then yet-to-
be-completed Tamar Valley gas fired power station from Babcock
and Brown®, The Government vested control of the newly acquired
power station in Aurora and a fully owned subsidiary company of
Aurora, Aurora Energy (Tamar Valley) Pty Ltd, was established in
August 2008 to complete the construction of the power station
and bring it to commercial operation.

In 2009 the Australian Government, in conjunction with the
Tasmanian Government, commenced the roll-out of the NBN in
Tasmania. Aurora was chosen as a partner for this work and to date
NBN cable has been installed in three locations in Tasmania via
Aurora’s distribution infrastructure.

The distribution network, as it is now known, came into being in
the period 1910 to 1930. Prior to this period there were scattered
distribution systems installed and operated by a number of private
companies and local government agencies. The development of
the distribution network was in its infancy.

The formation of the Hydro Electric Commission (HEC) occurred in
1914. Under this governance arrangement the integration of many
local government assets occurred. These integrations continued
well into the 1930s. A number of privately owned electrical assets
such as the Hobart Gas and Launceston Gas Companies, were also
purchased and these assets were amalgamated into an increasing
distribution system.

6 Tamar Valley Power Station Act (Tas) 2008, Part 2.
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The "hydro industrialisation” following World War Il formed the
backbone of what is now known as the Tasmanian generation,
transmission and distribution systems. Of particular importance
was that part of this expansion included the establishment

of major substations primarily for heavy or large industry.

Some examples of these substations are Railton (cement works),
Risdon (zinc production), Emu Bay (pulp and paper production)
and Trevallyn. The connection of the distributed customer

base feeders was almost an add-on to these substations.

This characteristic has a large bearing on the nature and
topography of the current distribution network and contributes to
Aurora having a number of very extensive rural feeder networks.

Prior to 1950, Hobart was supplied from Risdon and Creek Road
substations at 11 kV. The Hobart plan from the mid 1950s saw the
development of the then 22 kV and now 33 kV sub-transmission
systems. The provision of 11 kV was mainly confined to the
southern network and some other locations. Elsewhere, the supply
philosophy was to have a distribution network of 110/22 kV systems.

The 1970s saw an increasing expansion of the distribution network
and the establishment of infill 110/22 kV and 110/11kV substations.
During this period the development strategy was to have

110 kV transmission rings around Hobart and Launceston with
interspersed substations and distribution networks driving into
the central commercial areas. Of note is that the 110 kV cable from
Creek Road to North Hobart substations was oversized to become
the initial stage of one of these 110 kV rings. In other areas infill
substations continued to be built, as load densities did not require
any shift from the prevailing strategy.

These supply strategies continued until the late 1990s with the
planning of a Hobart 110/11 kV substation at McRobies Gully.
Public pressure saw the abandonment of the overhead 110 kV
transmission line that would supply this substation. With the
need to provide reinforced security and upgrade supply within
greater Hobart there was a resultant change of strategy and the
reinforcement of the distribution sub-transmission network was
instigated. This program came to be known as the Hobart Area
Supply Upgrade (HASU).

HASU saw the major redevelopment of the East Hobart and West
Hobart zone substations and medium redevelopment of the Sandy
Bay, Claremont, New Town, and Derwent Park zone substations.
The associated redevelopment of the Creek Road and Risdon
substations was pivotal to upgrading the sub-transmission system
from 22 kV to 33 kV and consolidating the sub-transmission system
in the Hobart area.
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The journey undertaken by Aurora since its creation in July 1998
has been, and remains, one of continuous improvement in its asset
management capabilities, built upon the foundation of appropriate
and aligned information, people and processes.

This has been undertaken in a changing commercial environment
with increasing customer expectations.

Each Regulatory Proposal prepared for the Regulator and its related
Pricing Determination outcomes represent a significant milestone
in Aurora’s organisational journey.

The period from 1991 to 1998 was marked by a substantial cost
reduction program as part of a drive by the Hydro to become more
commercially focused and efficient. The drive to achieve greater
efficiencies was achieved by cost cutting, with an initial across-the-
board cut of 20 percent, followed by annual 4 percent reductions
in the cost base each year. The majority of these reductions were
achieved by means of labour reductions.

An outcome of the cost reduction program was a focus on
upgrading the operational efficiency of the distribution network
at the expense of the acquisition, storage, and analysis of data on
the performance of the network. As a result Aurora’s analytical
capability was substantially reduced.

At the time of OTTER's 1999 Pricing Determination:

+Aurora’s deficiency in data analysis meant it was unable to
put forward substantive reasoning for the proposed level of
operating and maintenance programs;

+Aurora (Hydro) had achieved significant cost reductions in
previous years; and

- reductions in operating expenditures in the order of
30 percent were being applied to Pricing Determinations
in other Australian jurisdictions.

Against that background, the Regulator’s decision to reduce
Aurora’s operating expenditures by a further nine percent over
the three years from 1 January 2000 was reasonable; however the
combined impact of cost reductions to that point then amounted
to around 45 percent since 1991.

Recognising the need for improved asset data, the Regulator
accepted Aurora’s submission for a $5 million data capture process
to boost asset management efficiency, focused on a key asset
class: poles.

To assess and improve its asset management capabilities Aurora
engaged the services of GHD to conduct biennial reviews,
commencing in 2000. Unsurprisingly, a key recommendation of the
initial GHD review was the need to improve data acquisition and
management, to underpin evidence-based asset management
decisions. Aurora accepted this recommendation and set about
improving its asset data management capabilities.

Aurora Energy Pty Ltd |

Aurora’s 2002 Regulatory Proposal was informed by improved
knowledge of its pole assets, gained from the pole data capture
project, and reliability performance. Whilst its asset knowledge in
2002 remained relatively poor, with good information confined to
one major group of assets (poles), it was significantly better than it
was in 1998.

Aurora’s Regulatory Proposal included increased operating and
capital expenditure and OTTER, informed by a review by PB
Associates, approved almost all of Aurora’s proposals. Part of
that increased expenditure related to the provision of tools and
resources to more effectively manage data.

During the Regulatory Control Period, Aurora carefully and
progressively reviewed all of the dimensions of the network
business, testing its existing capabilities and defining its
expectations of efficient, capable asset management.

The results of these reviews led Aurora to the conclusion that there
were a number of aspects of its asset management capabilities that
required attention and investment. Funding for this investment had
not been sought or provided for in the 2003 Pricing Determination.

Aurora invested in these activities at a level materially above that
provided in the 2003 Pricing Determination. This decision resulted
in an immediate profit reduction for Aurora.

Engineering competency and capacity was identified as critical to
asset management capabilities. The previous extended cost-cutting
had resulted in the responsibility for distribution network asset
management being placed on an unsustainably small number of
experienced engineers.

Aurora opted to invest substantially in rebuilding that capacity to
a level that would sustain the business going forward and at the
same time increase its overall asset management capabilities.

Similarly, in 2003 there was little focus on the customer service
domain of the distribution business. A number of distribution
customer service functions were still being performed by the Retail
division and would need to transfer to the distribution business as a
consequence of the introduction of retail competition.

Continuation of the journey to build data acquisition and
management capability also required additional resources and
supporting IT tools.

Aurora’s understanding of the expenditure required to efficiently
and effectively operate and maintain Tasmania’s electricity
distribution system had progressed significantly since the 2003
Pricing Determination.

The expenditure proposals contained in Aurora’s Regulatory
Proposal had been constructed by way of a bottom-up approach.
The resulting proposals and justifications had been scrutinised

by a number of independent experts and benchmarked against
outcomes achieved in other jurisdictions. The result of this process
was a Regulatory Proposal that proposed material increases in both
operating and capital expenditure programs. Aurora considered
these increases were appropriate given the nature and condition of
the infrastructure being managed and the environment in which it
now operated.
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Notwithstanding that Aurora’s network management capability had
been assessed by GHD as near appropriate best-practice, Aurora
acknowledged that it could and should achieve more. In particular,
further improvements in asset data and condition assessment
proposed for the Regulatory Control Period would bring it closer to
appropriate best practice asset management.

Whilst Aurora’s Regulatory Proposal included these increased
operating and capital expenditures they were for the large part
approved by OTTER following a review by Wilson Cook and
Associates (Wilson Cook).

Aurora has realised a large part of its allowed expenditure during
the current Regulatory Control Period and considers that investment
in the network is now at an appropriate level and that consolidation
of expenditure can now occur. Asset failures have not increased and
reliability levels have remained consistent with the requirements of
the TEC.

24

| Aurora Energy Pty Ltd



Aurora Energy Regulatory Proposal 2012-2017

4. Aurora’s distribution
business

SSauIsSNg uonNQuUIsIp S,eloiny




4. Aurora's distribution business

The distribution business incorporates an overarching function
that sets the overall asset management philosophy and direction;
and provides operations and maintenance activities within the two
distinct divisions of:

- Network; and

- Network Services.

As the only licensed provider of distribution services within the
Tasmanian jurisdiction, Aurora has adopted a balanced approach to
ensure that the management of the distribution business reflects and
aligns both the business and the regulatory objectives and therefore
delivers appropriate long-term customer outcomes, in terms of price,
service and reliability, together with business sustainability.

This approach recognises that long-term business sustainability can
only be delivered through a careful balance of:

+ outcomes delivered for customers and the community;

« commercial outcomes for the business; and

+  the development of business capability including having the

right people, processes, partners, information and systems.

The distribution business is an asset management business
combining asset ownership, asset decision-making and asset service
provision. This business is a core element of the Aurora business.

An effective distribution asset manager makes and executes
decisions on its asset base, over the longer term, that seek to:

+ satisfy its customers;

- deliver appropriate business outcomes for its shareholders; and

+ manage the risks it poses for the community it serves, including
its employees.

The application of asset management strategies, aligned with the
investment drivers of risk, capacity, reliability, lifecycle cost and

customer service, ensure Aurora continues to deliver outcomes that:

+  build the knowledge base of its assets so that Aurora can
continue to develop least cost maintenance and replacement
programs;

+ build business capability through information systems focused
on data acquisition and utilisation which:
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> underpin an intelligent network model allowing performance
data analysis of system conditions (e.g. voltages, loads,
protection information, asset condition data); and

> present the information derived from this data in real time;

+ build on the success of reliability programs ensuring
compliance with the challenge of the TEC imposed reliability
standards, by continuing to improve the capture of network
reliability data, its analysis and use in Aurora’s network planning
and asset management processes;

- arrest the rising age of its asset base through the
implementation of targeted asset replacement programs;

- seek to defer significant network investments through the use
of demand management strategies;

« continue and develop its condition and risk-based assessment
of network assets;

-« continue to develop its market systems, processes and structure
to ensure compliance with the NEM and further tranches of
contestability; and

- embed a customer service and delivery culture into the

business to maximise internal and external, mutually beneficial,
customer outcomes.

Business outcomes

As noted previously, Aurora’s Memorandum of Association requires
Aurora to:

-+ operate its activities in accordance with sound commercial

practice; and

- maximise its sustainable return to its shareholders.

This focus on commercial outcomes is also reflected in Aurora'’s
whole-of-business strategy which includes a key group strategic
objective “to deliver sustainable customer price outcomes and
appropriate returns to our Shareholders”.

The critical business outcomes for the distribution business are that:

«Aurora and its shareholders achieve appropriate commercial
financial returns on the investments that are made;
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4. Aurora's distribution business

«Aurorais able to attract and retain the highly skilled and
motivated staff it needs to continue in business and deliver
the right outcomes; and

- Aurora can manage the various risks it faces in the distribution
business to acceptable levels.

These objectives depend on:
- the ability of Aurora to secure sufficient revenue streams; and

- asound operating framework to provide long-term direction,
stability and certainty.

In a regulated environment to secure such income streams

Aurora must:

< ensure its asset management is delivering improving value for
the customers and the community; and

- manage capital and operating expenditure within the
allowances provided and seek to drive better value from each
investment dollar.

Through this Revenue Determination process the AER exerts a
powerful influence over Aurora’s ability to achieve its strategic
objectives with regard to the distribution business. Aurora
emphasises that while adequate funding is a major prerequisite
for business viability, it is not the only requirement. Both the Rules
and the TEC require, and indeed both the AER and OTTER in the
past have demonstrated, consideration of business viability when
making their Revenue Determinations.

Customer outcomes

Critical to Aurora'’s long-term success and viability as a distribution
business is its ability to understand customer expectations and

to deliver to those expectations. Aurora has played an active role
in researching customer needs and expectations and working
with jurisdictional bodies to ensure that the regulatory framework
supports the pursuit of those expectations where they are
reasonable and sustainable.

Aurora has undertaken, and continues to undertake, substantial
research of its customers to understand the values, wants and

needs of those customers when dealing with a Distribution Network
Service Provider.

This research is undertaken on an ongoing basis utilising such
methods as event tracking surveys, analysis of the causes and
contributing factors of customer complaints and one-off surveys.

Event tracking surveys are focused on customers that have had
dealings with Aurora following a general enquiry, a power system
interruption (planned and unplanned) or a service connection request;
and provide valuable insight into Aurora’s customer’s perceptions

and needs. Aurora is then able to fine tune the way it manages these
interactions to better meet its customers’ expectations.

One-off surveys, allow Aurora to undertake detailed analysis of
customers’ expectations and the value they impose on the services
that are provided as part of their electricity supply.

The type and number of complaints that Aurora receives from its
customers also provides valuable feedback on what customers
expect of their electricity supply and how they expect Aurora to
deal with problems when they arise.
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Aurora’s customer research has consistently demonstrated, over

time, that the three things most important to its customers in

determining their perceived value are:

- price;

- the provision of adequate reliability of supply (both frequency
and duration of interruptions); and

- the effective provision of customer service.

An improved knowledge of:
- customer satisfaction by segment and region;

- which reliability measures best align with customer’s
preferences; and

- what level of reliability customers are willing to pay for
(by region and segment);

has enabled Aurora to both:

refine base case operational activities to provide better
outcomes for customers; and

develop options for performance improvements that
provide effective outcomes (as described by customers)
for an efficient price.

A sound operating framework

Aurora has adopted an open relationship with its jurisdictional
regulator for the purpose of developing a sound operating
framework. Aspects of the operating framework include:

regulations;
- regulatory incentives;
« investment review procedures; and

- aperformance measurement framework.

A key principle of the framework has been to ensure maximum
alignment of the business management of Aurora and the operating
framework. To that end Aurora has worked co-operatively and
closely with OTTER to develop and implement an increasingly
sophisticated framework. Aurora will continue to emphasise the
need for the operating framework to:

+  be aslow-cost and administratively simple as practicable;

« encourage the business to consider and act in the best long-
term interests of the customers, community and shareholders;
and

- include sufficient certainty to facilitate long-run investment and
best practice asset management.

Community outcomes

Community expectations and regulatory oversight of Aurora’s
distribution business have increased and broadened significantly
over recent years. These standards and expectations cover public
and employee safety, environmental management and corporate
citizenship.

Aurora has established programs designed to maintain a safe, healthy
and productive work environment for all employees, contractors,
visitors and members of the public. Aurora'’s electrical safety

risk management has led to a number of important community
programs, including the long-established Electrical Safety in Schools
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program, the Safe Growing campaign aimed at rural property owners
and the Look Up Look Out public awareness campaign targeted at
the agricultural and civil contracting industries, which have been
over-represented in electrical safety incidents. Aurora also provided
CablePI electrical safety sensors to more than 210,000 Tasmanian
residential customers in 2009-10 in order to reduce the incidence of
electric shocks in customer premises and to identify potentially lethal
faults on the distribution network'.

An increasing number of State and national environmental
regulations must also be met by Aurora, and community
expectations in relation to the company’s environment impacts
have grown significantly. Community and regulatory oversight of
Aurora’s environmental practices and impacts now include:

oil spill response processes and resources;

procedures to minimise the potential for pollution entering
waterways;

noise minimisation;

mitigation of bird strikes on Aurora infrastructure;
weed management;

protection of threatened plants;

guidelines for work around indigenous and non-indigenous
heritage items;

storage and handling of oil-filled equipment;
control measures for hazardous substances;
erosion and sediment control;

acid sulphate soil mitigation;

reductions in greenhouse gas emissions; and

reduction in waste disposal and increased recycling.

1 Aurora Energy Pty Ltd, Annual Report 2009-2010, page 36.

Table 6
Distribution business FTE numbers

4. Aurora's distribution business

One of the most resource-intensive areas of community interest
is vegetation management. Vegetation clearing contractors are
utilised to reduce bushfire hazards and minimise the potential for
vegetation to impact on Aurora'’s infrastructure, particularly poles
and overhead wires. There have been increasing interactions with
a number of customers and community groups in relation to
vegetation clearance over recent years.

Aurora also works with communities to mitigate the visual impact
of its infrastructure. For example, a number of communities have
worked within Aurora’s guidelines to decorate poles and other assets.

Distribution business management

The General Manager — Network, and the General Manager —
Network Services and the joint Distribution Executive Team,

which includes the divisional Group Managers responsible for

the core operational business units of the divisions, are responsible
for the day-to-day management of the distribution business and
actin accordance with the delegations of Aurora.

The Distribution Executive Team is responsible for the overall
business governance of the distribution business. The Executive
Team is responsible for setting the strategic direction and
objectives for the distribution business and for monitoring the
achievement of these objectives. It also approves and monitors the
business plans and operating budgets submitted by the divisional
managers and reports on the performance of those plans and
budgets to the Aurora Board via the General Managers.

The distribution business FTE staff numbers for the current and
forthcoming Regulatory Control Periods are shown in Table 6.

ployee 009-10 010 0 0 0 4 014 0 6 016
Actual Forecast
Network division 188 154 150 150 150 150 150 150
Network Services division 688 675 673 673 673 673 673 673
Total 876 829 823 823 823 823 823 823
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4. Aurora's distribution business

Network division

Network division is primarily responsible for the distribution asset strategy and direction. The Network division is headed by the
General Manager — Network and comprises seven functional operating groups, each headed by a Group Manager. The structure of the

Network division is shown in Figure 8.

ﬂgur@ 8

Network division organisational structure

GM Network

.

Asset performance &
Information Manager

Network Development
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Operational
Technology & Real
Time Manager
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Distribution
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Customer Service
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Strategic & Economic
Development Manager

Asset Performance and Information Management

The Asset Performance and Information Management group
manage the asset maintenance portfolio of the distribution assets.
The structure of this group recognises the growing importance

of secondary assets in the future of the distribution network

and the importance of asset information in all of Aurora’s
distribution operations.

Network Development

The Network Development group is accountable for managing

the distribution network development function and making the
network more efficient. The group is charged with the planning and
execution of the development of the distribution network to meet
customer growth using conventional and non-network solutions.

Operational Technology and Real Time

The Operational Technology and Real Time group is accountable
for the operation of the network in real time; and data management
and the operation of the systems that provide that data.

Commercial

The Commercial group provides finance services across the entire
distribution business (both Network and Network Services).

The group also provides all revenue and billing activities, as well as
managing the regulatory interface and compliance obligations.
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The commercial group also liaises with the corporate and shared
services divisions to ensure optimal distribution business input to
group requirements and the efficient delivery of shared services to
service the distribution business needs.

Customer Service

The Customer Service group supports a strong distribution focus
on customer services. The group centralises all customer-related
roles and functions, including business support and customer
connections and interactions into a single customer centric team.

Strategic and Economic Development

The Strategic and Economic Development Manager provides
the link between distribution strategy, revenue and pricing
considerations; and the outcomes of the regulatory regime in
which Aurora operates its distribution business.

People

The People group is a subset of Aurora’s People and Culture
division and has responsibility for people strategy, culture and
change management, safety, health and environment, recruitment,
employee relations, remuneration and benefits and organisational
development for the entire distribution business.

The Network division FTE staff numbers for the current and
forthcoming Regulatory Control Periods are shown in Table 7.
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4. Aurora's distribution business

Table 7
Network division FTE numbers

Employees 2009-10 2011-12 2012-13 2013-14 2014-15 2015-16 2016-17
Actual Forecast
Distribution Capability Improvement 13
Local Asset Management 21
Market Services 33
Office of the General Manager 2 2 2 2 2 2 2 2
System and Asset Management 27
System Operations 44
Asset Performance and Information 22 22 22 22 22 22 22
Commercial Management 20 21 20 20 20 20 20 20
Customer Service 21 41 40 40 40 40 40 40
Graduates 7 6 6 6 6 6 6 6
Network Development 14 14 14 14 14 14 14
Operational Technology and Real Time 47 45 45 45 45 45 45
Strategic and Economic Development 1 1 1 1 1 1 1
Total 188 154 150 150 150 150 150 150

Network Services division

Network Services division is responsible for the provision of the field staff to construct, maintain and operate the distribution network.
The Network Services division is headed by the General Manager — Network Services and comprises eight functional operating groups,
each headed by a Group Manager. The structure of the Network Services division is shown in Figure 9.

ﬂgure 9

Network Services division organisational structure

GM Network Services

Manager Operations Manager Operations People Manager
South North SHE Manager Distribution

Manager Works Commercial Manager Manager Training
Management 9 Strategy & Standards

Transitional Manager
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4. Aurora's distribution business

Operations (South and North)

The Operations South and North groups comprise three main
sub-groups:

- Works Delivery;

« Scheduling; and

« Operational Delivery.

Works Delivery

The Works Delivery sub-group is managed on a regional basis

(South, North and North West) and provides services within Aurora

and to Transend and Hydro in the areas of:

« construction, operations and maintenance activities on the
distribution system;

. management of customer connections;

- construction, operations and maintenance activities on the
transmission system;

- operation and maintenance of the power stations and
distribution system on King and Flinders Islands;

+ maintenance activities in generation power stations and
switchyards; and

-« preparation work to support NBN fibre installation; and
operations and maintenance of installed NBN fibre.

Scheduling

The Scheduling sub-group manage the scheduling and
coordination of work activities and resources to meet work
program requirements. It is responsible for ensuring the effective
implementation of the work packages, including managing change
to the packages, prioritisation, allocating resources and providing
progress reporting.

Operational Delivery

The Operational Delivery subgroup comprises the functions

of asset inspection, meter reading, vegetation management
and oil management. It is responsible for meeting client service
expectations in the delivery of these functions.

Transitional Manager

This role has the responsibility for the integration of Service
Connections into the Works Delivery sub-group and the transfer
of Meter Reading to the Operational Delivery sub-group and will
support the structural transition.

Commercial

The Commercial group is responsible for business strategy and
implementation, project management, client management

and key subcontractor arrangements, with the final three areas
being grouped together to maximise commercial synergies and
internal expertise.

Business strategy and implementation

the business strategy and implementation team is responsible for
the facilitation of business planning and direction and overseeing
implementation of key strategic initiatives.
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Projects

The projects team is responsible for delivery of all major and
strategic projects undertaken in the distribution business.

The client management area is responsible for key work relationships
and commercial interactions with clients while key subcontractor
arrangements are also managed out of this broad area of the
business.

Works Management

The Works Management group comprises the Planning and
Design teams.

Planning

The Planning team plans, prioritises and coordinates work to best

utilise internal and external resources to deliver on customer

expectations in a safe and productive manner, and includes the

following key functions:

- facilitating, planning and coordinating the development of
the distribution work program;

- development of resourcing plans to support workforce
planning and skills acquisition for future program requirements;

- development of the 12 month resourcing plan to inform:
(@) ability to deliver;
(b) internal resourcing;

(c) external resourcing requirements via the design and
construct contract;

(d) 12 month prioritised design plan; and
(e) ensure the plan maximises work opportunities;

development of three month forward resourcing plan
and excess work;

development of one month prioritised packages of
work for Works Delivery; and

monitor and report on progress against delivery of
the program.

Design

The Design team produce designs and estimates to support
delivery of the distribution program of work in alignment with asset
strategies and client and customer requirements, and includes the
following key functions:

- designs for the electrical distribution network;
- designs for customer-generated work;

- safety, environmental, and heritage assessments and
management as part of the designing process;

- easement and wayleave acquisitions and negotiations; and

- estimates and quote facilitation to support planning,
scheduling and construction functions.

Training Strategy and Standards

The Training Strategy and Standards group provide training,
compliance and auditing functions, primarily for the distribution
business but also for the broader energy industry in certain
instances. The group’s functions largely underpin the safe system
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of work within the distribution business; and is closely aligned with
the SHE function.

The Training Strategy and Standards Group comprises the Training
Centre; Standards, Audit and Licensing; Compliance Testing; AM;
and Electrical Inspection teams.

Training Centre

The Training Centre is a registered training organisation that
delivers nationally accredited training in the powerline area at a
Certificate Ill and Certificate IV level. The centre also delivers other
technical training services to the business and industry generally,
which includes power systems safety rules accreditation, NBN
training, live line, rescue procedure and electrical testing. Much of
this training is centred on the minimum requirements for access to
work on the distribution network.

Standards, Audit and Licensing

The Standards, Audit and Licensing team manages

Aurora’s electrical contractors licence under the

Occupational Licensing Act 2005 and ensures compliance with the
Actin all areas of electrical work performed within the distribution
business. This is done with an audit team that audits Aurora’s field
crews and contractors for work practices and quality against work
procedures, standards and legislation. The team also develops work
procedures and standards for the field workforce and provides
technical advice to the workforce, contractors and customers

and manages the calibration of testing instruments. The team

also manages the quality management system for Aurora which
incorporates the Training Centre, NEM metering, procurement,
accounts payment and contract management.

Table 8
Network Services division FTE numbers

4. Aurora's distribution business

Compliance

The Compliance team is a small team that is responsible for testing
and repairs of Aurora’s electrical equipment such as line mats, fuse
sticks, ladders and lifting equipment. All tests are performed against
Australian Standards and are performed in all depots, including the
Bass Strait Islands. This testing and repair service is essential to the
safety and productivity of the field workforce.

AMI

The AMI team is responsible for the management of the accredited
meter installer scheme and the implementation of other contractor
accreditation for the distribution business. This ensures there are
clear standards for contractors working on the distribution system
with the appropriate training in place.

Electrical Inspection

The Electrical Inspection team provides an electrical inspection
service of the work performed by electrical contractors on
consumer’s private electrical infrastructure, both domestic and
industrial against AS/NZ-3000. The team also provide a 24 hour,
seven day fire and shock response service state wide. This work is
performed under contract to Workplace Standards Tasmania and
the contract is due for renewal on 30 June 2012.

SHE Team

The SHE team is responsible for safety, health and environment
initiatives across the distribution business. This team assists Aurora
to achieve and maintain a safe, healthy and productive work
environment for all employees, contractors, visitors and members
of the public.

The Network Services division FTE staff numbers for the current and
forthcoming Regulatory Control Period are shown in Table 8.

ployee 009-10 010 0 0 0 4 014 0 5 016
Actual Forecast

Commercial Management 31 31 26 26 26 26 26 26
Safety, Health & Environment 8 8 8 8 8 8 8 8
Office of the General Manager 10 5 9 9 9
Works Management 48 47 45 45 45 45 45 45
Training Strategy & Standards 50 49 50 50 50 50 50 50
Operations

- South 487 477 492 492 492 492 492 492
- North

Apprentices 54 58 43 43 43 43 43 43
Total 688 675 673 673 673 673 673 673
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4. Aurora's distribution business

4.1. Governance
arrangements

The distribution business operates under an operational model
whereby activities are broken down into programs called ‘threads’.

Corporate management and budgeting occurs within the Aurora
corporate office.

In order to prepare operating and capital expenditure forecasts,
Aurora followed the same process as with previous Regulatory
Proposals, in particular to:

- prepare forecasts by thread for the Regulatory Control Period,
along with corporate cost forecasts;

- convert these forecasts to the nominated operating and
capital expenditure categories; and

+ include these forecasts, along with appropriate documentation
to support the forecasts, in, or with, the Regulatory Proposal
provided to the AER.

4.1.1. Thread management

In its asset management activities, Aurora uses a ‘thread
management’ approach whereby each asset class used by
Aurora has a thread associated with it.

A 'thread’ comprises staff from Network and Network Services
divisions involved in the planning, design, construction and
maintenance of the asset class. This provides an ‘end-to-end’
communication process across the distribution business.

Threads also provide a convenient mechanism for grouping assets
for planning and expenditure purposes.

Outside of the thread framework sit functions that provide
common support services to all threads: for example, finance,
human resources, regulatory.

A thread may be associated with Standard Control, Alternative
Control, Negotiated Services or Unregulated work as classified
by the AER. Following are the threads associated with the
development of the Aurora work program:

- connection assets;

- meters;

- road lighting;

«  customer-generated work;
- system development;

- system operations;
«ground mounted substations;
- HVregulators;

- underground system;

- zone substations;

+ overhead system;

- structures;

- power quality;

«  protection and control;
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-+ reliability;
- vegetation management; and

«  network IT.

Thread leaders are responsible for the planning and development
of programs and budgets associated with the assets in a
particular thread.

4.2. Key information systems
to provide regulated services

Aurora'’s key information systems, which are detailed in the
Distribution Network ISG Strategy, appended as an attachment to
this Regulatory Proposal, comprise a mixture of standard commercial
systems and in-house solutions that have been developed to
support business processes and analysis.

The Aurora Distribution Network ISG Strategy is a 10 year strategy
that achieves technology consolidation and simplification and
enhanced strategic capabilities by implementing a foundation to
enable Aurora’s distribution business to thrive in a “smart” world.
The strategy realises a long term vision that transforms Aurora’s
IT capabilities from their current state into a strategic, business
enabling platform.

The goal of this strategy is to enable and support Aurora’s
aspirational goal, “To not contribute to any price increases to the
customer as a result of our efforts”, and specifically to facilitate the
achievement of the strategic metrics of expenditure cost reduction
through increasing operational efficiency over the forthcoming
Regulatory Control Period.
The systems have been grouped into the following categories:
fixed asset management;
power system management; and

market services management.

Fixed asset management

The objective of Aurora’s approach towards asset management is to
ensure that electricity is delivered safely, reliably and economically
while respecting the environment. Aurora'’s asset replacement
strategies are designed using the best available techniques
appropriate to the criticality and value of the assets and incorporate
a whole-of-life and risk-based approach.

The IT solutions currently supporting Fixed Asset Management are:
- DINIS - power flow analysis;

- WASP - works management, design and asset condition;

< WASP BASIX — works planning;

«  G-Tech - GIS and network model; and

- Spatial Data Warehouse - with a suite of in-house process
and analysis tools.
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Power system management

The objective of power system management (system fault and
operations) is to “operate the distribution system to provide
and maintain customers to agreed service standards while
accommodating asset management activities and public safety
considerations”.

4.3. Unregulated services
and revenue

Aurora undertakes a range of activities that are currently not
subject to economic regulation.

Table 9, extracted from Aurora’s Ring-fenced accounts, provides a
split of Aurora’s unregulated revenues (in nominal terms) during the
previous and current Regulatory Control Periods.

There are three key processes to achieve this objective:

system management — the overall management (monitoring
and control) of the performance of the network;

Unregulated Other

The Unregulated Other category primarily covers revenue from:

fault management- the efficient and effective management of
power system faults or emergency situations which involve the

ower system; and . . .
P Y sales made by Aurora’s gas retail business;

system access— the safe and efficient provision of access to
the power system for asset management activities such as
construction and maintenance.

operations of Aurora’s telecommunications business, including
capital contributions towards Telco activities;

services provided by the Network Services division to external
The IT solutions currently supporting Power System Management are: parties; and

iFIX Intellution SCADA system; fees for gas connections and reconnections.

InService OMS solution; _
Unregulated Retail

The Unregulated Retail category primarily covers revenue from:

Avalanche system from TVD;
critical customer database;
G-Tech; and

WASP.

electricity sales to contestable customers in Tasmania and
mainland Australia;

monies from Government to fund Community Services

Market services management Obligations?,

Currently, Aurora is undertaking a major upgrade of some of these
systems to enable it to interface seamlessly with the Tasmanian
electricity retailers and their customer and billing systems.

interest on overdue accounts; and

fees for electricity connections, reconnections and
disconnection services.

Aurora’s approach to these system developments has been on a
just-in-time’ basis with the implementation of a mix of manual and
semi-automated systems and processes; with a view to enhancing
functionality, the level of automation and capacity as volumes,
business needs and regulatory obligations develop and increase.

Unregulated Distribution

The Unregulated Distribution category primarily covers revenue from:
contestable metering services provided by the distribution
business;

Major systems developed have included: the provision of public lighting services; and

customer contributions towards unregulated capital works

meter data management (MDMS) by Gentrack;
performed by Aurora.

service order management (SOM) by Brave Energy;

Under the regulatory framework proposed by the AER in the
Framework and Approach Paper, the following components of the
categories in the table will be regulated in some form:

TVD CSC - works management;

distribution billing and interfaces to other Network systems;

and
part of the services provided by the Network Services division

Aurora Retail systems and the national retail market through

to external parties; and
the market integration layer (MIL).

provision of public lighting services.

2 Aurora Energy Pty Ltd, Annual Report 2009-2010, at page 90.
Table 9
Aurora's unregulated revenues

Category

2003-04
($'000)

2004-05
($'000)

2005-06
($'000)

2006-07
($'000)

2007-08
($'000)

2008-09
($'000)

2009-10
($'000)

Unregulated Other 807 36,204 47,566 34933 30,400 27,608 70,083
Unregulated Retail 285,312 280,778 286,310 335,277 405,295 479,069 581,501
Unregulated Distribution 4,393 5440 6,016 5,624 3,586 4,585 7,360
Total 290,512 322,422 339,892 375,834 439,281 511,262 658,944
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4. Aurora's distribution business

4.4. Overview of the network

Aurora constructs, maintains and operates the electricity distribution network on mainland Tasmania in accordance with the distribution
licence issued by OTTER. Aurora also constructs, maintains and operates the electricity distribution network on King and Flinders Islands on
behalf of Hydro Tasmania.

4.4, Distribution connection points
Aurora’s distribution network is primarily connected to the transmission system owned and operated by Transend at 41 terminal substations
throughout Tasmania.

Due to historical infrastructure design and the remoteness of some distribution assets, there are a further five locations where the
distribution network feeders connect directly to assets owned by Hydro.

Table 10 provides an overview of the connection points for Aurora’s distribution network within the Tasmanian jurisdiction.

Table 10
Aurora's connection points

Connection Connection Company \(;;?:::EE\;]) Connection Points Type
Arthurs Lake Transend 6.6/22 1 Distribution
Avoca Transend 22 4 Distribution
Bridgewater Transend 11 10 Distribution
Burnie Transend 22 12 Distribution
Chapel St Transend 11 17 Distribution
Creek Rd Transend 33 8 Sub-transmission
Derby Transend 22 3 Distribution
Derwent Bridge Transend 22 1 Distribution
Devonport Transend 22 11 Distribution
Electrona Transend 11 8 Distribution
Emu Bay Transend 22 4 Distribution
Fisher Hydro 22 1 Distribution
George Town Transend 22 10 Distribution
Gordon Hydro 22 1 Distribution
Hadspen Transend 22 8 Distribution
Kermandie Transend 1 4 Distribution
Kingston Transend 11 12 Distribution
Knights Rd Transend 1 6 Distribution
Lindisfarne Transend 33 6 Distribution
Meadowbank Transend 22 3 Distribution
Mowbray Transend 22 10 Distribution
New Norfolk Transend 22 6 Distribution & Sub-transmission
Newton Transend 22 1 Distribution
North Hobart Transend 11 22 Distribution
Norwood Transend 22 8 Distribution
Palmerston Transend 22 3 Distribution
Port Latta Transend 22 2 Distribution
Queenstown Transend 22 4 Distribution
Railton Transend 22 8 Distribution
Risdon Transend 33 7 Sub-transmission
Rokeby Transend 11 10 Distribution
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4. Aurora's distribution business

Connection Connection Company \?ct))l?:(::tilf\?) Connection Points
Rosebery Transend 44 2 Distribution & Sub-transmission
22 3 Distribution
Savage River Transend 22 1 Distribution
Scottsdale Transend 22 5 Distribution
Smithton Transend 22 5 Distribution
Sorell Transend 22 8 Distribution
St Marys Transend 22 4 Distribution
Todds Corner Hydro 22 1 Distribution
Trevallyn Transend 22 17 Distribution
Triabunna Transend 22 3 Distribution
Tungatinah Transend 22 4 Distribution
Ulverstone Transend 22 8 Distribution
Waddamana Hydro 22 1 Distribution
Wayatinah Hydro 11 2 Distribution
Wesley Vale Transend 11 1 Distribution

As noted above, Aurora’s distribution network is primarily connected to Transend’s transmission system. Transend has a 220 kV and a
110 kV transmission network that connects generators (including Hydro) to the distribution system, major industrial customers and
Basslink. This system comprises 3,469 circuit kilometres of transmission lines, 47 substations and nine switching stations as well as a
telecommunications system and control centre.

Figure 10 illustrates the extent of Transend’s transmission network in Tasmania.
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4. Aurora's distribution business

To achieve the optimum network solution, Aurora and Transend jointly plan and develop strategies for the management of the transmission
and distribution assets and the associated networks. This approach facilitates the progress of distribution requirements and issues that
directly and indirectly affect both networks.

4.4.2. Sub-transmission network

Aurora further distributes the electricity supply via its 16 zone substations, which are predominately located in the greater Hobart area.
These sites are shown in Table 11.

Table 11
Aurora's zone substations

Primary voltage Secondary voltage

Zone Substation Type (kV) kV)
Bellerive Urban - major 33 1
Cambridge Urban - major 33 11
Claremont Urban - major 33 1
Derwent Park Urban - major 33 11
East Hobart Urban - major 33 1
Geilston Bay Urban - major 33 1
Gretna Rural - minor 22 11
New Norfolk Rural - minor 22 1
New Town Urban - major 33 11
Richmond Rural - minor 22 1
Sandy Bay Urban - major 33 1
Todds Corner Rural - minor 6.6 22
Trial Harbour Rural - major 44 22
Wayatinah Rural - minor " 22
West Hobart Urban - major 33 11
Westerway Rural - minor 22 1

General statistics for Aurora’s zone substations are shown in Table 12.

Table 12
Zone substation statistics

Maximum demand

Installed capacity Firm capacity

Zone Substation Connected MVA

(MVA) (MVA) (MVA)
Bellerive 8 44 45 225 20.6
Cambridge 12 4 40 20 1.5
Claremont 10 52 45 22.5 241
Derwent Park 10 66 45 22.5 216
East Hobart 11 89 90 45 30
Geilston Bay 9 49 45 22.5 26
Gretna 2 7 2 1 09
New Norfolk 3 28 10 75 75
New Town 8 46 45 225 214
Richmond 3 27 5 25 43
Sandy Bay 13 84 90 45 39.7
Todds Corner* 1 0 6 3 0.0
Trial Harbour 3 9 40 20 24
Wayatinah 3 6 2 1 1.2
West Hobart 15 98 90 60 4
Westerway 2 7 2 1 1.3

*Todds Corner zone substation is used for emergency system supply only.
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4.4.3. Distributed generation

4. Aurora's distribution business

Aurora encourages the connection of embedded renewable generation to its network and continues to receive a reasonable number of

connection enquiries for distributed generation units, including:
+ micro: wind and solar;
+small: mini hydro, wind, solar, tidal; and

medium: wind, mini-hydro and cogeneration (gas).

The existing distributed generation sites connected to the distribution network are shown in Figure 11. Their size is generally less than
3 MW and their location has had little impact on deferment of major capital works. Due to the size and nature of these generating facilities

they do not provide any form of network support.

ff—'igure mn

Distributed generation sites

,-.il

Aurora has continued to experience a high number of

photovoltaic system connection applications despite the removal
of the Government grants supporting solar panel installation.
These recent changes to legislation have resulted in the re-appraisal
of previously uneconomic renewable generation projects and this
will impact Aurora in future years.

Aurora currently has approximately 3,500 connected residential
photovoltaic systems. Unit sizes range from 1.0 kW - 6 kW and
typical sizes include 1.0 kW and 3.0 kW units.

Aurora Energy Pty Ltd | Regulatory Proposal 2012-2017

4.4 4. Retailer interactions

All five licensed retailers within the Tasmanian jurisdiction buy
electricity through the NEM and sell it to customers. Aurora is the
sole electricity distributor in the Tasmanian jurisdiction and supplies
electricity to all customers connected to the distribution network.
Aurora recovers its costs of supply from the retailers of these
customers in accordance with its Distribution Determination.
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4. Aurora's distribution business

4.5. Key characteristics of
Aurora's network

Aurora’s distribution network:

delivers electricity safely, reliably and efficiently to achieve the
best outcomes for the Tasmanian community;

comprises a network of power poles, cables, wires and smaller
transformers to deliver the electricity from terminal and zone
substations to homes and businesses in Tasmania;

delivers electricity to Tasmanians living across an area of
approximately 67,800 square kilometres. Much of Aurora'’s
distribution network traverses rugged and isolated terrain;

is primarily connected to the transmission network operated by
Transend but does have a number of other feeder connections
to Hydro generator sites.

4.5.1. High voltage network

Aurora's HV distribution network distributes electricity at either
44, 33,22 or 11 kV via 317 distribution feeders. There are 30,262
distribution substations that further reduce the voltage to 230/400
volts to supply the majority of Aurora’s customers through the low
voltage network. There are a number of HV customers, with their
own distribution substations that take electricity supply directly at
22 and 11 kV. There are also some energy intensive customers that
are supplied via dedicated distribution feeders.

During the 2009-10 financial year a total of 4,695 GWh of energy
was supplied to Aurora’s distribution network; with 4,652 GWh

of energy delivered from the transmission network and 43 GWh
from distributed generation sites. The total distribution customers’
aggregate consumption for the same period, as metered at the
customer’s point of supply, was 4,462 GWh.

The aggregate co-incident maximum distribution feeder demand for
the 2009-10 financial year was 1,042 MW at 8:30am on 8 July 2009.

The HV distribution network is best characterised as a “rural,
overhead” network. Most of Aurora’s HV feeders and practically the
entire LV network consists of overhead construction. Underground
cable reticulation is restricted to central business districts and
various subdivisions and commercial centres in urban or suburban
areas. Aurora’s rural distribution feeders tend to be lengthy,
between 50 and 500 km, and of a radial nature with limited ability
to interconnect with other adjacent rural distribution feeders.
Urban distribution feeders, on the other hand, have a greater
flexibility to provide alternate supplies to the majority of customers
on a distribution feeder. Consequently outages on rural feeders
generally have a greater impact upon reliability.

A brief overview of Aurora’s distribution network assets are shown
in Table 13.
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Table 13
Aurora's distribution network

As at 30
June 2010

Customer connections (total) 329,111
Residential connections 229,420
Non-residential connections (Commercial / industrial) 50,369
Unmetered connections 49,322
Overhead (km) — High Voltage 15,069
Underground (km) — High Voltage 1,077
Overhead (km) — Low Voltage 7197
Underground (km) — Low Voltage 1,101
Poles 221906
Distribution substations 31,287
Distribution feeders (total) 317
-CBD 24
- Urban / suburban 140
- Other (Rural) 153

4.5.2. Distribution feeders

The planning and management of Aurora’s 317 distribution
feeders occurs at a single planning level. This approach to
planning allows for:
better monitoring of supply reliability issues for each
distribution feeder;

an ability to focus on specific locations in each area,
such as towns or suburbs; and

appropriate management of performance against
TEC standards.

Each of the distribution feeders has been classified into one of the
categories for performance management and reporting. A brief
overview of Aurora’s HV distribution feeders are shown in Table 14.

Regulatory Proposal 2012-2017 | Aurora Energy Pty Ltd



Table 14
Aurora's distribution feeders

4. Aurora's distribution business

Feeder category feggét:sf Connected KVA Overhead route Ie?ligl:; Undergrlz:;ltﬂhr?;;ti Total route Ie?l?::;
CBD 24 284,565 15 82 97
Urban 140 1,206,548 1,260 545 1,805
Rural 153 2,030,908 13,894 366 14,260
Total 317 3,522,021 15,169 933 16,102

Not all of Aurora’s HV distribution feeders have been included in Table 14.

Sub-transmission feeders supplying large distribution zone substations are excluded as they have no connected customers up to the
zone substation. Customers are supplied through a further network of HV distribution feeders emanating from these zone substations.

Specific industrial feeders that supply individual points or bulk loads (i.e. dedicated large industrial customers) and ungrouped feeders are
also excluded. The ‘ungrouped’ class includes those distribution feeders with no connected customers, future distribution feeders and
substation internal supplies. A brief overview of Aurora’s other HV feeders are shown in Table 15.

Table 15
Aurora's other distribution feeders

Feeder category fegg;;sf Connected VA Overhead route Ie?l?rtnt; Undergrlzll:;;ihr?;rtn(; Total route Ie?frtnl';
Industrial 21 121,628 127 39 166
Sub-transmission 20 963 12 42 152
Ungrouped 28 68,339 79 34 113

Figure 12 provides an overview of Aurora’s distribution feeder network.

ﬂgure 2

N

Aurora's distribution feeders
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© 22kVNetwork
© 11kv Network
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4. Aurora's distribution business

4.6. Supply side solutions are
balanced with demand side
management

There are two fundamental approaches to demand side

management:

- toencourage users to move their load to a time when the
network is being used less; or

-+ toencourage users to manage their demand so that,
irrespective of time of use, network usage is better managed.

Ideally, both aspects of demand would be monitored and
chargeable, to maximise Aurora’s appropriate cost recovery from
network users. The major factor surrounding the introduction

of such controls is the metering technology that has, or may be,
deployed. Aurora’s metering strategy is to replace the current fleet
of basic meters for general residential customers with a ‘smart
capability enabled’, electronic meter that will have the ability for
time of use metering, but not directly measured demand based
charging. It follows, given the approach in the NEM, that time of use
charging is the choice for small customers who qualify for Smart
Meters, while demand charging, perhaps in conjunction with time
of use charging, is appropriate for larger customers.

A number of demand side management schemes, currently
employed or under trial within other jurisdictions, are being
considered for implementation and/or trial by Aurora. Such
schemes include:

- remote control of residential and commercial storage hot water;
- commercial air conditioner control management systems;
- energy purchase/buy-back or tariff incentive programs;

- targeted commercial demand side management and energy
efficiency programs;

- residential demand response appliances; and

- education programs promoting energy efficiency.
Implementation of several demand side management schemes may
be necessary to be an effective and viable alternative investment
option to address network constraints or defer network augmentation
due to the dispersed customer base within Aurora’s distribution

network, the daily electricity demand profile of the various customers
and location factors with respect to the existing network.

4.7. Environmental challenges
facing Aurora

Environmental challenges facing Aurora include:
« greenhouse gas emissions;

- biodiversity;

- fauna mitigation;

- oil management; and

- controlled waste.

New projects requiring design work are reviewed for environmental

40

exposure and may be referred to an environmental consultant

for further review. All new projects are assessed for their impact
on Aboriginal heritage and clarified with the Aboriginal Heritage
Tasmania section of Department of Primary Industries, Parks, Water
and Environment (DPIPWE).

Further details of these challenges are set out below.

Greenhouse gas emissions

In Australia, the single biggest source of greenhouse gas emissions
is the electricity (or stationary energy) sector. This means that the
electricity sector has to make among the greatest changes to its
operations to reduce its level of emissions.

Aurora also contributes to greenhouse gas emissions through the
utilisation of its vehicle fleet.

Biodiversity

As Aurora’s distribution assets are located throughout Tasmania,
Aurora has a fauna strategy to protect the high biodiversity
values that exist throughout Tasmania together with mapping
and reporting in respect of its infrastructure to determine
environmental impacts.

Fauna mitigation

Aurora works with the DPIPWE to mitigate injuries and interactions
with threatened fauna species due to impact with or electrocution
from Aurora’s distribution network.

Oil management

Aurora’s distribution network has many assets that are filled with oil,
and as such, oil spills are a possible environmental risk.

Controlled waste

The chemical cleaning, storage, transport and disposal of Aurora’s
controlled waste intrastate and interstate requires it to comply with
State regulations for those activities.

4.71. Short and long-term mitigation

Greenhouse gas emissions

Aurora utilises a Carbon Inventory Management System to track and
report its greenhouse gas emissions®. It ensures Aurora is able to
collate, track and manage its carbon footprint and provides Aurora
with a strategic focus for managing and reducing its emissions.

Sulphur hexafluoride (SF,) is one of the lesser known greenhouse
gases that is used almost exclusively by the electricity industry.
[tis an extremely inert gas that suppresses arcs and Aurora uses it
as an insulator in its switchgear. Aurora tracks and reports the
volume of SF, and keeps a watching brief on technological
developments that will allow Aurora to phase out its use.

Aurora’s second largest source of direct emissions is its fleet of
operational vehicles, with over 6,000 tonnes of emissions®.

3 Ibid. page 62.
4 Ibid. page 62.
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An active fleet incorporating a range of different types of
vehicles is integral to Aurora'’s various business operations. Fleet
however, is an area where Aurora can improve its performance.
Aurora has changed its pattern of vehicle procurement to more
environmentally friendly models and the next challenge is to
influence vehicle use and driver behaviour.

Biodiversity

Aurora utilise the Natural Values Atlas (NVA)*, Aurora’s geospatial
information system (GIS) and its fauna strategy to protect the
high biodiversity values that exist throughout Tasmania. The NVA
is a comprehensive database and reporting system developed

by DPIPWE, while the GIS is a mapping system of Aurora’s
infrastructure that overlays other mappings systems to determine
environmental impacts.

These environmental tools enable Aurora’s designer/estimators
to map infrastructure routes well clear of conservation areas and
threatened environmental species and in doing so ensure that
Aurora complies with environmental legislation.

The NVA is also used as a guide to best-practice vegetation
management around the distribution assets. It provides information
on the best method of vegetation removal and helps Aurora to
minimise its environmental footprint. For example, Aurora ensures
that a vegetative cover is left on easements during overhead line
construction to maintain native species habitats and avoid land
management issues such as erosion.

Fauna mitigation

Aurora operates under a Public Authority Management Agreement
(PAMA) with DPIPWES. This agreement references the Threatened
Species Protection Act 1995 to enable both parties to work together
to mitigate injuries to threatened fauna species (particularly birds of
prey such as wedge-tailed eagles and grey goshawks) as a result of
contact with the overhead distribution system.

All endangered bird death incidents are reported to DPIPWE and
reviewed, with mitigation measures implemented where possible.

Aurora’s fauna strategy requires an upgrade of old infrastructure to
mitigate impacts on species such as wedge-tailed eagles. Aurora,
in conjunction with the Threatened Species Unit of DPIPWE, has
introduced a program to modify the steel lattice strain type of
tower to make them safer for birds to land on.

Other line construction activities include fauna mitigation measures
such as possum guards around power poles, bird ‘flappers’ on
powerlines and minimising the impact on ground vegetation in
order to protect habitat.

Oil management

Aurora’s distribution network contains in excess of 30,000 oil-filled
assets, and the management of oil spills is an important matter.

All incidents involving a spill of insulating oil are reported to DPIPWE
and rehabilitated by Aurora.

5  Ibid. page 60.
6 Ibid. page 60.

Aurora Energy Pty Ltd | Regulatory Proposal 2012-2017

4. Aurora's distribution business

Aurora disposes of all PCB-free, oil-contaminated soil from oil spill
clean-ups in the most sustainable way. All contaminated soil is sent
to Port Latta for DPIPWE approved bio-remediation before disposal
as landfill at the Port Latta Regional Landfill.

Controlled waste

Aurora is considered by the Environmental Protection Authority
(EPA) within DPIPWE as a leader in the management and disposal of
controlled wastes in Tasmania. There are no significant disposal sites
for contaminated waste within Tasmania and Aurora is generally
required to ship its controlled wastes interstate for disposal. Aurora’s
disposal regime includes:
+  PCB-contaminated assets are sent to Victoria for chemical
cleaning before disposal;

- non-scheduled PCB-contaminated oil is sent to Victoria for
blending and disposal in Queensland;

«  scheduled PCB-contaminated capacitors are sent to
Queensland for disposal;

« drums of oil compound are disposed of interstate;

+ chemical cleaning of PCB contaminated bulk tanks and large
regulators is performed by interstate contractors in a controlled
area under permit from the EPA; and

- waste PCB-free oil is disposed of at Mole Creek in Tasmania.

Environmental impact assessments, including
aboriginal heritage

When planning projects, Aurora utilises environmental impact
assessments to help it identify potential positive or negative
impacts on the natural, social, or economic environment.

Aurora has initiated and implemented plans to mitigate major

environment impacts. These plans include:

- more effective containment of oil and oil-filled assets at the
Cambridge and Rocherlea oil facilities and the transformer
storage area at Cambridge;

+the implementation of a chemical management system
(Chemgold 3) to manage legislative requirements for the
availability of material safety data sheets for chemicals, and the
analysis of chemicals for risk assessment and segregation’;

- the training of designer/estimators to Certificate IV in
Environmental Management?,

+the enhancement of the GIS to include environmentally
sensitive areas such as raptor nesting sites, vegetation types,
private reserves, conservation sites, Phytophthora cinnamomi
sites, Ramsar wetlands and World Heritage Areas’; and

+ atender/contract assessment tool for review and analysis
of contractors’ environmental systems and environmental
capabilities.

7 Ibid. page 58.
8  Ibid. page 59.
9 Ibid. page 59.
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4.8. Aurora's commitment to
new technologies

Smarter network technology

Aurora has adopted a strategy that enhances its focus on
customer outcomes and utilises smarter network technology
in the belief that intelligent networks and smarter grids are the
future of distribution businesses.

Aurora's smarter network vision is for a resilient distribution
network that delivers low-cost, sustainable energy to an engaged
and knowledgeable customer base. It uses advanced metering
infrastructure, demand response programs and home energy
management systems to provide customers with an ability to
better understand and manage their consumption and to produce
their own energy.

A trial of smarter grid technology that allows the customer to
test demand side management and retrieve live information
about their electricity consumption will be implemented.
Communication in the field will also be enhanced with the trial
of electronic work dispatching.

4.9. Factors affecting
network management

Residential load growth

The factors considered for residential load growth in Tasmania include:

- overall population growth; and

- areas of high customer growth.

The Australian Bureau of Statistics (ABS) forecasted overall
population growth estimates for Tasmania are reported as being
flat in the medium to long-term, and in some areas these estimates
are believed to be negative. However, those estimates have been
offset by the growth of the number of occupied dwellings and new
building approvals.

Aurora’s load data shows high customer load growth in the
Hobart (eastern and northern suburbs), southern (Kingston),
Tamar west (Launceston) and East Coast areas of the State.
This is also substantiated through the number of modifications
to existing and new customer connections being established
within these areas.

Commercial and industrial load growth

The commercial and industrial growth is driven mainly by
parameters affecting the Australian economic outlook rather than
local Tasmanian economic parameters, as the markets for these
industries tends to be into other parts of Australia and overseas.
This group of customers has strong negative pressures caused by
the estimates of relatively flat or reduced population growth over
the forecast period that leads to a constrained or smaller market.
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Demand

Ability of the distribution system to cope with a greater
maximum demand

The Tasmanian electricity system normally reaches a coincident
maximum demand (CMD) peak in either July or August each year".

There are numbers of factors influencing CMD:

- climate change;

- energy efficiency (State and national programs);
«  energy usage price signals; and

- energy sources (renewable-distribution/home generation)

State-wide load and consumption forecast growth rates have been
determined using three growth scenarios:

low;

medium or expected; and

high.

Medium growth forecasts are adopted for distribution network
assessment and planning. High and low values of growth are used
to assess the level of variability and risk.

The load forecasting process will identify areas where load growth
rates warrant investigation. The growth rates experienced in those
areas will impact on network system capability and highlight potential
or existing network capacity constraints over the next 10 years.

In order to understand the impact of these load growths and where
augmentation projects may be necessary, the load forecasting
outcomes are recognised and reported at a:

- system or state-wide distribution network level;

- terminal substation and upstream network connection point;
and

- regional and area level.

Weather

There has been a notable increase in the number of significant
weather-related events involving severe winds and/or lightning that
have affected Aurora’s distribution infrastructure. Typically these
events have affected approximately 10,000 or more customers with
resultant power failures. The majority of these outages are caused
by trees and associated vegetation, outside Aurora’s clearance
zones, falling across powerlines; and lightning strikes on or near
electrical assets causing fuses to blow and transformers to fail.
Power is generally restored to the vast majority of the customers
within 12 hours.

The most significant recent weather-related event was a severe
windstorm that crossed the north-west and north of the State

on the morning of Sunday, 27 September 2009, affecting
approximately 45,000 customers. Trees in areas inland from
Wynyard to Deloraine brought down powerlines and poles,
destroyed transformers and blocked road access. In some cases it
took three to four days before affected areas could be accessed and
cleared. It was almost a week before restoration was completed.

10 Aurora Energy Pty Ltd, Introduction of Time of Use and Specified Demand Network
Tariff Charging Components - Issues Paper — December 2008.

Regulatory Proposal 2012-2017 | Aurora Energy Pty Ltd



4. Aurora's distribution business

Aurora’s Fault Centre struggled to cope with call volumes with as many as 60,000 calls on the first day. A trouble analysis function in the
Fault Centre’s outage management system was introduced in August 2010 and is designed to give the system the ability to interpret the
most likely cause and location of system failure from the customers’ calls. It is expected that this function will speed restoration times.

4.10. Network reliability

Aurora’s network reliability performance for the current and previous Regulatory Control Periods is shown in the following figures. In trend
terms the performance has shown a slight improvement over this term.
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4. Aurora's distribution business

The removal of Major Event Days from reliability data is commonly used to provide an indication of the underlying performance of the
distribution network under “normal” operating conditions.

A Major Event Day (MED) for Aurora is a day in which the SAIDI exceeds a threshold set in accordance with a methodology determined by
OTTER. Using this method the MED exclusive (normalised) performance is shown in the following figures.

ﬂgure 15
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4.11. Maintenance areas

Aurora has divided the State into 19 individual maintenance

areas to provide a more focused and targeted approach to the
management of the distribution system. This approach ensures
better reporting on actual performance to specific customers and
interested parties. Dividing the State into 19 areas allows for better
understanding of the risks and influences in specific areas and
provides a focused approach to problem solving. These areas are
shown in Figure 17.

4. Aurora's distribution business

/Figure 17

Maintenance areas
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4. Aurora's distribution business

4.12. Depots

Field crews (resources) that undertake work and, more importantly,

fault and emergency activities are located at sites around Tasmania.

Table 16
Aurora's depots

Resource/
Response Centre

Maintenance Area

There are four major resource centres located at: Burnie Burnie, North Coast
Cambridge on the eastern outskirts of Hobart; Cambridge Hobart, Midlands South, Sorell Peninsular,
! East Coast
Rocherlea on the outskirts of Launceston;
Campbell Town Midlands North, East Coast, Midlands South
Devonport; and
) Deloraine North Central, Midlands North
Burnie.
Devonport North Coast, North Central, Devonport
These resource centres are supported by eight response centres Huonville South
(excluding King and Flinders Islands) providing fault responses as X X
o : o New Norfolk Midlands South, Highlands
well as day-to-day distribution service activities.
] ) ) Queenstown West Coast
The maintenance areas serviced by these depots are shown in
Launceston, North East, Tamar West,
Table 16. Rocherlea )
Midlands North
Scottsdale North East
Smithton North West
St Marys East Coast, Midlands North
The location of Aurora’s resource and response centres are shown
in Figure 18.
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4.13. Planning areas

4. Aurora's distribution business

Aurora has divided the State into 10 individual planning areas to ensure efficient planning and focused management of the distribution

system. These planning areas are shown in Figure 19.
These planning areas are based upon:

the location of major substations;

the supply area footprint;

mutual support for HV transfer and capability;

the routes of HV feeders;

reliability of supply;
similar demographics and industry; and

population centres.

/Figure 19
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The nature and characteristics of each of Aurora’s planning areas is
discussed below.

413.1. Central area

The Central planning area is characterised by low customer density
requiring Aurora to provide a widespread rural system to service its
customers. In general terms the individual substations within the
area have power transformers typically 5 MVA and below. The area
has rugged terrain, which is frequently inaccessible during winter
storms. This area has required significant investment in substations
and general infrastructure to meet the capacity and reliability
requirements. Currently, the general highlands area has small

loads but contains significant tourist and economic industries, for
example a fingerling hatchery at Wayatinah.
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The growth for this area is now generally low and as such requires
little investment to meet capacity criteria. Ongoing management
issues in this area are system reliability and security.

413.2. East Coast area

The East Coast planning area is characterised by low customer
density with a diverse customer base requiring a widespread rural
system to service its customers. The area has a large coastal terrain,
posing challenges to reliability during wind and sea storms. It is
the centre for relaxed living, and as such has seen an increase in
residential development; mainly weekend cottages, along with
robust tourism, fishing, farming and viticulture industries; especially
in the East Coast town of St Helens.
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413.3. Hobart area

The Hobart planning area encompasses areas both sides of the
Derwent River; from Lower Taroona and South Arm, to Bridgewater
in the north, and has a mixture of commercial, industrial and
residential customers.

The area has localised issues of system security and capacity
and localised high load growths. Being an 11 kV supply network
has resulted in reliability, whilst sub-optimal in some areas, that
is generally good due to the short high voltage feeders that are
typical with 11 kV networks.

To better manage the Hobart area, it has been split into two
planning areas:

Hobart - East; and
Hobart - West.

413.4. North Coast area

The North Coast planning area is characterised by residential and
commercial coastal strip development with an inland customer
base, supporting farming activities. The area contains the city of
Devonport and a number of significant towns and hamlets involved
in the tourist industry. The Cradle Mountain tourism area also lies
within this planning area.

The difficult topography of the area limits the nature and style

of the construction of the distribution network; long river valleys
create planning issues, and the connection ties to the lateral feeders
and high voltage feeders are difficult.

Whilst weather is generally mild, significant storms accompanied
by extreme wind events occur from time to time.

The area generally has low load growth, with the substations
supplying the area being well loaded, but of no concern.
Significant issues in this area are localised bubble developments
such as Port Sorell. These developments cause significant
problems with the distribution HV network, but not to the
substations supplying that network.

413.5. North West area

The North West planning area is similar to that of the North Coast
area. It is characterised by residential and commercial coastal strip
development and an inland farming base. The area includes the
city of Burnie and a number of large towns supporting a rural and
tourism industry base.

The difficult topography of the area limits the nature and style of
the construction of the distribution network. Long river valleys
create planning issues, and the connection ties to the lateral feeders
and HV feeders are difficult. The weather is more often quite severe,
with significant storms accompanied by extreme wind events.

The area has generally had a moderate to strong load growth with
the commercial heart of Burnie demonstrating a consistent load
growth. Burnie is unique in that it has a commercial district supplied
at 11 kV from Emu Bay substation, and the rest of the coast and
inland supplied at 22 kV. This poses a number of challenges to Aurora
surrounding security of supply for the Burnie commercial area.
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The area has a high penetration of alternative gas energy source
and there are a number of major customers implementing co-
generation. There have been a number of enquiries from these
customers to provide support services to the distribution network.

413.6. North East area

The North East planning area is characterised by farming, commercial
and tourism developments, and strong viticulture activities.

The far Northeast is mainly rural. It has very low density; to the
extent that is served by a number of SWER distribution systems, this
hampers flexibility and development in that area.

The area has moderate load growth with the substations supplying
the area being recently refurbished. Both are well loaded but are not
causing concern.

413.7. South area

The South planning area is characterised by strong urban
development interspersed with light farming and forestry activities.
The lower south area has become a hub for tourism activities.

The whole area has seen consistent growth over a number of
years and represents one of the fastest growing areas both

in electricity demand, and also new housing subdivision
developments. The northern component (Kingston region) of this
area has become a commuter suburb of Hobart.

The Kingston region, including Blackmans Bay, Margate and
Electrona, continues to be one of the regions with significant
forecasted load growth. This load growth has primarily been
as a result of high volumes of residential and commercial
developments being established in those areas.

The Kingston region is the fastest growing residential area in Tasmania.

413.8. Sorell - Peninsula area

The Sorell - Peninsula planning area is characterised by a mixture of
strong urban development in and around the beaches of Frederick
Henry Bay. Areas of the Forestier and Tasman Peninsulas have a
number of hamlets with strong tourism and fishing industries.

As the Sorell distribution voltage is 22 kV, it cannot interact easily
with the Hobart East area which has a system voltage of 11 kV.
This poses issues with transfer capacity in the Sorell Township,
Midway Point and Richmond areas.

413.9. Tamar area

The Tamar planning area comprises Launceston City with a large
commercial and urban base, George Town with a large industrial
base, and the areas south and west of Launceston with a mix of
heritage, urban and increasing industrial developments.

Continued load growth in the Launceston CBD and surrounding
areas, aided by the Woodheater Replacement Program' and similar
heating conversions, still continue to put pressure on the capability

11 Launceston City Council, Woodheater Replacement Program.
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of the distribution network to provide sufficient capacity in both

the HV and LV networks in this area. Further, medium to long-term

load growths see an increasing loading on the existing Transend
substations within Launceston.

The establishment of two connection points of Hadspen and
Mowbray substations has helped to relieve the constraints of
the very heavily loaded Trevallyn and Norwood substations.

These two new substations are now over or near firm capacity also.
Even with these substations, the Launceston area has seen consistent

growth that cannot easily be met by the distribution system or the
Transend substations.

The industrial area of Westbury to the west and commercial areas

of Launceston Airport to the south are also showing signs of system

stress from capacity constraints.

The agricultural area around Palmerston substation has a
strong irrigation presence, which sees this area peaking in the
warmer months.

413.10. West Coast area

The West Coast planning area has a very strong association with
the mining industry. With the exception of Strahan Village, most
communities either work in the mining industry or are allied to
fields supporting this industry. As such the planning area sees
periods of strong growth followed by times of inertia.

The area has developed a viable tourism industry based upon
mining and the area’s untouched wildernesses resources.

The electrical network at Rosebery substation has an unusual
voltage arrangement. The output voltage at Rosebery is at 44 kV,
which is the only substation at that voltage in Tasmania.

4.14. Forecast augmentations

414.]. Central area

The identified or known large constraints are as follows:
Gretna, New Norfolk, and Westerway zone substations have
transformers in severely deteriorated condition. Transformers
range from 1.0 to 2.5 MVA in size. Further in these areas the

supply voltage is a mix of both 11 and 22 kV. This mix of circuits

and voltages presents ongoing operational problems of
loadings and system and emergency management.

The areas around Kempton and Melton Mowbray have
overloaded feeders and acknowledged high voltage power

quality problems along with some reliability issues. In general this

area has significant potential for irrigation, e.g. Clyde irrigation
project; and as a consequence high use of electric water
pumping. This network voltage is 11 kV, which is particularly
intolerant to large motor starting which gives rise to ongoing
power quality issues.

To address the above constraints the following is proposed:
Gretna and Westerway zone substations 11 kV circuits will be

progressively augmented to 22 kV thereby eliminating the need

for zone substations. This is planned to continue to 2017.
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The areas of Melton Mowbray and north of Kempton will be
progressively augmented from 11 kV to 22 kV and transferred to
Meadowbank supply. The first stage, new connection at 22 kV
near Bothwell, is complete with further stages to be considered
within the 2011-15 years.

414.2. East Coast area

There are no identified issues within this area.

414.3. Hobart area

Hobart East

Most of the issues relating to the Hobart East area are associated
with high voltage capacity or security constraints. The constraints
identified within the area are:

Geilston Bay zone substation is non-firm during the

winter months;

Geilston Bay zone substation transformers are deemed
end of life in 2018;

Geilston Bay zone substation has 2 HV feeders peaking over
their planning rating;
Bellerive zone substation is non-firm during the winter months;

Bellerive zone substation transformers are deemed end
of life in 2020;

both Bellerive zone substation 33 kV sub-transmission cables
are derated due to one oil-filled cable section on each sub-
transmission cable being installed in long under road crossings;

Bellerive zone substation has 23 HV feeders peaking over their
planning rating; and

oil tests have shown that both Richmond zone substation power
transformers are in poor condition. A mixture of 22 kV and 11 kV
distribution networks within the Richmond area limits distribution
transfer capacity during planned outages and fault management.

To address the above constraints the following is proposed:
following a final report submitted to AEMO covering a joint
Aurora and Transend study, a significantly reinforced Eastern
Shore 33 kV and substation and zone substation arrangement
is proposed;

Howrah and Rosny zone substations are to be established
before winter 2012 and 2013 respectively;

from 2017 and beyond it is envisaged that a new Sandford zone
substation will be constructed. This will alleviate the existing
11 kV feeder constraints from Rokeby substation;

one transformer is to be upgraded at Richmond zone
substation in 2013. System security will be managed from
the 11 kV network;

in 2017 Richmond zone substation is to be upgraded from
a 22/11 kV to a 33/11 kV zone substation supplied from
Lindisfarne 33 kV substation;

in 2018 and 2020 the Geilston Bay and Bellerive zone substation
transformers will reach their nominated end of life. From these
dates onwards it is possible that these transformers will be
upgraded due to deterioration in their condition; and
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progressive work will be undertaken from 2011-18 to re-voltage
both 11 kV and 22 kV circuits in the Richmond area to facilitate
interconnection and standardising of supply.

Hobart West

Most of the issues having to be managed in the Hobart-West area are
associated with capacity constraints, security and reliability. Further,

there are a number of areas where localised high load growth is

causing problems at the distribution substation level and associated

low voltage network. The constraints identified within the area are:

North Hobart 11 kV busbar loading imbalance causing voltage
regulation issues in the supply area and four feeders are
marginally over the planning rating;

there are two feeders emanating from Sandy Bay zone
substation over the planning rating. These feeders are
supplying the University of Tasmania and Sandy Bay and
Taroona residential areas;

strong growth in the Chapel Street and Claremont supply

area footprints. These areas are having a strong take-up of
undeveloped land for new subdivisions. These areas represent the
last undeveloped areas before the Bridgewater township; and

the State Government initiated Brighton Transport Hub analysis
has shown that the area will have a strong developing load
base over the next two to 10 years. Development will include
commercial, minor industrial and, as land becomes available,
residential subdivisions.

To address the above constraints the following is proposed:

North Hobart bus loading investigation is being undertaken.
Likely options are the installation of capacitor banks on some
feeders. It is expected that the work will be completed in 2011-12;

a joint project between Aurora and the University of Tasmania is
being proposed for 2012-13 to split the existing university single
feeder ring supply using existing infrastructure;

to manage the existing constrained feeders at Chapel Street and
North Hobart prior to a Creek Road 110/11 kV substation, a new
feeder from Chapel Street and additional feeder augmentations
have been proposed between 2012-13 and 2015-16; and

significant investment is being made in conjunction with the
Brighton Transport Hub. Work was undertaken in 2009-10
with DIER for the relocation of existing infrastructure and in
conjunction with these works the opportunity to develop

a future 33 kV network serving a future substation north of
Brighton has been taken.

414.4. North Coast area

The constraints identified within the area are:
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hot spot growth at Port Sorell and Hawley Beach. The existing
feeder network has difficulty in supplying the area from
Devonport substation to the east and from Railton substation
to the north. One 22 kV distribution feeder emanating from
Devonport substation supplies the rural area east of Devonport
through to Port Sorell whilst the southern half is supplied from
Railton substation; and

inconsistent application of appropriate HV phase rotation design
standards has resulted in many small distribution substations
being unable to be paralleled on the low voltage side. This has
sub-optimal outcomes of managing the low voltage networks
at times of maintenance or localised fault activities.

To address the above constraints the following is being proposed:

the commissioning of a 22 kV source, from Transend’s Wesley
Vale substation, will alleviate a number of distribution issues in
the Wesley Vale and Port Sorell areas. The availability of a 22 kV
source has come about due to the major Transend customer
not wishing to take supply beyond 2010. This has enabled reuse
of the Wesley Vale substation to serve 22 kV Aurora load; and

there is to be a multistage project up to 2015-16 to correct high
voltage phasing problems in the Devonport region. This will
allow the use of adjacent substations to support customers in
time of maintenance and fault conditions.

414.5. North West area

The constraints identified within the area are:

Burnie substation has two feeders exceeding the planning rating.
These feeders supply the areas west of Burnie including Wynyard;

Ulverstone substation has two feeders exceeding the
planning rating;

Emu Bay substation will see three of its four feeders
approaching their planning rating in five years;

Burnie CBD is supplied at 11 kV and has no support from
Burnie substation (22 kV); and

transfer capability to the area of Wynyard, Somerset and areas
west of Burnie is very limited. Of the four feeders supplying this
area two are overloaded and the remaining two will exceed the
planning rating in five years.

To address the above constraints the following is proposed:

the existing supply point at Emu Bay substation is an 11 kV
connection and is incompatible with the surrounding area
voltage (22 kV). The 11 kV supplies only the Burnie CBD.

With the major customer at Emu Bay substation ceasing

operations in 2010 conversion of the substation from 11 to
22 kV'is being evaluated. The overall project will become a
joint planning study with Transend to identify options; and

the deferment of the Wynyard substation to 2017 may see the
need for a further extensive 22 kV feeder augmentation program
to manage the existing and future constraints. Demand side
management activities are actively being considered. This work
would address firm capacity issues at Burnie and Ulverstone
substations and improve supply to the Wynyard area.

414.6. North East area

The constraints identified within the area are:

the SWER systems supplying Pipers River (Blessington) are
overloaded;

the SWER system that supplies Musselroe Bay is approaching
its maximum load rating;
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the SWER system that supplies Reedy Marsh is approaching its
maximum load rating;

the SWER system supplying Mathinna is overloaded and has
identified harmonic issues affecting the voltage in the SWER
area; and

the general reliability for the far North-east continues to

be a concern.

To address the above constraints the following is proposed:

staged augmentation of the Pipers River (Blessington) SWER
system is continuing. The last stage is scheduled for completion
in 2015-16;

the staged augmentation of the Musselroe Bay SWER system
has been placed on hold pending outcomes of a proposed
commercial windfarm. However, should the commercial
arrangement proceed, full augmentation will be required;

the upgrade to the Mathinna SWER system is planned for
2012-13; and

the installation of a second transformer at Derby substation to
provide firm capacity at that substation.

4147 South area

The constraints identified within the area are:

Kingston substation has five feeders that exceed the planning
rating. Load growth forecasts indicate that there will be another
three feeders beyond the planning rating over the next five
years. Collectively this represents eight of the twelve feeders
being supplied from Kingston substation;

load growth forecasts indicate that the Electrona substation
will have two feeders beyond the planning rating over the
next five years;

load growth forecasts indicate that the Knights Road
substation will have two feeders beyond the planning rating
over the next five years;

Huonville township, which is supplied from Knights Road
substation, is also experiencing a number of large customers
upgrading their supplies that will cause transfer and security
issues at the 11 kV feeder level; and

the Kingston commercial district has substandard power
supply reliability.

To address the above constraints the following is proposed:

a new 33 kV injection point and subsequent zone substations
have been the subject of a joint planning study with
Transend. A final report has been submitted to AEMO with the
recommended option being to install a 110/33 kV substation
and two zone substations at Kingston commercial area and
Blackmans Bay;

significant non-network solutions and a smarter grid trial are
being undertaken in the Kingston supply area in 2011 and 2012
to reduce demand and defer the ultimate construction of the
future Kingston zone substation;

a Blackmans Bay zone substation is anticipated to be required
by 2017; and
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Knights Road to Huonville augmentation and reconfiguration in
Huonville is scheduled for 2015-16.

414.8. Sorell - Peninsula area

There are no identified issues within this area.

4149. Tamar area

The constraints identified within the area are:
Norwood substation has five feeders that exceed the planning
rating. Load growth forecasts indicate that there will be another
two feeders exceeding the planning rating in the next five years;

load growth forecasts indicate that the Palmerston

substation has a feeder that will exceed the planning rating

in the next five years;

Trevallyn substation has four feeders that exceed the
planning rating. Load growth forecasts indicate that there

will be another two feeders that will exceed the planning
rating in the next five years;

the present 22 kV system from Trevallyn also supports the
second 22 kV transformer and busbar at Mowbray substation.
Reliance is placed upon a 2 x 20 MVA direct 22 kV feeder link
between Trevallyn and Mowbray substations. This link enables
firm capacity at Mowbray substation. This issue cannot be
successfully addressed until the second 110 kV line is made
available to Mowbray substation in about 2012;

strong industrial growth in the Westbury area is causing
capacity problems managing new large commercial and
industrial loads;

strong commercial growth in the area of Launceston airport is
causing capacity problems with the proposed new loads;
security and transfer capability at Trevallyn, Mowbray, Norwood
and Hadspen substations; and

reliability to the Lilydale and Golconda areas north east of
Launceston is of concern.

To address the above constraints the following is proposed:
the installation of a 110/22 kV substation at St Leonards in 2012,
to manage load growth and supply constraints;

the installation of a new Westbury substation in 2017;
the installation of a new Longford substation in 2027,
the installation of a new East Launceston substation in 2027; and

the installation of a new feeder from Mowbray substation
in 2013-14 to manage load and reliability in the Lilydale and
Golconda area.

41410 West Coast area

There are no identified issues within this area.
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4.15. Aurora's customer
profiles

Aurora's commitment to maintaining value for
customers

The price of electricity remains of great concern to Aurora’s
customers: in 2009-10, retail energy prices increased well ahead
of inflation across Australia, and Tasmanian customers were not
immune to this trend.

The corporate image survey conducted in May 2010 made it clear
that Aurora needs to do more to explain to customers, especially
the residential customers, how its prices are determined and what
they comprise®.

Aurora has recently finalised a strategy for the distribution business
which promises improvements that will assist Aurora in delivering
excellent service at the lowest possible price for customers. As
distribution costs make up approximately 35 percent of electricity
bills, the strategy aims to reduce operating and capital expenditure
and therefore electricity prices through a greater emphasis on
technical capabilities together with operational improvements.

The distribution strategy will also focus on empowering the
customer through choice and ensuring that the delivery of energy
to the customer meets expectations and caters for lifestyle
demands in a problem-free and sustainable way. This will be
achieved through a focus on innovation and the deployment of
modern technology, improving the efficiency of Aurora’s capital
and operating expenditure to deliver efficient, sustainable customer
focused outcomes and solutions.

Classes of network users

As the transmission network within Tasmania provides voltages to
alevel of 110 kV there is little or no requirement for heavy industries
to seek connection to the Aurora distribution network. Aurora
therefore has three predominant types of customers connected to
its distribution network. These are residential, commercial/industrial
and unmetered supplies. At the completion of the 2009-10 financial
year there were 329,111 connections to the distribution network
and these customers consumed 4,462 GWh. The number and
consumption for these connections is detailed in Table 17.

Table 17
Distribution connections

Consumption

T \|
Customer Type umber (GWh)
Residential 229420 2,106
Commercial/Industrial 50,369 2,316
Unmetered 49,322 40
12 Ibid. page 45.
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Residential

Aurora’s residential customers are defined as those customers who
occupy private residential dwellings; but do not include tourist

or hostel accommodation or any commercial premises. Whilst
these customers comprise approximately 70 percent of Aurora’s
connections they only represent approximately 47 percent of the
energy consumption within the distribution network.

There are three general tariffs available to these customers in

the form of general light and power; hot water (including space
heating); and off-peak. These are three separate tariffs and the vast
majority of customers take supply via the combined general light
and power and hot water/space heating tariffs.

Approximately 40,000 or 17 percent of these residential customers
take their supply via Aurora Retail’s prepayment or PAYG product.

Commercial/industrial

Commercial/industrial customers are represented by:

- small to medium businesses (businesses that typically consume
up to 750 MWh per site per annum), and include offices, shops,
workshops used for retail purposes or other business activities;
and

- large businesses or enterprises, which are commercial and
industrial businesses that consume over 750 MWh of electricity
per site per annum.

Commercial customers also include agribusinesses and those that
have the sole intention of providing irrigation services.

An agribusiness is defined as a business used for farm operations
and includes a business that engages in horticulture; dairy; keeping
or breeding stock; growing fruit, vegetable, grain or other produce;
or handling and packing of these products. It excludes a business
that processes or retails farm products and also excludes businesses
that engage in intensive animal husbandry, forestry, aquaculture or
garden centre operations.

There are a variety of energy only or energy/demand tariffs at both
low and high voltage available for these customers.

Agribusiness customers often utilise an unmetered supply for
electric fences, and also take advantage of a specific irrigation tariff
for large pumps that can be used for crop watering during the dryer
summer months.

Whilst commercial/industrial customers comprise approximately
15 percent of Aurora’s connections they represent approximately
52 percent of the energy consumption within the distribution
network.

Unmetered supplies

Unmetered supplies comprise small connections such as electric
fences, public telephone boxes, traffic signals and public lights.
Whilst relatively high in number, approximately 15 percent of the
connections, they represent less than 1 percent of the distribution
network consumption.
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The total customer tariff by NMl is shown in Table 18.

Table 18
Tariff numbers

4. Aurora's distribution business

Tariff Description Total
AURESGEN General Network - Residential 184,895
AUBLVGEN General Network - Business 38,446
AUBLVYNURSE General Network - Business, Nursing Homes 130
AUBLVCURT General Network - Business, Curtilage 11,409
AUBLVDMKW LV kW Demand 310
AUHEATUNCO Uncontrolled Energy 174,042
AUHEATCONT Controlled Energy 30,634
AUHEATCONN Controlled Energy 2
AUIRRIG LV Day/Night Irrigation 3,470
AUIRRIGTOU LV Irrigation (TOU) 50
AUBLVDMKVA LV kVA Demand 686
AUBHVDMKVA HV kVA Demand 77
AUHVSPECDM HV KVA Specified Demand 3
AUBHVDMKW HV kW Demand 1
AUPAYG LV PAYG 40,950
AUBUSTOU LV ToU - Business 650
AURESTOU LV ToU - Residential 1
AUCHVDM?2 HV kVA Specified Demand (> 2.0MVA) 18

Total 485,784

Contestable customers

Over time the State Government has introduced retail contestability to certain customers within the Tasmanian jurisdiction by means of tranches
of contestability. These tranches have been determined in accordance with the Electricity Supply Industry (Contestable Customer) Regulations 2005.

These Regulations are presently under review with the aim of introducing a further tranche of contestability to commercial customers
consuming greater than 50 MWh per annum. The number of Aurora’s customers that are (or will be) contestable is shown in Table 19.

Table 19
Contestable customers

Annual Approximate Date contestability
. . Number Types of customers
consumption annual spend introduced

1 >20,000 MWh >$2,000,000 1 Jul 2006 19 | Mineral processors / heavy manufacturing plants
Food processing plants and multi storey office

2 >4,000 MWh >$400,000 1 Jul 2007 46 processing p Wi storey
complexes
Supermarkets, engineering workshops, smaller

3 >750 MWh 580,000 1 Jul 2008 330 | UM K 9 P
commercial complexes

4 >150 MWh >$25,000 1 Jul 2009 1,660 | Fast food restaurants, service stations, large offices

5a* >50 MWh >$10,000 1 Jul 20M 3,460 | Small business customers

*Tranche 5a is yet to be approved by the State Government. It is anticipated that this tranche of contestability will commence on 1 July 2011 and be open to those commercial customers
with consumption greater than 50 MWh per annum.
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4.16. Aurora's demand profile

416.1. Peak demand

Peak demand on Aurora’s network has historically occurred in the winter quarter with a strong inverse correlation to the maximum daily
temperature at the time of peak demand. That is, demand increases as temperature decreases.

The underlying drivers of peak demand on the distribution network drive the need for network infrastructure investment.

Peak demand of 1,022 MW on the distribution network occurred on Thursday, 8 July 2010 at 8:30 am. This occurred on a day where the
maximum daily temperature was higher (milder) than the long-term average. Using the temperature sensitivity coefficient for each
connection point to adjust to the long-run average temperature, the temperature-corrected peak demand was 1,095 MW. Continuation in
demand growth based on historical trends and State econometric forecasts is presented in Figure 20.

/Figure 20
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416.2. Load profile

Figure 21 compares the load profile of the 2009 total Aurora distribution network system peak day with a mild autumn weekday (15 May 2008).
It shows that at the time of maximum system peak demand, the load on the system was some 250 MW higher than the load of a typical non-
heating day. Most of this increase is attributed to temperature sensitive space heating load in the residential and business sectors.

ﬂgure 21

Aurora total system day load profile
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A load profile for day of peak demand for the distribution network load on Transend’s Kingston substation is presented in Figure 22.
The composition of load connected to this substation is typical of many of the Aurora distribution network connection sites connected to
the transmission network.

ﬂgure 22

Load profile for Kingston substation
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416.3. Load duration

The ratio of average demand divided by the peak demand for winter is 0.64, whereas that for summer peak is 0.68. For the winter peak
approximately 10 percent (100 MW) of the peak demand occurs for only 66 hours of the winter quarter, representing less than 0.8 percent
of the year.

Figure 23 presents the results of a load duration analysis of the distribution network for the winter period (1 June — 31 August) of 2009.
The analysis indicates that the top 100 MW (or 10 percent) of the distribution network capacity was utilised for 66 hours (or less than
1 percent of the time).

ﬂgure 23

Load duration winter 2009

Load Duration Curve - Distribution Network (Winter 2009)
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Figure 24 presents the results of a load duration analysis of the distribution network for the summer period (1 December - 28 February) of
2009-10 and presents a similar picture to the winter load duration curve.

ﬂgure 24

Load duration summer 2009-10

Load Duration Curve - Distribution Network (Summer 2009/2010)
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The network infrastructure required, and its associated value,

to serve 10 percent of the system peak demand for less than 1
percent of the time clearly indicates that the continued sole use of
traditional network augmentation to deal with the short duration
peaks is an expensive and sub-optimal strategy.

Non-network approaches, such as demand side management
and distributed generation options, integrated as part of Aurora’s
overall planning process, offer a far more cost effective strategy
than continuing to allocate scarce capital to serve short duration
peak loads.

4.17. Requlatory obligations
overview

Clauses 6.5.6(a)(2) and 6.5.7(a)(2) of the Rules require that Aurora’s
Regulatory Proposal include the total forecast operating and
capital expenditure for the 2012-17 Regulatory Control Period which
Aurora considers is required in order to “comply with all applicable
regulatory obligations or requirements associated with the
provision of Standard Control Services".

As a regulated business, Aurora operates under a complex
regulatory framework. One of the most significant drivers of
capital and operating expenditure for Aurora are the activities

and processes undertaken in order to meet its diverse range

of regulatory obligations. Aurora is required to comply with
regulatory and legislative instruments at both the national and
jurisdictional level, which include Acts, Laws, Regulations, Rules,
codes and guidelines. The obligations placed on Aurora to meet its
requirements, and to monitor compliance with these requirements,
represents material cost to the business and is a significant
component of its capital and operating expenditure forecasts.

Aurora’s work program includes forecast capital and operating
expenditure to meet its regulatory obligations. This section
provides an overview of the key regulatory obligations that Aurora
is governed by and that will materially impact on expenditure
requirements for the 2012-17 Regulatory Control Period. This includes
existing, as well as anticipated, requirements.

The compliance activities or processes that Aurora will undertake to
meet specific obligations under each of its RIN categories, and the
forecast expenditure associated with these activities, are referenced
in this Regulatory Proposal in chapters 11 & 12 and set out in more
detail in Aurora’s management plans.

Aurora’s compliance activities are underpinned by a group
compliance framework which includes a group compliance policy,
operational policy and non compliance policy and compliance
plan. The preparation of the compliance plan is a condition of
Aurora’s distribution licence.

The compliance policies outline the principles to be applied to
ensure compliance and fulfilment by Aurora with its compliance
obligations in all activities undertaken. The objective of the
compliance policy is to specify Aurora’s approach to compliance;
ensure its control systems are widely understood; and set the
expected behaviour so that compliance obligations are met.
The policy is to be reviewed and endorsed at least on an annual
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basis or when there is a significant change to the business which
may impact the policy.

The compliance policy requires Aurora to conduct its business in
such a way as to comply with all its legal obligations as required by
statute and common law. The policy states:

“in both its commercial and non-commercial activities, Aurora
shall endeavour to act as a model corporate citizen by acting in
an ethical manner and in accordance with the spirit, as well as the
letter of the law”.

Aurora’s expenditure is driven by national and jurisdictional
regulatory requirements in four key areas, being:
national electricity industry requirements;
jurisdictional electricity industry requirements;
jurisdictional safety and health obligations; and

jurisdictional environmental and heritage obligations.

These requirements and their expenditure impacts are
assessed below.

A comprehensive list of the key legislative and regulatory
requirements with which Aurora must comply is set out and
appended as an attachment to this Regulatory Proposal.

4171. Requlator for 2012-17 Regulatory
Control Period

Rules requirements

Chapter 10 of the Rules defines the Jurisdictional Regulator as
the person authorised by a participating jurisdiction to regulate
distribution service prices in that jurisdiction.

Clause 9.48.3 of the Rules provides that OTTER will remain as

the Jurisdictional Regulator for Tasmania until such time as the
Tasmanian Minister makes a transfer of regulatory responsibility to
the AER under clause 11.14.4. This clause expires on the first day of
Aurora'’s forthcoming Regulatory Control Period (1 July 2012).

Electricity - National Scheme (Tasmania) Act
1999 Requirements

In the context of the Electricity — National Scheme (Tasmania)
Act 1999, 'regulatory period” means the period commencing on
1 January 2008 and ending on 30 June 2012.

Section 10 provides that, despite any other provision of the Act,

any other Act or any other law, jurisdictional laws apply to the
operation, administration and enforcement of the relevant Declared
Electrical Service Price Determination during the regulatory period
to the exclusion of anything to the contrary in the New National
Electricity (Tasmania) Law and the New National Electricity Rules.

Section 10 also provides that, on and after the transfer day, any
Determinations, arrangements, guidelines or requirements made
by the Regulator relating to the relevant Declared Electrical Service
Price Determination that were in existence immediately before the
transfer day, are taken to have been made by the AER during the
regulatory period.
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Electricity Supply Industry Act 1995

Section 16A provides that the Minister may enter into an agreement
with the Commonwealth in respect of the performance and
exercise of any or all of the functions and powers of the Regulator
under the Act, the regulations or the TEC by the AER.

In accordance with the ESI Act the Regulator is the person
appointed in accordance with the Economic Requlator Act 2009,
which is the Tasmanian Economic Regulator.

On the first day of the forthcoming Regulatory Control Period the
AER will be responsible for the regulation of distribution service
prices in Tasmania. The performance and exercise of the remaining
functions and powers of the Regulator that are of relevance to
Aurora will remain with OTTER. This arrangement will continue
until such time as the Minister enters into an agreement with the
Commonwealth to transfer other functions or powers to the AER.

4.17.2. National obligations

As a DNSP in the NEM, Aurora is subject to a diverse range of national
regulatory obligations. Importantly, Aurora is required to comply with
the NEL and the Rules, which have broad impacts across Aurora’s
work program.

Electricity - National Scheme (Tasmania) Act 1999

The objective of the Electricity — National Scheme (Tasmania) Act 1999
(National Scheme Act) is to make provision for the operation of a
national electricity market and for related purposes. The National
Scheme Act provides that the NEL set out in the schedule to the
National Electricity (South Australia) Act 1996 of South Australia,
applies in Tasmania. This jurisdictional application Act gives effect
to the NEL, which Aurora must comply with as a DNSP in the NEM.

National Electricity Law
The objectives of the National Electricity Law (NEL), the National
Electricity Objective, are 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:
price, quality, safety, reliability and security of supply of
electricity; and

the reliability, safety and security of the national electricity system.

The NEL also provides for the establishment of the Rules and confers
powers and responsibilities with respect to the safety and security
of the national system.

National Electricity Rules

The Rules, which are made under the NEL, provide for the rights and
obligations of participants in the NEM, the Australian Energy Market
Operator (AEMO) as market operator, and the market institutions.
There are numerous requirements for Aurora as a DNSP under the
Rules and consequently there is significant cost to Aurora in meeting
these requirements, which broadly relate to its obligations to:

register as a network service provider,
meet power system security standards;

undertake network connections and metering in the
prescribed manner; and

comply with the economic regulation of distribution services.
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4.17.3. Jurisdictional electricity
industry obligations

Section 2D of the National Electricity (South Australia) Act 1996
provides that a regulatory obligation or requirement includes an
Act of a participating jurisdiction, or any instrument made or issued
under or for the purposes of that Act, that:
levies or imposes a tax or other levy that is payable by a
regulated network service provider;

regulates the use of land in a participating jurisdiction by a
regulated network service provider;

relates to the protection of the environment; or

materially affects the provision, by a regulated network service
provider, of electricity network services that are the subject of a
Distribution Determination or Transmission Determination.

Aurora, as DNSP and participant in Tasmania’s electricity industry,

is subject to several core pieces of industry-specific jurisdictional
legislation. Compliance with this legislation has a material impact on
its capital and operating expenditure programs. Specific jurisdictional
instruments of relevance to Aurora’s compliance obligations as a
participant in the electricity industry are discussed below.

Electricity Supply Industry Act 1995

The ESI Act is the principal Act governing the operation of the
electricity supply industry in Tasmania. The objectives of the
ESI Act are:
to promote efficiency and competition in the electricity
supply industry;
to provide for a safe and efficient system of electricity
generation, transmission, distribution and supply;

to provide for the safety of electrical installations, equipment
and appliances;

to enforce proper standards in the performance of electrical
work; and

to protect the interests of consumers of electricity and for
related purposes.

Aurora is further subject to two particular Regulations; namely
the Electricity Supply Industry (Network Performance Requirements)
Regulations 2007 and the Electricity Supply Industry (Contestable
Customers) Regulations 2005. Aurora is also subject to the TEC as
established under the ESI Act. The Regulations referred to are
discussed below.

The ESI Act also:
requires Aurora, as an electricity entity, to be licensed, and
stipulates the conditions that Aurora will be subject to, which
are summarised later in this section; and

establishes OTTER's role as the economic regulator. As discussed
above, the AER will regulate distribution service prices, but at
this point OTTER will retain the remaining functions and powers
under the ESI' Act, the regulations or the TEC.

Regulatory Proposal 2012-2017 | Aurora Energy Pty Ltd



Electricity Supply Industry (Network Performance
Requirements) Regulations 2007

The Electricity Supply Industry (Network Performance Requirements)
Regulations 2007 (Network Performance Requirements Regulations)
has the objective to specify, for the prescribed transmission service,
the minimum network performance requirements that a planned
power system of a TNSP must meet in order to satisfy the reliability
limb of the regulatory test in the Rules. This regulation is most likely
to impact the Reliability and Quality Maintained and Reliability
Quality Improvements capex.

Electricity Supply Industry (Contestable
Customers) Regulations 2005

The Electricity Supply Industry (Contestable Customers) Regulations 2005
(Contestable Customers Regulations) has the objective to establish
retail contestability in the Tasmanian electricity market. These
regulations place an obligation on Aurora to identify contestable
customers on the basis of electricity consumption, and to notify
customers of their contestable status (this requirement is not yet
part of the regulation, but has been drafted and is soon to be a
requirement). This regulation is most likely to impact the NEM and
Contestability Related Costs opex.

Tasmanian Electricity Code

The TEC has the objective to set out more detailed arrangements
for the regulation of the Tasmanian electricity supply industry.
It is provided for, and enforceable under, the ESI Act and has been
reviewed and revised to ensure that it is consistent with NEM
regulatory environment. Aurora incurs significant cost in meeting
the TEC requirements, specifically in relation to obligations under
two key 