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Executive Summary

¢KS '9w A& 3FdzZARSR 0@ {KS tolprbniote fficiertt invesym®miil, &nd bfficiers OG A &S
operation anduse of, energy services for the leiegm interests of consumers of energy with respect to
price, quality, safety, reliability and security of supply of ereergy

On 3 December 2020, the five Victorian electricity distribution businesses, AusNet Services, CitiPower,
Jemena, Powercor and United Eneepchsubmitted Revised Regulatory Proposals for the July 2021 to
June 2026 regulatory period. These proposals settletrevised position by each business to collect
revenue from its customers through distribution charges froduly2021 to 3QJune 2026, following the
release of the AER Draft Decisions in September 2020.

In this document, CCP17 provides advice toARR olissues arising since the release of the draft decisions
in SeptembeR020, and in respect dhe revised egulatoryproposals for each of the Victorian electricity
distribution businesseswith a particular focus on issues of importance to energysumers.

Uncommon circumstances
This regulatory review has been like no other.

Under the shadow of the global pandemic, thecertaintyin forecastingenergy anddemand growth,
consumer expectations, business conditions and the impact of government ineesthemes place the

risk of even greater variations in revenue and capital investment requirements. Engagement, particularly
in the final year of the regulatory reset, has been undertaken under unique and somewhat difficult
circumstances.

Through this eset, therole of consumerbkas been placed under the microscope following the trial of the
NewReg process with the involvement of a Customer Forum working closely with AusNet Services in
establishing their proposal. The AER also employed a fundamerdpijotvn assessment for the draft
decision, requiring consumers to consider their approach to the revenue decision for AusNet quite
differently. Awide conversation on the nature and future of consumer engagement was sparked.

Consumer engagement was undéa by the Victorian distribution companies in quiteerseways.The

AusNet Customer Forum, the Jemena Peoples Panel anddahemunity forumsof the Victorian Power

Networks (CitiPowePowercorand United Energy) highlighted tispectrumof the forms ofengagement

generating discussion in regulatory and consumer circles arahaut efficiency, effectiveness and

influence. The AER, in the draft decision, unveiled a new view of assessing thedaéectiveness of

engagement in the regulatory reset proceSensideringth&?6 NS RGKQ ' yR WRSLIIKQ 2F
a focus along with establishing proof points

Powercor, following investigations by Energy Safe Victoria into the devastatimgfivéestern Victoria of

2018 have presented a proposal for a significantly increased investment in wood pole replacement,
challenging consumers and regulators to take a much more active consideration rof¢haf longterm

asset management and the impamn the community

Finally, the addition of theixmonth extensiorto the regulatory reset date, initiated by the Victorian
Government, introduced not only the need for an interim assessment by the AER, but presented consumers
with a significantly exteneld period of involvement with this reset, further stretchitige limited resources

of consumers, distributors and the regulator alike.



A review of role and objectives of consumer engagement

A large component of this advice considers the role of consumers and other stakeholders in informing and
shaping the regulatory proposals. We consider the questions posed by the AERDrathBecisions
central to the introduction of thé=ramework for casidering consumer engagementeferred to in this

R2 OdzY S¢/lio fr & WQ

In so doing, we summaris®meof the milestones in regulatory engagement to datecluding the CCP10

WY A3y f and inlentdSeNdagemenexpressed by the theohair of the AER in 2017. A summary of
somerecen2 GSNE S| & AYAGAFGAGSas Ay Of dzRA y 3203DKison for2 dzy OA f
energy consumells y R (i KSSstainabiliyiFirss provided

Against this background,esS a4 G 6t AaK gKFG //twmt OFffa WOfdzsSaQT A
Victorian distributionbusinesseghat correlate with or inform the key issues nominated in the AER
engagement framework. Ultimately hen reflectingon the AER framework and the egtions posed in the

Draft Decisionswe proposeten keyfeatures of good engagement

a) The need for a cleaelationship betweemnyassessment and a broader, tangible vision
includinga defined timeframe,

b) Recognition thavarious objectivesan exisfor engagement

c) Engagement activity needs to be part ohdderengagement strategy and plan

d) Qualitative as well as quantitative measurae necessary,

e) Engagement must demonstrably addresdiisivenesand equity,

f) The tansparency of engagemenhot only doingbut being seen to deis important,
g) Engagement needs to be well organised resourced,

h) Good egagementbuilds capacityand capability; not onlin that of stakeholders but alsaof the
businesstself,

i) Engagement must be integrated witho dza A y Saadnd | & dzadz f QX

j) Engagement musb S -Tu2oGhithét &, not only address mediutarm plans, but also
demonstratelnnovation lookingwell forwardand taking a strategic view

The impact of engagement by the Victorian electutislyibutors

There were three fundamentally different approaches to engagement in this,reset the processes
continued to varying degrees beyond the draft decision to help inform the revised proposals.

AusNet Services

While the CCR7 took a more distaned role in relation to the engagement for AusNet Services, we
continued to bencluded in much of the procedsike the other Victoriaelectricity distribution businesses
AusNet Services was challenged by the limited time available fdepth consumerand stakeholder
Sy3ar3asSySyid o0SidGsSSy DiditDecksion andit® feadtirfe fofiskibinittingthewiséd
regulatoryproposal. For AusNet Services, this challenge was exacerbated by the lack of a comprehensive
Consumer and Stakeholder EngagatnPlan spanning the full timeline of the regulatory reset protieas

laid out the steps to be taken, and why

We observednstances where stakeholder feedback lesarlyinfluenced the revised proposal, and that
influence ishighlightedin the AusNet Services proposal itself.oi8e sectors of the community, such as
culturally and linguistically diverse consumers and larger industeyd have been more involved in the

2



engagement programA greater level of transparency and clarity of the roléhef Customer Consultative
Committee would be advantageous.

Jemena Electricity

Janena Electricity continued igpproach with the expansive Peoples Panel. CCP17 was supportive of this
IANRdzL) 2F WS@OSNEBRIE@ OAGAT SyaQs | yte thdiRakel Bhtodgh WS Y Sy |
engagement process, Jemena capitalised on the realisation that its customers are not homogenous, and
that each customer type has its own set of priorities and engagement requirements.

WSYSYIl Q& I LILINE I OKZX o thikt dfAUsNe®EriicéBl 80 NRydzaAXAlY WiNK-Sa GWoiNB I R G
aspects of engagement into stark reality.

The major focus of recent engagement by Jemena has been about the AER’s base year Draft Determination,

and members from Jemena’s Peoples Panel will lodge a submission following this engagement. Our
assessment is that this engagement will probably not result in a neat and definitive consumer. Wéaw
regard the engagement as being significant in the putting the key issues into the consumer discussion,
yieldng longer term strategic information for Jemena rather than the result that may be delivered in the
shorter term.

CitiPowey Powercorand United Energy

The threeVictorianPower Network distributors CitiPower Powercorand United Energg continued their
unified engagement processijth the Powercor proposal tending to lead the conversatidatablein their
engagement is the formation of the Consumer Advisory Panel (@A&Rh has been more effective in
helping the bginesses respond to the Draft Decisions with their revised propasaswill be usefuin
maintainng effective engagemeninto the next regulatory period.Sinceits establishment, the CAP ba
mainly been involved irarly stages o I 2 2 NJ WA Osugh @s a¥setirapl§chidieand customer
service fulfilment and to date have not been given the opportunity to considsach of therevised
proposals¥?| & | WeK®nbtSe@ that as a significant shortcoming though, espeaiilign the short
time the CAP has been operating.

We welcome the fact that théhree businesses have been open about learning from the commemnts
engagemenh Y G KS | 9wQa& 5NI Fi 5 @ddyaithelsguas rdisgdhby the ABRS THe R R NB &
businesses have held focused stakeholder engagement meetings sindgrafieDecisions and have

consistently involved CCP17. We also welcome the setting duotiza A y S dengatetnentpian f Q

key componentn our view of effective engagement discussed in detail in the next section oAthike.

Key mattersrisingfromi KS | 9wQ& RNJI Flprdp&ash 4A2ya FyR NBOAA&ASR

The evolution of engagemena major issue for all stakeholders that has become prevalent in tter lat
stages of tis Victorian regulatory resets discussed widely in thtdsdvice particularly in Section 2.

Section DfthisAdviceO2 Yy A RSNB GKS YIF AY A &adzSa DiakDedisionsl @S | NA &

Our initial observation has been the hidevel of acceptance by the distributors of many of thatters

raised in theDraft DecisionsFor example, general acceptariog the distribution companie8 ¥ G KS | 9wQa
proposed adjustment to connection volumeatrly in the regulatory periochnd the foaus on extracting

maximumd SY STA G FTNRY (dpdriudiedih \NdioriayfoSmieet thédhpidl growth in rooftop

solar PYis commendedSimilarly, the reconsideration of man§the opex step changes seen in the initial
proposalswill bring benefits to consumers.

Based on our consideration of the revised proposals, we consider the largest issues facing Victorian
electricitydistributorsin the next regulatory period to be:

- Dealing wih the uncertainties in growth and business conditions related to the global pandemic,



- The importance of maintaining effective engagement with consumers in these challenging times
to continually gain information on consumer expectations and behaviour, akeéep customers
informed should the distributors not be able to adequately deliver services in difficult times,

- (re) Establishing trust in asset management practices and the safety of network assets, particularly
in western Victoria,

- Developing the techioal capability, facilities and commercial arrangements (tariffs) needed to
facilitate the efficient response to the growth of Distributed Energy Resources,

- Maintaining adequate insurance cover as market conditions evolve, and
- Progressing tariff reform iWictoria to meet changing energy use and demand patterns.

These challenges, considered in detail in subsequent sections dAdliise,must be considered with a
continuous strong awareness of the impact of investmemthe regulated asset basmterestrates and

hence return on capital will rise again at some point, with risk of significant cost increases for consumers if
the current low return on capital environment leads to increased regulated asset base values.

NREFRSN) AdadzSa FichNJ 6KS ' 9wQa O2yaARSNI
Over the considerable period ofithregulatory reset, severbtoader matters have emerged.

a) The role of engagement

The fundamental question @How do distributors best reflect the true expectations of their consupaers
has come to the fore, as evideed by theproportion of thisAdvicededicated to that issue. We are pleased
the AER has put a document on the table that inétsated an energetic conversation. Our view is that it is
a dynamigosition, and CCH is keento work with the AER antthe businesseto refine and develop the
proposal and help put the concepts into actiohhis includes further development of the signals to
distributors reflecting the benefit if good engagement.

b) Understanding the changing investment needsitilities

Traditional asset augmentation to meet growing demanghismany ways becoming overshadowedthg
challenges of distributed energy resourcéalling asset utilisation and consumers seekitigrnatives to
energy fromtraditional energy network As assetage, and community risks remain in focus, the ability to
reasonablyassess asset healdnd safetyas a benchmark indicator becomes more pressing.

c) The rok of targeted detailed analyssA G KAy | O0NRFRSNJ Wi2L) R26yQ I aa

The topdown assessment® ! dzib S { SNIBAOSAQ AYAUGALFET LINRPagalf KA
to asses the prudency and efficiency of proposed expenditure. The role of the Customer Ebouvs

that there may be a pathway to lightéranded regulationrelying moreon gradually improvingpngterm

trends than intensive, detailed analysis.

There is a middle groungla framework thatakes an initial approach from the tegiown, considering high
level trends after removing the impact of any largenormal eventsthe use of robust modelling and
encouragngdistributors to seek efficiencies thughviewing an overall programme rather tha buildup
of individual events.

That being saidhere still is an importantole of detailed groundip external analysiShere areareas of
investment and expenditure that remain very dynamiguchas the afety risks associated with ageing
assets, thavide-ranging impacts of the growth in distributed energy resouiaed theserviceexpectation
of consumers in what remains a complex and changing energy lands$cdbese complex areas, detailed
assessmenby expertyemains necessary.

Such action is also a precursor to consurcenfidencein the regulatory reset processvhere expert
analysis and consideration must not only be ddmgt, it must alsdoe seen to be done.
4



a) A shift in the sharing of risk

Of note in the proposals is the trend to nominated palssoughs new opex steps and relatively minor
capital investments. We see thdevelopmentemergingrom the commercial pressurdsom shareholders

to maximise returns in this low ratef-return environment, and toshare the risk othe uncertainty of
government interventionin thisAdvice, we highlight the importance of this action not being asymmetric
and passingisks inappropriately to customers.

d) Refining the role of efficiency schemes

A recurring heme in recent advickom various CCP teams has been the need to review and reform the
role of efficiency schemes, predominantly EBSS and CESS, in regulatory determiVatimsain strong
supporters of the part efficiency schemes play in the regulafagnework Hwever, there arecases
where utilities have been rewarded for actions thabuld not be considered by consumers as reflecting
true efficiency developments.

lfazs az2vYS Ay@gSaidySyida KI @S cintpdving thap@fotfiatng bt F2 NJ W
distributors whilethe costs of such action are passed to consumers.
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1 Acomprehensiveeviewof consumer andtakeholder
engagement

In the Draft Decisions for the Victorian Electricity Distributi®evenue Proposalf)e AERighlighted that
proposals which have been developed with theormedinfluence of consumersyheretheir preferences
can be clearly seen as beimganingfullyconsideredn the proposalare more likely to be in the lorgrm
interests of consumers thastherwise

Taking this into accountthe AERoutlined their view of the elementsthat represent a range of
considerations thatcan clearly demonstrate whetheransumers have been genuinely engaged in the
development of the proposalg¢. KA & A a & dzY Yl NR D&ffDetdrffinatiomsl 6t S 171Q 2F (K

In this section we first consider the approach that the AER has taken, using th@térm 6at shorthafd

to include te thinking behind the components of the table and its practical implications. In responding we
provide a version of some of the history leading to the current context, some overseas experience and our
own perspective.

CCP1tonsider that there are threkey questions that are central to this tablge present them as:
1 What is effective consumer engagement for energy network (natural monopoly) businesses?
1 How is consumer engagement assessed, particularly by an (economic) regulator?

1 What roles should a redator play in encouraging continuous improvement in consumer
engagement?

The Consumer Challenge Panel, as well as other stakeholders, is interested in these questions and how
GKS& FNB FLILIXASR dzaAy3d GKS FLILINRBIFOKOAWYSYUR&GERSAS
elements are intended to show how our thinking has evolved since our 2013 Consumer Engagement
Guideline but are not intended to provide a fixed view. Our framework will continue to evolve as
RAAGONROdz2NBEQ Y2RSft a 257 20RSNI daVASNS d&y 3+ ISYSy G Y I G dzNJ

Our commentsn this section of ouAdviceare intended to inform this evolution.

1.1 AER Engagement Assessment table

In each of the DrafDecisions for the Victorian distribution businesses, the AER made the following
statement aboutconsumer engagementind in particularabout the approach that they have taken in
assessing the impact of consumer engagement on a regulatory proposal.

X ¢S 0StASOS GKIG LINR2LRAalIfa 6KAOK KIF@S 0SSy RS
their prefeences, are more likely to be in the lelegm interests of consumers than those which

have not. Taking this into account, the elements outlined in Table 7 represent a range of
considerations that we think can clearly demonstrate whether consumers haveybeeimely
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Element Examples of how this could be assessed

Nature of engagement e Consumers partner in forming the proposal rather than
asked for feedback on distributor’s proposal

e Relevant skills and experience of the consumers,
representatives, and advocates

« Consumers provided with impartial support to engage
with energy sector issues

e Sincerity of engagement with consumers
* Independence of consumers and their funding

 Multiple channels used to engage with a range of
consumers across a distributor’'s consumer base

Breadth and depth « Clear identification of topics for engagement and how
these will feed into the regulatory proposal

e Consumers consulted on broad range of topics
e Consumers able to influence topics for engagement

e Consumers encouraged to test the assumptions and
strategies underpinning the proposal

e Consumers were able to access and resource
independent research and engagement

Clearly evidenced impact e« Proposal clearly tied to expressed views of consumers

« High level of business engagement, e.g. consumers
given access to the distributor's CEO and/or board

« Distributors responding to consumer views rather than
just recording them

* Impact of engagement can be clearly identified

e Submissions on proposal show consumers feel the
impact is consistent with their expectations

Proof point « Reasonable opex and capex allowances proposed
o In line with, or lower than, historical expenditure

o In line with, or lower than, our top down analysis
of appropriate expenditure

o If notin line with top down, can be explained
through bottom up category analysis

Tablely ! aa4SaayvySyid 2F /2yadzySNJI 9y3FasSySyid o! 9w

1.2 Howdid we gethere?

The following is a brief summary of some of the key developments from the-tagedrs that we suggest
have led to current considerations by the AER Board.

We also observe that a greater emphasis on consumer needs and interests has Hdig titom 2012
when variouspolitical and regulatory processes led the AER to establish the ad@mhe Customer
Consultative Groupand to develop a consumer engagement guidelwe are also acutely aware of the
frustration for consumers and the regulator that resulted from a regular use of limited merits review
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appeals by network businesses toatlenge regulator decisions, adding considerable cost burden to
consumersWe commence this brief recap of recent history with tli@ited Merits Review.

Limited Merits Review

The legislation summary from the APH website states:

Dateintroduced: 10 August 2017

House: House of Representatives
Portfolio: Environment and Energy
Commencement: The day after Royal Assent.

Purpose of the Bill

GThe purpose of the Bill is to amettte Competition and Consumer Act 2Q1§e CCAto provide

that certain decisions made by the Australian Energy Regulator (AER) are no longer subject to
merits review by the Australian Competition Tribunal or any state or territory body. The
Governmentconsidd G KI & GKA& 6Aff NBRdzZOS LINBaadzaNBE 2y S

The removafrom the regulatory processf easy access to Limited Merits Review has required energy
network businesses to amend their approach to regulatory processes, and particularly to siggifican
upgrade their consumer engagement and responsiveness.

[/ twvmn a{AIYylFfa LI LISNE

This paper wasrppared by CCP1ifi August 2017whenconsidering the Framework and Approach (F&A)
for NSW and AGlectricitydistribution business regulation 20434, It states that:

OCCP10 considers that all parties should be seeking an end goal of ensuring:

1. regulatory proposals lodged by network fu§§a 8 Sa 6KSNBE GKSNB NB ay2 adz
including consumers, and

2. processes for the development, submission and review of proposals are transparent, provide stakeholders
with the opportunity to participate, and ensure that the views esged are considered.

This can be achieved through consultation that achieves agreement wherever possible. (Ndt® that
surprises does not mean agreement, nor is consensus assumed, though it is desired.) The proposed end
goal is that regulatory proposallodged by network businesses contain no surprises for stakeholders,
including consumers, by applying transparent and informed processes that are not appealed (recognising
that removal of Limited Merits Review contributes to thik)s being achieved tbugh consultation that
achieves agreement wherever possible.

2SS adza3asSaid GKFG GKS '9w OFy LINRPGARS || Nry3asS 2F wa
O2y adzySNJ Sy3l 3SyYSyid G2 SyKIl y®&ssuprBasiedulatyryipbpoFaB.NJ b { t Q:
2S KIFIPS ARSYUGAFASR F fAad 2F LRIOSYOGAlrt waraylrfaQ

signals we recognise that some potential actions are in progress now or can happen in the short term (ST),
while other potential actions ardenger terms options (LT).

We have also identified 4 areas of potential benefit for network businesses, being:
1. wSLIzi F GA2y T AyOf dzRAY3A 0 SAyYy 3 withddyallidepse  Sperdt® S OS y (i €
2. Efficient use dfheir resources, &ing money and time

3. Efficiency inthe complecand resourceheavyregulatory processand

1 https://www.aph.gov.au/Parliamentary Business/Bills Legislation/bd/bd1718a/18bd025
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https://www.legislation.gov.au/Series/C2004A00109
https://www.aph.gov.au/Parliamentary_Business/Bills_Legislation/bd/bd1718a/18bd025

4. Increased financial return

¢CKNRdzZAK (GKS ! 9w LINPGARAY3I | LIINRPLINRFGS warxdaylftaQ a2
consumer engagenmg, there is greater certainty in process for network businesses, which will lead to
reduced transaction costs associated with regulatory proposal development and application with benefits
shared between customers and network business sharehalders.

CCPINB O2YYSYRSR G(GKIFIG GKS ' 9w AyOfdzZRS | WairdaylrftaQ :
documents to encourage high calibre consumer engagem@framework and Approach statements

signalling such engagement should also be produced for gas network AcaesgeArents. There will also

need to be recognition of the business context in which the engagement process is océurring.

We suggest that the AER could take i#atement of Expectatiodsapproach that has been applied to
/ h+L5 RdAINAY3I Hnun (2 RS@GSt2LI I a{GFGiSYSyid 2F 9ELISO
principles based, rather than being prescriptive.

AER Chair Paula ConpeiAGnference, Brisbane 2017

At the 2017 Eergy Networks Association conference, AER Chair, Paula Conboy made the following
directional comments.

2SS glyd G2 Sy3alr3asS gAGK @2dz YR gAGK O2yadzySNa
key points of disagreement early and we want to work collatdogly to resolve them. In my

experience, the sooner you can all agree on the issues of a proposal, the areas of contention, the

easier it is to resolve them.

It is a new way; and in a post Limited Merits review world; | would suggsghie only waySo
there are a number of things that needdbangeand | want to spend some time on that now.

First: Our new funding model is not simply about upsizing the organisation but about changing
the way we operate.

This is the single most significant changeciale since the inception of the AER and will require
careful planning, time and close consultation.

We are essentially kicking off AERE2®

We observe that this statement from théhair of the AER, specifically to energy network businesses,
summarises aignificant attitudinal change and clearly emphasises the importance of engagement both
between networks and their customerand between networksand the AER. The statement provides a
strong signal about the centrality of engagement, a perspective thairoes.

Consumer Engagemefwwvards

The establishment of an annual consumer engagement award for Australian energy network businesses

has also been a useful focus to promote higlality consumer engagement. The award was firesented

in 2017 with four businesses now having achieved the award: ElectraNet, Essential Energy, Jemena and

Australian Gas Networks. Each of these businesses has been recognised for undertaking a range of
engagement activities and for demonstrably implementing much of the adviaded by customers. The

active involvement of CEOs aBdard members has been a significant aspectariousstrategies that

have been recognised.

2 https://www.aer.gov.au/news/workingogetherto-restore-confidencein-energyreguhtion
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https://www.aer.gov.au/news/working-together-to-restore-confidence-in-energy-regulation

Gill Owen Lecture!"February 2018

Delivered by Sharon Darcy from Sustability in the UK, with a focus ooonsumerengagement and
particularly the UK experience, current at that time. In recognising the contribution to energy pdiwy of
late Dr Gill Owen (a CCP colleague), this lecture provided insight and stimulus in thirding@isumer
engagement practice and challenges in Australia.

NewReg

NewReg was establiedo & 9b! > 9/ ! |yR (GKS 9w G2 GNARIFE WF ySg
approach paper from March 203Bcludes:

GThe Proposed Approachhe Directions Pap sets out the process for an alternative regulatory approach

that we wish to trial. The process has been developed using experiences in international approaches. It
asSS1a G2 YFGSNRItte |dAYSyd |yR Oz2-¥swiudendgageineny S ¢ 2 NJ
activities, not replace these. The project expects a scale shift in the extent and magnitude of engagement
activities. Th@®esign of thdProcessThe overarching principle in the design of the process is the opportunity

for a network to reactagreement with its consumers on its revenue proposal resulting in a regulatory
proposal that refledO2 y & dzY SNJ LINSFSNBy O0Sa dé

CCP17 Observations

We have provided this brief summary of aspects of the development of consumer engagement strategies

in! dzZAaGNJ €Al 20SNJ) GKS flad KItfT tREOSRBEQIE2 KNBKE $§AK G
particularly about assessing good quality consumer engagement, is the most recent stage of an evolving
process that has had prominence particularlyenthe last 4 to 5 years. This brief history also highlights

that energy network businesses have responded relatively rapidly to increase their consumer engagement
understanding, expertise and practice and have been prepared to trial a diversity of emgatge
methodologies to respond to different settings and different challenges. This is evidenced by our
observations in response to initial proposals for Victorian distribution businesses, that each business had

undertaken higkguality engagement.

There isalso value in recognising that the AER has provided sound leadership in promoting, encouraging
and recognising effective consumer engagement as being central to achieving the best outcomes for
customers of energy services.

1.3 Someoverseasobservations

European CommissibnStrengthening consumer resilience for sustainable recovery

The European Commission released a statement about strengthening consumer resilience for a sustainable
recovery on 18 November 2020Their new consumer agendsates:

GbSg /| 2y adzSBadgthering goRslimer resilience for sustainable recévery

Introduction

European consumers rightly expect to benefit fully from the single market and to be empowered to make
informed choices and play an active role in theegrand digital transition whenever and wherever they

3 https://www.aer.gov.au/system/files/NewReg%20Approach%20Papet%20Towards%20Camser-
Centric%20Energy%20Network%20Requlatior%20March%202018.pdf
4 https://eur-lex.europa.eu/legatontent/EN/TXT/?uri=CELEX:52020DC0696
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https://www.aer.gov.au/system/files/NewReg%20Approach%20Paper%20-%20Towards%20Consumer-Centric%20Energy%20Network%20Regulation%20-%20March%202018.pdf
https://www.aer.gov.au/system/files/NewReg%20Approach%20Paper%20-%20Towards%20Consumer-Centric%20Energy%20Network%20Regulation%20-%20March%202018.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52020DC0696

are in the EU. They expect to have free access to goods and services across the EU and reassurance that
their rights as consumers are protected, notwithstanding traditional and emerging challenges.

TheNew Consumer AgendaWii KS ! 3SYRIF QU0 LINBaSyida || @GArarizy F2N 9
building on the 2012 Consumer Agenda (which expires in 2020) and the 2018 New Deaktonerdit

alsol AYya (2 FRRNBaa O2y adzyS Nkt odgding EGWAIP fafdenicSa8cRé Ay { f
increase their resilience. The pandemic has raised significant challenges affecting the daily lives of
consumers, in particular in relation to the availability and accessibility of products and services, as well as

travel within, and to and from the EU.

The Agenda covefive key priority areas:

The green transition

The digital transformation

Redress and enforcement of consumer rights
Specific needs of certain consumer groups; and

LYGSNYFGA2y Lt O22LISNI GA2Y d¢
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CEER BEUC 2030 Vision for energy consumers

A collaboration of the Council of European Energy Regulators (CEER) and the European Consumer
organisation, BEUC (acronym is French, hence the appaseatignmentof name and English description)

has LIN2 RdzOSR | Gf 2y 3 {od Blistain&bifitfaNdE @dimaté NdutyaktysAffckdabylity,
Simplicity, Protectioninclusiveness, Reliabilignd Empowermené

These six elements dfie 2030vision for energygustomers aresummarised by the acronym ASPIRE.

¢ KS O padtded gx@laina f 2 2MKSEAR G2 wWnon FYR GKS 9! Qa wnpn 4&d
objectives, weenvision a future where effective policies amdmeworks ensurg¢hat consumer rightsra
promoted and protected whiléelivering thesebijectives.

Our 2030 vision for energy consumers includes our newest principle, inclusiveness, to ensure no one is left
behind in the energy transition. The renewal and expansion of ourmamneiples are driven by the deep
OGN YAFT2NXIFGA2Y 2F 2dzNJ a20AS0Gé FyR SO2y2Yeé (26 NRa

Further detailabout thesix elementof ASPIRE alfistedin Appendix2: CEERBEUC 203plan.

TheCEER. | 9/ @Aaiz2y LINRPOGARSA | dzaS¥dzZ LISNE LISGEiIE S Ay
effective consumer engagement for energy network (natural monopblgiya A y Sa 34 SaKé¢ ¢KAa A
some purposeand consequently focy$or consumer engagement and goes a long way in providing detail
Fo2dzi 6KFG GLziGAy3a GKS Odzad2YSNI G GKS OSYyidNBé¢ YS
as regulatorsin the case of CEER members.

This notion of a shared vision between the regulators and consumer groups about what consumers want,
KIa YSNAG F2N GKS 1dAGNI ALy O2yGSEG 6AGK GKS al {
point for discussiolin Australia.

In considering the role of the regulator in encouraging and assessing effective consumer engagement, the
CEER BEUC vision includes the following roles:

1 CEER, representing its regulator members, has played a leadership role in partneengltap a
vision for energy consumers

f Fa LING 2F (GKS FTFTF2NRIFIOAfAGe SESYSyids (GKS OAa
whereby policy makers regularly conduct a distributional impact assessment of plan policies on
consumers to ensure that meares considereddecarbonisation in this instance) do not parn
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unreasonable extra burden on certain customer groups, particularly those in vulnerable situations.
In the Australian context, the AER could conduct distributional impact assessnoersisrilar- of
key matters under their regulatory oversight.
f ¢KS AyOfdzAaA@SYySaa StSYSyid NBIdzZANBAE (GKFG aLlzof AC
with key stakeholders to discuss the best policy solutions for vulnerable custariiéis is aole
the AER could also undertake.

f ¢KS NBfAlFToAfAGe StSYSyld AyOf dzasddhe AERInD@toadlar 2 T & (|
for Australian energy customers, have a crucial role in ensuring that processes, policies and
systems are all applied in a mzer that builds trust of consumers in the market, individual
businesses, regulators and dispute resolution processes. The role of the AER in overseeing
regulatory processes that are trustworthy cannot be underestimated.

Sustainabilityirst

The Ukbased oganisation SustainabiliffstRSa ONA 6S&d AGaSt ¥ ay a¢S | NB |y
in experience, with a clear commitment to promoting letegm sustainability through practical thought

leadership. We work on sustainability policy and pracice NJ Sy SNH& |y R g (SNJ adzLlL
CCP17 considers Sustainabifitst to be an important thought leader, particularly with the strong
perspective on consumedpbcused engagement for policy and regulatory approaches.

An important project of Sustaitdlity first has been the NEWin® (New Energy and Water Public Interest
Network) project which recently released their final report from about five years of activity. The
Sustainabilityfirst website sayshat: iNew-Pin was set up to help tackle the tension that can exist between
short ard long run interests in the energy and water sectors and to develop a more democratic, inclusive
and coherent approach to change

In thisAdvicewe draw on aspects of the final report of the N&in project and also recap some comments
made by Sustainality first director, Sharon Darcy, who delivered the first Gill Owen Memorial lecture in
February 2018.

Sustainabilityfirst definesengagement as follows:

a Sy 3 ABcorsyhierscitizens andtakeholders coverswide range ofctivities,including
direct engagement ofdlB Ipdope in their individual capacitissonsumer researcfincluding
through individualbehavioural experiments); minimat A & SEBNPA 4S5S4 QT Sy 3l 3sSyS$S
representatives andxperts inF dzf £ O2f f F 62Nl GA2y 0SG6SSYy RAFFSNByY

The purpose of engagement they describecafk S O-indkareéyeverylevel) needo set cleabjectives
for any engagement exercise. N&®in proposes three overarching objectives éonsumer, citizerand
stakeholderengagement idongterm issues in energy and water sectors:

1 consumer outcomegefficientvalue for moneyservices)

9 cultural(to alter behaviour andulture insectors andvith consumers) and

1 legitimacy (shapingservice levels opackags andhelping to ensure decisions are seen as
f SIAGAYIGS k FOOSLIilIofSzvé

New-Pinthen summarises the overarching objectives for engagenasrfollows:

5 https://www.sustainabilityfirst.org.&/images/publications/newpin/New-
Pin%20Lo0oking%20t0%20the%20long%20term%20FINAL%20report.pdf
12
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A golden thread is needed to link engagement on the public interest acrass the business over time

Type of engagement Episodic customer Emlhedded consumer / IJehberanvg and
engagement citizen engagement collaborative
: . . Governance and corporate
Focus in company Operational level Strategic level P
structures
Toimprove current eustomer To get cultural / behaviour change To determine / shape future outcomes
Purpose of engagement outcomes  efficiency in company and with consumers and increase legitimacy / acceptability

Figurel: Objectives for Engagement (source: Sustainability First)

CCP17 considers thilagramto be helpful in identifying the purpose for engagement that flows from
various types of engagement with customers; episodic, embedded and deliberative/collaborative. We

think that this Sustainabilitfirst framework provides az& S ¥ dzt

2SN | @

recognising the different objectives that engagent activities can legitimately have.

NEWPRIn Fnal Report

g2

GKS !

The NewPin Fnal Report was released in November 2020 and identified eight public intergshdas
under two broader headings, with suggested levers for change for each of the eight agendas. The various
levers for change mainly relate to Neé®n projectframeworksand approaches andre available on their

website. The eight publidnterest agemlas are

a ¢ O01ftAy3 GKS aKFNRE Lzt A0 AyGSNBai

1. Public interest agenda 1: long run affordability
2. Public interest agenda 2: long run resilience

3. Public interest agenda 3: trust and confidence

b) Delivering public interest outcomes for energy and water

4. public interest agenda 4: market leghproaches tgublic interest outcomes

Gd2LmA Oa

5. public interest agenda 5: innovatipmegulation and government interveiuins for public

interest outcomes

6. public interest agenda 6: purposeful engagement and understanding the public interest

7. public interest agenda Board, governance and public interest outcomesd

8. Public interest agenda 8: planning for future serviaith a focus on public interest outcomes

The following extracfFigure?) is taken from the NewPinFnal ReportQ éonsideration of agenda 6, which

is about effective consumer engagement.
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Current landscape for engagement:
There have been differences in the past
between engagement practices in energy
and water. Examples of engagement
include: Ofgem’s Consumer Challenge
Group (CCG) for the first round of ‘RIIO’
price controls; Water Company Consumer
Challenge Groups (CCGs); and the
Customer Forum in Scotland. Engagement
in both sectors is evolving and lessons are
actively being learnt. The disaggregated

value chain makes it difficult to get a
single or system over-view of public needs
and preferences in energy. For water, the
environmental context means invelving a
wide range of stakeholders and linking
engagement for price controls to
engagement for Water Resource
Management Plans. Engagement on short-
and long-term issues needs to be
coordinated to build a fuller and richer
picture of the public interest.

Building capacity for a public interest
voice: New-Pin has sought to develop a
public interest voice for energy and water
that is coordinated and heard in debates.
The Levers for Change in this Report
should help build the capacity of
organisations to engage more effectively
with consumers, and ensure their views
are better represented, including
strategically and in governance terms.
Sustainability First commissioned a

research paper by BritainThinks and
London Economics on approaches o
direct engagement to further build
capacity in this area. However, without
adequate resource to have a sustained
interaction, the effectiveness of
engagement can be undermined.

Practical steps for meaningful engagement

Carefully framed, recognising current /
future differences

Sectoral view

Tailored and inclusive

Thought is needed on how guestions are
‘framed’ and conflicting views are
resolved, taking account of intra-
generational issues (e.g. between
different geographies / places and
between different sizes of consumers) and
inter-generational issues (e.g. between
current and future consumers).

Company engagement with current
customers and communities may need to
be supplemented by policy-maker and
regulator led engagement on wider,
systemic and long-term issues for the
sectors, and on key decisions such as the
cost of capital (even if only to explain why
approaches may differ between sectars).

There is no single best approach to
engagement. It should be tailored,
inclusive and transparent. Combining
direct research and views from public
interest advocates important to build a
holistic view of future needs. Need to
think creatively how to give a ‘voice’ ta
future generations. This may require
specific funding as there is no direct short-
term self-interest to motivate people to
engage on this.

Clear purpose

Clarity about the objectives/purpose of
engagement, and measuring its impact,
are important if expectations are to be
managed.

Figure2: Aspects of effective consumer engagemegsburce: NEWPIn final report)

Following on from these practical steps, NBm has created a decisignaking framework which is
relevant for energy businesses regulators, consumer groups and policymakers, for use when designing
engagement approaches féwnger term consumer benefit. They say that this framework builds on work
previously undertaken by the UK regulators network that produced principles for effective engagement as
well as similar work by the UK water regulator, Ofwat.

New-Pin Decision Makirfgramework for Effective Engagement

Objectives
1. Why do you want to engageé®hat is the objective of the engagemesercise?
2. Who owns the decision and the engagement process?

3. WKIF{G FNB (GKS L1t Adesx NB mazjol shaudd a K 3 it RO Qi J- § 8 3 WS
and are these clear?

Inclusive
4. How will you ensure that the people that you want to engage a sufficiently representative?

5. What barriers to engagement to those wiseek to involve face and what measures have you put
in place to help overcome these?

Tailored

6. When is the right time to engage?

7. What are the most appropriate / proportionate engagement approaches for the circumstances?
8. Whatare theroles, responsibilitie and reporting arrangements for the engagement process?
9

How are you ensuring that those who seek to engage have adequate and timely access to
information? k it clear how this is begirovided,and they areesourcedto analyse it?

. What arrangements areniplace between those engaged and those who do the engaging, and
between those engaged and wider stakeholders, to build understanding and legifimacy
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Developing
11. Is there agreement on how the impact of engagement will be assessed and who will do this?

12. Whatarrangements are in place to embed and refresh engagement as appropriate, following this
exercise?

13. What have those undertaking the engagement done to take any wider findings from this exercise
into the organisatio® policies and procedures?

Further questins and prompts related to each of the 8 elements of this framevirork the NewPinFinal
Report are provided in appendix 2.

Practical Steps for Government and Regulators

We also note the practical steps for government and regulators that@ped from the report in response
to the public interest agenda: 3nnovation regulation and government interventions for public interest
outcomes. We think that this information is also helpful.

SustainabilitfirstO2 YYA a4 A 2Y SR NB AT NMBK | &R d.[] RWRIZAWithdbK 2 2 2 F
002S00A0Sa YR AYGSYRSR | dZRASYOS o6SAy3aY da¢KS LlzNLI
objective highlevel overview about different research approaches relevant to uncovering the long run
public interest in the water and energy sectors, and which can be of practical use to deciignS NB& @ £

Practical steps for government and regulators for innovation in energy and water

Direct intervention if necessary

Government and regulators may need to
intervene in certain areas to change or
_ evolve licences that are unduly rigid or fail
to enable sufficient ‘adaptive’ change. Or,
Put appropriate incentives and funding if evidence shows ‘the public’ are
mechanisms in place unwilling to accept risks of change.

. These need to be aligned with and deliver
_ the full range of public interest outcomes.
Funding should support consumer facing,
Develop enabling frameworks to commercial and institutional innovation —
facilitate change not just technological change — and be

Simplify, clarify and better communicate h\gh-r\evel and not prescriptive. Segarating
_ basic rules for existing players and new out riskier innovations from the price
entrants to innovate. Regulators and el o 2 il sl
Frame the challenges, identify desired policy makers are addressing many
outcomes and signal high level priorities  barriers to innovation. Focus is needed
on: access to central hubs; consumer and
‘open’ data; and evolving consumer
protection.

challenges / prizes (i.e. after the fact) for
innovation in more eompetitive areas; or
ex-ante innovation funds / incentives (i.e.
based on forecasted rather than actual
results) for more monopolistic areas.

Government needs to send signals that
meet Sustainability First’s ‘5 C's". They
need to be: Culturally supportive (give
permission, time and space for companies
to think creatively and to test ideas,
accepting these may not always work);
Clear (give investors a firmer footing for
their plans); Consistent (more predictable,
setting our how they will adapt to
change); Coordinated (across government
and with regulators); and Collaborative
(clear when co-operation is and isn't
permissible).

Figure3: Practical steps for innovation in energy regulation (source: NBWfinal report)

Summary of Approaches
The report included the following

G{dzyyYrNE 2F | LILINBI OKSa

6 http://www.sustainabilityfirst.org.uk/images/publications/nexpin/New-Pin -
Research _Approaches for Stakeholder Engagemedwerview -
Britain_Thinks_and London_Economic&INAL- November 2016.pdf
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The research approaches set out in this paper share the following relevant characteristics

They involve direct interaction with customers, for example via surveys or workshops (except in the case of
some revealed preference techniques which look at customer data)

They provide practitioners with the opportunity to explore long term and dmpex issues

Use of such research methodologies can enable organisations to build a thorough understanding of
customer views and attitudes around letegm or complex issues in order to bring the public perspective
into business decision making.

They spit broadly into quantitative approaches (Stated Preference and Revealed Preference techniques that
reveal values and Behavioural Experiments which test responses) and qualitative approaches (Deliberative
Research and Qualitative Panels that can demonstifa¢ principles driving thinking). At the highest level,

and as a general rule of thumb, quantitative approaches will provide organisations with robust findings
which are statistically significant and therefore representative of a population as a whdlé ¢aselected

subsets of a population).

Their findings offer quantified data that can be scalable and from which wider inferences can be made. Such
guantification can be used to make comparisons and to feed into Cost Benefit AmalysiStéted
Prekrence) and to design customer programmes and policy intervengansBehavioural Experiments).

Qualitative approaches can provide andiepth exploration of views and a more considered input on a
particular issue. Such approaches can give insigltsvitny people think the way they do and how
individuals or groups might approach complex traudis.

While thisreport offers a broad outline of each approach, it is important to note that no single approach
g2N]l a Ay Aaz2fliA2ysSi® LRPWARGSE BHazZikK VK3t 0z8808¢a 27
Rather, the ideal would be to use a range of different techniques and build up a fuller and more robust
picture of stakeholder and customer opinion. For example:

1 Qualitative approaches care used to inform the design of quantitative survegg(,to identify

2dzi 02vySa G2 G(G(Sad Ay OK2AO0S Y2RSttAy3a SESNDAA&SaE
1 Quantitative approaches can explore the prevalence of views identified in qualitativeestrdi

identify differences between demographic groups

1 Qualitative research can additionally be used to explore and flesh out quantitative findings in more
detail €.9.,to understand drivers behind unexpected results or to better understand a particular
demographic perspective)

Use of a range of techniques can help build a richer and more flexible picture of the public interest. This

can also be adapted to take locatws into account. However, the downside is that this can then lead to

a more fragmented picture, which could make comparisons between different organisations harder.
Ultimately, the most appropriate research approach or combination of techniques depemdano

2NHI yAal GA2yQa 202S0GAGSad ¢KS TF2tft2gAy3a ljdSadtrzy.
involved in considering which research methodology to select when considering how to better understand
longterm and complex tradeffs:

1 What is the overall purpose of the researclke.(., hard data on customer preferences;
understanding tradeoffs made by the public; the perspective of local communities etc.)?

1 What budget and timere available? Have you considered a mix of different research tqubai
to obtain the insights you seek and / or the order in which to do this?

91 For different research techniques, how informed do the public need to be about an issue, to be
consulted on it? There are pros and cons of informing consumers at the stareésdarch activity
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(it can increase understanding and motivate respondents to take part but, on the downside, may
shade / influence their input)

f  What are the potential biases to be aware?¢é.g, WLINB A Sy i Q o6Al azr W2LIAYAAY
etc.) Howcan the research agency structure the research to avoid these?

1 Isthe number of choices / variables being explored practical? For example, from both the point of
view of the engaged public (too many may be confusing); and for those carrying out anthesing
research?

f  With which audience do you need to engage(WY | Ayaid NBI YQ OdzaGaYSNaA Ja

reach customers)How can you reassure that the sample is representative/appropriate? What

research has already been conducted in this areaZtmifparable?

1 What research are others currently commissioning? How will this bailccomplement that?

1 How / will the research be piloted?

1T 2K2

The tablebelow summarises the research approaches, the types of situations they might be used for, and

gAft

W25y 0

GKS NBaSI NOKK |

the outcomes that might reasonably be expected from adopting them.

20

gAftt

Al A

Research Outcomes / what it can provide Summary Also  known as /][Bestfor [ Other points to note
Approach includes
s | £
w | =
R
: |2
Stated Valuation of goods and services that | Quantitative surveys that ask people | Contingent Valuation; | Water companies were
preference | have no market price; indication of | to determine the value to them of a | Choice  Modelling / required to conduct stated
relative values attached to different | good / service Choice  Experiments; preference surveys with
attributes Willingness to  Pay customers as part of the
(WTP) / Willingness to 2014 Ofwat price review
Accept (WTA) process to establish
willingness to pay
Revealed Valuation of goods and services that | Quantitative techniques that look at | Travel Cost method; | /
preference | are part of a market but not directly | people’s behaviour to estimate the | Hedonic Pricing
bought and sold value of ‘non-market’ goods /
services
Behavioural | Indication of how public will behave | Quantitative  techniques  which | Sits within Behavioural | Often used in conjunction
experiments compare how different interventions | Economics with  qualitative focus
affect behaviour and allows testing groups and quantitative
of customer responses surveys including stated
preference
Deliberative |In-depth exploration of public views | Qualitative face-to-face workshops | Citizens' juries J
on an issue in which people are provided with
sufficient time and information to
come to informed decision about an
issue
Qualitative | In-depth exploration of public views [ On-going qualitative research with | Reconvened groups v
panels on an issue and changes over time same group of participants

Table 2: Research approaches (source: Sustainability first)

We consider this work by Sustainabilfigst, including the commissioned report from Britain Thinks and
London School of Economics as being germane to cucardiderations in Australia regarding effective
engagement and assessment by the regulator of the effectiveness of engagement.

Sustainabilityfirst applies a heavy weight to clarity about the objectives of any engagement actiitgh

we agree is cruciah determining whetheran engagement activity or process is fit for the purpose for
which it was intended. They also recognise that there is a plurality of objectives for engagement, which can
all have legitimacy.

There is clarion recognition that effeeti engagement utilises different methodologies for different
purposes, an important concept that the Australian energy regulator has also recognised.
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Perhapghisis frustrating to regulators that generally prefer effectiveness measures that have thanetega
of an unambiguous quantitative measure to determine effectiveness, (or not) when assessing the
effectiveness of consumer engagement.

The report recognises the importance of good qualitative evidence / measures as welBritdia
Thinks/LSHable abwe appropriately recognises that different engagement methodologies (research
approaches) deliver either robust data or deep insiglatmethodology delivers both. Yet the Sustainability
first analysis is crystal clear that both robust data and deep ihsighcrucial irmeaningfuloutcomes we
concur.

Gill Owen Lecturé"February 2018 presented by Sharon Darcy.

Dr Gill Owen was a CCP colleague and highly respected international academic whose work focused on
O2y&adzYSNJ) 2dzi O02YS&as LI NIAOdzZ NI @8 FT2NJ @dzf ySNI ot S Odza
in her honour inFebruary2018 and presented by &ton Darcy from Sustainabilifiyst.

{ KI Ny Qa f S Miitug\Bstoder, futuné dustdém@rranddvider stakeholder interests at the heart

of company and regulatory decisiomaking- beyond window dressidgwith her perspective being from

UK energynarkets.

The lecture includethe overview of public engagementeproduced irFigure4.

Public engagement — an overview

Types of Triangulating

‘ %]
L2l AL engagement different views

Inform

Customers

switching

Consult
Future

research consumers

Complaints

Citizens Collaborate

Behavioural
experiments

Wider
stakeholders

--
_-
— ==
S

Figure4: Public engagement (Source: Gill Owémecture, 2018, Sharon Darcy from Sustainability first)

CCP17 Observations

7 https://www.aer.gov.au/system/files/Sharon%20Darcy %22 0Sustainability% First%20presentation%20
%20Gill%200wen%20Memorial%20L ecture@a207%20February%202017.pdf
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CKS 20SNIASSG A& LI NLAOdzZ F NY¥ @ Ay dzaSTdzZ Ay ARSyGATeR
different classes of outcomes (Triangulating different views). Shdsonircluded the chart as part of a
discussion about the Sustainabilftgst New-Pin Final Report.

The outstanding lecture was concluded with the following observations:

1 Under intense political pressure, energy companies in the UK are startitigtéa to their
customers and work with them to deliver the energy transition

1 There is still a long way to go

1 Companies have a major opportunity to seize the day and get better at engaging with their
customers, consumers and widstiakeholders

9 If they do not do this, they will be left behind in the new smart world of active demand and
increasing calls for more participatory decision making

1 Inthe absence of a more collaborative approach, they may even face failure
1 Embedding pubtiengagement in the business is crucial to manage risks in this area

1T 'dzadNI €A OFy €SINY FNBY GKS | Y SEIYLES odai Wt A
to work.

1 Engagement needs to have a clear purpose and reflect the context within whishbeing
introduced

f Boards need to lead, and engagement needs to go through the organigdiiersd 2 ft RSy G KNS R

While this Gill Owen lecture was presented nearly 3 years ago, the focus on customer engagement at the
time of energy transition is @n more germane in a COVID / post COVID context and we suggest that the
last three dot points remain particularly relevant to the considerations that we have summarisidhlas
7Celements.

¢CKS 20aSNBIFGAZ2Y (GKFG ! dzZAGONFYRI aOAYVEOQSENWINFINDRS Y YI
effective is a useful reminder thahe best consumer engagement approaches are designed specifically

for the context and challenges of the time., Smply replicating approaches used elsewhisnenlikely to

be dfective. This includes temptations to replicate methodologies that have been effective for a particular
Australian network business at a particular time and context.

The observation that engagement needs to have clear purpose and reflect context hasttomgty made
in the NewPin Fnal Report and was clearly a strong learning for Sustainalilist some time ago, a
learning that has currency in Australia.

The final clear message from the lecture was the importance of Boards leading with engagement being
GGKS 32t RSy GKNBIFIRé GKIFIG fAyla Fff StSySyida 2F |y
in Australia have not demonstrated visible Board psagp for their engagementhowever the more

successful businesses have.

¢CKS LINBaSyidlaazy 2F WSYSyIl QBoardn2mber$ areteyit &xampdiO2 YY Sy
.2FNR fSIFIRSNBKALI YR @GAaArAoAftAled ¢cEAAaft 8SANIABNBABAY
2SS |faz2z &adza3Sad Kl (G Qapis toN@ydlafors, AnEludiky. tike - ABRR &vith thSitr R A y 3
leadership that has been provided around consumer engagement very constructive to date and needing to
continue.
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1.4 Application of tie AERJraft framework asbserved in théraft Decisions
wSO23yAaAry3a GKIFIG WalrofS 7Q Aa GKS Yz2ad NBOSyid O2ya
GKA&Z aSOGA2y O2yaAiARSNB GKS F2dzNJ St SYSy di@toright Wil of
electricitydistribution Draft Decisions
2SS ARSYGATEe WOtdzSaQ lFoz2dzi GKS LI AOFGA2Y 2F GKS !
to the four elements, these being:

1. nature of engagement

2. breadth and depth

3. dearly evidencedmpact, and

4. proof point.

¢tKA&d GKSy tSIFIRa (2 a2vyY$S 2o0a

(o))

NIBFGA2ya NBIIFNRAYy3I Fdzi

Nature of engagement

In considering the AusNet Services engagement approach, the AER said

dOverall we consider that AusNgtS NIDA OS&aQ O2yadzYySNJ Sy3l 3sSySyda o1 a
and consumer focused. We have not undertaken a formal audit against the IAP2 spectrum.

| 26 SOSNE FNRY GKS AYyF2N¥IGA2Y LINRPOARSR AG ¢2dz F
consistentwiththecol@2 NI 6 S 2NJ SYLI2G6SNJ SyR 2F (KS &aLISO0 NHzy

InresponsedaWS YSy I Qa Sy3alF3SyYSyidz GKS ' 9w &l AR

& h @ Swelcdnsider that Jemena's consumer engagement was genuine and collaborative. From
the outset, in the development of its regulatory proposal, Jemena haedto operate at the
GO02ftfFo2NIGS¢ £S@St 2F Sy3alL3aSYSyd Ay GKS L!'twu alL

Clue EFFSOGAGS Sy3alr3aSySyid ySSRa (2 06S a3aSydzy

Clue 9y 3IF3ASYSyil akKz2dzZ R AyOfdzRRS G tSIFad az2vys
YSYAEND SYR 2F GKS L!tw &aLISOGNHzy 27F LJdzo €

Breadth and depth

The AER made the following statement regarding the CPU engagegmer? y 4 dzY SNBE 6 SNB Of S N.
on a broad range of topics. However, this was often at a high level with thesissigeagendas guided by

0KS RAAONROdzE2NRA &Gl FFo 2KAES ¢S | LIWNBOALKGS GKS
engagement, we are not aware of independent resources being made available to consumers to assist in
supporting their decisionmaA y 3 'y R Sy 3F 3SYSy il o¢

Regarding AusNet Services and the NewReg approach, the AER said

GhdSNS tO2yaARSNI GKIFG ! dzab

ZAbSi { SNIBA OShidad ad® y 4 dzy SNJ $
Syl Ayi2 RSGIAT GKSNB ySOS

S
O0Saal NE ¢
While in considering Jemena, the AERsaid

Gh@SNIfttz S O2yaARSNI GKFG WSYSyl da O2yadzYSNJ Sy 3
across a diverse customer cohort. We consider the depth of engagement a challenge for Jemena,
particularly in relation to the People's Panel. While the Peopl'®l covered a broad range of
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topics, Jemena faced the challenge of building the capacity of everyday citizens to be able to
Sy3l 38 Ay (GKS O2yYL}X SE (2LAOE WSYSylL 61 yiSR FSSRO

Consumers should have access to independent resourcasatole their assessment /

Clue SayvaARSNI GA2Y 2F I RASZGNROGzZ 2 ND& NB3Idz |

Clue 9y 3l 3SYSyid ySSRa (2 200dzNJ I 4 F LILINE LINR I §
Clue Topics for engagement need to be set with consumers

Clearly evidenced impac

The AER made the following statement regarding the CPU engagement

G2S NBO23yArasS (KS ¢g2N] GKFIG Kra 32yS Ayd2 aAKFLRAY
been unable to clearly identify the elements of the proposal that were shaped by consumer
preferences. This has lessened the weight which the AER has been able to give to the consumer
engagement process in this draft determination. Although we believe there are still many
opportunities for the revised proposals to outline and clarify how this emgagespecifically

AKFLISR SESYSyia 2F GKSANI LINRPLRALFf &dé

Regarding AusNet Services, the AER said

GX S 0SowrEIZIK SO KIdaa G 2 YSN) C2NHzy KlFa FaaAaradSR Ay
attention on the priorities of consumers, which has had a positipaéton the development of

AGA NB3IdzZA Fi2NE LINRPLRalFf® ¢KA&a KrFra NBadzZ SR Ay |
approach to developing its regulatory proposals and putting customers at the heart of its

decision making.

C2NJ WSYSyYylI Qae AER é@hcAded Sy (i (K

G2S FAYR (GKFdG WSYSylFrda 0O2yadzYSN) Syal3asSySyid Kl a
that the views of consumers were included in the development of its regulatory proposal. Jemena
achieved this using a range of engagement strategies and a willingmé&ssnew approaches

in order to involve the full diversity of customer segments, fmwincomehouseholds through

to large customers and energy retailérs.

oFurther, as observed by CCP17, Jemena has been innovative and attempted to make to make
engagey Sy i WT¥dzyQ 6KAOK Aa | OKFfEfSy3aS Ay GKS SySNJ
FadasSaavySyidz GKFG WSYSylQa OflFAY G2 0SS 2LISNIGAyYy3
AY LN} OGAOS +a ¢Sttt Fa FALANIGAZ2YE D

Uear evidence needed to demomate how engagement with consumers / stakeholders |

Clue influenced proposals, particularly where there is an increase in expenditure.

Clue G/ dzf G dzNJ f AKATGE gAUGKAY (GKS NB3IdzZ I G§SR
engagement.

Proof point

The AER ate the following statement regarding the United Energy engagement
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! YyAGSR 9y SNHE A& LINRPLRAaAAY3I YFEGSNALFffe AyONBIl asSR
and 2.5 (opex) we do not consider United Energy provided enough evidence that increasing
allowances above the historical level would be in the 4&mg interest of consumers. The

2dzi 02YSa 2F ! YyAGSR 9ySNHeQa O2yadzySNJ Sy3alr3asSySyi
more thorough bottorrup analysis is not warranted, or that the increasepesxditure forecasts

should be accepted in the face of thisttom-upl y'I f € a A & ®¢

In assessing the AusNet Services engagement, the AER said

2SS O0OSLI GKIG GKS NB@SydzS LINRPLR&alIf &adoYAGGSR
influence of its consumergho through the Customer Forum found that the revenue proposal

represents overall value for money for customers. We agree with CCP17, EUAA and VCO that the
2dz602YSa FTNRY (GKS /dzadG2YSNI C2NHzyQa yS3a20AFdA2y L
our decsion. As a result, we have applied appropriate weight to whether the proposal addresses

the concerns of consumers, as required by the Rules, and ensured that the revenue proposal
YSSia GKS OFLISE IyR 2LISE ONARGSNAI ©¢

{AYAEFNI&T Ay O2yrechtf8ABRYaE WSYSyl Qs Sy3l 38

G2S | O0OSLI GKIFIG GKS NB@SydzS LINRBLRalf addzoYAGGSR o
its consumers and reflects the feedback received, with some elements of the proposal, such as

capex evidently influenced by consumers. As noted in our AusNeeSewérview, we consider

that consumer engagement should inform rather than determine our decision. As a result, we

have applied appropriate weight to aspects of the proposal that address the concerns of

consumers and ensured that our draft decision méet6S wdzf Sa ONR G SNRA | ®¢

We note that the AER also said

G2S O2dA R y2G OftSIFENIeé &aSS K2g WS
LINP L2 &SR 2LISE F2NBOF&ad FyR 2dzNJ |
inefficient over time anchithe 2018 base year

This matter is considered in tliemena @ex section of this submission, sectibr2.
Clue t NBFSNBYyOS F2NJ ANBFGSNI ¢SAIKG G2 0SS 3AXD
Clue Consumer engagement should inform rather than determiieést NB 3 dzf | (G 2 ND &

Higher weights can / should be afforded by the regulator to aspects of a proposal that ac
consumer concerns

Clue
{dzYYIF NBE 2F 20aSNBI iA2ya owWOf dzSaqQu

¢CKS F2ft2gAy3a GFLoftS GF1Sa (KSackeSthaerEaRAVEG i WG5S0 KE O
GKSY LINPOARSAa a2YS O2YYSyYydlINE FTNRBYQ®/ twmT |o2dzi (KA
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Table 7 Elements CCP17 Comment

Effective engagement  Shownast 9 E | Y LJX S
ySSR& G2 0S5 elementi, (Nature of
independent and 9y 3F3aASYSyilo
consumer focussed Sy3r3asSySyi o

l AINBSRY (K2dAK WYSI
is not clear cut and will need to be
qualitative.

Strong support for key aspects of
IAP2 spectrum elements | engagement to be at the Collaborate level

Some IAP2 Collaborate ; are not specifically GAGK LINBYAAS (2 Llzo
empower processes mentioned, but clearly @2dzNJ F ROAOS XAyidz2 i
implied Fdz £ S40G S EEHovérméde & &

remains desirable and aspiranal.
{K26y | & G9E
element 1, (Nature of

Consumers should have 9 Y 3 3SYSy G0 r N .
access to independent  Provided with impartial Adequate resourcing for active consurner

resources to enable 3 dzLJLJ2 NI é side engagement remains problematic anc

. is crucial to thorough engagement.
their assessment. Also,Element 2, (Breadth
YR 5SLIIKO a&
FofS G2 GSad
Element 1(Nature of

Sy3 b3 S Y SY U0  Table 7 does naxplicitly statethat
Tonics for enganement partner in forming the consumers should be part of setting the
P gag LINE L2 &l t e topics for engagement. This a stronger
need to be set with . .
Element 2 (Breadth and = Measure than those given in table 7 and
consumers . . :
58LJi KO &/ 2y a shouldbe added in a next iteration of the

influence topics for table
Sy3ar3asSySydi¢

¢ KAa WOf dzS§Q Thisis atension in assessing consumer
givenintable 7, thougthe Sy 3F ASYSyid Gt NB2F
expectationis clear that LINRLI2&alfa GKIFG | NB
consumers are engaged ol analysis while consumers also need to be

Engagement needs to
occur at appropriate
levels of detail, not just
0SAYy3a aKA3IK

a breadth of topics. Sy3ar3asSR Ay WIQLILINE LIN
Qear evidence needed
to demonstrate how
engagement with Consistent with both ¢CKA&G WOfdzSQ Aa a4 @
consumers / elements 3 andl (Clearly | engagementincreases in expenditure in
stakeholders has Evidenced Impact) and particular need to be supported by a
influenced proposals, (Proof Point) diversity of consumers/stakeholders.
particularly for $
increases
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Table 7 Elements CCP17 Comment

TheWOf dzSQ A &
Wil gthoght Q
G/ dzf G dzNJ £ & compatible with element 3 This is also a highly significant outcome fr¢

within the regulated (Clearly Evidenced Impact consumerengagement and also requires
business G X 02y adzySNAE qualitative meaures for assessment.

to distributors CEO and/or

Board)

This expectation helps to set parameters f
9t SYSy(d n 0t engagement, butalso is part of the tensior
line with or lower than our = betweendtop dowrg analysiswhile
top-downl y I £ € & A & consumers also need to be engaged in

WI LILINBLINRF GS RSGF AT

Preference for greater
weight to be given to
GG 2L R2oYy¢E
forecasts

Higher weights can / Element 3 (Clearly
should be afforded by | Evidenced Impact)

the regulator to aspects ¢ adzo YAadaaA2ya Strong support for this approach

of aproposal that show consumers feel the
address consumer impact is consistent with
concerns. GKSANI SELISOI

¢tKAa WwWOfdzSQ A& adNp
consider it to be more of an understanding
2F GKS NB3IdzZ | G42NRA&
element or measure for assessmenft
engagenent.

Consumer engagement

should informrather Not explicitly mentioned in
than determine the table 7.

NB3dzA I G2NDRa&

Table3: CCR7 observations of engagement relative to objectives (source: CQP

We observe that the AER has sought to carefully apply the elements of table 7 and particularly to give
attention to the examples of how the elements can be assessed. There would appear to be sorfe@ need
clarificationin application to the Victoriaelectricity distribution businesse&%egulatory proposals.

For example, the extent to which consumers are involved with setting the topics for engagement goes a
d0SL) FAdNIKSNJ (KFy SELISOGAY3I al Of S NI ARSyrther FAOI (A 2
AY F2NYAY3I GKS LINRBLRAIFET NIFIGKSNI GKIFy F&a1SR F2N FSSR
We are aware that both Australian Gas Networks and Powerlink have conductigsigm processes at

the outset of their engagement strategiehe value otultural shift occurring within businesses, through
their engagement, is also an important element of engagement.

We also recognise that some aspects of the elements from table 7 cannot be assessed using quantitative
measuresmeaning that more work willeed to be undertaken to develop qualitative measures to assist
the AER in assessing the effectiveness of the breadth of consumer engagement.
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1.5 CCP1Teflections ori¥able T

The following is a series of reflections from CCP17 about whether there may bengngtissing from

Wi | gé&lofg witfhsome observations about the four elements, based both on our own experience and
on the various comments from the rest of this section. Table 7, as published by the AER is Gakdalas
earlier in this section.

Whatis missing or could be made more overt?

The following comments provide CCP17 reflection about what might be missing orneptesented from
WilrofS 71Q I fgriiscushid ard §udhSrydddatdr building on the groundwork provided by the
table and the analysis and thinking behind it. Each of these measures should be reflected in assessment of
consumer engagement.

a) The need for a clear relationship between anyasment and a broader, tangible vision, including
a defined timeframe

The experience of both Sustainabiliiyst / New-Pin and the CEER BEUC 2030 Vision for Energy
Consumers emphasise the importancehs context in which consumer engagement occaind the value

2F oKIG 6S oAttt OFtft adGly3aArot S ahigieirofjéctive ketii@K LINE O
NEO.

Consumers and network businesses would be better placed to engage with each other with,dshort
clearer set of (say) X@ear objectiveshan currently exist in Australia. We recognise that there is potential
for the Energy Charter and other current processes to make progress on this front

b) Recognition that various objectives for engagementeast

The overseas examples that we have cited recognise that there is a range of objectives that can occur from
engagementwith table 2from Sustainabilityirst providing a useful overview of these objectives.

The role of engagement in developing trastd in enhancing culture change within businesses as well as
consumer groups and other stakeholders has been recognised by the AER in considering the Victorian
electricity distribution businesS defigagement, but we suggest needs to be made more oveiitire
iterations of table 7.

c) Engagement activity needs to be part of a wider engagement strategy and plan.

Any engagement activity needs to be part of an engagement strategy and plan that includes commentary
about the purpose of engagement for the busisgghe consumers and stakeholders with whom
engagement will occur and measures of effectiveness of engagement that will be utilised and reported.

d) Qualitative as well as quantitative measures are necessary

¢CKS . NRGFAY ¢KAY]a¢ IspaRer prapafdld 2oySugtaihabifigstproddes vernO2 y 2 Y A C
KSt LIFdz O2YYSYyidilINE 2y RAFTFSNBYyG GaNBEASENOK | LILINRIEF O
approaches / engagement methodologies are most helpful.

¢CKS GlrofS GKIG AyOfdzRSaA2KNBR{ N gazah yRAROF GAYR &R8SLI A\
further consideration by the AER to identify measures for assessing the elements that are both qualitative

as well as quantitative.

e) Engagement must demonstrably address inclusiveness and equity.

WhtS GFroftS v AyOfdzZRSE aYdzZ GALIX S OKIyySfta daSR (2
O 2 y a dzY S W@ tink tha & greater emphasis in assessment of consumer engagement should be given
to equity considerationswith a particular focumn low income and disadvantaged households. This has
0SSy | aGuNBy3adK 2F (GKS !'9wQa /h+xL5 NBalLRYyaArAgdSySaaod
have had the greatest negative impact over the last couple of decades.
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f) The transparency of engagemte not onlydoing butbeing seen to deis important.

Engagement processand discussicgneed to be transparent to all stakeholdefsy Of dzRAy 3 WO2 y & dz)
fIF NESQ®

g) Engagement needs to leell organised and resourced.

Engagement needs to be welganised with documentation circulated before engagement activities with
participants having enough time to read and understand the material to be presented and discussed.
Effective organisation is timely in setting event times well in advance, in pngvigidates and providing
written records of meeting decisions and actions. Good organisation is respectful of participants and
recognises that most people engaged with energy businesses have multiple other roles and responsibilities
with most consumer grgos having limited resourcing to participate.

h) Engagementmust be integrateds A | K Wo dza 0y Saa | a dzadz f

Effective engagement is ongoingnd any engagement activity needs to both be part of a broader
engagement strategy and plan and also link with ongoing engagement undertaken by the business.

i) Good engagement builds capacity and capability; not only in that of stakeholders but also of the
company itself.

Effective engagement builds the understanding and capacity of participants and builds the experience and
expertise of the business.

D 9y Al ASYSy (-F¥ drkhét @& only adliress mediutarm plans, but also demonstrate
Innovatim, looking well forward and taking a strategic view.

Some Australian energy network businesses are increasingly looking for regulatory allowances that allocate
expenses for innovatigrand the European and UK analysis that we have mentioned cites inno\tia

crucial issue particularly in times of transitioWe agree that innovation is an especially important aspect

of energy market transformation over coming years and that consumers need to be included in every
aspect of innovation considerationConsequatly, we think there is scope faneasures for consumer
engagement that explicitly consider innovation. In a similar vein, the measures should have a stronger
WF2NBFNR f221Ay3Q LISNBRLISOGAGBS (2 dHistouldb®lhkedwits f Ay &
the business narratives that CCP has encouraged businesses to develop and disseminate.

The Four ElementsCCP17 Observations
a) Nature of Engagement

CKS y2GA2Yy 2F WAAYOSNARGEQ 2F Sy3al IS Ynbwiiis agsksiel. O 2 y & d:
Assessment of a concept like sincerity is clearly vexed with there being no ready gquantitative method to
unambiguously determine the extent of sincerity or genuineness of angamgent activity or process.

That having beensaid the regulator should start with the presumption that network businesses and
consumers enter into engagement with sincerity. A lack of sincerity would need to be demonstrated to
perceive otherwise.

We also strongly agree that independence of consumengaimmount and this includes resourcing
Impartial support and assistance akso crucial.

Importantly 0o, this element should assess the extent to which consumers were able to set the agenda by
having clear input from the beginning, about topics or issues thay twanted to explore. Consumers
should also be able to influence topics for consideration throughout any engagement process.

An absolute priority as part of Nature of Engagement is the recognition that there is a wide diversity of
engagement methodologieand even a diversity of intended engagement outcomes, so the choice of
engagement methodology is crucial. It would be inappropriate for the regulator or any other party to seek
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to impose any particular methodology for engagement or to assume / implytheae is a superior or
preferred methodology. Just as technology neutrality is essential for the engineering side of the network
business, methodological neutrality is essential for engagement work of a network business.

We also note the theme that was dwa out earlier in this section from European and UK experience about
the importance of context, including the bigger picture, in assessing the effectiveness of any engagement
activity. This could usefully be added as a measure in the next iteration efabl

b) Breadth and Depth

The AER has indicated that both breadth and depth of engagement are important for engageribtein
7Qthe following measure is given:

G/ 2y & das8itddon a broad range of topiés
In the clues fronDraft Determinations, wedentified:

@y3AL3SYSyid ySSRa G2 200dzNJ Fd FLIINBEINRIFGS f S@St a

and

@ NETFSNBYyOS F2NJ ANBFGSNI 6SA3IKG G2 o068 3IA@Sy G2 ad
We l{nde[stand from theDraft Determination€dcommentary that while reognising the need for both
ONBIFRGK FYR RSLIWGK 2F Sy3r3asSySyids | KAIKSNI gSAIAKG A

this to bea particularly importan02 y A A RSN} G§A 2y YR a42YS YSYOSNRBR Sy i
0SAY3 2F KAIKSNI gSAIKGSZ LI NI forQeep andlfsis. IA FSy GKS | 9w

We recognise that there are pros and cons with methodologies that focus on either breadthtorfdep
engagementas noted below.

Breadth

1 recognises the nehomogeneity of consumer views

9 provides for a range of consumer views, including from more disadvantaged
communities

9 can help build capacity by bringing large and small busitoggther with household
consumers and advocates to identify common ground and to work through points o
difference

Pros

1 can enable highelevel response to a topic or series of topics over a relatively short
period of time

T difficult to buildcapacity through deeper understanding of key issues across a diver
(mainly poorly resourced) customer and customer interest groups

cons | T can allow the network business to have greater control over the agenda / topics to
considered

M loud consumer voigecan dominate, to the exclusion of others.
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Depth

Pros

= =2 =4 =4

can build trust between all participants
enables more complex issues to be worked through in detail
facilitates greater equality between business and consumer perspectives can debal

provides greater opportunity for the network business to be challenged

Cons q

h2 ¢ RSSLI Aa ali22 RSSLEK ¢KSNB Aa | LR
on relatively normproductive but highly detailed topics

potential to miss the bigger piste by focusing on detalil

cost, both in dollars and time for network businesses as well is for consumers who
LI NI 2F GKS WRSLIIKQ LINRPOSaasSa

AVIK2dZAK SELISNAYSYGQ A& ddl OKSR |a I LIWSYyRAE

Table4: Pros and cons of the breadth and depth of engagement (source:1CCP

n

0 KI i

AGNr 6853ASa GKFG KFE@S Ty 2LW0GAYEE YAE 2F WoNBIRGKQ F

¢) Jearly evidencedmpact

Various CCP subpanelsvhasummarised consumer engagement, at its most basic, through three

guestions:
1.
2.

What was tried?

What was heard?

3. What was applied?

2 0K GKS NBalLkryasS (2 aéKI G 6.\Wa strbnghydfgreeSMRixtie diee&idny 3

of the measures beingposidered itable 70 | 6 2 dzii (i Karl@ éviSevic®griLl DT dé&

The ultimate measure of consumer preferences and perspectives being incorporated into a regulatory
proposal is through customers and consumer groups clearly statingiridispendently, for example in

idKS

submissions to the AER. We note that timing (an 8 January deadline for responses for this important set of

regulaory proposals is not consumer friendly timings well as resourcing and capacity hinder tsisa
measure thatcan be applied regularly. We suggest that it is quite appropriate for the AER to directly ask
consumer groups and consumer interests about the extent thatconsumer voice has been reflected in

aregulatoryproposal

CCP17 also strongly supports a meadar assessment as being the extent to which CEOs, senior staff and
Board members of network businesses are both cognisant of and more importantly engaged with their
0 dza A ycBnsuin®saandhave a clear understanding about what consumers are tellingnth@CCP
members have seen examples of higlality consumer engagement being undertaken by the engagement

team in a network businesenly to realise that engagement outcomes are not evident further up the
management line).

As Sharon Darcy sai@onsumeiengagement is the golden thread that must run through all aspects of a

busines§ ®
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d) Proof Point

This element of assessment of consumer engagement raises the really important questiordofuop
versusbottomdzL) | A4 SaavYSyid 27F | yISThetsbNIrOHa NBAGAE y (i 2NE  LINRH..
is weighted towards opex and capex proposals that are in line with or lower than historical expenditure

and in line with AER tedown analysis.

There are aspects of this suggested approach that we think netdkfudevelopment:

1. Why engage with consumers at some (bottam or project specific) depth when a final regulatory
proposal can be (at least theoretically) approved on the basis that proposed expenditures were in
line with historical expenditure? This asseis that historical and current expenditures are
GYFGSNRFfEfte STFFAOASY(UéE 6KSYy GKSNB OFy.Mo® I FI AN
importantly though is the extent to which consumers are engaged in the detail, particularly for
higher expenditure projects and with complex and emerging issues.

2. To what extent can consumers be satisfied that past performance is efficient?

- The relying on toglown assessment based on past or current performance assumes that
current expenditure both opex andpex is efficient and in the best interests of customers.
This approach can mean that past period, high expenditure levels are carried through to
some extento the current expenditure which may not be efficient in the current settings.

- Evenreductions in capex and opex do not necessarily lead to best outcomes for customers.
CKA&G ola SOARSYG 6A0GK 9aaSyiA afierafaybidiig Qa f | &
consumer engagement and reductions in both operating expenditure and capital
expenditure, prices were still going to go rise for customers. This was largely due to a RAB
G2OSNKIyYy3IE FNRY LI ad LISNA2Ra GKIFG -dadzZ R LR
assessment of opex and capex. Essential Energy continued their engagement taitiecss
and responded proactively to explore options to reduce RAB impact on future customer bills.

3. Isabroader consideraticd ¥ (G KS LINRBLIRalf Wra I ¢gK2ft Spex NBIj dzA NJ
and capex? Elements of a regulatory proposal beyond apexcapex expenditures can have a
AAIYATFAOLYG AYLIOG 2y Odzali2YSNARA® C2NJ SEF YLX S5
RSLINBOAI GA2Y KIFR | YHI®2M:sboside Oirem gf th® destdntery S N&E Q
Forum.

4. How are broader contextual measuresnsidere®

The context in which a regulatory proposal was developed are important and so assessment
of engagement needs to build in a forwaabking component reflective of context as well as
assessing proposed expdnde against past and current expenditure levels.

1.6 CCP17 comments

This section commenced by raising 3 questions pertinent to considerafidtible 7Qwhich provides a
framework for assessment of consumer engagement by energy network businesses, thetengueeing

1. What is effective consumer engagement for energy network (natural monopoly) businesses?
2. How is consumer engagement assessed, particularly by an (economic) regulator?

3. What roles should a regulator play in encouraging continuous improvemergoirsumer
engagement?

We now summarise our thinking regarding these three questions

29



1. What is effective consumer engagement for energy network (natural monopoly) businesses?

Our views on this are well summarised by Sharon Darcy who described consumer esigisagagolden
OKNBFR GKFG NdHzya GKNRdAK Fff FFaLlsSoda 2F || odzaAySaa
senior staff.

28§ NBO23IyAaS (KGO (0K ST QIdibZ A NBFIEIEKR ahbubiassessifgiggod A Y 3
quality consurer engagement, is the most recent stage of an evolving process that has had prominence
particularly over the last 4 to 5 years.

We also observe that energy network businesses have responded relatively rapidly to increase their
consumer engagement understding, expertise and practice and have been prepared to trial a diversity
of engagement methodologies to respond to different settings and different challenges and thadfeach
the Victorian distribution businesses has undertaken kighlity engagement.

The observation that engagement needs to havelear purpose and reflect context has been strongly
made in the NewPinFnal Report and was clearly a strong learning for Sustainabitiéy some time ago,
a learning that has currency in Australia: contengtters.

Effective engagement is designed with consumers / consumer gromits engagement strategies
designed taconsiderthe context in which engagement topics are to og@d alsoprovide input from a
broad range of consumer perspectivésaddition, the design must providgportunity for detailed focus
on priority areas including major expenditure itenand particularly the tough challenges facing the
business. A different set of engagement approaches will need to be applied to each megagetivity /
strategy- any prescription of methodology or engagement approach would be coyprtatuctive.

9y 3l 3ASYSyid ySSRa G2 -fAy2QfAdgREQ IS faSINRWiITP WT 2 NB | NR

Effective consumer engagement will also include a focus on methodologies whithap I i G KS W02 f f
FYR WSYLRoSND fS@Sta 2F GKS L!tw ALISOGNHzY F2NJ LJzo f
LJdzo £ A OQ 0 SAYy Ads SF 2AN8 fHO 26t XA 10 20NF 185Xz F2NJ I RGAOS FyR A
incorporate youradvice and recommendationisto 1 KS RSOA&aA2ya (G2 GKS FdzZ £ Sa
WSYLRGSNDR LINPYAAS (G2 GKS LWzftAO Aa oS gAitf AYLE S
FOGAGAGE TG GKS 3NMERGRIHIN ZSHRAZBR NEESOKE KWa i NS or N
set themselves.

A rote re NewReg

Regarding NewReg, it is important to put thigategy,which was applied by AusNet Services into context

It was a trial of a new approach to consumer engagement that was influencastimng desire to explore

an approach of direct negotiation between consumer interest and network business, in an Australian
energy business setting. The approach was effectively conducted by AusNet Services with each of the five
members of the Customer Forumaking substantial contributions.

The trial has been very effective. At the same time, other network businesses have also applied
engagement strategies appropriate to their business and these too have been effective and developed
sound learning. The lessons from NewReg, and the suitehef engagement approaches that have been
applied by other energy network businesses now need ttaken forwardto improve future engagement
which will need to be bespoke for each network business and the context at the time.

2. How is consumer engagemensassed, particularly by an (economic) regulator?
CKA& [[dzSadA2y A& | RRNBaaSR o0& 2dz2NJ NBalaRegptulBext (2 ail
step in the development of robust and responsive consumer influence on energy network expenditure
planning and development. Our observations include:
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1. The elationship between assessment and a broader, tangible viser\EO spelled out, applied
and within a defined timeframe.The experience of both Sustainability first / N&mw and the
CEER BEUC @30 Vision for Energy Consumers emphasise the importance of context in which
consumer engagement occuagdil KS @ € dzS 2F gKI G ¢S gAatt OFftft a

2. The need to recognise the various objectives that can occur for engagement.
3. OGonsumer outcomesefficientvalue for moneyservicesthat include:
a. Qultural (to alter behaviour anatulture insectors andvith consumers) and

b. Legitimacyshapingservice levels gpackages antielping to ensure decisions are seen as
legitimate / acceptable)

4. The role ofengagement in developing trust and in enhancing culture change within businesses as
well as consumer groups should be more overt.

5. Qualitative as well as quantitative measurésKk A & NBE O23y A aSa (GKS @FfdsS 27
GRSSLI AyaArdaKié
6. Inclusivenss/equity

7. Innovation/forward looking

In addition to theseobservationswe have also considered the four elements from table 7 and suggest
areas for further consideration and refinement, particularly for two of the categories, we suggest:

Breadth and Dejpt

2S KI@®S y2GSR GKS NR&|l 2F O2yaARSNARy3I O2yadzySNJ Sy 13
guestion and are strongly of the view that solid consumer engagement includes both breadth and depth,
usingappropriate methodologiefor each

We have fayed with an idea that may help to assess optimal combinations of breadth and depth tagether
and we suggesthat assessment of the breadth and depth of engagement will necessarily involve both
gualitative as well as quantitative measures.

Proof Point
WeKl @S &4dz33SadSR 0GKI{G GKS FaasSaavySyid LINRPLR&SR | a
R2gy | 4a8aaYSyid 2F SELSYRA ( dzNE butidadeguaté fsrBarddokiigl NJ GA S 6
perspective.

We propose a threstep assessment processth regard to the proof point element, these being in the
following sequence:

1. Is the regulatory proposal in line with outcomes from the various AER assessment (Rideid,
repex etc)?

2. Have the important aspects (expenditure and from the business nagjatieen effectively
engaged with consumers and consumer input evidently influential?

3. Does the proposal make sense from a-tiggvn perspectivé.e.,in line with or lower than current
expenditure(@ ¢ K S  LJyziter &llSfthie £onsiderations and analysioes the outcome feel
right for consumers?

2S adAaA3sSad GKFG GKAA FLIWINREFEOK SylofSa (GKS @I NR 2 dza
well as in combination.
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3 What roles should a regulator play in encouraging continimpsovement in consumer
engagement?

Along with continuing to debate and iterate tHable Aapproach, we suggest that the AER could take the

G{ i+ 0SYSyl ZTapproach ibad hals beer? spalied to COVID during 2020 to develop a

G{ G GSYSYlilRFYy 0 LISDAdzi O2yadzySNI Sy3al 3SYSyidiod ¢KAA ¢
being prescriptive.

The AER should also develop a section in Framework and Approach documentation slwatt ss¢ar

expectations aboutgf S i 4 2 NJ  éndafjdingrbanditiihssessment approaches that the AER intends

to apply.

CKSNBE ¢g2dzZ R fa2 6S YSNAG Ay (GKS 9w g2NJAYy3I 6A0K
for Australia, say for the next decade. This could use the -BEBR vision for consumers aslacp to

start.

The AER should also set up a sectartheir website to specifically deal with Consumer Engagement,
including the Consumer Engagement Guideline, AER engagement expectations (as identified in the
preceding sentences), reports about consureegagement and links to international reports and decisions
regarding consumer engagement in regulated markets.
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2 Commentary on the engagemdny the Victorian
distributors

2.1 AusNet Services

2.1.1 Summary of engagement prior to Draft Decision

The majorfocus of AusNeBervice® 02y adzYSNJ Sy 3l 3SYSyid fSFRAy3 dzZL) G2
Proposal in January 2020 was the work of the AusNet Services Customer Forum, the centrepiece of the
NewReg Trial. According to the guidelines established for the Bigwkl, CCP17 did not participate as an

observer in consumer engagement activities undertaken by the Customer Forum, and nor did CCP17
evaluatethe effectiveness of the consumer engagement role performed by the Customer Forum. This
responsibility was aggned toCambridge Economic Policy Associates (CEPA).

/9t ! Qa VY 2aliatioNEBporSWwih S wS3AY ! dzabS3G { SNBAOSaE ¢NRIFE Ly
4" December 202@ is intended to cover events up to and including the Draft Decision. €&ia#ns

¢this report will not present an evaluation of the trial against the Trial Assessment Factors. This
reflects that, within the timelines for delivering this report, we have not been able to review AusNet
{ SNIBAOSaQ NBIIAESRIANPIRAY fEKS 5NI Fi 5SO0OAaA2y 2N
costs throughout the process (which will in any event not be known until the Final Dé&sion)
h@SNI GKS GSNY 27T ger®ngagemeit2CPL NartiiatddinYféndeetings with the
Customer Forum to assist the Customer Forum in forming its views on issues within its scope, and to share
perspectives on issues that are common across all network businesses.

CCP17 did observe a limited set of consumer engagement ewemducted by AusNet Services
independently of the Customer Forum. Consequerntbmparedwith our involvement in other Victorian
5b{taQ /2y&adzySNJ 9y3aF3SYSyid LINRBAIANIYEAZ //tmT KIFIR fAY
engagement program in pract. As a result, our observations were largely based on documented
outcomes.

Inour! RGAOS G2 GKS ' 9w 2y GKS 2AO002NARIY 9f SOGNAROAGES
Determination 202126, CCP17 expressed the view that:

the AusNet SevOSa Q wS3dzE I G2NE t NRLRalt adadNRy3Ite NBFES
aspects witin scope for the Customer ForGi

C@17 has expressed concerns that limiting scope for the Customer Forum could restrict its ability to
contribute to important aspects of the regulatory proposalamolistic basis. Faxample the application

of accelerated depreciatiamad a significant irpact on the regulated revenue outcome and hence on prices
for customers, yet depreciatiowas not in-scope for the Customer Forum. We questdrwhether the

8 https://www.aer.gov.aubystem/files/ CEPA%29%20New%20Req%20AusNet%20Trial%20
%20Interim%20Evaluation%20Report¥%2002020.pdf

91lbid, p12

10 https://www.aer.gov.au/system/files/Consumer%20Challenge%20Panel%2017
%20Submission%200n%20the%20Victorian%20Electricity%20Distribution%20Requlatory%20Proposal%202021
-26%206%20June%202038df, p19
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Customer ForurwasA y | LJl2aAGAz2y G2 aasSaa GKS WhgSnbut £ wSl a
being able to consider such a significant fadfoFhis questiorwas reiterated byhe EUAA?

2.1.2 AER Assessment of AusNet Services Engagement

¢CKS 19w G5NI Tl 5SOAAAZ2Y regubidzy Bropds&l Iwds strooghy miidiretys NIDA OS
influenced ly its consumers, and that proposed capex and opex proposals were clearly influenced by its
commitment to consumer affordabilit. L G £ 82 F2dzy R GKIFdG GKS ad2LIS 27F !
WAdZFFAOASYyGfe oNRIRQ

The AERhas provided aranalysis of AusNet Services engagement against the four elemertsre of
engagement, breadth and depth, clearly evidenced impact and proof§oint

Whileg S F ANBS | NAST & ingespédof thekrfluence® oitieiCoshey Fofurd éndsNet

{ SNIA OSaQ NIB,ivdzrd not 2aNEnceddiNa imjgodantfeedback provided by stakeholders has

been fullyconsidered Recognising the limitations of its negotiation scope, sotakeholders challenged

0KS / dza (i 2 Yabilty tocCaredzYhE averall reasonableness of the proposal. Stakeholders also
requested thatthe AERK 2 dzf R dza S (G KS 2dzid2yYSa FTNRBY (GKS /dzad2YSN
rather than determine their decision.

There wassupport forcloser AER sdiny of aspects of the AusNet Services proposal that fell outside the

/ dz&A G 2 YSNJ C2 NHzY &yeeswitd this)bew 2 /S/ tamz33S a0 GKF G OKIFy3Sa
regulatory proposal which have not been subject to close consideration by the Customer, Bbould be

d4dz0 2SO0 G2 GKS !'9wQa y2NXIf AO0ONMziAyeo

[N
NS

2.1.3 Engagement since Draft Decision

Figure5 below identifies the major consumer and stakeholder engagement activities conducted by AusNet
Services since publication of the Draft Decision.

The AusNet Services Regulatory Team also ofiedididual briefing sessions to interested stakeholders.

In addition, AusNet Services convened a meeting with CCP17 on 7 December, and a stakeholder session on
17 December to provide a briefing on the content of the Revised Regulatory Proposal.

L www.aer.gov.au/system/files/Consume@Challenge%20Panel%2017
%20Submission%200n%20the%20Victorian%20Electricity%20Distribution%20Regulatory%20Proposal%202021
-26%206%20June%202020.pdi19

2 https://www.aer.gov.au/system/files/Energy%20Users%20Association%200f%20Australia%20
%20Submission%200n%20the%20Victorian%20E|&gi20Distribution%20Regulatory%20Proposal%202021
-26%20%20June%202020_0.pqH

13 hitps://www.aer.gov.au/system/files/AER%2020Draft%20decision%20
%20AusNet%20Services%20distribution%20determination%2826P0%200verview%20
%20September%202020.pa5

¥1bid, p6

%1bid, p5

16 https://www.aer.gov.au/system/files/AER %26 20Draft%20decision%20
%20AusNet%20Services%20distribution%20determin&i20202126%20%200verview%20
%20September%202020.pqip4652
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Stakeholder engagement

Customer
Consultative
Committee

* 6 October —to
brief on Draft
Decision and get
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» 6 November —

to brief on
Revised
Proposal
positions and
hear feedback

Stakeholder
Sessions

27 October -
detailed
overview of Draft
Decision and our
emerging
thinking around
the response

Customer Forum

+ Re-engaged

Customer Forum
to provide a
memo setting
out its views on
our Revised
Proposal.
Attended all
stakeholder
engagement and
CCC sessions
Upheld initial
agreement

Tariff Engagement

» 27 October -

DELWP/ AER/
ECAre
reassigning
legacy
customers

11 November -
AER EV tariffs
workshop

11 November -
EUAA business
tariffs
engagement

ustomer engagemen!

AusNet

services

Public lighting

* 20 October, 30
October and 9
November -
held sessions
with Local
Government
reps to agree
an approach to
our bulk
replacement
program

Figure 5. AusNet Serviceg Post Draft Decision customer engagement (EDPR Revised Revenue Proposal

Stakeholder Sessianl7 December 2020)

Stakeholder Sessions 27 October

AusNet Selices convened Stakeholder Sessions on 27 Octolssakfeedback on whether aspects of the

NB 3 dzf | G2 NEB Ff GSNBR 2NJ NBYIAY

Areas where feedback was sought included:

T
T
T
T
T

During the session, stakeholders requested that AusNet SesdceiderFederal budget modelling of the
impacts of COVHD9 in developing forecasts.

Approaches for developing customer number and connections forecasts
Inclusion ofDoreen zone substation

Reproposing ICT Cloud Step Change

LINR LJZ2 & | €

aK2dzZ R

Further reallocation of metering costs to SCS

08

Alternative tariff options for medium to large businesses

Customer Forum

i K

AusNet Services #engaged the Customer Forum and invited itcantribute views on AusNegt S NIJA OS & Q

proposed amended EDPR submission. The Customer Forum provided its views in a Memorandum to
AusNet Services which was lodged with the Revised Regulatory Préfdoseds noted that the views
expressedn the Memorandurrare confined to matterstte Customer Forum has previously examined and

commented on.

The Customer Forum confirmed its support for the ICT Cloud Step Change and reallocation of metering
2y 02y Of dzaA2y a

Ozata G2

{/1{= o8

17 https://www.aer.gov.au/system/files/AusNet%20Services WaRRevised%20Requlatory%20Proposal9s 20

RN} 6 Ay 3

yoasi SR Ay

9%020202126%206%20Appendix%203A%2020Customer%20Forum%20Memo%20

%20December%202020.pdf

35

CI


https://www.aer.gov.au/system/files/AusNet%20Services%20-%20Revised%20Regulatory%20Proposal%20-%202021-26%20-%20Appendix%203A%20-%20Customer%20Forum%20Memo%20-%20December%202020.pdf
https://www.aer.gov.au/system/files/AusNet%20Services%20-%20Revised%20Regulatory%20Proposal%20-%202021-26%20-%20Appendix%203A%20-%20Customer%20Forum%20Memo%20-%20December%202020.pdf
https://www.aer.gov.au/system/files/AusNet%20Services%20-%20Revised%20Regulatory%20Proposal%20-%202021-26%20-%20Appendix%203A%20-%20Customer%20Forum%20Memo%20-%20December%202020.pdf

2.1.4 CCP17 involvement

CCP17 attended the following events as observers:
9 27 October Stakeholder Session
1 6 NovemberCustomer Consultative Committee
1 11 November AER EV tariffs workshop.
We were not aware of, and hence did not attend:
1 6 OctoberCustomer Consultative Committee
1 27 October, 11 November tariff discussions
9 20 October, 30 October, 9 November Public lighting sessions.

CCP17 has not interacted with the Customer Forum during this period.

2.1.5 CCP17 observations

Like the other Victorian DNSPgjsNet Services was challenged by the limited time available-ftepth
O2yadzyYSNJ FyR aidl {SK2f RSNJ Sy3aFr3SySyid o0SiGé6SSy Lzt AC
for submitting the Revised Regulatory Propo&alr AusNet Servicedhis challege was exacerbated by

the lack ofacomprehensive Consumer and Stakeholder Engagement Plan spanning the full timeline of the
regulatory reset process.

Nevertheless, CCP17 considers that AusNet Services has effectively informed key stakeholuers of t
changes incorporated in its revised regulatoryoposal andhasprovided some opportunity for feedback

We also observed or saw documentation of instances where stakehfdddbackinfluenced the final
proposal i.e. development of forecast customer numbed§T Cloud Step Change, and reallocation of
metering costs.

Consistent witrour Advice tothe AERY (G KS +AQU2NALY 9f SOGNROAGE 5A &0 N
Regulatory Determination 20226 ', CCP170bservesthat there are opportunities for ongoing
improvement in AusNet Services engagement progrartuding development of an overarching Consumer

9y 3F3ASYSyid {GNIrGS3Iesx Y2NB GNIyaLl NByoe 2F (GKS [/
development of contemporary interactivengagement tools, and targeted engagement with culturally and
linguistically diverse consumers. We encourage AusNet Services to give consideration to progressing these
FYR 20KSNJ AYAGAlIGAGSa G2 RSOSt 2L | Nolldf enhaBemBrif 0 dza A Y
for businessasusual activities as well as future regulatory resets.

2.2 Jemena Electricity Networks

2.2.1 Summary of engagement prior to Draft Decision

The Peopl@ t I ySt gl a | O2NB I aLISOi, beirg aysuy 6148 gedple Sy A 3 &
selected from across the Jemena region to demographically reflsoen®a Odza 12 YSNJ o0 A4S d ¢
was recruited by market research company, Capire and was brought together on 6 occasions (initially) to
consider a selection afhe main issues with whicdemenawas grappling in preparing its regulatory

proposal. The sessions were either all of Saturday workshops or extended evening events of about 3 hours.

18 hitps://www.aer.gov.au/system/files/Consumer%20Challenge%20Panel%2017
%20Submission%200n%20the%20Victorian%20Electricity%20Distribution%20Requlatory%20Proposal%202021
-26%20%20Jun®6202020.pdfpl5
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We said in our response to the initial propas@iCP17 thinks that thewdirsity of engagement bjemena
over an etended period of time (nearly2 years) is as significant as the Pe@pRanel proce@NVS YSy | Qa
other engagement comprised:

91 43 residential customers involved with the Pedpléanel over nine sessions
1 13 focus goups

1 319 online surveys completed

1

7,400 visitors to theJemenawebsite for aspects of their regulatory proposal development
engagement

T y1 RANBOG aO2yil OG K2dz2NE¢ 2F Sy3IlF3ISYSyd | OGAGDA

1 10Board and senior management members attended masiengagement activities.

hdzNJ NB@ASe 2F WSYSyIl Qa Sy3ar3aSySyd Ay GKS fSFR dzLJ
following.

& ¢ Krfjagement we have observed has many strengths including:
A range of engagement strategies have been used.

There has been strong intent to engage watldiversity of customer segments including lower
income household customers, small business, local government, large businesses and energy
retailers.

I Of SINJ RSaAANB G2 fAadSy adice@uzddatamménddtiohsyintddzi | y R
RSOAaAz2zya (G2 GKS YFEAYdzY LR&arofS SEGSyiGéd
Willingness to try new approaches with the preparedness to accept that some approaches might

y20 a62N] ¢ odzi GKIFIG GKSNB gAtf o6S tSIENyAy3a ogKI
Preparedness to talk abbinnovation and not claim to have all the answers

wSIEf FTGASYLIWG G2 YIF1S Sy3ar3asSySyid WFdzyQ sKAOK Aa
WSYSyl OflAYya (2 06S 2LISNIGAY3IT GKSAN O2yadzySNI S
the IAP2 spectrum. From engagemnt that we have observed so far, we are inclined to accept this
claimasbeingrealibJN» OGAOS a ¢Sttt Fa | ALANIGA2Y DE

2.2.2 AER assessment of Jemena’s engagement

The following comments are taken from the AER’s Draft Determination.

Nature of Engagement:

TheRS&aA3dy 2F (GKS tS2LXSQa tlySt ¢l & dzyRSNLIAYYSR o8&
OAGAT Syaé (2 RS@GSt2L) FyR 3INBS 2y | NRodad asSi 27
GNHzZEGSR o0& (GKS oNRFRSN 02 Voommyhier enghgeriéditYap/oach dvast S 2 LIt
recognised by the ENA / ECA Consumer Engagement Awards in 2019, with Jemena winning the award for
AGad O2yadzySNJ Sy 3l 3SyYSyid ¢2N)] Ay 020K GKS bSg {2dziK
Panel approach. Thugh its engagement process, Jemena realised that its customers anemogenous,

and that each customer type has its own set of priorities and engagement requirements. For example,
AYAGALFGAGSa tA1S GKS t S2LX SQa custdmgrS, ivhich @dpBnded did ST F S (
survey approach instead. Large businesses were engaged through the regular account management
process.

Breadth and Depth:
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Overall, we consider that Jemena’'s consumer engagement was broad, covering a range @iCrogEs

diverse customer cohort. We consider the depth of engagement a challenge for Jemena, particularly in
relation to the People's Panel. While the People's Panel covered a broad range of topics, Jemena faced the
challenge of building the capacity oferyday citizens to be able to engage in the complex topics Jemena

wanted feedback on.

X {SOSNIf aiGl{SK2ft RSNA SELINB&aaSR O2yOSNya 6AGK (KS
evaluate its opex efficiency and make an adjustment.

Clearly evideced impact

2S FAYR (KS GKSYS&a FNRBY GKS ONRBFRSNI Sy3arasSySyidsz
Panel reflected throughout the regulatory proposal. It is clear that Jemena is committed to including
consumers in its decisions. For example, defiINE 2 F WSYSyl Qa4 aSyA2NJ f SI RSNA FK
in engagement activities and were on hand to personally accept the advice of the People's Panel, and after
reviewing that advice, agreed to accept all 25 recommendations.

We find that Jemena'sosumer engagement has set out with purpose and intent to ensure that the views

of consumers were included in the development of its regulatory proposal. Jemena achieved this using a

range of engagement strategies and a willingness to try new approachegeinto involve the full diversity

of customer segments, frofow-income households through to large customers and energy retailers.

Further, as observed by CCP17, Jemena has been innovative and attempted to make to make engagement
WT¥dzy Q o KSYEASAA Y GBEH Sty SNBEe &LJ OSe® 2SS | ANBS gAGK /
OfFAY (2 06S 2LISNIGAYTI Fd 2N ySFENIGKS L!'tuw fS@St 27

Proof Point

As outlined in section 2.4, our assessment foundithaWSYSy | Qa LINRLIZaSR Ol LISE L
influenced by its commitment to consumer affordability. Its capex forecast is 2 per cent above its trend
FNRY Hammd 2KAES WSYSYyIlI Q& LINRLIZASR OFLISE A& yAyS L
the current regulatory period, the main drivers are investments for bush fire risk mitigation and Jemena's
expenditure to facilitate increasing DER penetration, which was also influenced by consumers. Jemena's

opex forecast was 29.6 per cent higher tham aictual and estimated opex for the 2@P® period. As

outlined in section 2.5, our draft decision alternative estimate of total opex is 12.3 percent higher (on a like

for like basis, is 1.0 per cent lower) than Jemena's actual and estimated opex inrtlet cagulatory
O2yiNRBf LISNA2R® 2SS 02dzZ R y23G OfSINIe aSS Kz2g WSYS
LINELI2ZASR 2LISE F2NBOFad FyR 2dzNJ  aa4S3aayYySyid F2dzyR (K
time and in the 2018 base year.

These comments reflect an AER view that Jemena’s engagement was effective and that consumer views

were reflected in many aspects of their proposal. The main challenge from the AER is the extent to which

consumer views were sought and reflected regarding the opex expenditure proposal that was submitted.

The reflection is that a near 30% increase in forecast opex, compared to current period expenditure, does

not reflect a stated consumer preference for lower prices.

2.2.3 Engagement since draft decision

Since the Draft Decision was published, Jemena has continued to hold their Customer Council meetings on
a quarterly basis, which included separate meetings with both small customers and commercial and
industrial customer representatives. In October Jemena engaged with their Customer Council on pricing
strategies.

38



The major focus of recent engagement by Jemena has been about the AER’s base year Draft Determination
which found that their operating base year was “materially inefficient,” and so set a lower operating cost
allowance than Jemena had sought.

The main focus of engagement about the opex base year decision and the associated benchmarking
methodology that the AER had used for their “materially inefficient” finding was to reconvene the People’s
Panel to seek their perspective. This resulted in two meetings of the People’s Panel in November, and
subsequently a subgroup of volunteers from the People’s Panel (7 people) who engaged in three separate
ninety-minute video link discussions on consecutive Monday nights during December.

An independent consultant was appointed to assist the People’s Panel subgroup from Farrier Swier. We
understand the consultant will collate input from the subgroup members both as expressed during the
December meetings as well as separate comments provided by individuals directly to the consultant.

Each subgroup member was provided a ‘work sheet’ at the start of the three-session process which they
were asked to complete and pass on to the independent consultant promptly after the conclusion of the
third session.

We understand that this collated input will form a submission to the AER regarding benchmarking and the
Jemena opex base year finding to be lodged by 8 January 2021, in line with the AER’s published timelines.

2.2.4 CCP17 involvement

CCP17 members were able to observe each of the engagement activities undertaken by Jemena, post Draft
Determination including Customer Council meetings. A separate briefing was provided for CCP17 in
November 2020 about Jemena’s proposed revised revenue proposal.

One CCP17 member observed each of the People’s Panel and People’s Panel subgroup video link sessions
and provided input to the People’s Panel members about the role of CCP in representing consumer views
and commenting on network business engagement processes, to the AER.

2.2.5 CCP17 observations

Jemena was clearly “stung’ by the Draft Determination finding of their opex being “materially inefficient.”
We have however been impressed by the willingness of Jemena staff to work with AER, consumers and
other stakeholders to explore the decision and to respond cogently in their revised revenue proposal. We
leave our discussion of “content” of this debate to section 4.2 of this submission that deals with operating
costs. In this section we respond to the “process” of Jemena’s response and specifically its consumer
engagement.

Jemena decided to seek to engage with customers on an AER decision with which they disagreed. They
decided to return to the People’s Panel, an engagement methodology that had proven to be highly
effective and a group of people who had developed a good understanding of the Jemena distribution
business and trust for the staff involved.

We observe that this was a ‘stretching ‘process for Jemena who clearly wanted to stay true to the integrity
of the People’s Panel process, wanted an independent and informed consumer perspective while also
wanting support for their perspective as compared to that of the AER. They wanted to achieve this in a
short timeframe, during the lead up to Christmas and with a pair of complex topics, benchmarking and
efficiency of operating cost base year. The business is to be lauded for attempting what could be considered
to be an audacious challenge and it has also stretched the engagement approach. A debrief and write-up
of the debrief, outside the pressure of a regulatory process, will be a really helpful contribution to
understanding this application to consumer engagement approaches.

CCP17 observed that the effort that Jemena staff put into developing presentations that provided adequate
context, detail and opportunity for open exploration of the issues through the engagement was clear. This
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was reciprocated by the People’s Panel members who made the considerable effort to try to understand
the nuances of the topics at hand while also asking probing questions.

We reflect that the process would have benefited from greater external input and probably from a process
managed by a third party. In hindsight, Jemena probably tried to provide more detail than was necessary
about benchmarking method - though this is a useful topic for subsequent debrief.

Applying the ‘table 7' assessment measures we conclude that a majority of these have been achieved
through this re-engaged People’s Panel process from the first three elements of the table. We do not
consider “proof point” applicable at this stage, the document submitted to the AER by the People’s Panel
subgroup and subsequent AER final decision will be more relevant.

We highlight the following assessment examples as being relevant to this engagement:
a) Nature of engagement
b) consumers provided with impartial support to engage with energy sector issues
c) sincerity of engagement
d) Breadth and depth
e) consumers encouraged to test tlessumptions and strategies underpinning the proposal
f) Clearly evidenced impact
g) proposal clearly tied to express views of consumers
h) impact of engagement can be clearly identified

This engagement will probably not result in a neat and definitive consumerhogsever we regard the
Sy3alr3asSySyid Fa o6SAy3a AAAYAFAOIYd Ay GKS WgNBaidftAy3
delivered in the shorter term. Every individual involved from the Pe@@anel and from the Jemena staff

team invested considerdbS WLISNAE 2yl f OFLIAGFIT Q Ay GKS WgNBaldft Ay

2.3 CitiPower, Powercor and United Energy

2.3.1 Summary of engagement prior to Draft Decision

In our previousAdvice to the AER we recapped our substantial engagement with these three businesses
in the runup to the submission of their regulatory proposals to the AER in January 2020. A we

built on our previous Progress Report on Consumer Engagement by the Victiegticigy Distribution
Businesses for the 2021025 Regulatory Reset to the AER in March 2019, and some further comments
that we had made in our presentation to the AER public forum in April 2020.

CitiPower, Powercor and United Energy ran their consumgagement based on a consistent approach
and using the same Melbourdssed staff for each engagement activity.

The consumer engagement activities regarding the upcoming regulatory proposals were branded
GOYSNEBAABRpPEDHM
The consumer engagement adties commenced with the publication of a single Regulatory Reset

2021-2025 Stakeholder Engagement Plan in November 2017 that covered all three busq€ggeswer,
Powercor and United Energy.

We set out in that previouAdvice how that plan had beewolfowed.

¥IRGAOS G2 GKS '9w 2y GKS +AOG2NAlY 9f SOGNROAGE 5AalN
Determination 202126, CCP17, 10 June 2020, section 3.6, page8§24
40



Since its inception in November 2017, CCP17 has liaised closely with the three businesses.

We sent at least one CCP17 representative to most of the events to which we were invited, but clearly did
not have the resource to attend every event. Wavh generally encouraged the businesses on the paths
that they have chosen, on the shared understanding that not every consumer engagement activity will
prove successful. The businesses were on a steep learning curve, and much learning came from trial and
error.

After the submission of their regulatory proposals to the AER in January 2020,-C®atHpted to affect

meetings in Australia in March 2020. We continued engagement via telephone and electronic remote
meeting apps. We engaged directly with thesinesses on their regulatory proposals submitted in January
HAHANYS LIFNIAOALI GSR Ay GKS ! 9wQa gApNdsdmsibns wideehé A O F 2 1
businesses after that forum.

We noted that we understood that COVID makes it more diicult for the businesses to engage with
consumersCitiPower, Powercor and United Enetggve been using electronic means, including placing
an interactive multimedia version of their AER Public Forum presentations and their regulatory proposal
document2 Y G KSANI We¢lf1Ay3d 9f SOGNROAGEQ 6So0aArlSo

At the completion of the engagement process, the businesses reviewed their process against their
evaluation indicators. The businesses summarised this review including network specific indicators
collected and wholeof Energise 2022026 program indicators, and engagement process evaluation
outcomes.

2SS | INBSR gAGK (GKS o0dzaAySaasSaQ 02y Of dzaizyy

We are committed to ongoing engagement with our customers and stakeholders. Engagement

does not stop after the regulatory rdsgrocess. We are committed to improve our engagement

process with customers and stakeholders now and into the future.
¢KS o0dzAAySaasSaQ adl{SK2t RSNJ Sy3Fr3aSySyid I LILISyRAOSA
with recommendations for the next reseEngagement does not stop after the regulatory reset process
YR aK2dzZ R 06S O2ylGAydzSR | & WodzaAySaa | & dzadzf Qo 2
Husiness as usuatakeholder engagement.

2.3.2 AER assessment of the engagement of CitiPower, Powercor and United Energy
In its draft decisions in September 2020, the AER agreed that

For the purpose of engagement, CitiPower, Powercor and United Energy operated an overarching
engagement program developed to support the three networksnhgahat when differences were
identified measures were taken to engage further or differently with customers and stakeholders
as required.
¢CKS 19w faz2 F2dzyR (GKFGd GFNBY GKS AYyTF2NNIGAZ2Y LINEP

“

broadlyconsistg it g AUGK (GKS O2yadzZ G 2N Ay@2f @3S SyR 2F (KS &
The AER stated:

We acknowledge that CitiPower, Powercor and United Energy have done extensive work in
reaching customers in order to gain a clearer understanding of the values of a diverse customer
base¢ KAad Kl a 200dz2NNBER | ONR&aa YdzZ GALIX S OKIFIyySta |
of activity suggests a sincere level of engagement from the distributors. For example, CCP17 noted
that they had no major issues with the consumer engagementiértdiéi ( KSe $gSNB LI} S| a
reports from Woolcott do not paint a picture of g@rO i dzy RSNE G yYRAYy3I 2F Odzali

NSy (N
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The AER quoted widely from the submissions from CCP17 and from the Victorian Community Organisations
(VCO).

While some positive examples veequoted where the distributors demonstrated listening to feedback
provided by stakeholders throughout their engagement process, overall the AER found:

2S gSNByQlG lFfglea ofS (2 ARSY(GAFe K2g O2yadzySi
X

We recogrise the work that has gone into shaping the engagement process. However, we have
been unable to clearly identify the elements of the proposal that were shaped by consumer
preferences. This has lessened the weight which the AER has been able to giveoisuineer
engagement process in this draft determination. Although we believe there are still many
opportunities for the revised proposals to outline and clarify how this engagement specifically
shaped elements of their proposals.

2.3.3 Engagement since draft decision

The three businesses took on board the comments of the AER, CCP17 and other stakeholders,
acknowledging in their revised proposals:

We are constantly learning and improving our engagement approach.

For example, CCP17 had commented and the AER hagldjihat the Energy Futures Customer Advisory
Panel (EFCAP) set up by the businesses had not achieved its full potential. CCP17 had concluded:

We wait with interest to see how the EFCAP process will be reinvigorated, to provide a more
pro-active advisoryole in the coming months leading up to the regulatory proposals.

The businesses responded:

We have received relatively consistent feedback about our engagement over those four years
that while our engagement has been broad and comprehensive, a stromgebdtween
engagement outcomes and our regulatory proposal was sought. In preparing our revised proposal,
we have listened to our stakeholders and reshaped our engagement to a more collaborative and
targeted program with key customer representatives, whadmplements our gras®ots
approach. We established a new Customer Advisory P&#),(comprising five informed
representatives of different customer groups and policy makers. We have equipped the CAP with
detailed information packs about our marquemgrams and topics of engagement, allowing for
deep and meaningful input into our revised proposal plans. This collaborative approach is the
cornerstone of our revised proposdbgether with the CAP we have reduced our expenditure
proposal by $47 milliorotaddress our customers' growing affordability concerns.

X

Together with the CAP we have begun a process of developing measurable otdceeres
commitments, that will ensure we deliver on the programs in our revised proposal, as well as other
programs that form part of our business as usual improvements. We plan to finalise the
commitments in the first quarter of 2021. These commitments will be endorsed by the Chief
Executive Officer and the Executive Management Team and build on the already outstanding
service outcomes we deliver year on year, that separate us from our peers.

¢CKS o0dzAAySaasSaQ NBOAASR LINRBLRalfa AyOfdzRS aA3ayAaATic
T2 j 0
T 25Q3S NBOSAOBSR OlsthkddoldeisS FSSRol O1 FNRBY
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1 Our engagement for the revised proposal is more targeted,;
1 We have collaborated with the CAP to get the best outcomes for customers.

The revised proposals include positive quotes from CAP members. For example, Gavin Dufty (St Vincent de
Paul)is quoted as saying:

The formation of the CAP is a significant step forward by CitiPower, Powercor and United Energy
and is a step forward to further enhance consumer outcomes. | have found the meetings to date
informative, respectful and responsive towseand expectations presented by members. As this
process is developed, | believe it will lead to enhanced outcomes for energy consumers.

Importantly, section 2.4 of the revised proposals addresses the issue raised by the AER that the AER was

notalwaysab S (12 ARSYGATE K2g O2yadzYSNI OASga 6SNBE AyO2N]

2dzi Ay a2vYS RSGOIFAf a2KFd 6SU@PS KSINR YR K2g 6SU@S
1 How we are improving our stakeholder engagement;

Shaping our Custom@trategy together;

Our revised Customer Enablement program;

Incorporating the impacts of COVID in our forecasts;

= =4 4 =4

Our revised Future Network proposal; and
9 Our revised wood poles asset management proposal.
These are supplemented by further details apperdiand attachments.
Also importantly, the businesses set out their Business As Usual (BAU) stakeholder engagement plans:

Most importantlyt the journey does not end here, this is just the beginning. Our CAP will become
one part of our business as usstdkeholder engagement and customer communication strategy
summarised in this chapter and detailed within UE RRP APP02. We will also work with the CAP to
develop measurable outpdtased commitments that we can report against to improve
transparency, trusand understanding of our performance against targets.

2.3.4 CCP17 involvement
hdzNJ Ay@2ft @SYSyid 6AGK (GKS odzaiySaasSaQ adl{SK2t RSN
included:

N

1 Monthly catchup meetings with the businesses;

9 September 202Q deep dive COVIEL9

16 September 202Q CAP meeting #1

23 September 2026 deep dive Energy Market Transformation
5 October 202@ CAP meeting #2 COVID19

7 October 202@ deep diveg Asset replacement

20 October 202@ CAP meetings #3@Futurenetworks, poles

= =4 =4 -4 -4 A -

5 November 202@ CAP meeting #& future plans

2.3.5 CCP17 observations
2S gSt02YS GKS FI 00 GKFdG (GKS odzaiySaasSa KIF @S o
Draft Decisions anttave addressed the issues raised by the AER. Wsmmelthe formation othe CAP,
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whichhas been more effective in helping the businesses respond to the Draft Decisions with their revised
proposals.

The businesses have held significant focused stakeholder engagement meetings since tbedsafhs

andhave consistently involved CCP17. We also welcome the setting out of BAU engagement plans, as set
out above.
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3 Matters common to allevisedproposals

3.1 Introduction

The initial proposals by th¥ictorian electricity distribution businessewith the excepin of AusNet
Servicesall tended to includgreater levels of expenditure and investment thiaefore. We are pleased
that so many of the revisions outlidédy the AER in thBraft Decisionsvere accepted.

All the revised propaas had to deal witlseveralcommon issues. We note the propensityligi many step
changes in the operating expenditure proposals. Some are of substance, as we recognise the pressures of
the global insurance market in requiring distributors to reconsider the levels of amksharing of risk.

Also, all the proposals exist in an environmentvde-ranging government investment plans to address
the financialimpacts of the global pandemic

The field of distributed energy resources remains almost chaatiche level of efmedded generation
AYONBlFrasSaz NIAaAy3d ySg 02y OSNya adzOK |G KR HRRNYL.
the emerging challenge of minimum daytime demand.

Although the uptake of electric vehicles ligely to remain low for some time yetve see this regulatory

period as an ideal time testablishtargetedconnection requirements and tariff arrangements &s much
aspossibleQ3a S | KSIR 2F GKS 3JIYSQ

Most distributors raise the proposal to invest further in systems and processes related to customer service
fulfilment. This is a vexed issue. @@ one handthe service focus of distributors can be significantly
improved, an issue that has been hightiggh by the work of the AusNef S NJJ EuStBndeQForum.
However, in this complex industry framework, traditional components such as retailers remain key, and
the emergence of new industry entities such as demand aggregators, operators of virtual plawer
(VPPs) and others, not unlike what we have seen recently in South AugiithGantinue to disrupt the
line-of-sight between distributors and customend/e remainsupportiveof the initiativesregarding the
introduction of the Customer Service IncemiScheme.

There renains plenty of roonfor the distributors to continue to improviheir basic servicéulfilment ¢
appointments, connectiongnd network reliability

3.2 Q0VIDB19 and uncertainty

Ly 2dzNJ NBalLlRyasS G2 (KS IskugsPaper,iCCP1Retdgniséd dhe tingertding R (G K S
confronting customerghe regulator and network businesses in response to CQ9I0Ve noted that the
engagement for the regulatory proposals had occurred prior to COVID but that theseestill significant

impacts likely to flow from the pandemic, and associated uncertainty.

We identified four key COVAL® responses:
1. Engagement needs to continue, but differently
2. wS3dzf F NJ dzLJRIF 1Sa Ay (GKS AyiSNBaid 2F Wyz2 a&dzNLIN

3. Be flexible and note that the standard processes may not work as well due to exogenous
factors and

4. Consider reopenings triggers and process.
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We also described varioussponses that were needed, being:
a) Consumer Engagement

While consumer engagement processes will be impacted as social isolation and public gathering conditions
apply, this is no reasomif consumer engagement activity to be reduced. Engagement methodologies will

need to be adjusted to approaches that do not require groups of people in the same loddé&iher

dK2dzZ R STTFSOGAGS O2yadzZ GFGABS I LIWRR IARSE (@S RRE I RSy
Consumer engagement should be an ongoing priority for network businesses and the AER should expect

to see evidence of consumer support for key network business decisions. Indeed, it is a CCP17 opinion that
times of heightened uncertaty mean that the best responses are those where there is a greater level of

shared understanding of the challenges and shared deeisiaking.

a) Statement of Expectations
¢CKS owQa AYyAGALE {dFGSYSyd 2F 9ELISOGLIGAZ2ya 61 & (A
b) Embrace mistakes

Some responses to the challenges thrown by C&¥|Dnade in good faith and on reasonable evidence,
gAftX Ay KAYRaAAIKG LINRPOS (2 06S GKS 4gNRy3a RSOAAAZ2Y:
applied in such circumstanse

c) Getting on the Front Foot

CCP17 expects that the AER will carry out sensitivity analysis on the components within the revenue
determination building blocks and form a plan to respond to these variations should they arise. This is
preferable to scramhtig to develop a response after major problems have occurred.

d) Regular Updates

In order to attempt to keep key stakeholders in touch with the rapidly changing circumstances that envelop
this reset, we suggest that the AER with the businesses should copsidéting updates and briefings for
stakeholders.

e) Greater Flexibility
Ly GKS LaadzsSa LI LISNE (KS !'9w KIFa O2YYAOGGSR G2 | a3
FYR NBOSAGAYI AYyF2NNIGA2YyE T2 Nbeiv&thaktheMipactS of ©OVADS & dzLJLJ
19 uncertainty have been and should continue to be an attitude of flexibility, even forgiveness, when things
do not go as planned or anticipated.

f) Decision Review

We suggest that in this instance the AER should signal that it will be reviewing the final decision in response
to COVIEL9 impacts, and perhaps suggest a notional timeframe, maybe 18 to 24 months after the final
RSOA&A2Y Aad YI RS®E
Six months later and weontinue to stand by these as appropriate with the following updates:

1 General Responses

While uncertainty persists, there is now more experience of lockdown and customer responses to
the various public health and economic responses that have been taaithe virus. In general

we suggest that the current situation is somewhat more certain than six months ago and that
impacts on electricity network businesses have not bessulistantial as initial thinking suggested
they could be. Uncertainty remains,ifathere is enough predictability for network businesses and
the regulator to be confident in the appropriateness of the April 2021 final determinations.
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f Consumer engagement

The network businesses have continued to engage sétbctedstakeholdersand wesuggest that

they now need to move into strategies that both regularly update stakeholders with changes and
developments and also continue to engage actively on continuing issues including insurance
premiums, demand forecasts and solar PV uptake.

i Statementof Expectations

The AER has now released tatements ofExpectations which we thinkavebeen particularly
helpful and we expect this approach to continue into 2021

M Decision Review

The relatively greater predictability that we suggest now exists daines the likely need for
decision review is response to uncertainty. We pick up this theme a little later in this section

At the predetermination conference we said that the best approach into the near future in response to
uncertainty was, to invoke th&JK World War Il slogat { SSLI OFfY FyR OF NNE 2y dé
I LILINRF OK A& FLIINBLINARIFGS F2NJ GKS LISNA2R dzLJ G2 GKS
businesses, and beyond.

3.3 Jurisdictional Impacts

3.3.1 ESC Victoria Electricity Distribution Code Review

The VictoriarD 2 @ S NY EsSeftinkS&rvices Commission carried out a review of the customer service
standards included in the Victorian Electricity Distribution Code during 2019 and 2020, with the Final
Decision published iNovember 2028» wSf S@IFyid G2 G(KS +AOG2NRALFY 5b{tQ
following changes which come into effect from 1 July 2021:

a) Improving the methods of notification for planned outages

Retailers and distributors must enable customers to nomintteir preferred notifications method or
methods. Customers who cannot or do not engage to nominate their preferences will continue to receive
hard copy notices.

b) Changes to the Guaranteed Service Level (GSL) Scheme
¢CKS 9{/ Qa TFTAYIlt RECAedevidnmalkythelfoloindadjdstinlis detitéd to GSLs:
slight increase to payment levels
slight reduction to payment thresholds

introduction of single interruption payments threshold to the major event day (MED)

= =4 =4 =

exclusion of MEDs from annual duration and interruption threshold.
. S0l dzaS GKS TFAYIf D{[ &40KSYS RSGFAf&a 6SNB Lz f A
businesses has included a placeholder in their Revised Proposals, identifying the estinpatetdof

the revised GSL scheme. We expect that AER review of the modelling approaches may result in further
changes to GSL allowances.

20

https://www.esc.vic.gov.au/sites/default/files/documents/Electricity%20Distribution%20Code%20Review%20
%20Customer¥Service%20Standards%20
%20Final%20Decision%20as%20amended%200n%2022%20December%202020.pdf
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https://www.esc.vic.gov.au/sites/default/files/documents/Electricity%20Distribution%20Code%20Review%20-%20Customer%20Service%20Standards%20-%20Final%20Decision%20as%20amended%20on%2022%20December%202020.pdf
https://www.esc.vic.gov.au/sites/default/files/documents/Electricity%20Distribution%20Code%20Review%20-%20Customer%20Service%20Standards%20-%20Final%20Decision%20as%20amended%20on%2022%20December%202020.pdf
https://www.esc.vic.gov.au/sites/default/files/documents/Electricity%20Distribution%20Code%20Review%20-%20Customer%20Service%20Standards%20-%20Final%20Decision%20as%20amended%20on%2022%20December%202020.pdf

Revised proposal

($million, June 2021) Original proposal Draft Decision

(new GSL Scheme
AusNet Services 46.7 46.0 29.8
Jemena 0.8 0.9 0.9
CitiPower 0.8 0.7 0.8
Powercor 3.2 5.6 12.1
United Energy 1.1 3.6 5.2

Table5: Impact of Changes to the Victorian GSL Scheme (sourcel TTRlysis)

Revision of GSL costs for each businedisésissed in section.

3.3.2 Update to Victorian Environmental Protection Law

A newEnvironment Protection Act 200as passed in the Victorian Parliament in 2018, and was due to
come into effectin July 2020, along with various regulations and other instruméliie new act changes
how pollution, waste and contamination are regulated in Victofiae amendments are intended to shift

FNRBY I WNBIFOGAGBSQ NBEIdz | G2 MEncludlinglbytRes 2 N G2 + WLINR I C

f AYLRaAGA2Yy 2F | WIASYSNIt SYy@ANRYYSy(lf RdzieQ 4¢
to prevent pollution.

1 imposition of specific duties to manage contaminated land and to notify the Environmental
Protection Authority ¥¢toria of specific contaminated sites.

9 codification and augmentation of the existing noise framework, including by imposition of a night
noise limit and giving force of law to the existing Aginding guidelines in regional Victotta

Introduction of he new act was affected by the COVID pandemic, and it is now expected that the
commencement date will be 1 July 202The Victorian Government has advised that regulations and
standards will be made closer to the new commencement #athere is still urartainty about the timing

and content of the regulations and standards.

3.3.3 The possible impact of Victorian Government announcements

In November 2020, the Victorian Government announced a $797 million energy efficiency stimulus package
to improve the qualityof homes, create jobs and boost public health.

The stimulus measures include:

1 $335 million to replace old wood, electric and gsd heaters with new energgfficient systems
in 250,000 homes;

21 See for examplattps://www.aer.gov.au/system/files/CitiPower%20
%20Revised%20Reqgulatory%20Proposal%20202126%20%20APP04%20
%20Uncertainty%20appendix%2620December%202020.qf13

2 bid

48


https://www.aer.gov.au/system/files/CitiPower%20-%20Revised%20Regulatory%20Proposal%20-%202021-26%20-%20APP04%20-%20Uncertainty%20appendix%20-%20December%202020.pdf
https://www.aer.gov.au/system/files/CitiPower%20-%20Revised%20Regulatory%20Proposal%20-%202021-26%20-%20APP04%20-%20Uncertainty%20appendix%20-%20December%202020.pdf
https://www.aer.gov.au/system/files/CitiPower%20-%20Revised%20Regulatory%20Proposal%20-%202021-26%20-%20APP04%20-%20Uncertainty%20appendix%20-%20December%202020.pdf

9 $112 million to upgrade the comfort and efficiency of 35,800ial homes;
1 $14 million for appliance upgrades under the Victorian Energy Upgrades program; and

1 New minimum energy efficiency standards for rental homes to ensure that they are fit for
habitation will be in place from 2022.

The government is also prowid) funding to help set Victoria up for the move to seven star efficiency
standards for new homes, supporting skills, training and jobs in the construction sector.

The funding was announced in various media releases from the Premier of Victoria, inchleésgs on
15 November3 17 Novembet* and 24 November 202%,with the details in theVictorian Budget 2020/21
which was handed down on 24 November 2620.

These announcements came only a week or two before the businesses submitted their proigesals
to the AER. The businesses recognised that the stimulus package would have significant impacts on their
networks. For example, CitiPower not&d:

In response to the COVID pandemic and economic slowdown, on 24 November 2020 the
Victorian Government handed down its budget with $49 billion of spending over the next four
years. This substantial stimulus, with a strong focus on infrastructure spend, will also have
significant impacts on our network.

However, there was time availabtmly to take some of the headline items in the stimulus package into
account in the revised proposals to a limited degree. For example, CitiPower has noted in regard to trends
in connection?®

While residential connections may slow in the near term, dtimpackages such as the Victorian
Government's Big Housing Build are likely to maintain construction activity in the sector.

For nonresidential connections, the Federal Government stimulus package and Victorian
Government initiatives are expected to let an increase in connections activity, especially
infrastructure and commercial/retail developments. For example, the West Gate Tunnel project will
becompletedand the recent Federal budget announced infrastructure funding of over $1.1 billion
for Vicoria.

CCP17 view

We discuss uncertainty more generally in section 3.2 ofAlisce This government announcement may

be seen to add certainty in the sense that it creates a definitive view of where the State Government sees
its role in investment, but ialso creates uncertainty because it is difficult to forecast what the impacts of
this large stimulus investment will be on the energy market in Victoria in general, and on the Victorian
distribution businesses in particular.

As with other elements of uncinty, our reaction is to call for business agility as a key part of the business
narrative, so that the businesscan handle change and not be phased by it.

B+ A0G2NAF Q& |, 16 HovénbheZ20, vvAilabledatitps Rwww.premier.vic.gov.au/victoriabhio-
housingbuild
24 Helping Victorians Pay Their Power Bills November 2020, available at
https://www.premier.vic.gov.au/helpingictorianspay-their-power-bills
25Making Victoria A Renewable Energy Powerhp@deNovember 2020, available at
https://www.premier.vic.gov.au/makingictoriarenewableenergypowerhouse
26 Seehttps://www.budget.vic.gov.au/cleaenergypower-our-recovery
27 CitiPower Revised Proposal, section 1.6, page 9
28 CitiPower Revised Proposal, section 7.5.2, page 91
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We also note that there is considerable merit in national consistency in energy and regylatumy,

including how investments in network infrastructure and other investments are assessed to be in the long

term interests of consumers. To some extent, differences in jurisdictional government policies inevitably

lead to different regulatory and bugess outcomes in different jurisdictions. We caution the AER and the
businesses to retain the overall national vision for energy regulation, and not to be swayed to unnecessarily
RAFTFSNBYG azfdziaz2zya Ay RATTSNBnglernBrdedektsi RAOGA2y & GKA

3.4 Forecasts

Forecasts are important as they underlie several elements of the building blocks that the AER uses to
RSGSNXYAYS (KS o0dzaAySaasSaQ fft26SR NB@SydzS Ay GKS ¥
In our previous advice tothe AER,wenafie® I i G KS o0dzaAySaasSaQ LINRLRalfa o¢

while the impacts of COWI® only started to be felt in Australia in March 2020. We cited versus effects
of COVIEL9, and concluded:

Clearly there are some discrepancies between businesgs &iwl AEMO forecasts, with-EBUE
going as far as to say that AEMO's forecasts are not accurate and unbiased.

LYLRNIFy(Gtez '9ahQa FT2NBOlIadGa FyR (KS o0dzaAySaas
clarity regarding the effects of COVID. We expect to see revised forecastmsideringhe points

mentioned in this section of our advice, and other relevant matters, and we will then reassess those
revised forecasts at a later date.

We recognise that demand forecasting including mennections has continued to be somewhat uncertain
due to the different scenarios that exist regarding potential housing demand, new developments, urban to
regional shifts and working from home.

¢ KS ID@fivéision approach is to use the Housing Indu#ssociation (HIA) data as a basis for
estimating of future demand.

We commend this approadnd agreethat the AER should use the best available data from independent
sources including AEMO and the HIA at the time that the AER needs to make itedisiains for 202-26.

As further population and housing growth estimates emerge, distribution businesses, customers and the
AER will be able to work through any further implications. We also note that under a revenue cap any
underrecovery or overecover of the allowed revenue in any given year is accounted for in adjustments
to allowed revenue and hence to tariffs in future years.

3.5 Operating expenditure (opex

3.5.1 AER Draft Determination Opex Decisions

Each of the distribution companies have proposed incesda their operating expenditure from that in
ten current regulatory period.

The followingTable6 tracks total operating cost proposals from the initial proposals through subsequent
revisions where applicable and provides the @HRaft Determination and updated reviserevenue
proposal opex bids.

2 ROGAOS (G2 GKS 9w 2y GKS AOUG2NAlY 9f SOGUNAROAGE 5AadN
Determination 202126, CCP17, 10 Jun@2d, section 6, pages 52
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Operating expenditure United AusNet

CitiPower Powercor Jemena

($20/21) M Energy Services
Proposed 797.7 568.8 1536.9 576.6 1233.4
Revised 785.9 562.8 1500.8 559 1233.4"
AER draft decision 694.6 462.9 1320.5 499.8 1187.4
Difference -11.6% -17.8% -12% -10.6% -3.7%
AREIED LR FETEE 726.3 4315 1190.2 4523 1169.6
$2015

DD vs last period actuals + 8% +15.6% +15.26 +12.3% +5.1%
Revised proposal 712 472 1388 532.3 1193
Difference from draft +2.5% +1.9% +1.9% + 6.5% + 0.5%

Table6: Summary of Opex proposals (source: QZRnalyss of poposalg

Note:” refers to AusNet Services not changing their proposal, as lodged, prior to the Draft Determination.

The following summary charts from the ABRft Determinations for each of the five businesses show
actual and forecast costs for the current regulatory period along with the associated AER operating cost
allowance for the current period.

The AER operating cost proposal for the 202@ regulatory perid is then given alongside the proposals
from the businesses.
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Powercor
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The followingfigure shows the amount of reduction that is provided by the AERt Determination by
comparison with the initial proposal, in most instances revised, that was lodged with the regulator.
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Operating expenditure - change

M Initial proposal to draft decision M Revised proposal from draft decision

United Energy CitiPower Powercor Jemena AusNet Services

_ 0
I -3.70% 3.3%

-4.8%

-7.5%

I 79.4%

-11.60%

-10.60%
-12%

-16.1%

-17.80%

Figure6: Change in operatingxpenditure- initial to draft decision to final proposal (source: CCPanalysis)

Trends and Overview
From considering the information provided above we make the following general observations:

1 Each of the network businesses has underspent their operatsts against the current regulatory
allowance for the current period.

9 The operating cost proposals for each business were significantly (in most instances) higher than both
their current actual spending and the AER allowance for the current period.

9 TheDraft Determination operating ost allowance is lower for each business than the corresponding
proposalithe reduction is much smaller for AusNet Services

1 The Draft Determination allowance, 20226, for each business is higher than their actual expenglitu
for the current period.

1 Each revised revenue proposal is a little higher tharDitadt Determination, with the Jemena revised
proposal having the highest level of increase compared tdxiaét Determination.

3.5.2 Multilateral partial factor productivity (MPFP) and Base year

¢tKAa aSOGA2y O2yaiARSNR (GKS NBOSYyd wHnuwn o0SYyOKYIF NJ
(Multilateral partial factor productivity) and MTFP (Multilateral total factor productivityfhte that MPFP

is measured for botloperating expenditure and capital expenditure. These benchmarks provide a very

helpful indication of the relative efficiency of spending by the 13 electricity distribution network businesses

in Australia as well as indtry-wide trends, which includgenemlly declining network productivity over

the last decade and a half.
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This benchmarking data will also be used in the next sectiahdonsiders the efficiency of base year
operating costs, which is the basis of the bgssep - trend model that is usechi Australia for operating

expenditure considerations.

Figure 4.2 MTFP indexes by individual DNSP, 2006-19
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Figure 4.3 DNSP opex multilateral partial factor productivity indexes, 2006-19
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Figure 4.4 DNSP capital multilateral partial factor productivity indexes, 200619
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The following table summarises the positions for each of the benchmarked measures for the five Victorian
electricity network distribution businesses, using the data from the AER’s 2020 benchmarking report, as
published. In presenting this table we are well aware that each business is different and that there are
arguments that challenge the inferred rankings from the benchmarking methodology that is used by the
AER.

While recognising the debates that have arisen since the AER first released its benchmarking reports, CCP
has been a strong supporter of the benchmarking reports as being a very good starting point for
consideration of the relative efficiency of the network businesses’ spending, and consequently the basis
for any considerations of nuanced interpretation or results. They also assist with external scrutiny and
transparency of distributor costs and efficiency.

Multilateral total

factor productivity MPFP Opex MPFP Capex
(MTFP)
United Energy 4 5 4
CitiPower 2 2 2
Powercor 3 1 7
Jemena 10 13 6
AusNet Services 11 10 9

Table7Y +AOG2NAIY 5b{t Q& t NPRAOGAGAGE NI ylAYy

This data shows that United Energy, CitiPower and Powercor are among the more efficient businesses in
Australia for all measures and particularly operating costs. Jemena has the poorest operating cost MPFP
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with AusNet Services also poor, using the published data. Jemena and AusNet Services are also at the lower
end of efficiency for total factor productivity but perform better for MPFP capex for which Jemena and
Powercor are in the middle of the range for the 13 distributors.

At the predetermination conference in October 2020, CCP17 highlighted the different decisions regarding
the relative efficiency of the distributors’ base year opex, presenting the following.

Relatively Inefficient, JEN Rﬂ;ﬁ; ;g:/ﬁ;::? : /

Figure7: Efficiency scale observations at draft determination (Source: CQP

We also said that CCP17 will be exploring the nuance between relatively inefficient and relatively efficient
assessments.

We are acutely aware that Jemena are unhappy about the finding that their base year operating costs are
arelatively inefficien¢, andwe have been actively involved with the some of the debates associated with
the Jemena base year finding. It is probably the most contested finding from tHerfiftdDeterminations,
regarding operating costdviore detailed examination of Jeme@abase gar operating cost&nd our
observations about this debatare presented in section 4.2.1

3.5.3 Step Changes

Materiality
Before we consider the specific step changes return to the mater of dmateriality€.

In our Advice onthe businesseSinitial regulatory proposals we discussed criteria for considering step
changes and provided some views‘raterialityin that context.

Regarding criteria for step changege said:

“CCP17 has considered that there are three criteria for assessing whetlogoaqat expenditure
meets the requirements for a step change:

1 Legitimate obligations or capex / opex tradffs.

1 Something that is new and exogenous, meaning that is imposed from outside of the
business.

f Recurrent, or likely to be recurrefitcannotbe mne2 T ¥ 02 a i dé
WealsoY RS (KS F2fft2Ay3a 02YYSyidia F62dzi aYFGSNRARFEAGER:
GLY O2yaARSNAYy3I (GKS aAIYAFAOIY(d ydzYoSNI 2F aidSL
network businesses for the forthcoming regulatory period, seoved that there were proposed
step changes that did not meet strict interpretation of either the first criterion or the second
criterion, because they are existing costs and recurrent. However, the rate of increase is likely to be
much higher than coulkasonably have been expected by the business when considering past and

current costs. Externally imposed levies and insurance premiums are a couple of examples from the
proposed step changes.

This gives rise to a fourth criterion: materiality. By thismean increases in costs for an existing
recurrent item that an efficient business could not readily absorb into their cost structure. This is
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perhaps a function of the AER and consumer expectations that a 0.5% operating cost productivity

WRADGARSYRRSRS oINJY S 62N] o0dzaAySaasa (2 AyOSyiArod

We then considered that any recurrent cost item that increased by more than 50% could be readily
regarded as material.

¢tKAa GKSy tSIF@Sa | T AiNd that rhateNdfySinci@asas Rs tie Fhade I NB & ¢

of grey increases from about a 5% increase to 50% increase with the decree of materiality being a

f26SN) LISNODSyGl3S F2N) KAIKSNI Oz2ai SELISYRAUGIINS @

considered that the scalprovides some basis for initial consideration of materiality with each

SELSYRAGAINE AyONBlFasS 6SAy3 GKSy NBOASESR TNRY

Indicative Materiality Scale

Current re Current
+5% + 6% - +50%
Not Material Increasingly Material Material
No Step Change Step Change accepted ‘case by case Step Change Accepted

Figure8: Operating expense materiality scale (proposed) (source: TGP

The/ t ! odzAaAySaasSa KI@S OKFIftSyaSR GKS LI AOFGA2Y

acceptability of a step change, they have said:

G¢KS bo9w NBIdANBE GKS ' 9w G2 | OOSLIi 2dzNJ 2 LISNI & A

prudent and effient costs. The Rules do not stipulate a requirement for a materiality threshold in
relation to step changes. We are concerned that introducing such a concept could create perverse
outcomes where inefficient cost increases are rewarded as material, lizieeffcost increases

that do not meet a materiality threshold are not. Further, applying materiality thresholds on
operating expenditure step changes such that involve camf@rating expenditure tradeffs,

the AER is creating a bias against efficieperating expenditure solutions such as demand
management

Additionally, materiality assessments have been applied inconsistently across determinations. This
has included approval of very minor step changes, including the recent SA Power Netwarks 2020
2026 final determination and in AusNet Services 22P26Draft Determination (.e.,$1.2 million
innovation fund step change). Given these considerations, we have reproposed a humber of step
changes and we expect the AER will give full consideration toiegmsie can recover our efficient
F'yYR LINHZRSy G O2aia F2NJ G6KSaS FOGADGAGASa d¢

CCP17 agrees that the NER requires the AER to accept expenditure forecasts, including for opex, which are

prudent and efficient. In our previous discussion about materiality we made two main observations.

We referred to ‘materiality’ in the context of recurring operating costs. We continue to state that a step
change for a recurring cost is only legitimate where the increase is ‘material’, meaning that it is significantly
greater than a prudent business could reasonably anticipate. Our second observation was saying that
‘prudent and efficient’ costs are not absolute — there is no single correct dollar value that is the one true
‘prudent and efficient’ cost. ‘Materiality’ recognised that there are ‘shades of grey’ in any cost estimate
and our discussion sought to provide some guidance through the sometimes caliginous aspects of
prudency.
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For example, each Victorian electricity distribution business submitted a regulatory proposal to the AER at
the beginning of 2020 which they believed was ‘prudent and efficient’, and we do not doubt that this was
the view of each business at the time of lodgement. However, each of the five businesses has submitted a
revised revenue proposal that is lower than their original proposal. This revised proposal they also regard
as ‘prudent and efficient’. This reinforces our view that there are shades of grey in any consideration of
prudent and efficient. Indeed, there is a legitimate argument that says that the AER’s Draft Determinations
are also prudent and efficient, each of these being lower than the revised revenue proposals, so the range
of ‘grey’ is extended to being somewhere between initial regulatory proposals and the AER’s Draft
Determinations.

We do not accept the argument that considering materiality “could create perverse outcomes where
inefficient costs are awarded as material”. Our consideration of ‘materiality’ was quite different; we were
suggesting that modest changes to existing costs were likely to be immaterial and so did not warrant being
treated as a step change.

Similarly, we do not regard considerations of materiality to skew opex / capex trade-offs, as it is the
responsibility of the business to demonstrate that customers are better off from whatever trade-off is
proposed between operating and capital costs.

Step changes can also be ‘negative’, being reductions in recurring opex. We strongly suspect that the
businesses already apply the concept of materiality to negative step changes, which is why they are so rare.
CCP17 considers that if materiality is applicable to negative step changes, then the principle is equally
applicable to positive step changes.

We conclude this brief discussion by highlighting that materiality is a guide in helping to determine whether
higher recurring costs are ‘prudent and efficient’. We struggle to think of a situation where consumers and
a sensible regulator would approve immaterial costs as prudent and efficient or material costs that were
inefficient. We stand by our view that ‘materiality’ is a useful guide in determining whether a proposed
change (increases in the case of these resets) for a recurring cost that consumers would pay, is in fact
‘prudent and efficient’.

Revised Step Changes

We recognised the step change proposals from each business at the predetermination conference with the
following table.
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Step ANS ANS | JEN JEN | PC PC | CP CP | UE UE
Change

Revised | AER | Revised | AER | Revised | AER | Revised | AER | Revised | AER
Security 4.7 0 2.9 29 | 145 134 | 144 134 | 459 32.5
Inf'struce /
cyber
REFCL opex 13.3 10.8
REFCL test 5.9 5.8 1.3 13
EDO fuses 11.2 0
Solar able 6.2 0 1.3 0 42 0
IT Cloud 26 0 5.9 55 | 2.3 22 | 47 4.5
Insurance 5.0 50 2.2 0
Bushfire 28.8 28.2
Insurance
5 Min Set'l | 3.6 3.5 49 45 |19 18 |39 3.7
ESV Levy 4.0 0 15 0 2.5 0
FinRiN 0.5 0 1.8 18 18
Yarra 144
trams
Demand 8.6 0
Managem't
Future Grid 3.8 0

Table8: Overview of proposed OPEstep changest draft decision(source: CCEY analysis)

We alsarecognigd that there had been considerable discussion about step changes over the years leading

up to revenue proposal loggnent and that each business had engaged with customers and hadeddu

the amount claimed in step changes from their initial thinking, largely in response to customer and

stakeholder concerns.

The green cells indicate acceptance of the proposed step change in the Draft Determinations, with red
meaning rejection and ochrd dz33Sa G Ay 3

azvys

dzy OSNIi I AyGe o

revisions from the original proposals and does not refer to Revised Revenue Proposals

b23G8S

The following table summarises our understanding of the status of step changes from the revigadreve

proposals.

Step Changes / Revised ANS ANS JEN

Revenue Proposals DD RRP DD RRP DD

5 min Settlement

Cyber security

ICT

REFCL

35 35
0 0
0 2.6

58 45

2.9

13

JEN CP
1.8
29 134
2.2
1.2

60

CP PC
RRP DD
1.8 45
89 134
22 55

2.6

PC UE UE
RRP DD RRP
3.7
89 | 324 312
4.5

3.7
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Step Changes / Revised ANS ANS JEN JEN CP CP PC PC UE UE

Revenue Proposals DD RRP DD RRP DD RRP DD RRP DD RRP
Insurance New | 10.5 28.2 28.2 0 28.1 0 11.8
Solar Enablement 0 1.3 0 4.8 0 3.9
Demand Management 0 8.l

Table9: Overview of step changes (revised proposals) (source:1Z@Ralysis)

We note that the AER asked for updated costings for some proposed step changes, mainly associated with
compliance with bushfire safety requirements (REFCL) and cyber security. Three businesses have also
provided new step change proposals associated with insurance costs, particularly for bushfire risk
insurance. We consider insurance costs separately in the following section. New or re-proposed step
changes are shown in red in the table.

Commentary on the specific step change proposals for each business is provided in section 4 of this Advice.
Where there is acceptance of the AER Draft Determination, we provide no further comment, and revised
estimates of accepted step change categories are also not the subject of further comment as we accept
these as reasonable.

3.5.4 Insurance

Jemena sought a step change to meet rising insurance costs in its initial proposal which was accepted by
the AER in the Draft Determination. The remaining businesses, except CitiPower, which has minimal
exposure to bushfire risk, have each proposed a new step change to meet rising insurance costs,
predominantly for bushfire insurance premiums.

We consider two aspects to the question of insurance cost increases step changes:
¢ The situation causing the claims; and
¢ Consumer engagement related to insurance.

Situation of increased insurance costs

In the revised revenue proposal, AusNet Services provides the following situation summary of the
insurance market, specifically for bushfire risk insurance costs. We think that this summary effectively
explains the twin issues of withdrawn insurance capacity and reduced cover.
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Box 4.1: Longer bushfire seasons are increasing risks and pushing up premiums

In Australia and overseas, climate change is causing longer fire seasons with increased bushfire risk and
the areas at risk are expanding. In addition, population and property assets are growing in the highest
risk areas as they are also generally aesthetically pleasing locations to live.

Fires are burning with higher intensity and over wider areas worldwide:
e Victoria — 2009 (AUD$4 .4 billion), 2014 (AUD$10 million) and 2017
e California — 2017 (US$20 billion), 2018 (US$24 billion), 2019 and 2020
e Canada - 2017 (largest wild fire ever recorded)
e Spain - 2017 and Greece — 2018
Insurance underwriters are constantly reassessing this risk after each event and are reacting by:

i.  Increasing premiums (one underwriter required a $360 million premium for just
$800 million of cover in 2018);

ii.  Reducing capacity; or
ii.  Withdrawing cover from the market (as indicated by the chart below).

Capacity Withdrawn Actual versus Target Cover
- | | —_
g . m
g el
% 0§ &
. o n

Networks have seen significant premium rises over the last decade and have seen a significant amount
of capacity withdrawn from the international insurance market.

CCP is aware that insurance costs are rising rapidly for all Australian electricity network businesses, so this
is certainly not an issue particular to Victorian electricity distribution businesses.

We are also aware that businesses renew their insurance cover annually, most in September/ October so
the revised revenue proposals would be expected to reflect the most recent costs. The new step change
proposals for increased insurance premiums come as no surprise,

In our discussion about materiality, it is costs like insurance for which a broad materiality test makes sense.
Insurance costs are a standard business cost and so are embedded in base year costs. Consumers would
realistically expect that a modest annual rise in insurance premiums can be predicted by a business and so
met from ongoing operating cost budgets.

CCP17 accepts the reality of global insurance markets, as described by AusNet Services and the other
businesses, as one of both significant premium rises and reduced cover. We also understand that the
increases are ‘material’ and so well beyond reasonable annual budget projections.

The global insurance market and particularly the number of underwriting businesses has tended to be
cyclical over recent decades. Increasing claims cause several underwriters to exit the market, with re-entry
as claims and premiums stabilise. There is an argument that this cycle will repeat with more underwriters
returning to the global market over the next 2-3 years, in line with past trends, and so premiums falling
with increased competitiveness. The counter argument is that the climate change is causing a structural
change in the insurance markets, and that there will be no return to lower premiums in the foreseeable
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future. We think that there is validity in the second argument, meaning that particularly climate related
insurance premiums are more likely to rise or stay high than to fall. Consequently, we accept that the higher
insurance prices are likely to remain over the coming regulatory period.

The options that network businesses have are extremely limited since the reduction in global underwriting
firms means that, in practice, there is not a competitive insurance market for cover for large cost events
with increasing insurance risk. The option of not having insurance and meeting costs in the event of a
bushfire or related calamity is for pass through costs for network repair after a disaster. This simply leaves
unacceptably high risk for customers. So, the options are for an increasingly narrow band of higher cost
and reduce cover insurance choices.

Consumer engagement relating to insurance

While the businesses all talked about insurance costs with consumers, mainly through customer reference
/ advisory groups, the engagement that CCP17 observed was at the ‘inform’ level of the IAP2 spectrum,
where consumers were advised about the tightness of the insurance market and the issues summarised
above. They were largely presented with network views that there is not much that network businesses
could do.

This begs the question about what appropriate engagement about insurance would look like?

We suggest that insurance cover is a significant issue for customers and particularly the levels of risk that
they would expect, accept or reject. The engagement to address the issues involved needs to be ongoing

between consumer interests and network businesses and should at least occur at the ‘Involve’ level of the

IAP2 spectrum with the associated ‘promise to the public’ being “We will work with you to ensure that your
concerns and aspirations are directly reflected in the alternatives developed and provide feedback on how
public input influenced the decisidné

¢KS Y2aid LISNI A Y S yible Miadtihauld applg Beingi KS | 9wQa

1

T
l

Nature of Engagement: Consumers partner in forming the proposal rather than being asked for
feedback on a distribut@® proposal

Nature of Engagement: Sincerity of engagemenhwibnsumers

Nature of Engagement: multiple channels used to engage with a range of consumers across a
distributor@ customer base

Breadth and Depth: Consumers encouraged to test the assumption and strategies underpinning
the proposal

ClearlyEvidenced Impact: Proposal clearly tied to expressed views of consumers
Clearly Evidenced Impact: Impact of engagement can be clearly identified

Proof PointReasonable costand risk sharinggiven the circumstances)

In application, specific workshops / forums should be conducted with consumers that explore the range of
insurance options, particularly for bushfire / disaster risk, ranging from minimal cover and pass throughs
as ‘self-insurance’, through lower cover levels, higher cover with higher premiums as well as impacts of risk
mitigation action including spending on REFCL's. These arrangements should be reviewed at least annually
with the relevant customer reference groups and updated information provided, including form the
distributor’s insurance broker about conditions in insurance markets, including easing as it arises.

It is vitally important that network businesses continue to engage actively with customer interests about
insurance cover and the amount of risk customers are prepared to accept in return for changed insurance
premiums.
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CCP17 observations

CCP17 is accepting of the step change proposals made by the businesses to cover rising insurance costs.
We consider the cost increases to be well beyond normal budgeting considerations and so are ‘material’
cost increases that are reasonable as a step change.

3.5.5 Guaranteed Service Levels — category specific adjustment

As outlined in section 3.3.1aeh business was waiting for the Esserff&alices Commission of Victoria
review of GSlpayments during the development of their regulatory proposals.

¢ KS | 9 wetarmisatiths@pplied a common methodology to GSL forecasts for all 5 businesses:

OWe have forecast GSL payments as the average of GSL payments natiehgver business)
between 2015 and 2019 (some businesses applied different calculation parameters). The incentives
provided by our forecasting approach are consistent with adopting a single year revealed cost
approach and applying the EBSS.

The AER @ y 2 (G SR (0 KI @20 éeguitudy cortr8l pesiod mve included GSL payments as a
OFGS3I2NE aLISOAFAO F2NBOI ad oé
AusNet Services said in their revised revenue Proposal

G¢KS 9{/Qa TFAYylIf RSOA&AZ2Y LINRPLRZAaSR adéni IKGf& KA
thresholds, and the introduction of Major Event Day (MED) exclusions.110 To understand the net

impact of these changes, we havecast our historical data from 2015 to 2019 for the final

scheme. Our modelling estimated that if the final scheme hadiexpguring the 2015 to 2019

period, our average GSL payment would have been $6.4 million per year (nominal). Consistent

GAGK GKS ' 9wQa LINB@A2dza F LILINBFOKZ FyR Ada 5NI Fi
historical average as our forecast for thecoming regulatory period. This gives rise to the

forecast GSL allowance set out in the table below, which shows that our total forecast GSL of

$29.8 million ($2021) is 36% less than our Initial Proposal.

In addition, we have proposed a transitional amotmtlose out the current scheme. We have calculated
our transitional amount based on the difference between:

Our actual GSL payments (that is the current scheme with the current exclusion threshold); and

¢tKS OdNNNByild aOKSYS g AdiMEDSIusohs/thatare Slignéd talai2 6 atghdatdK NB & K
deviation beta threshold) adjusted for MED payments.

The major difference between the current and final scheme is the introduction of MED exclusions. Under

the current scheme, the exclusion threshdaddset very high thus making it unlikely that an event would be

SEOf dZRSR FTNRBRY G(GKS 5b{tQa 26tA3LdA2y G2 YIF1S I D{]
scheme will introduce MED exclusions that are aligned to a 2.5 standard deviatiomieethdld, which is

a much lower threshold. As a result, some historical events where we have made significant GSL payments

have become excluded under the final scheme and therefore excluded in our GSL allowance cost build up

for the 202226 regulatory pend.

For example, if a major storm occurs in 2016, increasing our GSL payments by $10 million, then the way in
which we would normally recover this amount (assuming the current scheme continues) is through a future
GSL opex allowance of +$2 million per yaaar 5 years. By removing this particular event from our forecast
cost build up, we are left to selfind the costs for an event that is out of our control.

Over the 2015 to 2019 period, we made significant GSL payments for events that are outsideanitialr
and which are now excluded in the modelling of our GSL allowance for theZB0g@riod. As such, we
KIS a2dAKG | GNryardAaAz2ylrt FY2dzyd G2 Of2aS 2dzi GKS
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This proposed transitional amount is $16.1 million, giving a total proposed#@SL t 2 6 y OSQ F 2 NJ
Services of $45.9million.

Ly GKSANI wS@OAESR wS@SydzS tNRLRA&IES WSYSylF &alFAR &2
review and our analysis shows that although the payment amounts and volume of payments are both
expectedto increase, the overall increase in costs (relative tolhet Decision) is likely to be immaterial.

We consider that this increase can be managed within the allowance approved DrdfieDecision. As

such, we have adopted tHeraft Decision specififorecast for GSL payments.

The state of play, at time of writing, for GSL payments is summarised in the following table

GSL Proposals, $m

20/21 AusNet Services JEN CitiPower Powercor UE
AR Difelit 46.0 0.9 0.3 13 3.3
Determination

RevisedP’roposal 45.9 - 0.4 195 4.9
Sut_)gequent (mg!udes $16.1 i 01 145 41
revisions transitional amount)

Tablel0: GSL payment allowances (source: CZ&nalysis)

We recognise that GSL schemes are going to have higlyenents in normetropolitan areas due to the

YdzOK 3INBFGSNI I NBFad O20SNBR o6& WLRESa YR gANBaAzZIQ
depots to network faults requiring repailt is not unreasonable that AusNet Services and Powercor are

the networks with the highest GSL claims.

Who Should Pay for GSL Schemes?

¢KS D{[ LIe&YSyia KIFI&®S 6SSy NB3IINRSR la | woz2ad LI
category specific adjustments by the AER.

The argument is that customers in aggregst®uld pay for GSL schemes since they are about providing

some compensation to customers who have had podhan normal service. GSL schemes are also
requirements under the National Energy Customer Framework (NECF), or in the case of Victoria (which

K I & at€epted the NECF) are prescribed by the Essential Services Commission Victoria. Consequently
network businesses argue that they should regard them as exogenously imposed charges over which they

have no control and so the costs involved should be regrhiab a cost that are shared by all customers.

CCP17 is not convinced by this argument as we are strongly of the view that GSL schemes have been
established to both provide compensation to aggrieved customers and also to provide incentive for
network busiresses to improve the service of their customers receive. This incentive to improve customer

service through GSL payments is voided by regarding them as a pass through. Indeed, we contend that
NE3IFNRAY3I D{[Qa & I LI aai wétddeBusineSsitoyhot ai® thpre€& |y A
services.

There is a low level of incentive for businesses to improve the services for which GSL payments apply if the
costs are simply passed through to all customers.

Where a business has some control over the situathat results in a GSL paymergibg made, therthe
business owners should also bear some costs for GSL payments.
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To test this viewwe have listed below the schedule of GSL payments that apply for all Victorian electricity
distribution businesses from the Essential Services Commission of Victoria wi8bsite.

Minimum Amount Payable Reason for Payment

Single Outages

Urbanareag single outage lasting more than 12 hours, but less tl
20 hours per year
Rural area; single outage lasting more than 18 hours, but less th
20 hours per year

$80.00

$80.00

Multiple Outages

$120.00 More than 20 hours per year
$180.00 More than 30hours per year
$360.00 More than 60 hours per year
Multiple outages Number of unplanned, sustained outages
$120.00 More than 8 per year
$180.00 More than 12 per year
$360.00 More than 24 per year
Momentary outages Less than one minute each
$30.00 More than 24 per year
$40.00 More than 36 per year

Late or missed appointments
$30.00 More than 15 minutes late for an agreed appointment window

Delay to New Connections

$70.00 per day to maximum of

$350.00 Where a new electricitgupply is not connected on the agreed da

Table11: ESC schedule of GSL payments (source: Essential Services Commission)

It is our view that network businesses have high levels of control over some of these payment categories,
in particular late or missed appointments and delay to new connections. These factors are well within the
control of the business and not subject to the vagaries of weather or an externally imposed obligation. This
GASs ol & aKlNBR 08 oind Sorumadiom&itiatgéd SvisiAnsted Sefvices timithiem

to fully meet these GSL payments, over which the business had control. We remain supportive of this
negotiation.

30 htps://www.esc.vic.gov.au/electricitand-gas/informationconsumers/customepaymentsenergy
outages Viewa 4 January 2021
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While we accept that the variabilities of weather, vehicle accidents and other factors contribute to supply
outages beyond the control of network businesses, there is also a degree of control over all of the other
GSL payment categories.

Consequentlywe propose that the AER actively reviews the extent to which GSL payments should be met
by the business and not passed through their customers.

As a starting point, we think that all network businesses should meet from their own sources, GSL payments
resultild FNR YYWEASR RPLILRAYGYSyidiaQ yR WRStl & (2 02yySO
the remaining GSL incentive categories, the 30% / 70% split (that applies to CESS and EBSS) would be an
appropriate split for the share of costs for GSL memts, 30% met by the business and 70% by its
customers.

GSL allowances should be revised down to meet these two criteria
- b2 FtEft26FryO0S F2NIWIILIGS 2F YAaaSR FLWILRAyGYSyidaQ
- 70% of other categories as identified by the ESCV.
CCP17s |t a2 y20 O2y@AYOSR o6& (GUKS GUNryaardAzylrft |ff2¢s
unaware of any transition arrangement being considered by the ESCV decision while the removal of Major
Event Days from GSL application reduces future riskdbrork businesses. From our perspective, the
LINELI2ZAaSR GUNIyarAdAzylt Fft26ly0Se Aa y2d Ay (GKS 08
analysis to determine any validity of this claim.

3.5.6 CCP17 general observations on revised opex proposals

CCP17 was concerned that each of the 5 businesses initial proposals sought operating cost increases for
the 2021-26 regulatory period that were well above actual (and projected) costs for the current period. We
recognise that the revised proposals are much nearer to current spending levels. We have also accepted
some step changes, particularly insurance.

We remain unconvinced that improving productivity is as strong a driver of operating costs as it could be.

While the Revised Revenue Proposals are much closer to current spending levels, all are higher than the
AER’s Draft Decisions and we suspect that they could be closer to the Draft Determinations than the revised
proposals.

3.6 Incentive schemes

3.6.1 Review of Efficiency Incentive Schemes

C2ff2¢6Ay3a Llz2ofAOFGA2Y 2F (GKS 1 9wQa 5NIFiG 5SOA&aArAz2
Regulatory Proposals, we have recalculated the substantial contributions to regulated revenue for the
businesses flowing from efficiengycentive schemes in 20226. This is shown ifiable12 below.

The revised proposals would result in an additidg#85.6Min total revenue for the Victorian businesse
flowing from the application of efficiency incentive schemes, which is an increase of $66.4M over the
original proposals.

EBSS EBSS CESS CESS

($million, June 2021) .. . .. .
Original Revised Original Revised
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AusNet Services 90.3 109.3 47.5 72.6

Jemena 23.6 25.1 25.6 38.2
CitiPower -7.8 0.4 56 63.8
Powercor 0.6 -12.1 72.8 67.7
United Energy 72.4 70.9 40 49.7

Total 179.1 193.6 241.9 292

Tablel2: Analysis of Revised Carryover Benefits (Source: AER Draft DeciRewnsed Proposals)

CCP17 has previously raised serious concerns as to whether the twin efficiency incentive sgchemes
Efficiency Benefit Sharing Scheme (EBSS) and Capital Expenditure Sharing Scheme (CESS) are delivering the
expected outcomes for the Victian DNSP¥ We therefore strongly support the proposed broad review

of incentive schemes announced by the AER aticeEDPR 20226 - Draft decisions Predetermination
Conferenceon 15 October 2020. We urge the AER to assign a high priority to thigpvagitam in 2021.

3.6.2 Customer Service Incentive Scheme

Driven by an initiative of the AusNet Services Customer Forum, the AER developed and consulted on a new
Customer Service Incentive Scheme (CSIS) in parallel with the Victorian eletigidgltytors regulatory

NEaSi LINRPOS&aad ¢KS ! 9wQa FAYyLf RSOA&AA2Y 2y RSaiAdy
202032

QCP17 has been supportive of the CSIS, and its introduction for AusNet Services, CitiPower, Powercor and
United Energyor the 202126 regulatory period?

4 LI NG 2F AdGa CAylLf 5SOAaAzy 2y [ulishraw petfdmiancd KS | 9 w
data shortly after we receive it from distributors. We will present the outcomes of the scheme in our
performk y OS N6 LJ2 NIi a4 Q

While CCP17 views this as a desirable and necessary step, it is unlikely to be sufficient to instil confidence
Ay GKS aOKSYS F2N) Odzali2YSNAR |yR &aidl1SK2f RSNA® ¢KS
readily accessible to ppesentative groups and other stakeholders. This is a challenge and something that

S oAttt 02y (3AWedaScouiage the AER]to g’e/cnsideration as to how this challenge might

be addressed through 2021, potentially by consulting with customer representatives and other
stakeholders to understand how best to analyse and present the information in a meanirayf.

31 https://www.aer.gov.au/systenfiles/Consumer%20Challenge%20Panel%2017
%20Submission%200n%20the%20Victorian%20Electricity%20Distribution%20Regulatory%20Proposal%202021
-26%20%20June%202020.pdi35

32

https://www.aer.gov.au/system/files/Customer%20Service%20Incentive%20Scheme%20explanatory%20state
ment.pdf

B¥2S KIFI@PS faz 0SSy adZlRNIAGS 2F BBSYSyYylI Qa OK2A0S y2i
34

https://www.aer.gov.au/system/files/Customer%20S&e%20Incentive%20Scheme%20explanatory%20state

ment.pdf, p17
% 1bid, p17
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reflection, and adjustment if preferableluring the course of the trial. We agree that the information

disclosure steps as previously described provide a good starting point for an evaluéiovever, a

broader review is necessary to ensure that the new scheme is meeting the intended objeatidebat

there are no unintended consequences arising from its application.

3.7 Contingent projectxost pasghroughsanddeferring decisions

CCP17 has observed that one of the emerging responses to the uncertainty from COVID and from other
uncertainies about energy markets has been increased interest by a range of networks about seeking to
move some potential costs out of regulatory proposals and regard them as contingent projects, or cost
pass throughs or to find other ways to defer commitment kelly or potential projects.

As a general comment, CCP17 is very wary of any approach that exposes consumers to potential risk of
higher future prices and that potentially reduces stakeholder scrutiny being applied to major expenditure
items.

The establishe regulatory process provides all parties, including consumers, with a degree of certainty
about future expenses by network businesses and strongly indicative network costs oveyesafiyeriod.
Regulatory processes are clearly described by Nationetri€ley Rules and provide customers and other
stakeholders with the opportunity to see business wide expenditure as well as proposed expenditure for
specific projects.

Contingent projects, cost pass throughs, regulatory information tests and any othessw that defer or
WLI N Q | LRGSYGALE SELSYRAGIINGE 2dzidaARS 2F (GKS NB3Idz
is essential for any consumércused business.

Consequently, we urge the AER and network businesses to only use expenditemend processes
outside of full regulatory process, where established rules and practice are inadequate.

We also note that the National Electricity Rules provide clarity for most circumstances in which major
unexpected costs can be imposed or are albwiyunecessary

Environmental Protection Act

l'a YSYGA2ySR Ay &aSOGA2Y odndHE AO0G2NAI Q& dzLJRF GSR
that had originally proposed step changes for EPA related costs have withdrawn those prapiasatgic

remains alive with a potential for increased coststfarbusinessesand each has proposeddalJr & & G K NB dz3 ¢
S @ Sty daflureany increased costs as contingent projects.

We understand that the intent of legislation is to require long term planning and appropriate adjustments
in practices by thdusinesseso improve environmental outcomes.

Should there be any legislative change, with cost implications, these are covateriNigR which provides

for the meeting of costs associated with legislative change. Consequesetigdo not consider that any
provision is needed for changes in EPA costs in the Final Determination, unless the Victorian Parliament
legislates before thisetision is made Nor do we consider that Environmental Padsough Events are
necessary

36 hitps://www.aer.gov.au/system/files/Consumer%20Challenge%20Panel%20
%20Submission%200n%20the%20draft%20Customer%20Satisfaction%20Incentive%20Scheme%20
%2014%20February%202020.p0it9
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3.8 Tariff Structure Statements

3.8.1 Integration of tariffs and tariff structures with other elements of the businesses’
proposals

In its previous advice to the AER, CCPF/SeNNB R (12 (GKS ySSR¥F2NJ I aK2fAadAa

We support the view of the AER that the tariff proposals need to be considered in the context of

their proposals on expenditure, connection policies and demand management initiatives, and
whether the overallJr O1 F 38 2F (KS RA&AGNAROdzi2NEQ LINRLIRALI f
strategy to address the energy system transition. It is important to consider the interactions both

ways between pricing and other areas such as capex, uptake of electric vehiol@sdaesponse,

demand growth, and the impact of solar generation uptake.

In its Draft Decisions, the AER has acknowledged #at:
I GFNATFTF &A0GNHOGdzNBE adGkaSYSyid X faz SELfLFAYya K
initiatives it isundertaking, such as the management of distributed energy resources and demand
management.

The action that resulted from this was that the AER suggested that the Victorian networks should consider
in their revised proposaf¥:

X I aidl GdSYSyiroppsdls #eRimtegraitdd \khTd€mand management and other
initiatives.
Ld A& GKS @AS¢g 2F //twmt GKFG | aK2fA&GA0 | LILINB I OKé
by the AER.

In their Revised Proposal TSS explanatory documents, the busiriédsé8S NB aLR2yRSR (2
suggestion as follows:

dtiPower, Powercorand Lhited Energy

ati Power, Powercorand Uhited Energyhave provided discussion df:

1 The fact that the proposed tariff structures are a product of years of consultation with
stakeholders;

f LYGSaNI GAz2y 2F 59w GKNRdzZIK (KS odzaiySaasSaQ cCdzi

9 Electric vehicles;

1 Solar sponge; and

1 Tariff trials.
¢KAd RAAOdzaaAA2Y A& KSELFdAZ Ay | RRNBaaiAy3d GKS RSEAAN
note in passid (1 KSa$S odzaAySaasSaQ aidlaSYSyd GKIFIG GiKSNB )
costNBETt SOGAQAGeE G(KIFIG SEAxala Ay GKS grz2fSalrtsS St SOGN

reflect the cost structures in the network businessther than in the wholesale electricity market.
Stakeholders should not be concerned if the ewdtectivity in electricity network tariffs differs from the

37 Advice to the AER on the Victorian Electricity DistribliioQ wS3dzf F §2NB t NRLJR2alfa TF2NJ
Determination 202126, CCP17, 10 June 2020, section 10.6, page 143
38 Draft decisions, Attachment 19, Tariff structure statement, September 2020, page 19
3% Draft decisions, Attachment 19, Tariff structure statarh September 2020, page B
40CP PC UE TSS Explanatory document2028, section 3.& How our tariff structures align with our overall
expenditure program, pagesBL
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costreflectivity in the wholesale electricity market. The wholesale electricity market andrthasion of
electricity distribution services have quite different characteristics. Network tariffs do not need to aim for
the same outcomes as are found in the electricity wholesale market prices.
AusNetServices
In its Revised TSS Explanatory stateieAtisNetServiceshas provided discussion on subjects including:
1 Trends influencing tariff development;
o aSSiAy3 OdzaG2YSNRBRQ LISIF]1 RSYlFIYRAT
A Growth in air conditioners and other appliances;
A Electric vehicles;
A Solar PV and home batteries
9 Tariff reform inthe future; and
1 Complementary measures to tariff design.

Section 1.8.1 of the AusNEtS NDRIBB A DS R ¢{{ 9ELI Iyl G2NB2 adGtisSYySyd 7
Fy FTEAOAGSNYFGAGS (G2 GFINATFaAED 2SS &adza3Sad G4KFG RSYlLyY
tariffs rather than as an alternative to tariffs, and this is likely also whaNatServicesas in mind, despite

the section title.

The discussion provided by AusBetviceds & KSf LJ¥Fdzf Ay | RRNBaaiAy3a 2dz2NJ RSa

Jemena
Jemenahas included in its Revised TSS explanatory docuAdiatussion on
f MeetingcustorS NEQ LIS {1 RSYIYRT
1 Complementary measures to tariff design;
1 DER integration;
1 EV tariffs and trials.

As for AusNeBervices aSO0GA2y moyodm 2F (GKS WSYSylr NBGAASR ¢{{
NEBaLlRyasS Fa Iy If (S N)haiidan@asd raspnsé shoull BeTused as an atidiionaldz3 3 S 3
tool alongside tariffs rather than as an alternative to tariffs, and this is likely also what Jemena has in mind,
despite the section title.

The discussion provided by Jemena is helpful in addressMg o S&ANB F2NJ I aK2f AadA 0

3.8.2 The concept of cost-reflective tariffs

Ly 2dzNJ LINE@A2dza | ROAOS (2 GKS !'9w 2y #KS o0dzaAySaas

41 AusNet, Revised Tariff Structure Statement 2282 Explanatory paper, 3 Decemt&20
42 Jemena Electricity Networks (Vic) Ltd, 2@&B1Electricity Distribution Price Review, Revised Proposal,
Attachment 1202, Tariff structure statementExplanatory document for 1 July 2021 to 30 June 2026, 3
December 2020
3 Advicetothe AERontheA OG 2 NA LY 9f SOGNAOAGE S5AaGNROdzE2NEQ wS3dz |
Determination 202126, CCP17, 10 June 2020, section 10.7, page 143
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Tariff reform should seek to promote additional investment in the network by digiréhonly
when consumers value that increased demand more than the cost of delivering the additional
network capacity necessary to meet that demand.

Nowadays, consumers make more decisions than whether to consumer more or less electricity.
They may alsolmose whether to generate their own electricity, to generate surplus electricity to
export, and/or to invest in battery or other storage. Tariff reform must take those more complex
consumer decisions into account as well.

We also stated:

A tariff that isnot flat may or may not have a more cost reflective structure than a flat tariff. If it
is badly designed, a complex rftat tariff may actually be countetost reflective. It should not

be assumed that every possible complex tariff is more cost ligéetttan a flat tariff. There
remains an onus on any proponent of a complex tariff to demonstrate that it really is more cost
reflective than a flat tariff.

Further, we quoted from the views of the AER as stated in its final determination of Energy Quegh® Q &
TSS for 202Q5:

AdwWhile we and the Queensland distributors consider network tariff reform is important, our reasons
for supporting network tariff reform and the majority of the Queensland distribexésed TSS
proposals reflects our own views on what we consider to be the key rationale for network tariff
reform in Queensland. This is somewhat different to the Queensland distrfetssns for their
proposals which, among other matters, was franiederms of unwinding what the Queensland
distributors considers to be cresgbsidies between different consumers.

Our reasons are framed more in terms of creating the right incentives on retailers and consumers
for more efficient and innovative retgitoducts and more efficient and informed end user choices

in when and how they utilise the grid. In turn, we expect this to lead to more efficient utilisation of
the network and network investment in the lotegm interests of all consumet$.

We concluded:

It is important that network tariff reform is forward looking, focused on increasing efficiency of
future use of the grid and of future investments.

The AER responded in Deaft Decisions®

The CCP17 argued in its submission that a badhgmsinonflat tariff may not be more
costreflective than a flat tariff. However, DELWP submitted that flat tariffs are no longer a fair or
STFFSOUADS sl & (2 NBO2OSNI St SOGNAROAGE LINBPBOJAAAZY
applicable here, beeme there are no coseflective elements to the proposed flat tariff. However,

we think that flat tariffs can be effective in recovering electricity provision costs, if they are coupled

with a costreflective element such as a demand or critical peakngricharge.

2§ y2GS GKIFIG 59[2t adlGSR GKFG aFtrd GFENRATFA |FNB y
0KS O2ada 27 LiNaignisthbtyate tlefs&r@ dd\shydd thad the} are no longer (at all)
fair or effective.

44 Attachment 18: Tariff structure statement | Final decisipErgon Energy and Energex 2626, page 1818
45 Draft decisions, Attachment 19, Tariff structure statement, September 2020, pagé 19
46 Victorian Department of the Environment, Land, Water and Planning, Victorian Government submission on
tariff structure statements 202426, 29 May 2020, p.1
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We agee with DELWP that there are more effective ways and fairer ways of recovering the costs of
providing electricity than flat tariffs. We agree with DELWP and with the AER that more complex tariffs
give more opportunity to provide appropriate incentivesreailers and to consumers.

We accept the reasons given by the businesses as to why their revised proposed tariff structures are an
improvement on flat tariffs, and therefore in this case we agree with the AER that these tariff structures
are appropriate. That does not mean that in the abstract more complex tariffs are always more cost
reflective or more appropriate than less complex tariffs.

3.8.3 Vulnerable customers
In our previous advice to the AER, we statéd:

We are concerned regarding the effects of ffareform on vulnerable customers. Research
conducted by ACIL Allen that was discussed abhoeed that, while on average vulnerable
customers would receive lower bills, there would still be around 27% of vulnerable customers who
would be negatively impaed by more than $10 per annum. Across the population of Victorian
vulnerable customers, this would be a significant number of households.

The ACIL Allen analysis covered a limited number of customers and was also restricted to a single
flat rate againstTOU tariff comparison. We suggest that further work is needed to consider the
effects on vulnerable customers, using a larger sample, and using tariffs that reflect what actually
might be implemented. Specifically, the ratio of peak tepefik rates shaold match the
0dzAAySaasSaQ LINRPLRalfas yR a2YS aSyairxdiagaage |yl
We also note that seasonality affects budgeting even if tariffs do not vary seasonally. The results
published by ACIL Allen only included annual atspand have not considered bill variability due

to seasonality which is significant in Victoria. Even if customers will pay a lower bill in total on an
annual basis, in future their bills might vary more significantly than previously in different seasons
Those who have difficulty budgeting may be adversely affected if an individual monthly or quarterly
bill is higher, even if their total bill annually is lower.

In itsDraft Decisions, the AER put the onus on instruments under the control of the VictGoaernment,
rather than to address vulnerable customers directly as a factor in its network pricing TSS decisions. The
AER stated®

The Victorian government has a number of complementary measures to ensure customers are in
control of their retail offeand to support vulnerable customers.

I g2NR &aSIFNOK adaA3SaGadSR GKAa ¢l a GKS 2yfé& NBFSNByO
Draft Decisions, Attachment 19, Tariff structure statement.
In their revised TSS:

1 CitiPower, Powercor andnited Energy address the issue of vulnerable customers by stdting:

As our TSS proposes the new TOU tariff is applies to new connections, supply upgrades and
new solar connections, we believe this addresses the issues of vulnerability somewhat as
we arenot proposing to move existing vulnerable customers to the TOU tariff

While our revised TSS does include a reassignment of legacy TOU customers to the new
TOU tariff, section 3.2 indicates that bill impacts across the legacy TOU population is

“Advicei 2 GKS 19w 2y GKS zAO002NAFY 9f SOGNAOAGE 5Aa&idNRO dzi
Determination 202126, CCP17, 10 June 2020, section 10.9, page$434
8 Draft decisions, Attachment 19, Tariff structure statement, September 2020, pag® 19
4 CP PC UE TSS Explanatory document202a, section 4 Responding to stakeholder feedback, page 25
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overwhelmingy a bill reduction. Those customers who are negatively impacted can sitill
opt out to the single rate tariff

Unfortunately, we have not had time to conduct a more detailed sensitivity analysis for
the revised TSS.

1 AusNetServicepresented again early analysis and ACIL Allen analysis, notwithstanding that this
analysis was limited and was based on specific tariffs that are not the same tariffs as those in the
0dzaAy SaasSaQ OdzNNBy i deNigesbdSstated INERNeJ2ustbnieds deing | dza b S (
targeted for TOU tariffs were nevulnerable customer%?

T WSYSylQa O2YYSyida NBIAFINRAYy3I @dz ySNIo6ftS Odzad2YS
presented again early analysis and ACIL Allen analysis, notwithstanding that thigsawalys
fAYAGSR YR ¢6Fa oFaSR 2y ALISOAFAO (GFINATFTFa GKIG
current revised proposals. Jemena also stated:

To minimise the potential to inadvertently and negatively impact vulnerable customers, we only
assignor reassign customers when there is a custelaedrtrigger that is less likely to be

associated with vulnerable customers.,imew connections, installing solar, upgrading to a
threelJKF &S L2 g SNJ adzLJLX%8 FyR LRGSYdGAIffte 9+Qaod

CCP17 current views

We wele disappointed that in itBraft Decisions the AER put the onus on instruments under the control of

the Victorian Government? rather than address vulnerable customers directly as a factor in its TSS
decisions. The NER specifically require proposed tariffs to take into account the impact -aseend

customers of changes in network tariffs The Victorian Default Offer (VDO) athe Advanced Metering

Infrastructure (AMI) Orders in Council to which the AER refers are under the control of the Victorian
government, and how they deliver for consumers is outside the control of the AER.

2SS NB Ifaz2z 02y O0SNY S Rsr régirding ¥uberabldzustomsrs LB, PQantBEastalz v & S

y i A0 AAa adzyF2Nldzyl 6S¢ GKIG GKSNB KlFa y20 0SSy
NEOAASR ¢{{d 2SS O2yaARSNIAG Y2NB { ouidbeaddyeIsedNIi dzy I {
0 ff 0KS odzarAySaasSa Ay GAYS (G2 AyTF2N)Y GKS ! 9wQa
2SS y24S GUKS o0dzaAySaasSaQ O2yYYSyida GKIFIG GKS@ INB yz2i
are sure that some of the customers targeted for TOU tariffs will/binerable customers. Some new
connections will be vulnerable customers. Some of the businesses themselves have acknowledged that

some customers on retailer payment assistant schemes or claiming the mains electricity concession, who

0 KS 0 dza A gd&idually i@entifyQaobuldstill be negatively impacted by being reassigned to a new

tariff structure. They also point out that mortgage stress customers or some pensiondisas a group

are increasingly installing solar parneisay also be considered Mgrable®* While the businesses discuss

G9+ 2gySNRés Odzal2YSNE 6AGK 9+xa YIlIeé& y2id 0SS 9+ 24y

50 AusNet Services, Revised Tariff Structure Statement-262EZxplanatory paper, 3 December 2020, page 38
51 Jemena Electricity Networks (Vic) Ltd, 2@B1Electricity Distribution Price Review, Revised Proposal,
Attachment 1202, Tariff structure statement Explanatory document for 1 July 2021 to 30 June 2026, 3
December 2020, page 21
52 Draft decisions, Attachment 19, Tariff structure statement, Septer20@0, page 1949
53 See for example NER cl. 6.18.5(h)
54 See for example Jemena Electricity Networks (Vic) Ltd,-26Blectricity Distribution Price Review, Revised
Proposal, Attachment 102, Tariff structure statement Explanatory document for 1 Jul921 to 30 June
2026, 3 December 2020, page9 8
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who happen to be supplied with an EV for work purposes and have to charge their vehicle at home each
day (for whichthey may or may not be recompensed by their employer).

Inaddition tovulnerability there is an increasing number of residential and business customers who would

not normally be classed as vulnerable but are now experiencing issues with afford&aiiiyularly due

to the impact of COVID 19 on incomes and on the economy, many customers are facing affordability issues

for the first time ever and are iquipped with the skills or experience needed to cope with their new

found situations. This group ofistomers now facing affordability issues is likely to be wider and larger

than therange of customerd KI G ¢2dzZ R 0SS O2yaARSNBR |a da@dz ySNI of

Further, the remedy being proposed by the network businesses for these customers facing vulnemability
affordability issues is unclear. On the one hand, the businesses are stating the remedy to be that these
customers are not being targeted for TOU tariffs and can remain on flat tariffs. On the other hand, they
are saying that most customers will better off on TOU tariffs than on flat tariffs. TOU tariffs are being
deliberately discounted to attract more customers. Given the need for the businesses to set tariffs that
recover their allowed revenue, discounts on TOU tariffs mean that custometatdariffs pay more. So

the customers who can least afford it will be protected by keeping them on a higher priced flat tariff rather
than being targeted to switch to a lower priced TOU tariff?

Clearly something is not right here. The reality is thahesaustomers (with or without vulnerability or
affordability issues) will be better off on flat tariffs, and some will be better off on TOU tariffs. We are
lacking information and analysis to identify which customers are in which category.

The businesseasdentified:

Our stakeholders have told us that tariff reform needs to be accompanied by a strong
communication and education program for customers. They considered that a successful
communication plan requires cresglustry cooperation and that workingfettively with retailers

is important®®

This was identified at the beginning of tariff reform discussions a few years ago. However, strong
communication and education program for customers will not just appear out of nowhere. There is now

less than sixnonths to go before new tariffs come into place at 1 July 2021. It is still unclear where the

f SFRSNBKALI gAftf O2YS FTNBY F2NJ 6KS ONRGAOItte ySSR
Odza 2 YSNE ¢ K CKSNE gAff 0S5 reblefsSnetworke ad é@ldigd YSy ( a
organisations, as well as customers themselves. But who will take the lead to make sure that a strong
communication and education program for customers is rolled out in a timely fashion and is fit for purpose?

3.8.4 Legacy non-flat tariffs for residential and small business customers

¢ KS D@&fviRcisions encouraged the distributors to consider closing their legacy time of use tariffs
and reassigning those customers to the new time of use t2fiffs.

In encouraging the Vict@an distributors to consider reassigning those on the legacy cost reflective
tariffs, we also encourage them to explore whether 1 July 2021 or 1 July 2022 would be more
appropriate for this reassignment.

The businesses have 8lly i Kdza A aGAOFf & SYONI OSR GKA&A FOGA2y (2
proposed dateg 1 July 2021.

55 See for example Jemena Electricity Networks (Vic) Ltd,-26Blectricity Distribution Price Review, Revised
Proposal, Attachment 102, Tariff structure statemeng Explanatory document for 1 July 202130 June
2026, 3 December 2020, page 10
56 Draft decisions, Attachment 19, Tariff structure statement, September 2020, pag® 19
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We see the logic for this change. Some of the existing legacy TOU tariffs may no longeréiectise
andmay even be less cost reflective than flat tariffs. As well as hastening the pace of moving customers to
the new tariff structures, retiring the existing legacy TOU tariffs will result in less confusion for customers
trying to compare tariffs and pricesThe Victorian Energy Compare website tries to ascertain the tariff
structure that customers are currently on, in order to determine which tariffs with which retailers they are
eligible to take up, as this depends on their current tariff structure. rtlwa confusing for customers. It

may also place an unnecessary burden on retailers and networks to maintain an unnecessarily large range
of tariffs.

Ly GKSANI ¢{{ SELXI Yyl (G2NE R20dzySyidasz /t= t/ dyR !9
are overwhelmingly a bill reduction. Those customers who are negatively impacted can still opt out to the
aAy 3t S NI HbBevei kthél@omFadsén made was comparing 2020 network bills with 2021/22
network bills if legacy TOU tariff residentiaktemers are reassigned to the new TOU tariff. The analysis

does not compare 2020 network bills against other tariff options in 2021/22, or 2021/22 tariff against each
other. Thereforethe effects of tariff reform are unknown. What we are seeing in ¢hemmparisons is to

a large extent the effect of other building block components on taxffsuch as rate of return and
treatment of tax.

AusNetServicesand Jemena present similar results in sections 3.7 and 3.5.6 respectively of their TSS
explanatory douments.

While we support closing legacy tariffs in principle, we would prefer to see the effects of tariff reform on
OdzaG2YSNEQ ySig2N] oAffax NIGKSNI GKFry 2dzad Fylfeasr
the effects of tariff reform in tb amalgam of other building block changes.

3.8.5 Discounting of non-flat tariffs

As requested by the AER, the Victorian distribution businesses have discounted their more complex
residential tariffs as against flat tariffs, to provide more incentive for custertmove to more complex
tariffs. Given the need for the businesses to set tariffs to recover their allowed revenue, this means that
flat tariffs are set at a higher level than where they would otherwise be &scounting residential
complex tariffs ould mean those remaining on flat tariffs pay more than their fair share of network costs.

In our previous advice to the AER we spoke against&his:

It is important that the level of the flat rate is not set artificially high in comparison to the TOU rate
to encourage vulnerable customers not to -gpit. The flat rate tariff must offer a reasonable
safety net for these customers. The more complex tariff should not be set at a significant discount
to the flat tariff as that would detract from the effeggness of the flat rate tariff as a safety net
tariff.

CP, PC and UE responded:

Our original and revised TSS propose a small differential between the new TOU and single rate
tariffs. We believe this strikes the right balance between encouraging uptake oétv TOU tariff
and the single rate tariff acting as a safety net.

Cost reflectivity is reflected not just in tariff structures but in the levels at which tariffs are set. All other
things being equal, if one set of tariffs is discounted for reasonardtfan underlying costs, while another

set of tariffs is increased to preserve cost recovery, again for reasons other than underlying costs, this act
of rebalancing is a distortion of cemflectivity as against if the rebalancing had not occurred.

57CP PC UE TSS Explanatory document2028, section 4 Responding to stakeholder feedback, page 25
8 Advicetothe AERoKIS +# A Q0 2NRARFY 9f SOGNROAGE 5A&a0NAOGdzIi2NBRQ wS3ad
Determination 202126, CCP17, 10 June 2020, section 10.9, page 146
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We urderstand that the view of the AER and of the businesses is that the distortion can be tolerated,
because the distortion is small, and in the opinion of the AER and the businesses the benefits that they
perceive from encouraging more customers onto more ptan tariffs outweighs the downside of the
distortion.

However, we have not seen any analysis of this balance between benefits and downside. We could accept
the rebalancing if there is quantitative analysis of benefits against downside that shows thati@vel of
distortion proposed the benefits of encouraging more customers onto complex tariffs do exceed the
downside of distortion.

3.8.6 Retail tariffs
In our previous advice to the AER, we stated:

We understand that the AER considers that the target audiéoiccost reflective network tariffs
is primarily retailers, not endse customers. However, among the pricing principles set out in the
NER:

1 The network must consider the impact on retail customers of changes in tariffs from the
previous regulatory year

9 The structure of each tariff must be reasonably capable of being understood by retail
customers that are assigned to that tariff.

These pricing principles are aimed at impacts on customers rather than retailers, and capability of
understanding by customg and not just retailers.Thus,the AER does need to consider the
network tariffs from a customer perspective rather than just a retailer perspective.

We maintain this view.
The AER stated in iByaft Decisions:

We consider the potenti@pproaches available to retailers to respond to cost reflective network
tariffs can be grouped into three main categories:

w Insurance style i KS NBGF AT SN Yyl 3Sa ySGteg2N] LINROS
and simply charges a fixed charge diad kWh energy charge.

w Pass through offersthe retailer passes the price signals and associated volatility directly
through to the customer for a lower margin.

w Prices for devicesi KS NBGIF Af SNJ 02N GKANR LI NI&o YIyl

respond to price signals and charges a simple, discounted retail structure.

We agree that this is the likely range of retailer responses, and it will be up to retailers to set the tariff
structures and price levels that they wish to offer. It is uncleariwhaf 2 NY (G KS aAy adzN> yOS
take. Insurance is not free. Insurance often comes at a cost that customers might be asked to pay. Further,
while retailers can buy instruments to cover energy cost volatility, such as swap contracts and other
financial instruments for hedging, there are no instruments through which retailers can hedge volatility in
network costs. On that basis, customers seeking flat retail offers might be better served through flat

YSG62N] LINAOAY3 A2SUKINBYAHSHBTRA) WERSANFEHNE $80] YI yI

3.8.7 Providing more tariff options for larger usage customers

The AER stated in iB¥aft Decisions®®

9 Draft decisions, Attachment 19, Tariff structure statement, September 2020, pagé 19
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We require the following changes to achieve compliance with the pricing principles for direct
control services including:

X

1 the five Victorian distributors to introduce tariff choice for large business customers in
addition to the proposed default tariff in the form of individually calculated customer (ICC)
tariffs.

The distribution businesses havesponded as follows:
CP, PC and Uitated®®

We were not expecting this requirement to be included ibdadt Decision and consider that there

is insufficient time in the nineeek revised proposal period to design and develop a completely
new tariff. Havever, we are proposing to enhance the United Energy large customer tariff structure
to make it more costeflective and apply it across CitiPower, Powercor and United Energy.

Jemenaconsidered the issues raised by the AER within the window availablelfaritsing its revised
proposal. The business engaged its Customer Council, sought Large Business views via a survey, and
investigated ICC tariffs provided by DNSPs in other jurisdicttons.

Jemenahas notproposed ICEWS YSyYy | Qa RSOAaA2Yy A& olFaASR 2y aidl | SK?
26y FaasSaavySyd GKFG L/ /7 GFNARFFaE ¢2dAZ R LINRPDARS f AYA
WSYSylI Qa FaaSaavySyid AyOf dzRSR GKIFGY

There are practical and administrativbfficulties to commit to ICCs for the revised proposal,

including appropriate consultation, building/licensing/running a new locational pricing model,

developing a negotiating framework and increasing internal resources to administer.

We have concerns abt making this optional, leading to customers sdfecting the cheapest
tariff, which has no associated behavioural change benefit.

CCP17 view

CCP17 has sympathy with the view that there is insufficient time in thewsésk revised proposal period

to design and develop a completely new tariff such as proposed by the AEFDmafttPecisions. We
commend Jemena for undertaking the stakeholder consultation that it has done on ICCs in the time
available since th&raft Decisions.

We also resonate with #n comment above from Jemena that tariff choice can lead to customers
seltselecting the cheapest tariff, which has no associated behavioural change benefit. This is true across
all classes of customers, including residential and small business cust@ameémsot just large business
customers.

We quoted above and in our previous advice to the AER from the views of the AER as stated in its final
RSGSNNYAYIGA2Y 2F 9ySNRBR® vdsSSyatlyRQa ¢{{ F2NJ HnHunA

owWhile we and the Queensland distributors consiadwork tariff reform is important, our reasons
for supporting network tariff reform and the majority of the Queensland distrib(texdsed TSS

50CP PC UE TSS Exgiiary document 2022026, section 3.8 Large business, page 17
51 Jemena Electricity Networks (Vic) Ltd, 2@&1Electricity Distribution Price Review, Revised Proposal,
Attachment 1202, Tariff structure statemerg Explanatory document for 1 July 202130 June 2026, 3
December 2020, page 60
62 Jemena Electricity Networks (Vic) Ltd, 2@&1Electricity Distribution Price Review, Revised Proposal,
Attachment 1202, Tariff structure statement Explanatory document for 1 July 2021 to 30 June 2026, 3
Decembe 2020, page 70
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proposals reflects our own views on what we consider to be the key rationale for network tariff
reform in Queasland. This is somewhat different to the Queensland districQtssons for their
proposals which, among other matters, was framed in terms of unwinding what the Queensland
distributors considers to be cresgbsidies between different consumers.

Our easons are framed more in terms of creating the right incentives on retailers and consumers
for more efficient and innovative retail products and more efficient and informed end user choices
in when and how they utilise the grid. In turn, we expect thisdad to more efficient utilisation of

the network and network investment in the lotegm interests of all consume?s.

With any tariff reform, there will always be customers who move to new tariff structures to save money,

without any changed behaviourWe also understand that network businesses see tariff reform as a
mechanism to address what they perceive as historic esabsidies. But most importantly, across all

customer segments (residential, small business and large business), we agree WilHRtleat we expect

tariff reform to lead to more efficient utilisation of the network and network investment in the lemm

interests of all consumers. We do not expect to see tariff reform justified solely or primarily on the basis

of statements that @ NB O2 YLJ SE (| MNEBHFTSOHNNBISE¥2 NEK I ¢gOFd & G GF NAT
see the way in which tariff reform will lead to those outcomes articulated, justified and verified in
0dzaAy SaasSaqQ LINRLRAFf A | yR NS D ka R efficlhByldains that are hoS
captured by the businesses directly through tariff reform to lead explicitly to lower levels of spending by

the businesses and to lower network tariffs.

3.8.8 Customer well-being
In our previous advice to the AERontheb8sinda SaQ NBIdz F §2NB LINRLRalFfaz ¢S

Often, in comparing the effects of tariff reform on consumers, network businesses define whether

I OdzAG2YSN) Aad GoSUGSNI 2NI g2NRS 2FF¢ az2tSte Ay N
to levelsof household stress that may be adversely affected by more complex tariffs. Customer
gSttoSAYy3I Aa AYLRNIFIYyG FyYyR ySSRa (2 06S laasSaaSsSt
new proposed tariff structures. There is a growing body of researcthéfsafound that complex
GFNAFFA O2dzAZ R NARa]l OdzalG2YSNRQ ¢gSttoSAy3a o6& Ol dz

We welcome the AER considering customer-heitig in its consideration of network TSS in order
to satisfy the customer impact principle in the Rules.

Wedidy 2 &SS adzOK O2 y draffbéciibng, aritl ye woyld wielkoSie deding Mid matter

I RRNB&aaSR Ay (KS !''9wQa TFAYyIlf RSOA&AA2YaAD ¢ KSNB KI |
were discussed in two Etrog Consulting submissionski&t ! 9wQa O2yaARSNI A2y 27F
Queensland from 2020 to 2025.

3.8.9 Effects of tariff reform on customers

We have discussed in various places in this submission and in previous submissions the fact that
comparisons are made against a#tiff structures in a previous regulatory period rather than what the
tariffs would be with or without tariff reform in the upcoming regulatory period.

In this case, analysis has been undertaken by the businesses that compares 2020 network billseagainst n
tariffs in 2021/22, rather than comparing various 2021/22 tariffs against each other. Thetbeffects

63 Attachment 18: Tariff structure statement | Final decisipErgon Energy and Energex 2626, page 1818
41 RGAOS G2 GKS 9w 2y GKS +AOG2NAlIY 9f SOGNROAGE 5AadN
Determination 202126, CCP17,0 June 2020, section 10.10, page 145
55 See Etrog Consulting: Report on TSS 31 May 2019, and Report on AER draft determinat®a2@PEQ
revised TSS 15 January 2020
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of tariff reform are unknown. What we are seeing in these comparisons is to a large extent the effect of
other building block components onrifs ¢ such as rate of return and treatment of tax.

We understand that the NER refer to comparing effects of customers from one year to the next, but this

does not and should preclude comparisons hat actually show what effects tariff reform in its bivfard

not muddied through other yeaon-year changes) is having on consumers. Information provision such as
GKIFG Aa 1Se (2 dzyRSNBRUGIYRAY3a GKS GoAyySNBR |yR f2a8
are required to support customerswhoméyt 2 3 S¢ GKNRdzZAK GFNRAFF NBF2NXO
whether tariff reform in its own right is in the lortgrm interests of consumers.

We often hear it said that now is a good time to implement tariff reform, because with other changes
loweringOdza 1 2 YSNEQ o0Af f & 2 @SN tircrEasing Kspécts of Aafifff refoks tWe) (12 K.
dzy RSNEGFYR (GKIFIG GKSNB IINB GagAyYySNAR FyR f2aSNBE Ay
to decrease bills and thereby offset increasetaniffs that result from tariff reform is clearly helpful.

However, on the other hand, we feel that sometimes this argument is used to justify less scrutiny of the
benefits of tariff reform per se than would be the case in the absence of other factorggusbwn prices

at the same time. As with other elements of network pricing determinations, tariff reform should be
scrutinised in its own right to determine its appropriateness whether other aspects of pricing are pushing

prices up or down or neither.

3.8.10 The ratio of peak to off-peak pricing

In its Draft Decisions, the AER suggested that the Victorian networks consider elements of their tariff

A0 NHzOGdzZNB LINR LR alfa ALK | @ASg G2 YIFE{Ay3 FdzNIKSNH
United Energy corider a larger peak to off peak ratio for their small customer cost reflective tariffs to more
Oft2asSfe FfAdy 6AGK GKSANI KAAG2NROFE QFtdzSa® a ¢St

The AER wrote further on this mattéf:
Higher peaka off-peak ratios reward response

In their proposed tariff structure statements, CitiPower, Powercor, and United Energy proposed
tariff structures with a peak to offeak ratio of 2.5 for residential customer tariffs. In contrast,
Jemena proposed a ratid around 3, while AusNet Services proposed a ratio closer to 5 which
effectively maintains the ratios their customers have been facing during the current regulatory
control period (201620).

For small business tariff structures, AusNet Services propopedlkato offpeak ratio of 4.4,
CitiPower 2.5, Jemena 5.1, Powercor 4.5, and United Energy 4.5. These proposed ratios are broadly
consistent with the ratios AusNet Services, Jemena, and Po@®ecastomers currently face, but

are a reduction for CitiPowand United Enerd® customers.

The use of peak to effeak ratios of around 2.5 for residential and around 4.5 for small business
tariffs is a result of the early engagement with customers. These ratios were established to inform
the assumptions underpinmg the consumer impact analysis undertaken by distributors and allow
for comparison between the distributors. But they were not aligned with the historical ratios
residential customers and their retailers have been engaging with during the;20tégulatoy

control period.

For example, in their 2020 annual pricing proposals the five distrilfagpsoved peak to ofpeak
ratios for residential customers averaged around 5, ranging from 3.8 for CitiRawasffs (C2R

56 Draft decisions, Attachment 19, Tariff structure statement, September 2020, Ihfe
57 Draft decisions, Attachment 19, Tariff structure statement, September 2020, pagé 191915
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and C3R) to 6.4 for United Ene®yariff (LVS2R). The equivalent ratio for small business users
averaged 4.6, ranging from 3.2 for CitiPo@eariff (C2G5) to 6.3 for the summer component of
United Energ® tariff (LVM2R5D).

As distributor§Xariffs are set to recover their regulated revenue requirement, to reduce the ratio
from the rates in tariffs for the current regulatory period, the-pébk rate must be increased
relative to the current period. This means that customers will receivealier incentive to change
their behaviour and reduce investment requirements, as well as facing higher prices for
consumption that is not driving network costs.

We consider the proposed ratios to be reasonable. However we encourage CitiPowergor,

and United Energy to continue with their review of their proposed ratios. We note that small users
and their retailers will be given a choice between flat rate, time of use, and demand tariff structures
to help them decide what will work best thiem. We also consider at least maintaining the current
ratios would be more consistent with the pricing principles for direct control services which require
distributors to progress along the path to more cost reflective network tariffs with each rédund o
tariff structure statements.

CP, PC, UE wrote in respofi%e:

The AER asked us to consider a larger peak to off peak ratio for their small customer cost reflective
tariffs to more closely align with their historical values

We propose a peak/offpeak ratmf 4.0 for residential and 4.5 for ngasidential to better align

with legacy tariff ratios. This minimises bill impacts associated with legacy TOU tariff customers
being moved to the new TOU tariff. It also lowers oupetik rate which applies duringlar

export times and therefore resembles a solar sponge.

CCP17 has examined the peakfpéfak ratio now being proposed in the revised proposals for residential
customers. We used the NUOS rates for comparison, partly because they represent the totddéy o
YySig2N] O2YLRYSylG 27F 0Odzad2 Y Séhic@apmears dnlyito hayeRcludbdNII f & 0
NUOS charges in its revised indicative tariffs for 2021and not the full breakout into DUOS, TUOS and
jurisdictional cost components. Our apsik confirms that the peak to effeak price ratio in the revised

proposed residential TOU tariffs are approximately:

1 4 inthe case of CP, PC and UE
1 3.2 inthe case of Jemena
1 4.75in the case of AusN&ervices

2SS NB 02y OSNY SR (i Ks$Diaft BeSsiogsansiyrok iyit@preted as sug@estingdhatGhe
higher the peak/offpeak ratio in the TOU tariffs the more casflective the tariffs are. This is not
necessarily the case. We would have preferred to see some analysis from CP, PC armbWw Ehet the
change of ratio from 2.5 to 4 really is more cosflective and will engender more efficient outcomes.

3.8.11 Lower bill for a residential customer on a flat tariff or TOU tariff

We have undertaken some analysis to see whether a small usage réslideistomer would face a lower
network component of the bill with a flat tariff or a TOU tariff.

Each of the businesses has the same fixed charge for both single and two rate tariffs within that kusiness
which are for example 25c/day for CP, 38c/dayR¢€.

58 CP PC UE TSS Explanatory document2028, section 3.8 Large business, page 7
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This is helpful because it means that comparing revised proposed indicative NUOS charges one can see
whether a customer faces a lower network component of the bill on-tate vs single rate just by
comparing the ratio of ofpeak (i.e.9pm to midnght and midnight to 3pm) to peak-8m) consumption,

and ignoring fixed charges.

OfcourseA i R2Say Qi G(GStf dz&a K2¢ NBOGFAfSNB gAft LINBaSyi
The AusNet fixed rate tariff has two blocks. Our calculations are based on an AusNet residentiah dudboin

dzal 3S o0SAy3 az2tSfte Ay (GKS FANBRIG of201o LF¥ Fy | dzal
then the offpeak to peak usage that makes the network component of the bill smaller on TOU rather than

flat rate tariff is lower than showhbelow.

w2dAKfes | ayvylrftf NBaARSYyI(AR2%is|davdedniTOY BthdRiban girglé rate N OK
if their off-peak usage is at least the following multiple of their peak usage:
1 Jemena: 1.02

T AusNet: 1.12

1 PC:1.88
1T CP:1.94
1 UE: 217

We see nainderlying network cost reason for the range, which goes froapeéfk usage just a little higher
than peak usage to cffeak usage more than double the peak usage.

These differences may affect the messaging that is communicated to retailers and to etstegarding
the characteristics of customers that might face lower charges with TOU as against single rate tariffs.

All other things being equal, we would expect these ratios to reduce as the distortion to rates to encourage
more takeup of TOU tariffanicreases yeaon-year in the upcoming regulatory period.

3.9 Decific comments regarding Electric Vehicle tariffs
Under the titleTariff trials can help inform future strategighe AER wrote in itSraft Decisions?®

In their tariff structurestatement proposals the distributors expressed interest in exploring network

tariff trials during this regulatory period. For example, we understand they have been engaging
with Energy Consumers Australia (ECA) on its proposed electric vehicle tanf§itiecahether

this could be adopted as a tariff offer or trialled during the regulatory control period. However,

significant detail remains to be clarified regarding how this tariff may be applied.

X

We believe tariff trials are a valuable tool for expigr alternative arrangements and building
distributor, retailer, and consumer understanding of hthese alternative arrangementsay
work in practice. However, distributors should outline their intentions and strategy in their tariff
structure statement pposals so this can be done in a systematic, transparent manner.

We were pleased to attend an EV workshop on Victorian tariff structure statement proposals fe2@021
which the AER convened on 11 November 2(20.

The workshop included presentations from:

89 Draft decisions, Attachment 19, Tariff structure statement, Septen@®20, page 120
0 Presentation slides from the workshop and other relevant material can be found at
https://www.aer.gov.au/networkspipelines/networktariff-reform
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DELWP;
ACCC Regulatory Economics Unit;
AER;

ECA and Energeia; and

=A =4 4 -4 -4

Electric Vehicle Council.

This workshop and the summary paper produced afterwards were very useful to understand the range of
views and issues to be addressed, as well as next steps.

OuraRAGA2YyIf O2YYSyida (GKFEd 6SNB y2i AyOf dzZRSR Ay

0KS
1. ¢KS AdzYYlINE LJ LISNI NEFSNNBR {2 Llbnydkrhgoal bfingfiok Kl GA Y
GFNRFTF NBF2NYEO { 2YS{AYS atisth&ldBdidm goal of fetwork tarif ¥ Of I N
reform. Sometimes we fear that people have lost track of what the godlhisy mistake the goal as
being the implementation of complex network tariffs, and the more retailers face complex network
tariffs the geater the extent to which the goal has been achievéde disagree with thatThat is not
the goal.

[V

2. A particularly useful slide (reproduced below) from the ACCC Regulatory Economics Unit in the
workshop made it clear that existing tariffs fall short o fildeal tariff structure.

3. The provision of network capacity does to some extent still drive network costs, but it is no longer the
biggest driver. The integration of DER is now driving network costs to a far greater extent than
provision of network capatyi. Declining minimum demands are these days troubling distribution and
transmission networks and the market operator more than rising maximum demands.

Existing tariff structures fall short of this ideal...

Network pricing Achieves the objectives? On the other hand...
approach

Time-of-use pricing No. Doesn't reflect dynamic conditions on the May cause some load shifting (but not
network. Doesn't vary with location. Charges are too  efficient). Gets customers used to idea of
high at off-peak times, too low at peak times. some (limited) time-variation in charges.

Demand charges No. Demand charges are based on customer peak  Charges are, in effect, highly volatile, but
not network peak. Sends inefficient incentives to just not in the right way.

over-invest in devices to lower customer peak (e.g.,
storage). Doesn't vary with location?

Critical Peak pricing Maybe? Critical peak could be linked to network Charges are volatile, and partially
congestion in some areas, but conditions must be dynamic, and could be partially(?)
anticipated and notice given. Limit on number of reflective of network congestion.
such notices per year. Doesn’t vary with location?

Locational marginal In principle yes. Charges vary dynamically with time  Requires establishing a DSO/DMO

pricing and location and reflect cost of using the network.
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Tablel13: Electric vehicle tariff considerations (source: AER)

Oneretailer ¢ Powershopc A Y N2 RdzZOSR AY-LISh G Nk FdEISHR RF Bf SOG NA O
lower rates aimed at EV charging between the hours of 12d@am.*

There is a lot of work still required on EV tariffs.

We support tariff trialsyhich need to include not just trials of tariffs themselves, but also need to take
into account real usage cases. Not all EV drivers will be esaueipiers who can install their own charging
equipment in their own property. Some will be renters. Soniepark their EV overnight in a car parking
space managed by a body corporate. Some will not have access to their ex@aditharging facilities

and will be reliant on public charging facilities. Some EV drivers will be EV owners; others will be
respasible for charging an EV that they drive which may be provided by a third party such as their
employer. These issues also need to be taken into account in future considerations.

3.10 Future Networks

Addressing Future Networks, including addressing the coetintapid growth in Distributed Energy
Resources (DER), continued as a major point of discufsiometwork businessesgovernments and
regulators, and of course customers and the wider community.

All of the Victorian electricity distributors continue somdevel of engagement with their consumer
representatives about how to meet expectations of new energy technologies.

Since ourAdvice to the AER for the initial proposals way back in June 2020, we have seen the release of
the Value of Distributed Energy Resces (VaDER) report by the CSIRO and Cutler Merz, as well as rule
changerequess from AEMO and consumer groups that address the technical requirements and
connection obligations on networks to enable customers to connect to the network and export some
energy. There are also wide discussions in cost allocation and pricing, including vahnitferelate to DER,

energy storage and consumer technologies such as Virtual Power Plants, Electric Vehicles and energy
storage (on both sides of the meter).

ThereAd y2 R2dz00 GKIFIG 6KIFGSOSNI WLIST Ay GKS &l yRQ GKI
an interim position from a commercial, technical, market and consumer point of view.

In our response to the initial proposals, CCP17 spent consiéetithe considering the consumer
sentiment towards energy export and network costs, as well as the role of some form of inverter control
to improve network conditions and customer equity at time of peak export. We also considered the
capability of the solaPV industry to meet the objectives of the aggressive Victorian Government Solar
Homes Programme.

Ultimately, we advocated five key activities that we hoped utilities would adopt over the next 5 years,
being:
a) Adopt a staged, informatiedriven approach taddressing DER and new technology capability,
GKAOK ¢S NBETSEMNDekel DiNa2WEINI Y2NB (GKFy M NBIdzZ ||
b) t NA2NARGAAS Ay@dSadySyd G2 SEGNIOG F& YdzOK 6SyS¥)
application of AMI datand network automation, to plan and operate the network in the most
efficient way,

"1 Seehttps://www.canstarblue.com.au/electricity/powershoepuperoff-peaktariff-electricvehicle
https://www.powershop.com.au/electriszehicletariff
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c) Maintain a close ®&way communication channel with customers, informing and influencing
decisions wherever and however appropriate, to enhance service delivery, netwonleat@mn
planning and customer expectations, and

d / 2yAARSNI I OFLIoAfAGE F2NJGKS LI AOFGAZ2Y 2F Wy
not only technical control capacity but the customer communication and engagement pathways
necessary for aeffective implementation once the need arises.

e) Take a holistic view of DER integration and network futures, embracing the interrelationships
between technical advances, tariffs and pricing, demand response, connection standards,
consumer engagement and conunication and informing regulatory decisions.

We are pleased that the AER has largely reflected that approach in their Draft Decisions, and that the
distributors to a large extent have accepted that opportunity.

The Draft Decisions included digital netiw@xpenditure thawas the subject ofonsumer and consultant
O2yOSNyaod 2SS | 0ly2e6tSR3AS GKIFIG GKSNBE KFra oSSy | 2
developing a broader picture of the role, uptake and impact of DER in Victoria.

Across theirevised proposals, the distributors continue, quite understandably, to reflect a level of risk that
a reduced level of DER investment may hold. These concerns include:

w Continued strong growth in DER penetration and the associated technical challengesdbist
for the efficient operation of the network

w Enhanced support from the Victorian Government for DER and energy efficiency schemes

w Continued strong customer investment in DER, particularly rooftop solar PV, often equal to
WY EAYdzY NI (i &asss Bevalapdil sirficeStie inffia pddposals

w The number of market and regulatory influences under way in palEMC sprint and rule
changes, technical standard changes and changing demand patterns from working from home.

CCP17&knowledges these riskandagreeghat the distributors are weljustified in raising them now and
in the future in both regulatory and community forums.

2S O2yGAydzsS (2 FTR@G20FGS F2NI s5b{ta (2 221 o0Sez2yR
considersutilisal y = GF NAFT &aA3Jyltfas OKIy3aaAy3d SySNH& YAEZ 9+
3.11 Electric vehicles

The uptake of kectric vehicles (EVS) is a subject of great interest to energy consumers and networks alike.
There is little experiencefdiow and where customers choose to charge EVs, and the rapid adoption of
intelligent energy systems to charge vehicles directly from rooftop solar installations and vehigld
opportunities make policy setting difficult.

It is important to discuss thimatter, albeit briefly, in thisdvice.
a) Passthrough event

Some distributors have proposed pass through arrangements should the uptake of electric vehicles in the
regulatory period reach a point where additional network augmentation may be required.

CitiPower, Powercorand United Energy consider the possibility of akectric vehicle evenshould a
government announcement directly related to increased electric vehicle uptake occur during the 2021
2026 regulatory period that materially increases localiskxttricity demand

Despite the increasing trend of electric vehicle sales in Australia and the Victorian Government clean
energy budget announcements including rolling out a-fdwrging network for electric vehicles, we do not
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share the view of some tha significant increase in electric vehicle numbers, in the residential and small
commercial sector at least, is imminent.

Sales of EVs remains a very small proportion of households, Victoria already appears to have the highest
number of public chargingtations in the state (July 2019 data).

NSW Vic Qld SA WA Tas NT ACT

161 216 162 76 122 21 5 20

Table14: Number of Charging Stations by State (sourBadget Direct)’?

In addition, there are significargpportunities in establishing guidelines for the efficient connection of
charging facilities and the incentives for charging to occur in a manner that has lesser impact on the
electricity network.

Therefore, we do not support the application of a p#a®ugh event related to possible significant step
up in electric vehicle numbers.

b) Likely network impacts

There is great value however in considering the connection and tariff arrangements forcelatticles.
We notereports and actions being undertaken tine Victorian electricity distribution businessdbe AER,
the Electric Vehicle Council and others to consider the impact of vehicle charging on networks.

There are fundamentally four types of EV charging facilities:

a) Level 1 chargersPortable or smaliixed household charger that can be installed without any
significant modification to existing household or small business electrical installation. They tend
to be of the order of 4 (single phase) to 12 (three phase) kilowatt devices. Charging time is
typically 6¢ 16. These are most common in residential applications and tend to be referred to as

W2 ASNYAIKG OKFNHAYIQd wSIAFINRAYy3I ySiGg2N] AYLI O

loads to a storage water heater.

b) Level 2 chargers, or fast charge are units in the 180-30-kilowatt range. Common in shopping
centres or businesses, these can be installed in residential or business applications but will
generally require specific wiring such as a dedicated higapacity circuit from the
switchbaard. These are rare in households as they require tmegse power. Charging times
are generally of the order of 3 hours.

c) Level 3, or rapid chargecsare dedicated specific units located at road service centres or fleet
charging where there is a highdzNJ/ 2 3SNJ 2 F @GSKAOf Sa 2NJ OKIF NEAy3
These large units generally exceed 50kW capacity, with newer technologies providing charging
power of up to 350KW.

This is an opportune time foelectricity distribution businesse® consider the nature of EV charging in
some detail, particularly what guidance can be put in place regarding the connection requirements and
applicable tariffs to apply for EV connections, particularly in households.

In so doing, we advocate for a studytte undertaken to better understand the charging expectations and
behaviour of customers with EVs, as well as the current use of charging facilities.

2 BudgetDirect ResearcrElectric Car Sales 2Q24tps://www.budgetdirect.comau/car
insurance/research/electricarsalesaustralia.html
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4 Mattersspecific to individual businesses

4.1 AusNet Services

4.1.1 Operating expenditure (opex)

StepChanges
l'dzabSiG { SNBAOSa KIFa y2id I O0OSLISR GKS !'9wQa NB2SOidA
/| £t 2dzR¢ LINRLRAalf YR KlFa AyOfdzRSR I NBLNRLRZaSR 02ai

They have also proposed a new step change of $10.5m for increased insuratge co

In addition, AusNet Services state that there is about $21 million of additional cost pressures that they are
absorbing and not claiming as a step change, in response to their cu$oafi@rdability concerns.

AusNet Services have provided updateddmiting which they say demonstrates that tfi2.6 million ICT
cloud functionality opex step change proposal is an efficient opex / capex-tfadeat providesa better
outcome for customers than a higher capital expenditure. We note that the capex campaoi this
project has been accepted by the AERwving been approved and deferred from previous regulatory
periods)

The project is about implementing a customeationship management(CRM)system and AusNet

Services has had a CSIS (Customer Semioestive Scheme) that was negotiated with the Customer

Forum approvedBenefits of the new CRM system are claimed to include improved customer satisfaction

for management of outages, a performance measure for which AusNet Services can be rewarded under

the CSIS. CCP17 rematmsicernedabout whether customers are being asked to pay twjder AusNet

{ SNBAOSAQ | LIWINRPYDSR OFLISEK2LISE |ff2¢6l yOSaz | a 6S¢tf
CCPIR2Sa y20 2LJJ34&S | WwYWOf2dzR ol aSRQ dteéeffediBtechfical A T (0 KA
solution, however we opposacceptance of the step change unless the AER is convinced that the project
isjustified, provides sound benefits for customers and is not replicatintgntial CSI$ewards.

4.1.2 Capital Investment (capex)

Form of Assessment

The focus on toglown assessment taken in tii@aft Decision while reasonable, in some ways presented
challenges for consumer groups to consider any detail of the revised proposal. The independent analysis
by the AER and expert consultants regarding on the prudency and efficiency of specific aspects of the
proposal norm#ly provides consumer groups with the confidence that specific matters have been
adequately considered and provides information from which further analysis can be based.

This is particularly the case in areas subject to higher rates of change or \griabih as DER, ICT, the

final stages of the REFCL programme and, in these times of pandemic, connections. Also, given the issues
raised by Powercor regarding pole maintenance, a more detailed consideration of what is happening in the
not-dissimilar envionment of AusNeServiceswhich is subject to the similar community expectations,
would have been especially useful.

In the final determination, we acknowledge that the AER may again choose to takelav@ghpproach

to determining prudent and effiert capital investment. Wask however that a couple of specific matters

of interest to consumers be considered in some detail. We see this as important in maintaining a level of
trust by consumers and other stakeholders that the Higéel approach does nahask any specific issues

that may be considered inefficient or related to other approvals that may not be forthcoming.
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In this revised proposatwo issuesg those that depart most from théraft Decision- warrant deeper
examindion, mainly ashey havenot been exposed to a significant level of scrutiny by any consumer forum
convened by AusNet. As the AER indreft Decision places weight on a level of acceptance of the proposal
by reasonably informed consumer representatives, this criterion hasmouii opinion, been met.

Each, taken separately, represe@an increase in cost beyond that of the initial proposal. They are:
a) Connection capital investmeiatin particular, gross connection costs, and

b) Augmentation-the cost to meet REFCL obligationthie Kalkallo region.

Overview of the revised proposgaapital investment

We understand from the commentary in the ABRft Decision that Auskt Servicesssued an updated
capital forecast after the lodging of the initial proposal, noting a reductidb?@.5M from the estimate in
the initial proposal documents due to a modelling update.

IntheDraft DSOA aA2y > GKS 9w (221 | Wi2L) R26yQ FaasSaavySyl
$63M (4%) reduction in the capital allowance, being:

- A $154M reduction in net connections costs by adjusting the 2022 volume down in line with HIA
estimates. We note that this adjustment includes large embedded generation connections, a change
that AusNet Servicesrefutes. Whist we support the adjustment for rdential and business
connectionsye concumwith AusNetServiceshat the adjustment to large connections by the AER was

inappropriate.
- A $16M reduction for the reallocation of metering costs, and
- A $31M reduction for updated escalation to labaasts.

Despite a $27M reduction in the REFCL augmentation programme, ABsNétegproposes a net 4.3%
($63.7M) uplift in total capital expenditure from that of th&raft Decision, reversing the impact of the
Draft Decision and returning the proposed @pto that of the initial proposition. AusN&ervicegjuotes
the main contributors to the increase since tbeaft Decisioninclude:

- The application of changed labour cost escalators and overheads,

- anincreased cost for delivery of tranche 3 of the REF&jramme,

- Anincrease in connection costs as a result of a reduction in the level of customer contributions, and
- A metering cost reallocation in response to theaft Decision.

We commend AusNe&ervicedor absorbing someossible increases, such as aggtation of the Doreen
substation and planned ICT upgrades.

Figure9 shows the main areas affected by the revised proposal.
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AusNet Services Capital Proposal
SM 2021, from tables 3-1and 3-2
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Figure9: Capital requirement, AusNet Services (Source: CGihalysis of the AND Revised Proposal)

We raise no concerns regarding the incremental increases in most capex categories, on the understanding
that the AER will consider the prudency of the labour cosalasions.

We ask the AER to consider in more detail two issues that appear, on the surface, to be largely non
controversial, but the detail of which warrant further explanation to consumers. These are:

a) 0KS WLX dzaaSa IyR YAydzaSaQ Ay GKS Ozail 27
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Transparency of data

AusNetService® O LISE LINRB LR &l f exanfigtion Q& tcchafgeSpopesédiiaftek theS R
Draft DSOA &AA 2y T LI NOAOdzZ NI & (G2 WF¥2ff 24 coftKaBdheREF@ 2 Q NB 3
investments to determine the value to customers.

Despite the revised AusNebervicesregulatory proposal containing a detailed cormntary and a
proliferation of quantitative information, we still found some difficulty in analysing the publicly available
information; to the point where it can be considered that the information is not reasonably transparent
and could even been a littimisleading in places.

It is not that all otheusinessegrovide all their data in clearly expressed tables with consistent trend

data, by any means. Public proposal documents that mix real and nominal values, with or without included
overheads, with a tedency to use simplified graphics or highly detailed spreadsheets with complex
references across many tabs are unfortunately not uncommon in proposals. Given the large volume of
documents being prepared, the opportunity to consider readability and adgressible errors is not ideal.

In this case however, AusNBervice® adzo YAaaiz2y 2dzaid asSSvya (2 o6S Y2NB

We know that the AER is in close discussion with AuSBieticesas the analysis of the proposal proceeds,
and the oppetunity to clarify information or recast it exists. However, for consumer groups who may
choose to consider the progals in detailthe manner in which the data is presented can be significantly
improved to support a reasonable level of transparency anderstanding.
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REFCL investment

REFCL costs are a significant component of AlS&lwice® LINRP L2 Al f X YR GKSNBT2NB
consumers expect a level of transparency and clarity in the explanation of any change to expected
investment.

We foundAusNetService® RA &Odzaaizy 2y wo9C/[ O2ada | tAdGGES O
WwO9C/ [ LINRBLRAITQZ Ww9C/[ FdAYSYillGA2y QY WE¢NI yOKS ¢
cost estimates spanning back to the tranche 3 Contingenfect Application, trying to follow the actual

costs of the REFCL work, particularly the impact of the reduction of $27M in the REFCL augmentation
programme, Is not straightforward.

The AERraft Decision deferred consideration of the overall REFCL timezg, seeking more information
as it unfolded. In théraft, the AER notes AusN8ervice® LINP LJ2ASR b wmn o’%as BeigagN w9 C/ [
across two programmes:

a) $48.6M for the REFCL installation programme, essentially work to complete commitments across
tranches 2 and 3 of the overall programmo{ing thisis assessed outside this determination
process yet with costs being included in this proposal. The AuSSI&NJIJ AcasSific&tion is
WYw9 C/ [ )LARR I NI YQ

b) $94.3M for ongoing compliance (augmentation) at 8 substations.

The revised proposal discusses mainly second programme, the REFCL compliance activities, where AusNet
Serviceshas commendably identified oppmmities to reduce the cost of ongoing compliance (REFCL
augmentation) by approximately $27M. AusNet highlights achievement in various places ingteposal

and in recent stakeholder engagény (i @ C2 NJ S E | YREECS qibnkré&uirdrSetiél in thy W
revised proposal highlights the review of the application of multiple units in a substation, stating:

G¢KAA KFa NBadzZ §SR Ay | PHT YAfftA2y NBRdz2OGAZ2Yy G2
Elsewhere in the proposal, AusN&trvicedighlights the cost reddions:

G2S ftaz2 KSIFENR LR2aAdAgdS FSSRolF Ol 2y 2dzNJ LINBPLR A
have adopted lowe© 2 3 i & 2f dziA 2y a €

What is not so clear are the changes to the Kalkallo (KLO) REFCL project costs.

The project cost estimate appears tave increased from its original estimate under Tranche 3 of the REFCL
installation programme. With the delay in the project, a large part of the costs has been removed from the
current regulatory period and added to this proposal. The $22M allocated kutewded in the current
regulatory period for the project has been appropriately adjusted, including a reduction in the CESS amount
to reflect that transfer is not due to capital efficiencies.

It does appear, though, that the project overall cost hasaased to around $38.6M, around $10M than
that initially envisaged. In its briefing to consumer groups dhD&cember 2020, attendees were advised:

(on REFCL capex andopes)/ | LISE NBRdzOSR (2 NBTESOU ySés Ayy2z0

Gal oSa Odzald2YSNA | G201t 2F pPmTtona 02LISE FyR C
AYONBIaAy3 o0& bmndda FNRBY GKS LI I OSK2t RSNJ | Y2 dzy (i

73 AER Draft Decision, AusNet Services, att 5: Capital Expenditue p 5

74 AusNet Revised Regulatory Proposal, p13

S AusNet Revised Regulatory Proposal, p16

6 AusNet EDPR Revised Revenue Proposal Stakeholder Workshop, 17 December 2020, slide 6
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AusNetServicedlid in the initial regulatory proposal note the complexity of the project, stating:

G¢KS 1 9wQa RSOAAAZ2Y 2y ¢NIYOKS o RAR y20 | LILINJ
substation. However, the AER did recognise that we may wish to pursue our prefeutamhsol
AyaaSIR 2F (GKS az2fdziaizy FLILINRBOSR Ay AdGa RSOAAA
ESV and, if approved, we will change our proposal to reflect our preferred solUtion
Given the weight put on the transparency and capability of public acceptance of the ABsNétes
LINPLR2&Ff&asE ¢S FSSt GKId GKS WwW3I22R ad2NBQ 2F GKS &
O2YYdzy AOF G SRZ K26 SOSNJI i KtScrélages of theilkd O @dedt Rergnovthtt@a@ 2 F G
well explained. Consumers would have been better placed to scrutinise the REFCL programme costs overall
should the adjustments behind the KLO project been presented a more clearly.

With the $10M increase irhe cost of the Kalkallo development, as well as the proposed additional $8M
proposed by Jemena for works in the same area, we encourage the AER in its final decision to examine the
efficiency of the overall cost of the joint AusNgztrvices Jemena Kalkéd solution.

Connections costs

The predominant increase in planned capital expenditure is in the area of customer connections, and this
area of expenditure warrants detailed analysis.

AusNet Services, in their revised proposal, after considerable amalfsiustomer growth scenarios,

conclude:
G2S KIFI @S I OOSLIWISR GKS 1 9wQa 5N} TG 5SOAaAzy NB3IL
embedded generators), as it represents a reasonable, albeit conservative, expectation of the impact of
COVIEL9 on cusbmer numbers (connection¥).

The revised proposal however includes a significant increase in net connections costs of over 30% ($48M)
since theDraft Decision, taking the cost to 17% ($31M) more than the initial proposal. AuSaleices
note this increas is due to?°

- Updating the forecast of customer contributions based on prevailing rates of return,
- an updated forecast of large embedded generation connections, and
- Updating forecast unit rates for various connection activities.

Overall, AusNeServiceshighlights the reduction in the capital contributions from customers as the
primary driver of the increased connection costs.

We acknowledge the complex factors that impact the calculation of capital contributions, including
capitalisation and connectiopolicies. The impact of falling rates of return on customer connection costs
is acknowledged. Our main interest is in the other two factors, gross connection costs (residential and
business) and the updated forecast for the connection of large embeddes gi@rs.

We consider each of these issues below.
a) Large embedded generators

A significant contribution to the increased gross connection costs is Hestmmation of the connection
requirement for large embedded generators, increasing the gatissvance by $23.9M to $87.8M, on the
basis of the continued support through the Victari@overnment VRET scheme. While recognise the

77 AusNet Regulatory Proposal, 31 Jan 2020, Part 3, p90
8 AusNet Revised Regulatory Proposal, s3.5.3, p51
 AusNet Revised Regulatory Proposal, s 3.5.3, p51
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LRAYG GKFEG £A002NAFQa +w9¢ a0OKSYS A& RSaiaAdaySR (2
little evidence b support AusNet Servic&@rgument that investment will increase in eastern and nerth

eastern Victoria at a pace similar to that expected in the western part of the state. CCP17 is understandably
not privy to the applicabns that have been made to AustNServices, nor can we comment on the
likelihood that they will proceed, and we can only trust that evidence to the AER supports this proposed
change.

Also, it is difficult to argue that investment in largeale renewable energy will remain stable and
predictable, especially in light of the other investment priorities in Victoria including the SotaesHo
programme. Therefore, whilee acknowledge AusN@&ervice® I RGA OS G KIFd GKSasS g2NJ
funded through capital contributions and therefoteave no impact on the net connections costs, we

cannot support this increase in gross connections costs the basis of the information available to consumers

to date.

AusNetServicedloats the idea of these costs being considered as an Alternate C&dreice. Given the
YIEGdzZNE 2F (KS&aS Oz2aia Ia oSAy3a NBflIGAGSte w2yS 27
considering AusNeService® LINR L2 &l f @
b) Gross connection capital costs
la y20SR 1620S3> ! dzabSiG { SNIitOheavolkre af ndwOddettianSBr G KS !
FY22 (other than for large, embedded generators) as a result of the impacts of the global pandemic,
confirming®:
G2S O2yaARSNI KS !'9wQa LINRPLR&ASR FRadzaldyYSyad G2
moderatelyconservative. We have, therefore, reduced our 2B2onnections forecast in line with
GKS 1'9wQa 5N} TG 5SOAaAz2yd 2SS KIFI@GS y20 dzLRFGSR 2 d:
F2NBOIFada 6SNB | OOSLIWISR Ay GKS 5NIFi 5SOAAA2Y DE
In its briefingto consumer representatives on 17 December 2020, AusNet Services noted its acceptance of
GKS !''9wQa | R2dzalGYSyd G2 (GKS @2tdzyS 2F yS¢g 02yySoOi
connections.

G/ 2 Y LWItBLR Initial Proposal this represents0al% change in gross connections capex
60ST2NBE 20SNKSIRao FyR I bPondd YAT#AZ2Y 2N mT O

AusNetServiceshighlights the reduction in net connections as the prime influence on the rise in net
connection cost, noting?

a Xve expect customer contributions to fall by 46% on average compared to current regulatory
period or around $10 million per annum overthe 2622 NXB 3 dzf | 1§ 2 NE LISNA 2R X¢§

G/ 2yaSljdsSyidtes 2dzNJ ySi O02yySOiGA2ya 7%ielhi8eE F2NBOI &
G2 GKS 5NITi 5SOAaA2Yy DE

Whilewe do not dispute the fact that the reduction in capital contributions do have a marked effect on the
net connections capital, it is hard to see the impact in the revised proposal where the gross connection
costs poposed by the AER appear to be largely reversed by new costs introducedrgvibed proposal.
These new costs deserve deeper consideration.

Thechanges to connection costs are showrrigurel0.

80 AusNet Revid Regulatory Proposal, s3.3.2, p47

81 AusNet Revised Regulatory Proposal, s3.5.4, p54

82 AusNet Revised Regulatory Proposal, s3.5.1, p52
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Connections Capex, . .

AUENE Serieas I:)Inltlal | DDr_af't I:I?ewsedl I:)DC>haRng(? e 'tCEaIl:?ge' .
0 roposa ecision roposal -> Revise nit -> Revise
Gross Connections 529.6 466.3 530.2 +64 +13.7% | +1 +0.1%
Capital Contributions 352.3 306.3 321.9 +16 +5.1% | -30 --8.6%
Net connections 177.3 160 208.3 +48 +30.2% | +31 +17.4%
Data Source RP s3.5.1 RP table 3l RP table &

Figurel10: Connections Capex, AusNet Servi¢esurce: AusNet RP)

We view gross connection costs as being essentiallyme * unit costand therefore not influenced by
the changes in Rate of Return and consequentially capital contributions.

AusNetServicedas been helpful in responding to the AZRequest to clarify the situation. Based on that
additional information Figurell below summaries the proposed changes to the gross connection costs.

Changes to Gross Connection Costs
AusNet Services

M Increase M Decrease Total
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Figurell: Changes to gross connections capex, Aus8letvices $ource: CCH analysis of AusNet data)

AusNet advise that adjustments such as the gifted business connections are subject to almost full cost
recovery, and therefore have no effect on net connectioapex and therefore the total capex allowance.

In its December briefing, AusNet Services noted some $14.7M increase in gross capex due to more recent
unit rates.
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We do not support this increase. In Dsaft Decision, the AER noted:

G2 S KI @S ©AusNet Serii@sizoiitract labour to not include any real cost escalations.

We consider CPI growth is the best estimate of forecast growth in the price of contracted services
(because) contracted services can be adjusted to address changes in the |alloetr and/or

economic climate, and forecasting labour price growth for contracted services, without taking into
F002dzy i LINPRAzOGAQGAGE 3INRPGUKSE ¢g2dzdZ R ftA]1Ste 2FSNI
83

We agree with this position taken blye AER, and trust that similar thinking will apply when assessing the
forecast efficient costs for connection and subdivision works.

Overall, we again highlight the difficulty to consider the detail of the proposal. Also, sweeping statements
that suggesthe significanincrease irconnection costs are almost exclusively due to rate of return changes
do not provide a level off transparency to other costs and activities that form part of the overall proposal.

Metering cost reallocation

CCP17 accepts thdte customer metering and the related communications infrastructure play a large role
in the operation and development of the network itself, more so in Victoria than other states. Therefore,
we agree with the principle of allocating some level of capitapemditure on metering and
communications to standard control services. We agree with the broader rationale that, in addition to
supporting core metering functions, the AMI metering network has been enhanced to collect a range of
important distribution netvork data that can be used to provide data and, in some cases, control of the
performance of the distribution network. This will grow with the role of smart networks in the increasing
DER environment.

AusNet Services, in its initial proposal, allocated.$aM in capital from the metering Alternative Control
Service (ACS) to Standard Control (SCS) due to the increasing reliance of communications to run the
network. In theDraft Decision, that amount was reduced to $2.12M. Similar consideration was applied
operating expenditure.

The AER, in ifSraft Decision, outlined their reasons for not accepting the 50/50 cost allocation proposal
by AusNet ServicédIn principle, CCP17 continues to support that reasoning expressed by the AER and
the Customer Forupwith a particular view that, despite the greater role of metering in network operation:

a) Metering, overall, remains fundamentally for the purposes of determining energy consumption,

b) Competition- if not in metering itself then in the emerging role of aggators, VPP operators and
providers of new energy services to consumers may need to compete with distributors for
customer attention. We agree with the submission from Vector that the risk of cross subsidising
from natural monopoly service providers esi&t

That being said, we are not opposed to AusNet Serfdiesponse to the AEBraft Decision in proposing a
Y2RSN}I S akKA¥d Ay GKS {/{ «k '/ { olFflyO0Sz NBTfSOi
traditional capital investment in network capity and DER connection capability.

Revision to the connection policy

The AER has proposechanges to AusNet Servi€ésonnection policy, with the majority of the
recommendations being accepted. We support the changes to the connection policy with ¢ tot

83 AER Draft Decision for AusNet Servi€apital Expenditure, p57

84 AER Draft Decision for AusNet Services, Attachrh@npl6

85Vector, Submission on the AER;s Issues Paper, June 2020
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YIE1S AdG Fa WwWdzaSN) FNASYRfeQ Fa LlaaiofsS FyRI gKSN
electricity distributors. Realignment with recent tax arrangements is also seen as logical.

We note AusNet Servic@somments and exceptionsto$h ! 9wQa LINRLRalf o . FaSR 2y
observed and our understanding of similar policies, we support AuSéleicegactions outlined in section

11.1 of the revised proposal. Comments regarding limiting SWER connections augmentation threshold to

10kVA, updating cost recovery for REFCL feeders and updated Model Standing Offers appear consistent
with the objectives of a customdocussed connection policy.

Deliverability of the capex programme

In our response to the initial proposal, we raisgzhcerns regarding AusNet Servigasility to deliver the
significant capital programme. Based on more recent information provided directly to CCP17, data in the
revised proposal and in its consumer presentations, we no longer express that concern.

4.1.3 Incentive Schemes

Capital Expenditure Sharing Sché&eéorecast

l dzabSGi {SNIBAOSAQ AYAUGAFEf LINRPLRAFIE F2NBOFad | [/ 9{{
$56.5M by the AER in the Draft Decision once more recent inflation, WACC and actual 28idatapeas
taken into account®

In the Revised Proposal, AusNet Services has significantly increased the proposed CESS carryover amount
to $72.6M. AusNet Services states that thigrimarily due to the updated 2020 actual capex being lower

than the Intial Proposal, mainly due to COVID impacts on capital works programs including planned
replacement work§” CCP17 notethat these drivers were outside the control of AusNet Services, and
suggest that the lower capex expenditure in 2020, and hence IB88CESS windfall gain, was not driven

by capital efficiencies delivered by the business. This outcome does not appear to be consistent with the
objectives of the incentive scheme.

AusNet Services have advised that they anticipate that these progralingendeferred to the 20226

period, and that they have been meticulous in ensuring no double counting of capex and CESS. While this
may be so, and we expect the AER to assess whether the proposed deferral arrangements are not
inefficient, CCP17 wish tadhlight that this appears to be another case where application of the CESS can
result in perverse outcomes for consumers.

Service Target Performance Incentive Scheme

CCPlhotesi KS ! 9wQa 5N} TG 5SOAaA2Yy 2y | dziima#de In¢eStidIA OS 4 Q
SchemgSTPISY

AusNet Services elected not to include the telephone answering parameter in the detligir afSISand

also to exclude this parameter from the STRISwur! RGA O0S (12 (GKS 9w 2y 1 dzabSi
Proposal, CCPhighlighted that telephone answering remains an important service for many consumers,

and sought reassurance that speed of telephone answering will continue to be an important metric for

86 hitps://www.aer.gov.au/system/files/AaNet%20Services%2020Revised%20Regulatory%20Proposal%20
%20202126%20%20December%202020.pqi149
87 1bid, p150
88 hitps://www.aer.gov.au/system/files/ AER%2020Draft%20decision%20
%20AusNet%20Services%20distribution%20determination%26260%P 0%28620Attaciment%2010%20
%20Service%20target%20performance%20incentive%20scherf#A28eptember%202020.pdf
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https://www.aer.gov.au/system/files/AusNet%20Services%20-%20Revised%20Regulatory%20Proposal%20-%202021-26%20-%20December%202020.pdf
https://www.aer.gov.au/system/files/AusNet%20Services%20-%20Revised%20Regulatory%20Proposal%20-%202021-26%20-%20December%202020.pdf
https://www.aer.gov.au/system/files/AER%20-%20Draft%20decision%20-%20AusNet%20Services%20distribution%20determination%202021-26%20%20-%20Attachment%2010%20-%20Service%20target%20performance%20incentive%20scheme%20-%20September%202020.pdf
https://www.aer.gov.au/system/files/AER%20-%20Draft%20decision%20-%20AusNet%20Services%20distribution%20determination%202021-26%20%20-%20Attachment%2010%20-%20Service%20target%20performance%20incentive%20scheme%20-%20September%202020.pdf
https://www.aer.gov.au/system/files/AER%20-%20Draft%20decision%20-%20AusNet%20Services%20distribution%20determination%202021-26%20%20-%20Attachment%2010%20-%20Service%20target%20performance%20incentive%20scheme%20-%20September%202020.pdf

DN®s, even if it does not contribute to their incentive rewaftisWe welcome the AER Draft Decision on
l dza b Sd { SNuighGtsteasat P &3 LO2y aARSNI GKIFG ! dzabSié { SNBAOSa
the telephone answering parameter in the nexgrelzf I G 2 N2 O2y G NRPf LISNA2R FT2NJ G

CCP17 considers that this will be an important factor in assessing the outcomes of the CSIS trial.

4.1.4 Accelerated Depreciation of SCADA/Network control assets

ldzabSG { SNIAOSaQ deeeleratddiddpredidich afig2a9:1M foASCADAMEEOFK control

assets. We understand that AusNet Services and the AER engaged extensively on this issue prior to the
Draft Decisiorf* Several stakeholders, including CCP17 raised concerns with this propeséd its

significant impact on customer bills over the next regulatory peratt the lack of engagement on this
adjustmentt / / t mT & dzhdl iSthefeSuR cirduihstancestwhere reducing lives of assets makes

sense, then the adjustment shouldbel RS 2 @JSNJ v LISNA2RazX NI GKSNJ GKIy 2

We note that the Draft Decision, while approving the accelerated depreciation in principle, resulted in the
proposed accelerated depreciation being applied over two regulatory peried$155.3 millionvould be
recoverable in the 20226 regulatory period and a further $41.3 million would be recoverable in the
following regulatory period, and that AusNet Services has accepted this decision.

CCP17 isupportive of this changen timing, and acknowledge that it goes part way to addresshey
affordability impacts identified as concerns by several stakeholders.

4.2 Jemena Electricity

4.2.1 Jemena Opex base year

We note that this discussion has included very detailed input about various benchgnankidels from
consultants engaged by both Jemena and the AER. We do not have the proficiency to pass comment on
the technical arguments presented by the various parties, rather we seek to present the key arguments
and conclude with some general observason

Importantly we note that, from what we have experienced, the AER and Jemena experts have worked
closely with each other to understand concerns and to seek resolution. We recognise that at the time of
writing this submission, these discussions continughwio final verdict on what the AERfinal
determination regarding the efficiency of Jemé&sabperating costs will be. We respect the willingness of
both parties to work together with considerabigoodwillQ

JEN Base Year

In our response to the initigdroposals, we wondered about 2018 as base year and whether a more recent
year might be more usefully be used as a base year. The AER accepts 2018 as base year, for the reasons
they have given in appendix 6 of the Draft Determination. Jemena continugspoge 2018 as their base

89 hitps://www.aer.gov.au/system/files/Consumer%20Challenge%20Panel%2017
%20Submission%200n%20the%20Victorian%20Electricity%20Distribution%20Regulatory%20Proposal%202021
-26%20%20June%202020.n4i36

90 https://ww w.aer.gov.au/system/files/ AER%2020Draft%20decision%20
%20AusNet%20Services%20distribution%20determination%28267P0%28620Attachment%2010%20
%20Service%20target%20performance%20incentive%20scherfdZ28eptember%202020.pq10

9 hitps://www.aer.gov.au/system/files/AusNet%20Services¥WaR0Revised%20Regulatory%20Proposal%20
%20202126%20%20December%202020.pd$118

92 https://www.aer.gov.au/system/files/Consumer%20Challenge%20Panel%2017
%20Submission%200n%20the%20Victorian%20Electricity%20Distribution%20Regulatory%20Proposal%202021
-26%20%20June%202020.p4i33
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https://www.aer.gov.au/system/files/Consumer%20Challenge%20Panel%2017-%20Submission%20on%20the%20Victorian%20Electricity%20Distribution%20Regulatory%20Proposal%202021-26%20-%20June%202020.pdf
https://www.aer.gov.au/system/files/Consumer%20Challenge%20Panel%2017-%20Submission%20on%20the%20Victorian%20Electricity%20Distribution%20Regulatory%20Proposal%202021-26%20-%20June%202020.pdf
https://www.aer.gov.au/system/files/Consumer%20Challenge%20Panel%2017-%20Submission%20on%20the%20Victorian%20Electricity%20Distribution%20Regulatory%20Proposal%202021-26%20-%20June%202020.pdf
https://www.aer.gov.au/system/files/AER%20-%20Draft%20decision%20-%20AusNet%20Services%20distribution%20determination%202021-26%20%20-%20Attachment%2010%20-%20Service%20target%20performance%20incentive%20scheme%20-%20September%202020.pdf
https://www.aer.gov.au/system/files/AER%20-%20Draft%20decision%20-%20AusNet%20Services%20distribution%20determination%202021-26%20%20-%20Attachment%2010%20-%20Service%20target%20performance%20incentive%20scheme%20-%20September%202020.pdf
https://www.aer.gov.au/system/files/AER%20-%20Draft%20decision%20-%20AusNet%20Services%20distribution%20determination%202021-26%20%20-%20Attachment%2010%20-%20Service%20target%20performance%20incentive%20scheme%20-%20September%202020.pdf
https://www.aer.gov.au/system/files/AusNet%20Services%20-%20Revised%20Regulatory%20Proposal%20-%202021-26%20-%20December%202020.pdf
https://www.aer.gov.au/system/files/AusNet%20Services%20-%20Revised%20Regulatory%20Proposal%20-%202021-26%20-%20December%202020.pdf
https://www.aer.gov.au/system/files/Consumer%20Challenge%20Panel%2017-%20Submission%20on%20the%20Victorian%20Electricity%20Distribution%20Regulatory%20Proposal%202021-26%20-%20June%202020.pdf
https://www.aer.gov.au/system/files/Consumer%20Challenge%20Panel%2017-%20Submission%20on%20the%20Victorian%20Electricity%20Distribution%20Regulatory%20Proposal%202021-26%20-%20June%202020.pdf
https://www.aer.gov.au/system/files/Consumer%20Challenge%20Panel%2017-%20Submission%20on%20the%20Victorian%20Electricity%20Distribution%20Regulatory%20Proposal%202021-26%20-%20June%202020.pdf

year noting that it has been the lowest spending year for operating costs, from the current regulatory
period. We agree with 2018 as the Jemena base year.

The AER Draft Determination makes the following findings regarding Je@®esyzerating cost efficiency:

ECNRBY 2dzNJ FaaSaavySya 2F NBGSIFES 02adGazxz I NYy3S
2F AdGa OFiS3a2Nr O2aita 6S O2yaARSNI GKIFG WSYSyl Q&
in the 2018 base year. GiventmsS KI @S YIRS Iy STFFAOASyOeé | R2dzaidy
opex. While we consider base year opex should be 15 per cent lower, we also consider that it will

take time and involve costs for management to implement the required programs over the next

regulaory control period to transition to efficient costs.

R
S

Given this, we have used a glide path to reduce opex by 3 per cent per annum, resulting in

cumulative a reduction of 15 per cent in the last year of the five year regulatory control period.

We considethat this provides for the prudent, practicably achievable, efficient costs that will

enable Jemena to maintain the quality, reliability, security and safety of services. This means our

alternative estimate is $44.9 million ($2020m 0 £ 2 ¢ S NJ iniflal pybpovad Waking inta a

F O02dzy i WSYSyl Q&4 dzLIRI GS (2 NBRdzOS A& 2LISE T2NBC
of its 2019 transformation program more quickly), means our efficiency adjustment is $24.7

million ($202@21) more than JemenaihocdzZRSR Ay A (& dzLJRIF GSR LINR LI &Ll f ®€

Jamena's Updated AER draft
Differance

Proposal proposal decision
Basze (reported opex in 2018) 4278 4278 4225 53
Efficiency adjustment 0.0 0.0 -44.9 -44.9
Basze year adjustments 621 0.0 0.0 £21

Tablel5: Jemena base year proposal ($M, $2021) (Source: AER)

AER re JEN consumer engagement
The AER also commented onlitS NB LISOG A @Sa 2F WSYSyl Qa Sy3al 3asySyda |

WSYSyl Qa O2yadzYSNJ O2yadzZ GFGA2y FLIISEFNBR (2 KI @
opex. Noting the importance of affordability to customers, and maintaining safe and reliable
services, it stated that it is committed to delivering initiatives aietereducing costs now and into
the future. In our assessment we have not been convinced that its opex proposal is efficient and
passes lower costs on to consumers in the next regulatory control period. In addition, while over 90
per cent of its People P&f ¢ SNB O2YF2NI+of S dGKFG WSYSyl Qa
proposal) sufficiently considers their letgm interests, we could not clearly see how Jemena had
engaged with its customers in relation to specific components of its proposal. In conteast,
received feedback from a number of stakeholders who had concerns with specific aspects of
WSYSYIl Qa LINRPLRAIf dé
28 dzyRSNAGIYR WSYSyl Qa O2yOSNya G2 06S adzyYtNR&ASR |
1. Benchmarking capitalisation approach. Jemena classifies more items as opexhratheapex
than most other businesses, so their opex benchmarking will look comparatively worse.
2. Consequently, Jemena regards themselves as efficient when using a total expenditure (totex)
perspective.
.SYOKYFN]JAy3d R2SayQi | Rengniglinieficiedicy. NSEFf SOG NBOSy
4. WSYSylIQa o6FasS @SIFENJgla I OOSLIISR a STFAOASY G (1

w
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Jemena engaged consulting firm CEPA to review their base year opex and the benchmarking. The CEPA
summary says:

GWSYSyI KFa SyRSHSRIKSIt!dzaliNI KB By 9y SNHE& wS3dzA k(2
902y2YAO LyaAardakiGaszx vYz2zald NBOSyid 6! dz3dzald yR hOlG20SN
2020 draft decision for Jemena, and to provide our advice on:

1. Whetherant R2dza i YSyioao akKz2dZ R 6S YIRS (G2 WSYSyl Q
62LISE0 STFTAOASYyOe a02NBa F2NJ GKS AYLI OG 2F |
capitalisation policies, which are part of their Cost Allocation Methodologies (CAMS).

2. Whether there are benchmarking models that the AER should place less reliance on.

In this report, we show that:

a) 5b{taQ Ol LA G like Ahei acdodniihg dédisionsDHaia material impact on
WSYSYylI Qada STFTAOASyOe aO0ndtédses bwdaW \isinQ &urredtt TA OA S
NF KSNJ GKIFIYy KAAG2NRAOFE /!'adad ¢KAA AYLI OG Aa
(capex) tradeoff decision €.g.,using capex instead of opex to provide outputs). This finding
Ad Ay 02y i NF aid whiéh rely KrS as lacknoWledged By yhR ABRIidperfect
combined measures (ratios) of capitalisation and opex/ caysede-offs.

b) The translog models estimated by Economic Insights have very divergent elasticities on
outputs. Elasticities show the percentagkange in opex required to deliver a percentage
OKIFy3S Ay GKS 2dzildziad C2NJ SEF YL S WSYSyl Q:
from 0.14 in one model (translog least squares) to 1.04 in another (translog stochastic
frontier analysis (SFA)). ThiRia OF 6 Sa G(KFdX Ay GKS FANRG Y2RS
nommr: F2NJ SOSNE mM: AYONBFaS Ay Odzad2YSNI ydzyo:
increases by 1.04% for every 1% increase in customer numbers. These differences are
inconsistent with ecoamic and engineering theory.

c) 902y2YAO Lyar3aKiaQ YdzZ GATFGSNIt LINRPRdzOGA BA (¢
output weights in these models should not be used to roll forward opex (the output weights
generated by the models are based ontotalitcas | YR y 2 2LISE0O® 902y2Y
that the models are simple and therefore do not need to meet a standard of statistical
robustness. However, statistical robustness helps to identify if the models arspeisfied
and/ or if there are errors iNKS Y2 RSttt Ay3ad 902y2YAO Lyaaaki
predominately have insignificant coefficients and low R2 values (the latter being a measure
of how well the model explains the variance in the data).

A more detailed summary of our findings is set oetdw, with full analysis in the remainder of the
R20dzySyildo® 2SS KI@S y2i0 NBOASHSR 20KSNJ FaLlsSoida 27F i
environment factor (OEF) for vegetation management.

The impact of capitalisation policies

DNSPs have differempiolicies for capitalisation of opex, and these policies have changed over time. The
21LISE RIFGE GKFG 902y2YAO LyaAadkKiaQ dzasS Ay AGa o6SycC
Economic Insights has made no adjustment for different capitalisgtitinies adopted by each DNSP. This

means that different capitalisation policies.g.,one DNSP capitalisation 20% of overheads while another
OFLMAGrtAaSa om:z oAttt FFSOG GKS 2LISE 6SYyOKYIN] AyS3

¢ KA& NBLIZ2NI & dzLILJ2 Ndagitalisat®i ey inpgactsaneih gokesssly inib&nchimarking
reporting, challenges aspects of the AER benchmarking methodology, undertaken by Economic Insights
YR FAY Rapextuderréafiel@etficient, when appropriate adjustments are made.
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The! 9w NBLRNISR 2y WSYSylFQa olFlasS &@SFNI STFAOASyOe |
report that is part of the Draft Determinatiot?.The AER states:

G2 KAtS AYONBlFaAy3dI 20SNI GAYSS WSYSyl Ua 2 hiSdetrokl & 688
period. Its actual and estimated opex in the current regulatory control period is 9.5 per cent below our

opex forecast and its actual opex in the base year of 2018 is 12.6 per cent below our forecast. This is in

O2y (N} ad G2 WSS prewdss rdgulatonyztohtroleérd&iFwhich was on average 12.8 per

cent higher per &8 Attachment 6: Operating expenditure | Draft decisipdemena 202426 annum than

our opex forecast. This performance is reflected in Jemena's positive EBSSerarras discussed in

Attachment 8 of this draft decision. However, as indicated by its benchmarking performance, Jemena has

not been able to achieve the same degree of cost reductions as the more efficient distribution businesses.

First, while Jemena hasrelatively high ratio of opex to capital inputs (measured as the annual user cost
of capital, as opposed to capex), we do not accept Jemena's argument that opex/capital inpebffsade
are not captured in the opex benchmarking models. Economic theonjdaguggest that capital inputs
would be an explanatory variable in the opex benchmarkiglels,and this was explored in our original
modelspecification.

Second, we have examined the average opex/total cost (opex plus capital annual user cost) adlttbdor

distribution businesses as shown in Figure C.1 and C.2 for the Z®@ériod and 201€18 periods. Using

GKAa I LIINRFOK YR O2yaAraiaSyid eA0K WSYSylda &dzYAas
both benchmarking periods is higheratthnthe benchmark comparateaverage ratio. However, in addition

to the previous point, we consider that annual user cost is an imperfect measure of capital inputs, notably

due to inconsistencies among the distribution businesses in approaches to assgiorglasset age and
RSLINBOAFGA2Y LINRPTFTAL SPé

CKS F2fft26Ay3 G662 OKINIHA F2N GKS ' 9wQa 5N Fd 5SiSt
total cost ratios for thel2-yearperiod, 2006; 2018 with the more recent period, 204B. The charts show

that Jemena has a higher opex to totex ratio than other businesses, but that the higher ratio is not
substantially higher than other businesses. The two charts also show that there has been minimal change
F2NJ 6KS Y2NB NBOSy( LIS N¥tzhByshave Bedmyridrs &fffcighBrecevByY Sy | Qa Of

9 https://www.aer.gov.au/system/files/ AER%2620Draft%20decision%20
%20Jemena%20distribution%20determination%20228%20%20Attachment%206%20
%200perating%20expenditure%26R0September%202020.pdf
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https://www.aer.gov.au/system/files/AER%20-%20Draft%20decision%20-%20Jemena%20distribution%20determination%202021-26%20-%20Attachment%206%20-%20Operating%20expenditure%20-%20September%202020.pdf
https://www.aer.gov.au/system/files/AER%20-%20Draft%20decision%20-%20Jemena%20distribution%20determination%202021-26%20-%20Attachment%206%20-%20Operating%20expenditure%20-%20September%202020.pdf
https://www.aer.gov.au/system/files/AER%20-%20Draft%20decision%20-%20Jemena%20distribution%20determination%202021-26%20-%20Attachment%206%20-%20Operating%20expenditure%20-%20September%202020.pdf







































































































