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1. Executive summary

1.1 Overview
Our original proposal was submitted in January 2020. It was a product of significant engagement and
consultation as well as business case development, analysis and planning. Within the past year, even
within the extraordinary circumstances created by COVID-19 pandemic, we have refined and further
developed our proposal with input from customers and stakeholders whilst at the same time, seeking to
adopt more advanced technologies, new ideas and greater efficiencies.
Our revised proposal has benefitted from this feedback and the time for reflection and deeper studies.
We especially value the contribution our customers and stakeholders have made in assisting us reach
this point and we look forward to continuing the journey with them over the next regulatory period.
1.2 Why are we submitting our revised proposal now?
Every five years we submit a revenue proposal to the AER. Our current 2016-2020 regulatory period
concludes on 31 December 2020. A transition period has been created by the Victorian Government to
effectively extend the existing regulatory period a further six months to 30 June 2021.
On 30 January 2020 we submitted our original proposal setting out our forecast capital investment and
operating expenditure plans for the next five years, as well as our total revenue requirement.
Following a detailed review of our plans, the AER published its draft determination on 30 September
2020. In response to the draft determination, we now must submit a revised proposal that responds to
issues raised in the draft determination.
We have accepted much of the draft determination. We do not however, believe the entire draft
determination is in the best interests of our customers. Investments concerning the safety of our
customers and communities such as our proactive wooden pole replacement program, J18 switchgear
replacements and CBD pit replacements are critical to ensuring the network continues to deliver on our
customer's expectations.
Our revised proposal sets out:
•

how we have responded to customer and stakeholder feedback on our original proposal

•

how we have updated our forecasts given the COVID-19 pandemic and our plan to help customers
meet the new challenges ahead

•

how we have considered and responded to the draft determination recommendations.

1.3 Transforming the way we engage with our customers
Cover and Executive
Summary photo:
President Danny Doon
and Vice President Eng
Lim of the China Town
Precinct Association
have worked with he
CitiPower team on the
Waratah Place Zone
Substation
redevelopment over the
past three years to
provide valued support
for our engagement with
he local community and
business customers.

We are continuing to improve how we engage and collaborate with customers and stakeholders. While
there is more work to be done, strengthening our relationships with customers and stakeholders is
actively improving how we make and implement decisions.
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We have listened and worked closely with customer and stakeholders and received valuable feedback on
our original proposal. As a result of the feedback, we adapted and further pivoted the Energised 20212026 approach in a new direction. We established a smaller, agile panel that represented a wide breadth
of customers named the Customer Advisory Panel (CAP). The CAP has guided us on several key issues
in our revised proposal including:
•

the impact of the COVID-19 pandemic on our forecasts

•

improving our customer experience with input on our customer service strategy (CSS) and customer
service incentive scheme (CSIS)

•

energy market transformation such as the integration of distributed energy resources (DER), demand
management and tariff reform

•

development of sustainable and safe asset management approaches.

Feedback from the active collaboration with the CAP has been used to develop our future programs of
works that represent our customer views and preferences.
The CAP has also been asked to assist us in designing customer commitments which squarely put
customers front and centre of our business thinking to ensure their experience with us is based on real
outcomes in line with their needs, interests and priorities. We will transparently report on our
commitments to customers to demonstrate we do what we say we will do in delivering better long-term
outcomes and value for our customers.
At the heart of these changes is a desire for ongoing collaboration involving customers in implementing
our business strategy and driving the future direction of our networks. This will be achieved by
collaborating with customers on our innovation programs and talking with customer advocates about our
internal processes for forecasting investment requirements, cost benefit analysis, and how we are making
better use of our existing assets.
Delivering on these improvements will ensure when the next regulatory reset process commences,
customers will have an improved understanding of how we operate our network and be in a much better
position to engage and influence both the substance and direction of our plans.
1.4 What does our revised proposal offer our customers?
We understand the impact the COVID-19 pandemic is having on our customers and communities. In such
times we are even more determined to continue our track record of delivering real value for customers
including:
•

offering the lowest urban network charges in Australia with a strong focus to improve electricity
affordability

•

providing the most reliable urban networks in Australia with an emphasis on asset safety

•

offering products, technology, tariff and demand management options which offer our customers
value.

Our revised proposal provides a range of customer-preferred services including improving communication
and management of planned and unplanned outages, reducing timeframes to connect, enabling
customers to export more of their solar and making it easier for customers to access information.
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To ensure we remain focused on outcomes and provide better transparency of our performance, we want
to make further commitments to delivering better outcomes today and into the future. Together with the
CAP we have begun a process of developing measurable outcomes-driven 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 Executive Management Team and build
on the already outstanding service outcomes we deliver year on year, that separate us from our peers.
1.5 Indicative charges and bill impact
Consistent with our stakeholder feedback, we will be reducing our charges for residential and small
business customers over the 2021-2026 regulatory period, compared to the current regulatory period, and
what we proposed in our original proposal. The average estimated bill impact is outlined in the following
table.

Source: CitiPower
We note the final impact on customers will depend on factors such as willingness of electricity retailers to
reflect our price reductions in their pricing, actual energy consumptions and the impact of incentive
schemes.
With respect to our charging structures, we are proposing changes to residential and small business
structures to accelerate the pace of tariff reform without jeopardising stakeholder support that crucial for
change to occur. As for our original proposal, we intend to introduce a new two rate tariff for customer
connections, customers seeking supply upgrades to three phase and customers installing solar or
batteries. We are now also proposing to move residential customers on legacy tariffs to the new two rate
tariff. The objective remains to encourage customers to move discretionary energy usage into off-peak
periods. Our customers continue to support simplicity in tariff structures hence the adoption of a two-rate
tariff. Further information on our revised pricing structures is available in our tariff structure statement
attachments.
1.6 Responding to government stimulus
In response to the COVID-19 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.
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We expect increasing pressure on our net connections forecast being driven by the $6 billion Victoria’s
Big Housing Build program including over 12,000 new social and affordable homes and a 50 per cent
land tax discount for build-to-rent new developments until 2040. Similarly, our gross connections forecast
will come under pressure from the more than $10 billion being spent on new road and rail projects that we
underpin with new infrastructure and asset relocations, and the announcement of the second Victorian
Renewable Energy Target auction.
These same programs will also add to network’s capacity demands that we seek to accommodate
through our augmentation forecast. The augmentation forecast will face further pressure from new
policies to accelerate the uptake of zero emission vehicles and the development of a gas roadmap
seeking to electrify industrial gas users. While electricity demand growth may be tempered by
expanded energy efficiency schemes, these effects are broad based and are unlikely to offset location
specific demand drivers, and can also can increase electricity demand as people switch away from gas.
Under the extra $191 million spend on Solar Homes, our distributed energy resources integration forecast
(digital network program and already reduced solar enablement program) will need to accommodate an
additional 42,000 solar and 17,500 more battery installations.
These impacts on our network will need to be managed within our existing forecasts as it has not been
possible to update forecasts prior to our revised proposal. The AER must carefully consider the added
pressured on our forecasts when making its final decision.

How to provide feedback
Customers and stakeholders are invited to review our 2021-2026 revised proposal and to provide
feedback to the AER.
For more information, please see the contact details below.
Source

AER

CitiPower

Visit

www.aer.gov.au

www.talkingelectricity.com.au

Email

VIC2021-2026@aer.gov.au

talkingelectricity@powercor.com.au
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2.1 We are constantly learning and improving our engagement approach
In 2017 we embarked on a four-year journey with our customers and stakeholders, to develop investment
plans that meet changing customer needs. Our engagement process called 'Energised 2021-2026'
involved over 11,000 customers and stakeholders in an inclusive program of surveys, deliberative forums
and workshops, as well as collaborative input from our Energy Futures Customer Advisory Panel
(EFCAP) our Customer Consultative Committee (CCC), and review by the Australian Energy Regulator's
(AER) Consumer Challenge Panel (CCP17).
We chose a path of engagement that focused on 'grass roots' customers, and catered for the breadth,
depth and topics to suit our customers' interests and appetite for engagement. Ultimately, our goal
throughout the journey was to learn more about our customers' values and preferences and propose a
combination of programs that deliver the most valued outcomes while keeping prices low.
We have received relatively consistent feedback about our engagement over those four years—that while
our engagement has been broad and comprehensive, a stronger link between 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, which complements our grass-roots approach. We established a new
Customer Advisory Panel (CAP), comprising five informed representatives of different customer groups
and policy makers. We have equipped the CAP with detailed information packs about our marquee
programs and topics of engagement, allowing for deep and meaningful input into our revised proposal
plans. This collaborative approach is the cornerstone of our revised proposal—together with the CAP we
have reduced our expenditure proposal by $47 million to address our customers' growing affordability
concerns.
We've also learnt that despite offering what we think is the best value for customers in Australia—best
reliability outcomes and outstanding customer service at the lowest prices—we can improve how we
communicate the benefits delivered to our customers.
As such, despite the reduction in our revised expenditure proposal, we want to make further commitments
to delivering better outcomes today and into the future. Together with the CAP we have begun a process
of developing measurable outcomes-driven 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.
Most importantly—the journey does not end here, this is just the beginning. Our CAP will become one
part of our business as usual stakeholder engagement and customer communication strategy
summarised in this chapter and detailed within CP RRP APP02. We will also work with the CAP to
develop measurable output-based commitments that we can report against to improve transparency, trust
and understanding of our performance against targets.

Chapter 2 photo:
Tennant Reed, Principal
National Advisor,
Australian Industry
Group and member of
our Customer Advisory
Panel taking part in a
meeting from his home
office.
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2.2 Our new Customer Advisory Panel has changed the way we engage
In response to stakeholder feedback, and through learnings from other networks, particularly SA Power
Networks and AusGrid, we have established the CAP. The CAP is now a key customer advisory group to
collaborate with us to develop our future program of works through collaboration and representation of
customer and stakeholder views and preferences.
The CAP ensures customer and stakeholder views are embedded in decision making processes and new
challenges are addressed with customer and stakeholder views at the forefront of proposed solutions.
This includes in areas of overall customer research and engagement, energy market transformation, tariff
reform, improving customer experience, and any other topic that impacts or is important to our customers.
We consider the CAP to be a significant part of our evolution as a business which actively involves
customers in our decision making. We have collaborated with the CAP to finalise marquee programs in
our revised proposal, but more than that, the CAP will be an on-going party that provide input into
business decision from an early stage of consideration. Starting this early will ensure that when the 2026–
2031 regulatory reset comes around, the CAP will have a strong knowledge base to effectively negotiate
customer outcomes.
While our EFCAP supported consultation for our original proposal, we streamlined the CAP membership
to a small but impactful group of five. The members are highly informed and influential industry
stakeholders and representatives of household and vulnerable customers, commercial customers, the
renewables sector and policy makers. We recruited the members based on their constituency,
demonstrated customer advocacy experience, industry knowledge and understanding of the electricity
distribution regulatory framework. The members are:
•

Gavin Dufty, Executive Manager Policy and Research, Society of Saint Vincent de Paul

•

Shelley Ashe, Associate Director, Energy Consumers Australia

•

Tennant Reed, Principal National Advisor, Australian Industry Group

•

Dean Lombard, Senior Energy Analyst, the Renew

•

Nathan Crombie, Director, Energy Consumer Policy, Department of Environment, Land, Water and
Planning.
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2.3 What we’ve been doing since our regulatory proposal
In the time since submitting our original proposal, the world has changed immensely. The COVID-19
pandemic has posed new challenges for our customers and our daily operations, introducing a level of
uncertainty in our planning unlike seen before. The COVID-19 pandemic has also elevated the
importance of ensuring affordability of our services as the communities we service face unprecedented
hardship.
It is in this uncertain environment that engagement becomes even more important. We don't claim to
know all the answers. We have reached out to stakeholders and our CAP to get their input into how we
should approach short-term and long-term planning with high levels of uncertainty, and what adjustments
we should be making to our plans to account for these challenges. We engaged on this topic early, prior
to the publication of the draft determination. This allowed us enough time to consider various scenarios
and set up planning that includes the potential for last-minute revisions to our revised proposal arising
from policy changes.
We also took the time to reflect on how we have engaged to date, where we can improve our
engagement outcomes, and how we can better demonstrate what our proposal means for our customers.
Our new and improved approach is detailed below.
2.3.1 We’ve received valuable feedback from stakeholders
Immediately after submitting our original proposal, we undertook a 'road show' with key stakeholders,
including the AER Board, Victorian Government, Energy Consumers Australia (ECA), the CCP17,
Brotherhood of St Laurence, and the Australian Energy Market Commission (AEMC). The initial feedback
acknowledged our strong performance over the current regulatory period, however stakeholders wanted
us to identify more savings in the 2021–2026 period and seek further support for some of our marquee
programs through deeper levels of engagement.
In June and July 2020, we reviewed all presentations and submissions on our original proposal and
identified the reoccurring themes and concerns that stakeholders raised. This included our customer
engagement outcomes. We had a series of one-on-one meetings with key stakeholders who provided
submissions and gave them an opportunity to provide further feedback on issues raised, as well as an
opportunity to guide the other topics or areas they would like to see further engagement on.
Overall, we received a strong message that stakeholders were seeking a better balance between
affordability and outcomes, greater innovation and ambition, further engagement and a clear
demonstration of how customer input has driven the outcomes we are proposing. They were asking us to
demonstrate 'skin in the game' regarding delivering on these outcomes.
With this feedback in mind, we revised our stakeholder engagement activities as described in section
2.3.2.
In addition to targeted engagement, we set up regular monthly updates with the CCP17 and the ECA, to
ensure transparency and a no-surprises approach for the revised proposal. This responded directly to a
recommendation of the CCP17 in their submission to the AER's issues paper.
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2.3.2 Our engagement for the revised proposal is more targeted
From mid-2020 we embarked on a targeted engagement program to address several key topics that were
raised by stakeholders in their submissions. Part of the feedback we received related to our engagement
to date being too high level, too broad and distributor-driven—as such we wanted to reshape our
approach to let stakeholders tell us what they would like further engagement on, and hone in on those
key issues in more time and depth.
This round of engagement with the key stakeholders shaped the topics for further engagement with a
wider stakeholder group. We focused on three key topics and ran three stakeholder workshops with
around 25 stakeholders per workshop, during September and October 2020, as summarised in the table
below. These were run by our research partner, Forethought, to ensure independence and expertise in
seeking feedback and summarising results. The extensive feedback and insights allowed us to better
understand what changes our stakeholders expect to see in our revised proposal, but more broadly, what
factors we should be considering and weighing up when designing our future plans.
The table below summarises our engagement through these workshops, and in section 2.4 we discuss
how we used that feedback.

Source: CitiPower
Forethought's summary reports, including the presentation materials, for each topic are submitted as
CP RRP ATT05, CP RRP ATT06 and CP RRP ATT07.
2.3.3 We have collaborated with the CAP to get the best outcomes for customers
Following the workshops, we collected the background information and the feedback and presented it to
our CAP, for purpose of getting a deeper and more collaborative input into shaping our revised proposal.
Our engagement with the CAP also included a topic on 'customer experience' which was not part of the
engagement with a wider group of stakeholders as:
•

we had already received substantive feedback on our customer enablement program through
stakeholder submissions and one-on-one meetings

•

we ran a separate engagement program on our customer service incentive scheme (CSIS)
development (see CSIS chapter).
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The CCP17 participated in each session as observers. In section 2.4 we discuss how we used CAP's
feedback to influence our revised proposal.
For each topic we prepared detailed pre-read materials that were shared with members a week in
advance. This allowed members time to familiarise themselves the topic and minimise the need for
presentations on the day. The agendas included only 15 minutes of presentation time with more than 1.5
hours of discussion time on the topics. The decision questions were shared with members a week in
advance. We designed the CAP meetings this way to ensure that we talk from the business was
minimised and we listened more, allowing each CAP member to be heard and share their views. This is a
change from how we ran meetings with the EFCAP in the build up to our original proposal and is driven
by both learnings from those EFCAP meetings and stakeholder suggestions for improvement.
Following each CAP meeting, we circulated detailed minutes for member comment within a week of each
meeting, including actions on us to either respond to questions/comments raised or provide an update on
our revised proposal approach. Through this process, we have addressed each comment or question
raised over the course of the four meetings, ensuring a frank and honest relationship with the CAP, as
well as transparency and commitment from us. This 'your feedback, our response' approach has helped
us to clearly demonstrate where we have adapted our revised proposal based on customer feedback.
Overall, the CAP members have been pleased with the workshops and found them valuable, highlighting
the level of depth of materials provided, their ability to contribute to the sessions, as well as our postworkshop actions. The CAP members have also told us our proposed changes to how we operate, and
updates to our proposed programs, are clear and include CAP's collective feedback.
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. I have found the meetings
to date informative, respectful and responsive to views and expectations presented by members.
As this process is developed I believe it will lead to enhanced outcomes for energy consumers.
Gavin Dufty, CAP member.

The new CAP looks to be a significant step in bringing consumer and community perspectives
into CitiPower/Powercor/United Energy’s decision making. So far, the businesses have shown
considerable openness to CAP members, sharing key Information and having frank discussions
with members about the issues at hand and the alternative approaches to them. Importantly, the
business has been coming back to the group at a later date to show how our feedback has
influenced their decisions – this accountability is a hallmark of good stakeholder engagement. I
have particularly appreciated the time we’ve been given before meetings to read and digest the
relevant supporting documentation so meetings can be focused on the sharing of views and
discussion of issues.
It’s early days yet, but I am confident that this approach will help deliver good outcomes for the
businesses’ customers by ensuring that independent consumer perspectives are considered in
business development and service delivery.
Dean Lombard, CAP member
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In the final CAP workshop, we began to co-design a list of output-driven business commitments, to be
finalised in the first quarter of 2021. These commitments will reflect areas of improvement and include
metrics that demonstrate how we are delivering promised programs or showing 'skin in the game'.
All the CAP materials, including agendas, minutes and our responses are available under attachments
CP RRP ATT08 to CP RRP ATT36.
2.4 What we’ve heard and how we’ve responded
We have heard from our stakeholders, and the AER, that we have not articulated how customer input,
feedback and preferences have shaped our proposed plans. For the revised proposal we have
implemented a targeted engagement program with industry stakeholders and the CAP, enabling a clear
link to be drawn between the feedback received, and our revised proposal.
Overall, the collaboration with the CAP, including consideration of feedback from wider stakeholder
groups, has resulted in streamlining of several marquee programs and resulting in an expenditure
reduction of $47 million from our original proposal. This reflects a joint concern for the hardship our
communities are experiencing at present and placing an emphasis on affordability in this time of
uncertainty. Our revised proposal still allows us to deliver most of the outcomes that our customers have
asked for, albeit reducing the number of 'nice to have' initiatives and focusing on the safety programs that
deliver demonstrated net customer benefits.
The following six tables summarise the feedback we have received from our stakeholders since July 2020
and how we are addressing it in our revised proposal.
How we are improving our stakeholder engagement

Source: CitiPower
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Shaping our Customer Strategy together

Source: CitiPower
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Our revised customer enablement program

Source: CitiPower
For a detailed summary of how stakeholder feedback has shaped our revised customer enablement
program, refer to CP RRP ATT15. Please also refer to the meeting minutes, CP RRP ATT14 and CP
RRP ATT27 for the full summary of CAP's feedback.
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Incorporating the impacts of COVID-19 in our forecasts

Source: CitiPower
For a detailed summary of how stakeholder feedback has shaped our response to the COVID-19
pandemic, refer to CP RRP ATT29. Please also refer to the meeting minutes, CP RRP ATT20 and CP
RRP ATT36 for the full summary of CAP's feedback.
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Our revised Future Network proposal

Source: CitiPower
For a detailed summary of how stakeholder feedback has shaped our revised future network program,
refer to CP RRP ATT24. Please also refer to the meeting minutes CP RRP ATT27 for the full summary of
CAP's feedback.
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Our revised wood pole asset management proposal

Source: CitiPower
For a detailed summary of how stakeholder feedback has shaped our revised wood pole asset
management program, refer to CP RRP ATT26 and CP RRP ATT30. Please also refer to the meeting
minutes CP RRP ATT27 for the full summary of CAP's feedback.

23

2021−2026

REVISED PROPOSAL

CITIPOWER

24

2. Stakeholder engagement

2.5 This is not the end of the journey
We recognise collaboration with our stakeholders and customers will be key as we start preparing our
network to meet our customer’s changing needs. Our engagement focus has shifted beyond regulatory
resets to tackle the emerging issues such as two-way energy markets, integration of electric vehicles and
tariff reform.
Accordingly, we have developed a strategy for continual customer and stakeholder engagement as part
of our business-as-usual operations. With a goal of ensuring customer needs and priorities are at the
centre of what we do, this strategy involves:
1.

Customer research—implementing a longitudinal research study into customer perceptions and
priorities to constantly monitor and report on trends and insights relevant to network decision-making.

2.

Escalated governance—further strengthening the internal governance framework for assessing and
considering customers insights at Board and executive levels.

3.

The CAP—sustaining the CAP on an ongoing basis to provide a regular sounding board and
representative body to ensure decisions and plans developed by CitiPower best meet customer
needs.

4.

Industry collaboration—working with credible industry and community organisations to ensure we
actively participate in programs which address the needs of customers and stakeholders.

5.

Stakeholder engagement and communication—a continual program of mass communication, digital
information and targeted stakeholder engagement to build high awareness of our network and its
performance.

We believe benefits of this approach will be realised for our customers by:
•

sustaining our position as the least cost urban network for customers to support affordability objectives

•

contributing positively to the safety and resilience of communities within our network region

•

ensuring we are facilitating customer choices for distributed energy resources and technologies which
generate environmental benefits

•

continuously improving our customers’ experience with us online, in the field, and in person

•

better tailoring customer facing initiatives and services for customers with specific needs including
financially vulnerable and those dependent on electricity for vital life support.

Ahead of the next regulatory reset (2026–2030), we also believe the benefits of this approach will be
realised within our business by strengthening our cultural alignment internally with customer centric
objectives and establishing a more substantial research foundation for the development of future
regulatory proposals. For detailed information on this revised strategy, please see CP RRP APP02.
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2.6 The AER’s draft framework for considering consumer engagement
The draft determination introduced a draft framework for considering consumer engagement. We support
an assessment framework that helps guide distributors, however we consider the framework should
undergo a proper consultation process outside of the Victorian determination, including independent
reviews by customer and stakeholder engagement practitioners.
We support a framework that encourages innovation in engagement and allows for variation and choice in
engagement approaches. This includes balancing both 'shallow' engagement with large numbers of
grass-roots customers and 'deep' engagement with informed stakeholders.
We also support a framework that measures success through a multitude of factors, not just a financial
criterion or comparisons to historical expenditure. Factors for measuring success should include service
outcomes, appropriate measures of tracking against service commitments, considerations of trade-offs
between service outcomes and affordability, as well as consideration of the efficiency of delivering
services.
We caution against a framework that:
•

relies solely on the participation of highly trained and informed stakeholders, putting less value of
engagement from grass-roots customers

•

measures success predominantly through expenditure reductions.

Finally, to apply the framework for each distributor's engagement process evaluation, we would
encourage the AER to be more actively involved and participative in each distributor's engagement
process from the outset. This would provide the AER an appreciation of what it is like to carry out a large
body of research through many years of engagement. Assessment and interpretation based solely on the
regulatory proposal will always be difficult and subject to misunderstandings and error.
We look forward to working with the AER and stakeholders further on the finalisation of the framework.
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3.1 Introduction
The COVID 19 pandemic (pandemic) has disrupted social behaviours, business operations and Victoria's
economic outlook dramatically. It is unclear how long the pandemic will last or how long the economic
impacts will endure. The heightened level of uncertainty and the devastating impact the pandemic has
had in Victoria have made the preparation of this revised proposal challenging.
In preparation of the revised proposal, we have carefully considered the impact the pandemic has had on
our original regulatory proposal and how individual positions or assumptions may have changed. Whilst
we engaged with external forecasters, we particularly wanted to understand the impacts on our
customers. For that purpose we conducted a wider stakeholder forum in September and held a separate
session with our Customer Advisory Panel (CAP) in October to ensure we understood their individual and
collective experiences.
As a result, we have chosen in almost all cases to adopt the draft determination forecasts including the
residential connection forecasts provided by the Housing Industry Association (HIA) and Australian
Energy Market Operator's (AEMO) latest demand forecasts.
Consideration has been given to the considerable impact the pandemic has had on productivity. We
believe these changes in productivity will, in many cases, be permanent as we move to 'COVID normal',
especially in Victoria. The AER's approach to productivity assessment, as outlined in Final decision paper
Forecasting productivity growth for electricity distributors, has not considered events such as a pandemic.
As such, it penalise distributors subject to the pandemic, especially those in Victoria where the effects of
the pandemic have most strongly been felt. Nonetheless, in the interests of maintaining affordability for
our customers, and recognising the severe hardship the pandemic has imposed on Victorians, we have
not sought to include additional costs to offset the decline in productivity.
This chapter outlines the changes we have made for the pandemic to our original proposal.

Chapter 3 photo:
CitiPower crews
operated under COVIDsafe work practices to
progress critical works
and maintain safe and
reliable supplies while
also minimising impacts
on our customers living
through lockdown
conditions.
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3.2 What we’ve heard and how we’ve responded

Source: CitiPower

CITIPOWER
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3.3 Why are we talking about the pandemic?
The pandemic we have experienced in Victoria is part of the ongoing worldwide battle with coronavirus
disease 2019 (COVID-19) caused by sever acute respiratory syndrome coronavirus 2 (SARS-CoV-2).
The first confirmed case in Australia was identified on 25 January 2020, in Victoria.
Since the first case Victoria has experienced two waves of infection. The first, which involved the closure
of international borders, social distancing and the closure of non-essential services commenced on 21
March before a short-lived lifting of restrictions through June/July. The second wave, which triggered a
more severe lockdown commenced in July and remained in effect until November.
As of 12 November 2020, Victoria has reported 20,345 cases and 819 deaths.

NEW COVID-19 CASES, VICTORIA

Source: Victorian Health and Human Service website, 12 November 2020
In response to the first wave of the pandemic, we developed a proactive, voluntary relief package
(package) to assist our customers and their retailers impacted by the pandemic. The package was
developed without the need for regulatory intervention with the objective to:
•

provide immediate relief to small business customers that had ceased operations due to the pandemic

•

provide network charge relief by rebates/deferrals for residential customers impacted by the pandemic

•

provide specific support for small retailers.

The initial package was modified and adjusted based on feedback from our retailers.
The package has been in place since April, has been extended twice and will remain in place until at least
January 2021. The package continues to be regularly reviewed and adjusted in line with new information
and via consultation with key bodies such as the Essential Services Commission of Victoria.

30

2021−2026

REVISED PROPOSAL

CITIPOWER

3. Impact of COVID-19 pandemic

We have also considered changes in load profiles arising from the pandemic.
The figures below compare average energy usage between 2019 and 2020. The comparison days have
been selected over periods in which temperatures were similar. This is necessary as load profiles are
very sensitive to temperature.
Whilst the decrease in commercial loads is clearly identifiable, the load shape itself remains similar. In the
case of weekday residential loads, there is a slight concentration in load. The morning peak has shifted
later by half an hour whilst the evening peak is an hour earlier. There is also an increase in residential
weekday load. In contrast commercial and industrial consumption has declined during the day.
AVERAGE DAILY DEMAND 2020 COMPARED WITH 2019 (MW)

Source: CitiPower
In summary, there have been declines in commercial and industrial loads over 2020 compared to 2019.
This is not unsurprising given Victoria's extended lockdown. We have been impacted more than most
distributors given our franchise area covers the central business district and inner suburbs. Despite this,
the reduction in load is not as great as would be expected. This is because residential load growth in
some of our outer most residential areas has experienced strong growth in residential consumption e.g.
Stonnington, Boorondara and Port Phillip.
Total consumption of commercial and industrial customers has declined, with the majority the decline
being felt through the middle of weekdays. In contrast, weekday residential load profiles have observed
increased loads through the middle of week days. Residential weekday demand has also shifted with
later morning peaks and earlier evening peaks. The peaks during the morning and evening for residential
customers have also increased.
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3.5 What were the views of our customers?
A clear message from our stakeholders since our original proposals has been the need to consider the
impact of the pandemic on our regulatory proposal. Such was the interest in the issue, we decided to
directly engage with our stakeholders, both through a wider consultation and in a more intimate setting
with our CAP.
On 9 September we conducted a session with a wider set of stakeholders to discuss the pandemic and its
impact on our original proposal. The session included a wide range of stakeholders including the
Brotherhood of St Laurance, St Vincent de Paul, Energy and Water Ombudsman of Victoria, Council of
the Aging and the Clean Energy Council amongst many others. The sessions were independently
produced and facilitated by Forethought with minimal involvement of the business.
Below summarises what we heard from stakeholders in that session. It should be noted the draft
determination was not available at the time of the session.

Source: Forethought
The session took stakeholders through a discussion seeking how the pandemic had impacted on them
(and their constituents) and their everyday use of energy. A second session then presented a range of
preliminary forecasts acquired in August 2020 as 'thought starters' from a variety of forecasters including
BIS Oxford, Macromonitor and the National Institute of Industry and Economic Research (NIEIR).
Participants were then invited to comment.
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For reference, the table below summarises the major differences between each forecasters' assumptions.

Source: CitiPower
The stakeholder forum elicited a wide range of views, reflecting the rich diversity of experience the
participants had encountered through the pandemic. There was near universal recognition this was an
unprecedented era of uncertainty and that there was no 'silver bullet' for forecasting the impact of the
pandemic.
On 5 October, we presented Forethought's summary of the wider stakeholder forum to the CAP. The
CAP was aware of the draft determination at the time of their meeting. Most CAP members also attended
the wider stakeholder session.
The CAP was invited to provide feedback on the wider stakeholder forum and then to provide guidance
on how we should proceed in forecasting for the purposes of our revised proposal. We received extensive
feedback including:
•

there is a greater than usual amount of uncertainty around the key parameters that shape our
forecasts

•

rather than attempting to identify the 'most likely' scenarios, we should rely on 'low scenarios' to
demonstrate conservatism, and potentially seek contingent projects or another mechanism to adjust
allowances for actual macroeconomic factors. This could be done by flagging the areas of most
consequential uncertainty to allow for a trigger for a contingent project (i.e. population growth)

•

however, it was also highlighted that this approach could mean moving away from incentive-based
regulation, and that we should be cautious about proposing changes to the established framework

•

there was a suggestion that we should build in implications to each of the forecasted scenarios from
the baseline to give stakeholders an understanding of the impacts of the uncertainty that can happen
(i.e. what does it mean if the ‘actuals’ are higher or lower than the forecasts)

•

structural changes in the economy (from government policy) will become more clear after the budget
has been passed down, this will make the long term impacts of pandemic perhaps more clear
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•

there should be more consideration of what the parameters look like moving forward in terms of side
constraints, glide paths and reallocations, and how do you mitigate those shocks going forward. This
is particularly important for ensuring glide paths that minimise impacts to consumers

•

there should be more work with customers and the community through this uncertainty. For example,
propose lifting up complementary measures. If there is more change, there are a significant amount of
complementary measures you can use to help customers deal with the change

•

it was highlighted that while there is uncertainty now, it is becoming more certain that the negative
effects on the community are going to be around for a long period and we should be taking that into
consideration

•

there should also be more consideration of shifts in demographics, likely downsizing by households, a
shift to regional areas and similar.

Members of the CAP believe there is a higher level of uncertainty in forecasting for the next regulatory
period. Some members supported us adopting a conservative approach with the potential for an earlier
review by the AER, such as an 'off-ramp' if necessary.
The adoption of a conservative approach was not because it was necessarily the 'most likely' scenario,
but because it reduced risk for customers. It was noted that if an 'off ramp' solution was to be adopted, it
would require us to establish trigger points/thresholds and metrics would need to be outlined in our
revised proposal. CAP also noted the approach would potentially conflict with an incentive-based
regulatory framework.
The CAP considered load profiles. The consensus was there is a lot of uncertainty around the short
versus longer term impacts of the pandemic. It was broadly agreed there would be a middle ground,
where we will not return to a pre-pandemic world, but behaviour will not continue as it has been in
lockdown. There is more work required to properly capture the evolving trends. Understanding these
trends was not going to be a possibility for the revised proposal.
3.6 What are we proposing?
We propose to accept the forecasts provided in the draft determination. Based on the current
environment, providing an alternate set of forecasts capable of acceptance by the AER would not be
possible. Whilst we are deeply concerned AEMO has consistently underestimated growth in our network,
we recognise in the current environment there is too great an uncertainty for us to propose an alternative.
Our acceptance of the HIA forecasts is only for residential connections and customer numbers. We don't
accept their application to large connections which, as discussed in the capital investment chapter, are
more linked to government stimulus. This is consistent with the feedback we received at the wider
stakeholder forum where stakeholders felt our connection forecasts should account for changes in
infrastructure policy. At the time of the forum, the outcomes of the Federal Budget were not known. Our
stakeholders however felt the Federal and State Budget would be strong drivers of future large
connection activity.
Our wider stakeholders and CAP emphasised the importance of affordability, and the role accepting
conservative forecasts can play in making services more affordable. Conservative forecasts reduce
augmentation, connection and operating expenditure allowances in the short term. However artificially
deflating allowances can result in penalties under each expenditure incentive scheme which customers
have a 70 per cent share in. Nonetheless we recognise the importance of delivering immediate
affordability at this juncture in time.
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Consideration was given to proposing a nominated pass through event or 'off ramp', as identified by some
of our CAP members. However as also identified by other CAP members, to proposing these types of
events undermines the incentive properties of the regulatory framework. Like our CAP members, we are
strong believers in incentive-based regulation, particularly for something as fundamental as demand and
customer forecasts. Further we felt proposing a pass-through mechanism could create even greater
uncertainty.
In accepting the draft determination forecasts, we have accepted the expenditure allowances sensitive to
these forecasts including augmentation, most replacement and connection expenditure and operating
expenditure rate of change. We note the AER has discretion to update its forecasts for the final
determination and arbitrarily adjust our expenditure forecasts. We don't consider such an approach to be
in good faith. Further we would question the AER's ability to obtain robust forecasts in an environment
where most forecasters are unwilling to provide estimates given the current economic volatility.
3.7 Will productivity be impacted
The pandemic has impacted our productivity performance. Like most industries, we have been required to
amend our work practices to reduce the risk of transmission of the virus amongst our employees and
customers. The essential nature of electricity distribution means we have needed to continue to operate
continuously through both Victorian lockdowns whilst minimising the impact on customers, especially
residential customers who more than ever, needed a reliable and safe electricity supply, as they adapted
to working from home.
Our office-based staff have mostly been able to operate from home. This has not been the case for fieldbased staff, which form the majority of our employees. Field employees have been required to adapt to a
number of immediate and perhaps permanent changes in work practices as outlined below.

Source: CitiPower
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The changes have impacted our expenditure program over 2020. It is too early to understand the
magnitude the impact on our 2020 expenditure program and how many of these changes will become
permanent in future years. We have chosen not to pass these productivity changes onto our customers
through adjusting our unit costs (our unit costs are almost entirely based on data prior to 2020) or by
adjusting work volumes in future years. Instead we are absorbing the impacts given the devastating
impact of the pandemic on our customers and affordability concerns we received from our wider
stakeholder forums and from the CAP.
The negative impact on productivity will challenge our ability to meet the draft determination's aggressive
0.5 per cent productivity adjustment. It is noted the draft determination remains steadfast in incorporating
the assumption. Given the impact of the pandemic, and the draft determination failure to note the different
situation of Victoria, we expect the real productivity impact on our business to be more in the range of 0.5
to 1.0 per cent. Even within Victoria, Melbourne has suffered the brunt of lockdown limitations. All of our
network is located in the Melbourne lockdown zone. This highlights the inability of the AER's productivity
approach to accommodate structural breaks or differing circumstances across networks and jurisdictions.
To further contextualise the productivity task, the AER rejected most our step changes and pass through
adjustments based on materiality. AER staff have advised materiality is a proxy for negative step changes
they believe we will benefit from, but cannot be identified or quantified. In effect this means when added
to the productivity adjustment, we have a $26 million negative step change. In other words, we must find
$26 million in productivity savings before we draw close to our operating expenditure allowance. This is
before the negative impact of COVID-19 pandemic on productivity is considered.
3.8 Other consequences
The pandemic has impacted other parts of our original proposal.
Prior to the draft determination, we withdrew on 15 May a step change and capital project concerning new
obligations of Environmental Protection (EP) Amendment Act 2018.
At the time of the preparation of our original proposal, the EP Amendment Act 2018 was expected to
repeal the EP Act 1970 from 1 July 2020. The new Act establishes a proactive regulatory approach to
preventing waste and pollution impacts, rather than managing the impacts after they occur. In August
2019, the Victorian Government published the draft EP Regulations (draft regulations), along with the
regulatory impact statement (RIS). Our proposed operating expenditure step changes and capital
program on bunding and noise were estimated based on the draft regulations.
In May 2020, the Victorian Government announced it was deferring introduction of the EP Amendment
Act 2018 to 1 July 2021. The final regulations are also likely to be deferred to post March 2021. The
deferral of the legislation and regulations created uncertainty in our future environmental obligations and
did not provide us sufficient clarity to develop expenditure forecasts for the revised proposal.
As a consequence, we have included the changes to the EP Amendment Act 2018 as a nominated pass
through event discussed in chapter 10.
On 9 July 2020, the Australian Energy Markets Commission (AEMC) published a final determination and
rule which delayed the commencement of the five minute settlement rule and global settlement rule by 3
months, so that they commence on 1 October 2021. The change effectively increased the expenditure we
will incur on the project from the current regulatory period into the next one. Whilst it will impact our
efficiency performance, in the interests of our customers, we have decided not to pursue the recovery of
the additional costs.
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Finally, the reduction in consumption across our network is expected to result in a under recovery of
revenue over 2020. Under the current final determination, revenue under recoveries are added to a future
revenue allowance (2021/22) and recovered in that year.
We recognise the financial stress many of our customers have been under, particularly our commercial
and retail customers. We discussed this issue at our wider stakeholder forum on 30 September and there
was near universal acceptance that deferring recovery of these revenue over a longer period would be in
the interests of our customers.
As a result, we have made a voluntary decision to recover the 2020 revenue under recovery over the
entire length of the next regulatory period.
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4. Poles

4.1 Introduction
Our original proposal forecast wood pole replacement and reinforcement requirements in three distinct
categories—compliance-driven interventions due to measured condition (i.e. pole calculator), compliancedriven interventions due to observable defects (i.e. non-pole calculator), and an incremental risk-based
program.
Our original forecast reflected changes to our asset management practices, following a comprehensive
review by Energy Safe Victoria (ESV) of our Powercor network. We apply the same asset management
practices across CitiPower and Powercor, such that many of ESV's conclusions are relevant to our
CitiPower network. Both the AER and its consultant, EMCa, accepted this approach—for example, the
AER stated that 'it is appropriate that CitiPower should seek to improve its asset management practices
to reflect ESV’s recommendations to Powercor', and EMCa stated the following:1
‘We understand that CitiPower’s wood pole management practices are the same as those
applied for Powercor. Therefore, many of the conclusions reached by ESV in its review of
Powercor’s asset management practice are likely to be directly applicable to CitiPower’s wood
pole population, including taking into account fibre degradation in wood poles and alignment with
contemporary Australian Standards for overhead line design.’
The changes to our asset management practices will drive an increase in pole intervention volumes
relative to our investment in the 2016–2020 regulatory period.
Stakeholders, however, considered we did not provide sufficient evidence to demonstrate our forecast
was prudent and efficient. The AER requested further information, including cost-benefit analysis
demonstrating the expected risk reduction from our pole program, options analysis outlining how
improvements to asset monitoring, training of inspectors, and more frequent inspections will impact our
forecast, and updates to reflect the outcomes from recent field trials.
The draft determination applied a substitute forecast based on our average actual pole replacement
expenditure over the 10 years to 2019.
We have since refined our wood pole intervention forecast and are now proposing less expenditure than
in our original proposal. This reduction is based on updates to our compliance-driven forecast due to
additional information from our field trial, changes to our visual inspection criteria, and the removal of riskdriven interventions.
The changes reflected in our revised proposal, and our concerns with the AER's substitute estimate, are
summarised in section 4.3. Further detail is provided in our attached business case addendum and
forecast model.2
Chapter 4 photo:
Power poles are our
most visible assets in
he community. In
response to community
feedback and changes
to policies agreed with
Energy Safe Victoria, we
are increasing the
volume of poles we
replace or reinforce
each year.

A comparison of our revised pole intervention volume forecast and corresponding expenditure forecasts
are set out in the tables below.

_________________________________
1 AER,

Draft decision, CitiPower distribution determination, 2021 to 2026, Attachment 5, Capital
expenditure, September 2020, p. 5-26; EMCa, CitiPower - Review of aspects of proposed expenditure,
August 2020, p. 45.
2 CP RRP BUS 4.02, and CP RRP MOD 4.21.
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Source: CitiPower
Notes: The AER did not specify volumes in its draft determination; rather, its forecast was undertaken at
a total expenditure level. Our forecast interventions include both replacement and reinforcement
(i.e. staking), but excludes fault-driven, as these have been considered separately.

Source: CitiPower
Notes: Forecast excludes fault-driven expenditure, as these have been considered separately.
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4.2 What we’ve heard and how we’ve responded
Our proposed pole management program seeks to meet our safety obligations, as well as community
expectations of a sustainable asset management program over the longer-term. Our communities will
benefit from our revised pole management practices in the following ways:
•

maintaining safety—our poles program meets community expectations of enhancing safety around our
poles through both visual and measured condition

•

sustainability—as poles age and their condition worsens over time, our program ensures a more
sustainable and stable level of interventions is achieved, so as to avoid the risk of future bill shocks.

We recognised the value in discussing our proposed investment with our stakeholders. Following our
original proposal, we met with key stakeholders, including Energy Safe Victoria, the Victorian
Government, Energy Consumers Australia, and the Consumer Challenge Panel. We also presented to
the AER Board.
Since the draft determination, we have continued this engagement, including the following:
•

we commissioned external engagement experts, Forethought, to facilitate a workshop to discuss how
best to manage and replace poles and wires in the 2021–2026 regulatory period. This workshop
included representatives from energy regulators, government, industry bodies, peak bodies and
charities

•

we presented our wood pole asset management practices and proposed response to the draft
determination to our newly established Customer Advisory Panel (with the Consumer Challenge Panel
also invited).

A summary of what we've heard from our stakeholders, and how we have responded is provided in the
following table.
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4.3 Our revised wood pole replacement and reinforcement forecast
Our revised forecast includes wood pole replacement and reinforcement requirements in two distinct
categories—compliance-driven interventions due to measured condition (i.e. pole calculator), and
compliance-driven interventions due to observable defects (i.e. non-pole calculator).
Since submitting our original proposal, we have worked with our stakeholders to refine these forecasts:
•

our pole management improvement plan has been accepted by ESV. This plan outlines how we will
respond to ESV's recommendations, and we will be committing to these policies through our
Electricity Safety Management Scheme (ESMS), and our Bushfire Mitigation Plan (BMP)3

•

we completed a field trial of over 4,100 wood poles to better inform the assumptions used in our
enhanced pole calculator. This trial was originally due to be completed in late November 2020, but we
accelerated the timing in response to stakeholder feedback. The trial resulted in a downward
adjustment to the loading (or strength) we assumed was required at the top of our poles, which all else
being equal, means our poles will remain serviceable with less 'sound' wood than in our original
proposal

•

we reviewed the basis of our compliance-driven interventions that were due to observable defects,
and have now removed our previous criteria associated with replacements due to large visible cracks.
This criterion was introduced to address community concerns (rather than a technical justification),
and given other changes in our asset management practices, the deterioration associated with these
observed defects is expected to be captured in our 'measurable' condition assessments (i.e. through
our enhanced pole calculator)

•

we engaged EA Technology to develop cost-benefit models to ensure our risk-driven interventions
were economic, and had these models peer reviewed by CutlerMerz. This modelling was completed
for Powercor, and only identified a low volume of poles where risk-driven interventions were
economic. Given this outcome, and that our CitiPower network is not subject to the same bushfire risk
as Powercor, we have now removed all risk-driven interventions from our forecast.

Overall, the improvements in our compliance-driven forecast methods, and the removal of risk-driven
poles, has led to lower forecast intervention volumes (and therefore expenditure) for wood poles in the
2021–2026 regulatory period relative to our original proposal.
Our business case addendum also responds to the specific concerns raised in the draft determination,
noting many of these have been addressed through the revisions to our forecast. This includes reasons
why the AER's substitute estimate is unreasonable and will not provide us an opportunity to recover the
prudent and efficient costs associated with our wood pole management program. Most notably, the AER's
reliance on a long-term historical forecast reflects pole asset management practices that are no longer
being applied, and would not allow us to meet the recommendations set out by ESV—it would not allow
us to meet our compliance obligations under the Electricity Safety Act.

________________________________
Our revised BMP—which represents a binding obligation under the Electricity Safety Act—will be lodged
to ESV following final endorsement of our revised policies by our Strategic Asset Management Committee
(SAMC). Consistent with our pole management improvement program, our SAMC will finalise our revised
policies in early December 2020. Our revised forecast is based on these policies.
3
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5.1 Introduction
The Australian Energy Regulator (AER) incentivises us to improve
our customer service through the service target performance
incentive scheme (STPIS). The customer service measure in the
STPIS provides rewards or penalties depending on the proportion
of fault phone calls we answer in less than 30 seconds.
Our research shows while the call answering service remains
essential for our customers (particularly among our elderly and
vulnerable customer) this measure alone is a narrow incentive for
maintaining and improving customer service performance.
In July 2020, the AER published a new customer service incentive
scheme (CSIS) guideline. The CSIS is designed to encourage
distributors to engage with their customers and, if our customers
desire, design alternative measures of customer service to replace
the fault call telephone incentive.
Customer service is a vital part of our business. Adopting a new
CSIS is a significant opportunity to deliver services our customer's
value and want. We have listened and collaborated with our
customers from across our networks to design a tailored incentive
scheme. We are proud to present a CSIS proposal that reflects
what customer service means to our customers.
Our detailed CSIS submission is attached in CP APP01.
5.2 Customer Engagement
We have adopted a thorough five stage engagement approach to consult a broad range of customers,
providing many opportunities for our customers to shape the scheme design and give feedback. We
engaged with 914 customers across our three networks CitiPower, Powercor and United Energy as well
as our newly formed Customer Advisory Panel, the AER Consumer Challenge Panel (CCP) and Energy
Consumer Australia (ECA) on what customer service priorities were and the design of our scheme. We
engaged independent customer engagement consultants, Forethought, to undertake stages two - four.
5.2.1 Stage one: preliminary research
Stage one of our engagement provided us with preliminary insights on customer service priority areas
that we further explored and validated in the next stage of our customer engagement. A summary of our
key findings for stage one includes:
Chapter 5 photo:
Research with our
customers has shown
50% prefer to receive
information about power
supplies via SMS or text
message, more than
double the next highest
alternative, email at
23%. This has been
factored into planning
for the proposed
Customer Service
Incentive Scheme.

•

reliability and cost are the key priorities for all customers

•

customer service and communication is an area that is key for commercial and industrial customers
and becomingly increasingly important for other customers

•

increasing communication and transparency, simplifying customer processes and improving customer
service was seen as highly or extremely important by approximately over two thirds of residents and
over half of businesses

•

the level of communication with commercial and industrial customers was thought to be low and they
desired a closer relationship, greater understanding of the reasons for power issues and more
dialogue and collaboration on capacity and availability of electricity for business planning purposes.
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As shown in the previous figure:
•

quality and speed of information during outages were highlighted as critical elements across all
networks

•

customers' also value reducing planned outages

•

customers placed lower value on further improving telephone answering but saw retaining
performance as important

•

the concept of reducing customer 'effort' did not resonate so much with our customer groups.

These points helped us design and focus the next stage of stakeholder engagement.
5.2.3 Stage three: quantitative research
Stage three of our engagement gave us a statistically significant quantified evidence of customer
preferences and values, ensuring our qualitative feedback reflected views of a much wider customer
base.
Stage three gave us deep insight into how customers would like to see their customer service priority
areas improved including:
•

improving SMS notification, their preferred channel of communication with us, during an unplanned
outage - reflecting the evolution of customer engagement and the adoption of more modern
technologies

•

telephone calls to the contact centre answered quickly, our customers felt the contact centre was still
relevant to them, particularly in emergency situations

•

our customers found us easy to deal with across a range of services and thus we did not progress a
CSIS design which included an effort score rating as a measure of customer service

•

as a result of our engagement program, we developed a CSIS design that included the priority
customer service areas our customers identified.

5.2.4 Stage four: customer workshop and C&I interviews on CSIS design
In stage four of our engagement we received overwhelming support for the new proposed scheme from
our customers, who were both keen to update the existing scheme and supported the measures we
propose to introduce.
The figure below shows all residential customers either strongly supported or somewhat supported us
adopting the new incentive for customer service improvements.

48

2021−2026

REVISED PROPOSAL

CITIPOWER

5. Customer service incentive scheme

5.3 Our proposed CSIS
Our customers have told us they place value on a range of services, not only fault call answering. The
new scheme will ensure we focus on improving the services customers most value and will set a new bar
for service delivery.
We are proposing to move to an incentive scheme that measures our performance on the speed and
reach of our SMS notifications for customers experiencing unplanned outages and the speed of our
telephone answering for fault calls.
Our scheme has been tailored to our customer's preferences and priorities, allowing for the evolution of
customer engagement and adoption of new technologies. Through continuous and meaningful
engagement, we are confident we have our customers' strong support.
SMS notifications for unplanned outages
We are proposing to send our customers an SMS notification within 6 minutes or less from the start of an
unplanned outage, this is at least 2 minutes faster compared to our current performance. We have added
this stretch target to ensure we are only rewarded for performance better than today. This is in line with
customer and stakeholder feedback we have received on the CSIS design.
Our proposed baseline targets are based on the SMS notifications sent to our customers in 8 minutes or
less over the most recent 18 months of data to 30 June 2020, shown in the table below. Using 8 minutes
to set the baseline means we will be required to deliver a significant improvement in performance to send
at least the same percent of SMS in 6 minutes of less. We currently only send SMS in 6 minutes or less
approximately 27 per cent of the time.
During our stage 2 engagement, customers told us they were interested in the quality of information being
improved during an outage. To address this, we propose the incentive scheme requires SMS sent are
only counted if they contain an estimated time of restoration (ETR), the website for the outage map and
the cause (if known).
Telephone answering
Under our proposed CSIS, the incentive for us to answer telephones in the contact centre during an
outage will still be included and, we will continue to be incentivised to improve the percent of calls
answered on our fault lines within 30 seconds.
Customers were supportive of continuing to include telephone answering in our CSIS design. In retaining
the telephone answering service, we also recognise the importance and essential nature of the telephone
service for our vulnerable customers, including elderly or financial hardship customers, and in emergency
situations.
Our proposed targets for telephone answering are based on the percentage of calls answered within 30
seconds over July 2015 – June 2020. Setting the targets using this approach is consistent with the AER's
STPIS guideline. These targets are outlined in the following table.
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6.1 Introduction
Our revised proposal continues the trend of the past two regulatory periods, delivering real declines in our
revenue requirement which translates to lower prices for our customers. Affordability is important, but so
is service. We are proud to say we are also delivering better and safer network services for our
customers.

Source: CitiPower
Our revised proposal includes:

Chapter 6 photo: Our
customers have become
more conscious of
energy consumption in
heir homes during he
COVID-19 lockdowns.
Since April 2020,
CitiPower has offered a
network relief package
to households and small
businesses financially
impacted by the
extraordinary conditions.
This is administered by
energy retailers.

•

lower capital expenditure, including deferrals of some projects to ensure we are not investing ahead of
technological change, the impact of the COVID 19 pandemic and recognising our stakeholders' clear
priority for affordability

•

an operating expenditure cost base of $472 million ($2021) over the next 5 years, entrenching our
National Electricity Market (NEM) leading efficiencies generated over the current regulatory period,
reduction in previously identified step changes, impact of the COVID-19 pandemic and identification of
further cost savings since our original proposal

•

adoption of the AER's rate of return instrument and tax methodology.

These measures have contributed to reducing our proposed revenue requirement for the 2021-2026
regulatory period from $1,518 million over 2016-2020 to $1,343 million ($2021) over the next five years.
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6.2 What we’ve heard and how we’re responding
Customer feedback on our original proposal highlighted the need for us to prioritise affordability and
target further cost reductions.
By incorporating the feedback from stakeholder submissions on our original proposals, meeting with key
stakeholders to discuss their concerns and the targeted review undertaken with wider stakeholder groups
and our Customer Advisory Panel (CAP) on key issues, we believe we have tailored a revised proposal
that better meets stakeholder needs and is preferable to the draft determination.
Our revised proposal applies the AER's 2018 rate of return instrument 4 (RORI) and the 2018 Tax Review
Final Decision.5 These decisions have contributed to lower revenues and lower network prices.
The draft determination sought additional information on both our operating and capital expenditure
allowances. We have provided supporting information as requested or accepted the draft determination
where appropriate. These matters are covered in chapters 8 and 9.
6.3 Our revised proposal maintains our customers paying the lowest network charges in the
country
Our revised revenue requirement reflects the changes made to our expenditure forecasts, updated rate of
return parameters, responses to stakeholder feedback and updated analysis. The building block
components are discussed throughout the chapter. To assist our stakeholders, below is a waterfall chart
that summarises the differences between the draft determination and our revised proposal revenue
requirement.

Source: CitiPower
Note:
Numbers may not sum due to rounding

_________________________________
4
5

AER, Rate of return instrument, December 2018
AER, Final report, Review of regulatory tax approach, December 2018
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Source: CitiPower
Note:
Numbers may not sum due to rounding
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6.4 Why is the regulatory asset base still climbing
The draft determination accepted our proposed opening regulatory asset values.

Source: CitiPower
Note:
Numbers may not sum due to rounding
The draft determination did not however accept our forecast RAB for the 2021-2026 period and calculated
a revised allowance that:
•

reduced our forecast capital expenditure for the 2021-2026 regulatory period

•

updated expected inflation

•

reduced straight line depreciation as a consequence of reduced forecast capital expenditure.

Our revised proposal differs from the draft determination. We have not accepted the draft determination
capital expenditure allowances and have instead substituted them with a revised set of forecasts
developed in conjunction with our stakeholder feedback and/or technical/economic assessments that
contradict the draft determination. The revised capital expenditure forecasts have a flow on effect to
depreciation. We have accepted the updated inflation rate (though we expect this to be updated for the
outcome of the AER's current inflation review).

Source: CitiPower
Note:
Numbers may not sum due to rounding
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In accordance with clause S6.2.1e(4) of the National Electricity Rules (NER), and our revised cost
allocation method, the RAB only includes actual and estimated capital expenditure properly allocated to
the provision of standard control distribution services.
Many stakeholder submissions have focused on RAB as an important metric in considering distributor
proposals and that negative RAB growth is considered a positive attribute of a proposal. We take a
different view on this.
There is no definitive way to measure an efficient RAB or efficient investment. A good starting point
however is to consider usage. Usage is an indicator of the value customers place on network assets and
how that value has changed through time. A sustainable rate of RAB growth would be one that tracks in
line with usage of the network, whether that is consumption or export.
Usage is not a direct determinant of costs. A 5 per cent increase in maximum demand or customer
numbers will rarely translate directly to a 5 per cent increase in the RAB. Even so, growth in use of the
network should serve as the upper bound for asset growth. This is because real asset growth greater
than network usage over the longer term and will not lead to affordable outcomes for customers. Over
time, customers would spend more of their income on network services and eventually be unable to
afford grid-based electricity and seek alternatives. A distributor would suffer as a consequence as
customers looked elsewhere for their electricity services.
If a distributor's assets are growing at the same rate as its customer base, then the cost per customer
remains constant. If customers' usage of the network increases, particularly at peak times, then it is
reasonable that customers pay more for the increased costs they are placing on the grid. Note again
usage is based not only consumption but increasingly export.

Source: CitiPower
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While we have continued to experience positive RAB growth and based on our revised proposal will do
so, or have forecast to do so over the forecast period, that growth has continued to track downwards
since the start of the current regulatory period. In fact, our RAB growth per customer is the lowest in the
National Electricity Market over the current regulatory period and forecast to continue to be so over the
next regulatory period.
RAB growth is however not only a product of customer and demand growth. We continue to be required
to undertake a number of compliance-based obligations such as advanced metering infrastructure (AMI),
5-minute settlement, meter contestability and our distribution licence requirement to increase the
Melbourne CBD to N-1 secure. These costs are unrelated to network usage but have been determined
necessary by the Victorian Government or the AEMC to realise future efficiencies or to enhance
community safety.
An emerging driver of RAB growth has been integration of distributed energy resources (DER).
Integration of DER does not add to customer numbers, demand or consumption but rather reduces
demand and consumption (through the netting of exports from consumption). Integration of DER still
requires network investment. How DER integration investment is managed and recovered remains
subject to reviews such as the Network Planning and Access for Distributed Energy Resources rule
change being undertaken by the AEMC. Reviews such as these illustrate the RAB growth debate is not a
simple one, and the proposition negative RAB growth is a positive for customers is not necessarily
correct.
6.5 Using the AER approach to return on capital
The draft determination did not accept our regulatory allowance for the return on capital because of the
consequential impact of the draft determination on our RAB and our capital expenditure forecasts for the
next regulatory period.
Our revised proposal rate of return has been prepared consistent with the 2018 RORI and the draft
determination. Our revised proposal rate of return parameters are presented below. We expect the
market observable parameters to be updated for the final determination.

Source: CitiPower
Note:
Numbers may not sum due to rounding
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On 3 November 2020 the Reserve Bank of Australia (RBA) announced that it was embarking on a market
intervention to reduce government bond yields below the level that would otherwise have been set in the
market. Bond yields were already at historic lows before this announcement. The impact will be to
artificially reduce the return on equity calculated under the 2018 RORI. Frontier Economics (CP RRP
ATT51) shows that return on equity calculated under the 2018 RORI is lower than recent allowances of
comparable regulators. This same conclusion was reached in the recent Brattle report commissioned by
the AER.
Frontier Economics sets out the implications of this artificially low return on equity for the benchmark
business which include unsustainable negative cash return on equity, unsustainable negative net profit
after tax and unsustainable credit rating metrics. Frontier Economics calculate that if the AER applied an
inflation forecast of 1.95 per cent in the final determination, the above implications would only be partially
mitigated but all three elements would remain unsustainable. This potentially has implications for how the
Victorian networks are operated over the next few years.
It may not be in the AER’s power to depart from the 2018 RORI for return on equity. However, it is in the
AER’s power to at least provide an unbiased forecast of the inflation that will be applied in their RFMs
over the next regulatory period. The AER applies one-year lagged inflation in the RFMs in Victoria. This
means that the inflation that will be applied for the first year of the next regulatory period will be the
difference between the December 2020 CPI and the December 2019 CPI. This will be known prior to the
final determination. The RBA inflation forecasts for calendar years 2021 and 2022 will match the periods
from which actual inflation will be taken for the RFMs in years two and three. We urge the AER to provide
unbiased inflation forecasts in the PTRM so as not to further exacerbate the artificially low return on
equity.
6.6 And we used the AER approach to tax
The estimated cost of corporate income tax for each year of the 2021–2026 regulatory period has been
calculated using the AER’s PTRM. The tax opening asset values, remaining lives and standard lives
inputs for the PTRM have been calculated in the AER's RFM. The standard tax asset lives are consistent
with the Australian Tax Office (ATO) rulings.
We have forecast immediately deductible capital expenditure based on the average actual amount of
immediately deductible capital expenditure claimed over 2016–2019 as reported in the reset RIN. It is
appropriate to use an average since the mix of capital expenditure can vary from year to year.
We have applied a value of 0.585 for the value of imputation credits consistent with the 2018 RORI. The
estimated cost of corporate income tax is shown below.

Source: CitiPower
Note:
Numbers may not sum due to rounding
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6.7 Setting our regulatory depreciation allowance
The draft determination did not accept our regulatory depreciation allowance due to the consequential
impacts of our forecast capital expenditure and expected inflation assumption not being accepted. The
draft determination did however accept our proposed asset classes, the use of straight-line depreciation
and our standard asset lives. We have maintained these aspects of our original proposal.
For the revised proposal we have updated our regulatory depreciation allowance to reflect our revised
capital expenditure forecasts and inflation assumption.
A summary of our proposed regulatory depreciation allowance presented below.

Source: CitiPower
Note:
Numbers may not sum due to rounding
6.8 Sharing the benefits of efficiency with our customers
Incentive schemes are an important component of our revenue requirement. These include the efficiency
benefits sharing scheme (EBSS), capital efficiency sharing scheme (CESS), demand management
innovation allowance (DMIA) and an adjustment for the use of shared assets.
The CESS, EBSS and shared asset schemes all involve a sharing of efficiency gains between customers
and ourselves. The amounts are included in our revenue allowance. For the CESS and EBSS, these
benefits are split roughly 70:30, with our customers receiving 70 per cent of the benefits. For shared
assets, when our annual unregulated revenue from shared assets is greater than 1 per cent, then 10 per
cent of the forecast unregulated revenue earned is returned to customers.
We have also accepted all other aspects of the incentive scheme adjustments in the draft determination.
The DMIA provides us an incentive to explore demand management alternatives to network capital
investments. It is provided as a fixed annual allowance in the form of additional revenue. The draft
determination chooses to apply the DMIA without modification to our original proposal. We accept this
decision.

Source: CitiPower
Note:
Numbers may not sum due to rounding
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6.9 The ‘bottom line’
The revenue allowance arising from regulatory decisions can sometimes vary between years within a
regulatory period. Minimising price volatility has been identified by our customers as a priority. To ensure
we can meet that priority, we have applied revenue smoothing via a price adjustment mechanism within
the PTRM.
The smoothed revenue and X factor profile have been calculated using the AER's PTRM and ensure our
proposed smoothed revenues are equal to the required revenues in net present value terms.

Source: CitiPower
Note:
Numbers may not sum due to rounding
6.10 X factors for years 2 to 5
The draft determination has goal sought X factors for years 2 to 5 to achieve 3 per cent less smoothed
revenue in the final year of the regulatory period compared with the building blocks. This results in a
smaller price reduction in 2021/22, but a small real decrease in prices in the subsequent four years of the
regulatory period compared to having zero percent X factors.
We propose the X factors for years 2 to 5 be set to zero per cent. This is because:
•

customer and stakeholder groups preferred a full price reduction in first year to help manage hardship
and stimulate growth through the COVID-19 recovery period

•

under the draft determination, the small price reduction in 2021/22 will be eroded by the revenue
under-recovery in 2020 that will need to recovered over 2021-2026

•

a larger price decrease on 1 July 2021 reduces the immediate bill impact for customers who may be
adversely affected by changes in the Tariff Structure Statement from 1 July 2021

•

it better aligns annual smoothed revenue with annual revenue requirement

•

all else being equal, under the draft determination revenue profile there would need to be a 3 per cent
revenue increase on 1 July 2026

•

the revenue increase on 1 July 2026 is likely to be larger than 3 percent because the rate of return is
likely to have returned to more normal levels.
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6.11 Control mechanisms
We accept the draft determination control mechanisms except for some small amendments to standard
control services. These are:
•

the inclusion of customer service incentive scheme (CSIS) as a further component of incentive
scheme adjustments (It). Chapter 5 explains how CSIS revenue adjustments will be calculated. We
propose that the CSIS adjustment be applied with a two-year lag to performance which would mean
that the CSIS adjustments would only commence in 2023-2024

•

the recovery of Energy Safe Victoria (ESV) levies and Australian Energy Market Operator (AEMO)
fees as further components of the L-factor operating similarly to the recovery of Essential Service
Commission of Victoria licence fees

•

an explicit statement that a distributor can choose to defer recovery of revenue relating to an underrecovery in 2020 (due to the COVID-19 pandemic) by up to four years to assist in smoothing
distribution tariffs.
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7.1 Total capital investment
Our revised capital investment forecast responds to the concerns raised by stakeholders and the AER in
response to our original proposal. This includes written feedback from stakeholder submissions, and
ongoing discussions as part of our commitment to continue engaging on key issues such as our asset
management practices, and the delivery of our future network and customer enablement programs.
We recognise the significant effort from the many stakeholders that have helped inform our revised
capital investment forecast, particularly in the challenging environment of COVID-19 restrictions. The
impact of the COVID-19 pandemic has been reflected in our revised forecasts, in addition to the changes
being driven by continued technological advances and the ageing of our network infrastructure.
Our revised capital investment forecast is set out in the figure below. For the reasons discussed in this
chapter, we consider this investment will allow us to keep our network affordable, resilient and flexible for
our customers.

Source: CitiPower
Notes: Forecast exclusive of real escalation

Chapter 7 photo:
Underground crews
upgrading he network
for a customer ini iated
project to support the
development of
residential apartments
on Exhibition Street in
Melbourne’s central
business district.
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Source: CitiPower
Notes: Includes real escalation, excludes disposals
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7.1.1 Investing to keep the network affordable, resilient and flexible
Our capital investment program is focused on delivering our customers’ priorities: affordability, resilience,
flexibility. These investments allow us to provide long-term benefits for the many ways our network
supports our customers.

Source: CitiPower
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7.1.2 What we’ve heard and how we’ve responded
Much of our capital expenditure program was supported by our stakeholders, and the AER in its draft
determination. We heard, however, that further work was required to better demonstrate the need for
some investments, and better balance the priorities identified by our customers (including limiting growth
in our regulatory asset base (RAB)).
As part of our commitment to ongoing stakeholder engagement, we have continued to listen and respond
to our customers in developing our revised proposal.

Source: CitiPower
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Source: CitiPower
Note:
Forecast exclusive of real escalation
7.1.3 We have revised our capital investment forecast down
In total, our revised capital expenditure forecast represents a 21 per cent reduction on our original capital
expenditure proposal. These changes are shown above.
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7.1.4 Our revised capital investment forecast is consistent with historical trends
We started transitioning towards a risk-based asset management approach in the 2016–2020 regulatory
period, and achieved cost reductions through applying our stringent capital governance framework, and
reviewing business performance through our 'World Class' initiatives. These changes provided a robust
platform for future success—it helped us keep our prices lower than our peers (in Victoria and other
jurisdictions), while still delivering strong safety and reliability outcomes.
In the current environment, however, our stakeholders have cautioned about the impact of COVID-19 and
the continued rapid change in the technological landscape. Our revised proposal balances these risks,
and while some asset categories will continue to be lumpy in their investment profile—as explicitly
recognised by the AER in its draft determination—our revised capital expenditure forecast is now more
consistent with longer-term historical trends. This is shown below.

Source: CitiPower
Note:
2020 is first forecast year. Forecasts are inclusive of real escalation.
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The changes in our revised proposal, by asset category, are also shown below. We have accepted the
draft determination for many of these categories, and as a result, our revised forecast is lower than or
consistent with our investment in the 2016–2020 regulatory period. For the reasons discussed further in
this chapter, our revised forecasts for wood poles, zone substation transformers, J18 circuit breakers
(including bus protection), and our CBD cable pit refurbishment program better represent the investment
required to continue to deliver the level of service and safety that our customers expect.

Source: CitiPower
Note:
Forecast includes real escalation
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7.2.1 Trend in asset replacement
In the 2016–2020 regulatory period, we transitioned from considering asset health, to considering both
asset load and health together to inform asset replacement decisions. More recently, we have moved
toward the risk monetisation approaches seen in our business cases and regulatory investment tests.
These shifts in our asset management practices led to a reduction in our replacement expenditure relative
to our regulatory allowance, but we were still able to maintain strong reliability and safety performance
and deliver considerable savings to our customers.
The reduction in our revised replacement expenditure forecast for the 2021–2026 regulatory period
results in an investment profile that is more consistent with our historical trend (i.e. similar to that
observed in the 2011–2015 regulatory period). This trend is shown below, and aligns with stakeholder
expectations that we demonstrate capital restraint where possible.

Source: CitiPower
Note:
2020 first forecast year. Forecast includes real escalation.
7.2.2 What we’ve heard and how we’ve responded
Our stakeholders recognised the work we have undertaken to transition our asset management practices,
and as such, supported many of our large replacement programs based on a risk monetisation
approach—customers acknowledged these investments were necessary to continue to deliver a resilient
network.
It was clear, however, that both stakeholders and the AER had reservations regarding some components
of our replacement program. We have sought to address these in our revised proposal, including the
removal of some programs, and the development of additional supporting material for others. In many
areas, even where we disagree with the underlying reasons, we have shown capital restraint by accepting
the draft determination.
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A summary of what we've heard from our engagement program, and how we've responded, is shown in
the table below.

Source: CitiPower
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7.2.3 Our revised asset replacement forecasts are prudent and efficient
Our revised proposal accepts the draft determination for most asset categories, except wood poles, zone
substation transformers, J18 circuit breakers (including bus protection), and our CBD cable pit
refurbishment program.
A summary of our revised proposal for the aspects of the draft determination we have not accepted is
shown in the table below. Our wood poles forecast is discussed in detail in chapter 4, whereas our
concerns with the other aspects of the draft determination are set out below. We provide additional
information for each of these issues.

Source: CitiPower
Notes: Excludes real escalation and fault expenditure
Zone substation transformers
Our original proposal included the replacement of five zone substation transformers over the 2021–2026
regulatory period. In the context of asset condition, we consider this forecast to be modest:
•

we currently have three zone substation transformers that are at or nearing end-of-life, as
demonstrated by our condition-based risk management (CBRM) modelling

•

in the absence of intervention, this number will jump to 21 by the end of 2026

•

after our forecast interventions (i.e. the replacement of five zone substation transformers), we will still
have 12 zone substation transformers that are at or nearing end-of-life.6

Our forecast was supported by risk monetisation modelling, having regard to the identified failure modes
for an asset, and the corresponding probabilities, likelihoods and consequences of failures. This approach
is consistent with the AER's recent asset replacement practice note.

______________________________
Some transformers at or nearing end-of-life will be removed from service as part of planned
decommissioning works (reflected in our augmentation forecast).
6
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In its draft determination, the AER stated that we considered insufficient options (i.e. other than
replacement), overstated the risk costs used in our monetisation analysis, and had not demonstrated that
our cost estimates were reasonable. The AER's substitute estimate notionally included five transformer
replacements but reduced the unit cost for these replacements by 59 per cent compared to our original
proposal (i.e. to $1.5 million, $2019).
The AER's substitute estimate, particularly the unit cost relied on, is manifestly inadequate. For the
reasons summarised below, our revised proposal forecast better reflects the prudent and efficient costs
we will incur in managing the risk associated with our zone substation transformer population.
Further detail on our revised proposal forecast, and our response to the AER's specific concerns, is set
out in our attached business case addendum. 7
Options analysis and cost estimates
The cost estimates included in our original proposal were based on recent transformer replacements at
our Warrnambool (WBL) and Terang (TRG) zone substations. We had relied on costs from our Powercor
network, as we had not recently undertaken any major zone substation transformer replacements for
CitiPower (rather, the focus of CitiPower's zone substation works in the current period was to
decommission existing transformers).
In response to further information requests from the AER, we demonstrated why we considered these unit
costs were reasonable.8 In any event, our revised proposal forecast is now based on individual scopes for
our five transformer replacement projects. These scopes recognise efficiencies that may be achievable by
undertaking multiple transformer replacements at the same zone substation (i.e. our revised proposal
forecast is lower than that included in our regulatory proposal). In our business case addendum, we also
outline the alternative options considered when determining our preferred option.
In making its substitute estimate, the AER instead relied on unit rates referred to by GHD in the context of
the AER's repex model, and comparisons to other distributors. Additionally, the AER referenced what it
interpreted as lower costs used in our Brunswick and Port Melbourne supply area business cases. For
the following reasons, the basis of the AER's substitute estimate is poorly considered:
•

the unit rate used by GHD refers only to the transformer component of zone substation works, based
on category RIN data. This rate does not capture the full costs of replacing a transformer, as it
excludes costs associated with other RIN categories (e.g. switchgear, protection, cable and civil works
that are typically required). It was also based on works completed almost 10 years ago, noting that
many factors have changed since then (e.g. materials and contracts costs, including traffic
management, have increased substantially, and works practices have also changed)

•

the AER's comparator set—including Ausgrid, United Energy, SA Power Networks and AusNet
Services—is unlikely to recognise the unique characteristics and challenges associated with major
replacement works in our CitiPower network. We note that the AER did not disclose the specific
comparator sites (including cost or location) or the basis of their selection, but the costs associated
with traffic management and Council requirements, mobilisation, civil works and maintaining security
of supply during CBD projects will reasonably exceed those of other networks. Instead, the substitute
unit rate used by the AER for CitiPower is 37 per cent lower than the typical transformer replacement
cost observed in our United Energy network, and more than 60 per cent lower than recent costs for
completed works in our Powercor network

__________________________________
7 CP RRP BUS 4.03.
8 These reasons included the relatively simple scope of our WBL and TRG zone substations, the same
design and procurement processes are applied across our CitiPower and Powercor networks, and the
same internal workgroup will undertake the delivery of these projects.
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•

the transformer replacement rate in our Brunswick and Port Melbourne supply area business cases
referred to by the AER represents only the materials cost of a zone substation transformer. That is, it
is an uninstalled cost estimate.

Risk costs
Our risk monetisation modelling relied on the underlying condition data from our network, and each of our
risk cost assumptions were detailed in our transformer risk monetisation and investment evaluation
methodology document.
The draft determination states that a number of these assumptions, such as the likelihood of
consequence, cost of generation and probability weighted demand forecast were overstated. The AER
also referred to the conclusions of its consultant, EMCa, that when corrected for reasonable assumptions,
supported the deferral of a proportion of our proposed transformer projects.
We requested the AER provide what it referred to as more 'reasonable' assumptions, as these were not
disclosed in the draft determination or EMCa's report. The AER responded that EMCa did not produce
specific sensitivity models for each replacement project or risk model; rather EMCa manually altered
parameters within our models, individually and together.
Neither the AER or EMCa provided any basis for why their substitute assumptions, in isolation or in
combination, are more reasonable than our forecasts. Similarly, they did not disclose what combination(s)
of sensitivities it relied on (or placed greater weight on) to support its decision. It is clear from the
sensitivity models, however, that EMCa only countenanced down-side sensitivities. That is, its sensitivity
analysis was asymmetric.
We provide further detail to support the reasonableness of our risk cost assumptions in our attached
business case addendum.
J18/J22 circuit breakers (including bus protection)
In line with many other network operators, we have become increasingly concerned by the material safety
and reliability risks posed by oil-filled switchgear. This includes the consequences associated with
explosive failures and the lack of arc-fault containment, both of which give rise to potential long-term
outages and catastrophic safety outcomes. These risks will increase as the condition of the insulating
material within these circuit breakers deteriorates as the assets age.
The AER's Customer Challenge Panel strongly agreed that these failure risks and mode of failure present
an unacceptable safety and supply risk to consumers.
Similarly, the AER acknowledged there is a case that supports the replacement of these type of circuit
breakers. However, for the following reasons it was not satisfied with the prudency and efficiency of the
entire program:
•

our proposal to replace J18/J22 circuit breakers did not align with our CBRM model

•

the likelihood of consequence in our risk models overstates the risk costs.

__________________________________
9 CP RRP BUS 4.07.
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Our revised business case for J18/J22 circuit breakers has reduced the number of zone substations at
which we will undertake replacements from five to three. 9 This reflects a more holistic consideration of our
forecast replacement program, and addresses the AER's specific concerns:
•

our CBRM model for circuit breakers does not capture the full extent of condition data on our circuit
breaker population. This is due to data capture and processing limitations (i.e. condition data has not
previously been captured systematically, or in formats amenable to data processing). We have been
working with EA Technology to improve these practices, and to integrate these results with our new
switchboard and re-calibrated circuit breaker CBRM models. It is this lack of condition input data in the
CBRM model that is driving the mis-alignment with our existing CBRM and our forecast interventions

•

due to the infancy of the new CBRM model, the J18/J22 circuit breakers selected for replacement are
based on the following criteria (which are supported by available network and test data):

•

-

switchboard dielectric loss angle (DLA) test results—if results indicate switchboard DLA is
satisfactory, consider circuit breaker replacements; if results not conclusive, undertake further
tests

-

circuit breaker DLA test results—increasing trend indicates where there is a higher probability of
insulation failure of the circuit breaker

-

if there has been a bus extension with modern switchgear (i.e. meaning there is a risk of
damaging new equipment)

-

if the high-speed bus protection has been installed or will be installed by end of the 2021–2026
period

the sites we have selected for J18/J22 circuit breaker replacements have been proposed on a 'noregrets' basis. The remaining population of J18/J22 circuit breakers on our network is extensive, such
that we will be replacing an increasing number of these circuit breakers in the 2021–2026 regulatory
period and beyond. In this context, further development of our CBRM model will only serve to prioritise
replacements, rather than avoid the need to intervene at our selected sites.

Our business case also outlines forecast upgrades to the bus protection at locations with J18/J22 circuit
breakers. This program is complementary to our circuit breaker replacement works, and allows us to
more safely manage these assets. This program was included in our SCADA RIN category for our
regulatory proposal. We have largely accepted the draft determination for SCADA, which was based on
historical costs, but consider the J18/J22 bus protection works should be incremental to this allowance.
CBD cable pits
We own and manage a large population of cable pits in the Melbourne central business district (CBD).
Historically, we managed cable pit assets via a reactive approach, whereby remediation work was driven
by the immediate need to access a pit to carry out planned works and other operational events.
We have now established a proactive cable pit refurbishment program to ensure the safety of our
employees and the public and maintain the reliability of supply in the CBD. For example, the loss of
strength in the supporting steel reinforcement within the concrete pit, due to corrosion, may result in the
collapse of the pit roof or pit covers at the surface opening. The consequence of a roof or cover opening
failure could be catastrophic. The focus of our program, therefore, has been the highest risk pits - namely,
those in or adjacent to roadways and footpaths.
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Since our original proposal was submitted, we have now completed civil engineering inspections for 85 of
our 484 CBD cable pits. This has provided a much fuller dataset than was available at the time of our
original proposal. These inspections have found that around 22 per cent of pits need immediate or
prioritised work:
•

major defects were present in eight of the inspected cable pits, typically being cracking and corrosion
of the roof slabs and walls, requiring an immediate and full replacement of the defected assets

•

a further 11 cable pits had medium rated defects that require immediate or prioritised steel
reinforcement work

•

58 pits had minor defects that need to be fixed, but not prioritised

•

only 8 pits had no defects.

We have already refurbished four cable pits and expect to have completed an additional nine by mid2021. Over the 2021–2026 regulatory period, we will only refurbish pits that require immediate or
prioritised work (i.e. around 13 pits per annum, namely, those with significant structural defects). We will
manage minor repairs reactively, and accordingly, have excluded these from our forecast.
In this context, we do not accept the draft determination, which provided a substitute estimate of
$2.9 million for our entire CBD cable pit refurbishment program. This program equates to just 10–15 pits
in total and represents a gross disregard for the subsequent risks faced by the community, and our
obligations to manage such risks.
Notwithstanding the above, we acknowledge the risk-based model presented in our original proposal was
imperfect. This was largely driven by a paucity of data (i.e. we have not experienced a cable pit failure to
date). We also accept the AER's criticism that our forecast modelling was simplistic, insomuch as it only
forecast the full remediation of pits (rather than a range of works, with different costs). We have
considered these issues in our revised proposal—for example:
•

EMCa's review of our business case concluded 'absent better information, we consider that a program
of a similar size to continuing a reactive management approach of $2.9 million is likely to be more
representative of an efficient level of expenditure'. The absence of failure data, however, does not
translate into a lack of need to conduct a proactive program. On this logic we would only begin
managing risks once the risk manifested (i.e. once a pit failure occurred). This is not prudent,
particularly when our actual inspections have shown a real risk of failure

•

we have used our sample of completed cable pit inspections (now 18 per cent of our roadway pit
population) to forecast the defects in the remaining uninspected sites. The sites we have inspected
were selected randomly (as long as they meet our criteria for being in the program, being that they are
located in a roadway).10 Until inspecting these sites, we were unaware of their underlying condition,
and therefore consider the sample reasonably representative of the likely condition of our roadway pit
population

•

our forecast only includes the refurbishment of cable pits which fall into higher risk categories and
require more immediate remediation. The works are disaggregated by the type and cost of works
required, such that unlike our regulatory proposal, not all cable pits are assigned the same
refurbishment cost

_________________________________
Given the need for CBD traffic management when inspecting these pits, some of the pits inspected are
been selected because other cable related work requiring access to the pit was also needed.
10
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•

our unit costs have been informed by the completed cable pit refurbishment works to date, and inflight projects. These rates are lower than included in our regulatory proposal, reflecting the additional
information from our increased inspection sample

•

we are addressing our cable pit refurbishments over a 10-year period. In the unlikely event that our full
inspection results in materially lower pit refurbishment requirements, this will translate to fewer works
in future periods (rather than a reduction in our forecast volumes in the 2021–2026 regulatory period).
Stated alternatively, we are undertaking these works on a 'no-regrets' basis.

More detail on our program is available in our business case addendum and revised cost model. 11

_______________________________
11 CP

RRP BUS 4.06, and CP RRP MOD 4.05.
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7.3 Traditional augmentation
Traditional augmentation ensures the networks' capacity can accommodate our customers' needs. It also
includes the communications system and assets we use to operate the network. 12 This expenditure
accounts for 17 per cent of our total capital expenditure in this revised proposal as shown below.

Source: CitiPower
The draft determination for traditional augmentation was $103.5 million over the 2021–2026 regulatory
period, which is a reduction of 19 per cent from our original proposal. We accept the draft determination. 13
This provides an allowance lower than our historical traditional augmentation expenditure as shown in the
following figure.

_______________________________
12 The

communications allowance was allocated to both augmentation (standard control service) and
metering (alternative control service), which we have sought to reallocate.
13 The difference between the draft determination and the revised proposal reflects our allocation of
communication expenditure to standard control services (as discussed in chapter 9)
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Source: CitiPower
Notes: 2020 first forecast year. Forecasts include real escalation.
7.3.1 The AER's assessment approach for non-communications related traditional augmentation
The AER found we have forecast a 19 per cent decrease in yearly traditional demand driven
augmentation compared to actual expenditure over the 2016–2019 regulatory control years. It then
undertook a bottom up assessment of our projects.
The AER rejected the need for us to complete the proposed upgrades at Port Melbourne zone substation.
We agree the risk at Port Melbourne has lessened due to COVID-19, although risk is still present. In light
of the renewed focus on affordability due to COVID-19, we will accept the risk at this zone substation over
the 2021–2026 regulatory period.
7.3.2 Communications
We accept the draft determination on our proposed communication allowance. The communications
allowance was allocated to both augmentation (standard control service) and metering (alternative control
service).
We have not adopted the AER's allocation and have instead reallocated the allowance in accordance with
our original submission. Our allocation is based on the use of the data collected—we collect data from
every meter for network management purposes, not only for metering purposes. This is discussed further
in chapter 9.
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7.4.1 Continuing stakeholder engagement
Since submitting our original proposal, we have continued the discussion with stakeholders on our Future
Network package. This included reviewing submissions on our original proposal, holding a Future
Network forum in October 2020, and discussing the program with our Customer Advisory Panel. Our
stakeholders told us:
•

they were seeking clarity on the interaction of our solar enablement and digital network programs,
including how they interact with the tariffs we set

•

they want us to set out a clear and transparent long-term vision for the network to incorporate future
distributed energy resources

•

they are looking for smart 'no regrets' solutions

•

affordability is key in this COVID-19 environment and customers may not always be able to afford the
efficient solution

•

effective communication is needed around what customers can expect.

We have taken this feedback on board as set out below.
Interaction between our programs
Our Future Network sought to clarify how our Future Networks packages have been designed to work
together:
•

we are seeking to get the most out of our existing network through our digital network program by:
-

significantly expanding our demand management capabilities by developing a platform to facilitate
market led demand management across our low voltage assets. This will reduce augmentation
costs for all customers, particularly when electric vehicles take off in Victoria, and is critical for
integrating intermittent renewables into the market

-

developing dynamic operating envelopes to better manager DER. This includes ensuring DER
operates within the bounds of the network's capacity to minimise disruption and ensure customers
get fair access. It also supports new business models such as virtual power plants by providing
visibility on the amount of DER available to them at any given point in time

•

we are seeking to prepare the network for more DER where this is efficient through our solar
enablement program—by leaning heavily on technology such as our dynamic voltage management
system, we are increasing the network's DER hosting capacity in a smart way. This is complemented
by traditional approaches such as tapping transformers and network augmentations, where the
benefits to customers exceed the costs

•

we have developed time of use tariffs to encourage customers to use more electricity in off peak times
and times of higher solar production—much like SAPN's 'solar sponge' tariff, this tariff can help to
alleviate solar constraints. This tariff's importance will significantly grow when electric vehicles take off
in Victoria to ensure charging does not exacerbate peak demand loads and result in more network
augmentation
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•

we are at the forefront of finding innovative ways to support this energy transition—our United Energy
network has partnered with the Australian Renewable Energy Agency (ARENA) in a pioneering trial of
pole mounted batteries that will charge at times of the day when there is low demand or rooftop solar
systems are exporting to both alleviate solar and peak demand constraints. We are also partnered
with ARENA and Origin Energy to undertake a large-scale trial to demonstrate the use of smart
chargers to manage residential and fleet electric vehicle charging

•

through our connections guideline and connection model standing offers, we are mandating smart
inverter settings to be applied to all new solar installations. This means solar connections will have
less impact constraining the network.

We believe that stakeholders broadly supported our approach. Our independent stakeholder engagement
partner, Forethought, stated:15
Stakeholders were generally pleased about the Digital Network program presented however
there were some questions about the proposal and its implementation over the next period.
Most prominently, stakeholders were interested to know how the Digital Network Program would
link with other assets and infrastructure in the grid as they are created in isolation to each other.
Stakeholders wanted to ensure that the Digital Network gave consumers flexibility without
creating stranded assets in the long-term.
We will continue to draw these links, as we consider our Future Networks package plays a critical role in
transitioning the energy market.
Our vision
Our stakeholders told us they want us to set out a clear and transparent long-term vision and roadmap for
the network. We agree, and after careful consideration, believe this should be a shared vision.
Forethought noted:16
Key themes that stakeholders wanted the networks to engage and advise customers on were:
…Engaging with customers about what the future of the network should look like.
The decisions we make have significant impacts on our customers. Therefore, starting in early 2021, we
commit to running a collaborative process with stakeholders and expand upon our vision. This will involve
opportunities for stakeholder submissions and discussion.
In our Future Network forum we also asked stakeholders about our role in the market transition.
Forethought noted:17
Into the future, stakeholders expected the networks to be an enabler of customer choices. This
included providing technologies and behavioural interventions that enabled customers to make
the decisions relating to their energy supply and consumption that were in line with their values.
This included a greater ability of customers to uptake solar PV and storage by better facilitating
exports from personal systems.

_______________________________
15 CP RRP ATT06, slide 24
16 CP RRP ATT06, slide 10
17 CP RRP ATT06, slide 11
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And:
Key themes that stakeholders wanted the networks to engage and advise customers on were:
…Providing information to customers as to how their actions impact network and end costs.
That is, our stakeholders thought we should inform our customers about the impact of their decisions on
use of electricity. This is a shift away from enabling customers to use electricity in the way that they
choose, to actively encouraging customers to use electricity in ways that benefit themselves and others.
We believe we are taking steps towards this through our Future Network package.
We recognise the need for us to play an active role in transitioning energy markets and we have sought to
begin this journey through the initiatives discussed above. We believe in a network that supports the
transition to a clean and disaggregated energy supply (large scale renewables, solar PV, electric
vehicles, batteries) affordably is important and we want to engage with our stakeholders to achieve this.
Affordability
In our Future Network forum, we presented customers with affordability/outcome trade-offs in relation to
the solar enablement program. Specifically, we demonstrated the solar outcomes (and the economic
benefit associated with these outcomes) based on reducing our proposal by 50 per cent, 25 per cent or
not at all. We asked our stakeholders to choose the level they felt most comfortable with.
Stakeholders did not end up specifically selecting a scenario. As Forethought noted: 18
Many stakeholders did not give a clear response to this prompt and instead questioned the
modelling.
Additionally:19
Stakeholders saw pursuing affordability as an important objective but disagreed on the trade-offs
required to achieve affordable energy.
Many did not see affordability and economic benefit to be a trade-off and instead saw economic
benefit to be inherent flow-on value, which should therefore not be de-prioritised.
We are acutely aware that since our original proposal was lodged, the COVID-19 pandemic has had a
significant impact on our customers. Some stakeholders considered the use of solar to be more important
than it was when we submitted our original proposal as more customers work from home. As Forethought
noted:20
Many also referenced the fact that due to higher levels of residential demand with Victorians
working from home, networks should be cognisant that performance needs will increase as
consumers expect that solar PV will work more efficiently.
Other stakeholders pointed to the costs of our program being paid for by all customers, some of whom
will be having trouble paying their electricity and other utility bills.
While stakeholders did not select a specific level of solar investment, we consider a renewed focus on
affordability is warranted, while still recognising the importance of transitioning to clean energy and the
benefits from solar. This has directly led to our decision to accept the draft determination to scale down
our solar enablement program by 44 per cent. 21
______________________________
CP RRP ATT06, slide 21
CP RRP ATT06, slide 21
20 CP RRP ATT06, slide 22
21 Reduction to network augmentation
18
19
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Communications
Stakeholders told us we need to play a more active role in communicating with customers and
encouraging them to make the right energy choices. Forethought noted: 22
Stakeholders saw education and communication with customers as a key role in helping enable
choices about the future of the networks and the future of energy. Instead of simply supplying
energy, distributors were expected to provide the service of providing information and tools to
consumers.
To this end:
•

we have launched a new website service called #lineylessons which aims to help customers feel
confident in making decisions about their energy choices. This includes a practical checklist on our
website to inform customer decision making on the size of solar system that is best suited to their
needs

•

our #lineylessons information is empowering customers to make sure their installers are using the
right inverter settings as this is essential to the capacity to host solar

•

we have committed with the Victorian Government to developing a customer communication program
that will notify customers of improvements to network conditions for those customers whose solar
exports are either constrained or not permitted due to network issues

•

we are in the process of establishing a dedicated embedded generation team within our Customer
Group to be a single point of contact for solar customers.

AER's DER guideline
The AER is developing a guideline on Assessing DER Integration Expenditure. The AER has stated:
Given the extensive stakeholder engagement in forming the VaDER study's recommendations,
we anticipate that consumers will expect Victorian distributors to prepare their revised proposals
in the spirit of these recommendations.
This AER's guidance process began in November 2019. In November 2020 the AER published its
consultant's report that the AER will use to inform its draft guideline. At this stage, there are no AER
positions for us to seek to incorporate in our analysis. Further, the AER's consultant's report was only
published three weeks before our revised proposal is due. We do not consider the AER has provided us
with sufficient time to enable us to incorporate its consultant's recommendations into our revised
proposal.
Nevertheless, consistent with the AER's consultant's report:
•

our model base case allows for inverter systems to trip at times where solar production exceeds the
networks' hosting capacity, rather than applying a static limit

•

our value of DER benefits varies over time

•

we have undertaken market modelling to determine wholesale market benefits and carbon emission
reduction benefits from solar. This approach, and the benefits captured, are recognised as legitimate
by the AER's consultant's report.

On this basis, we believe our analysis was conducted within the spirit of the recommendations.

______________________________
22

CP RRP ATT06, slide 11
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7.5.2 Trends in connections
Gross connections expenditure has been steadily increasing since 2011. The connections are driven by
building growth in inner Melbourne, in particular medium density housing in the inner suburbs, and highrise apartments around the central business district (CBD).
Contrary to expectations, we have not observed a large decline in connections expenditure in 2020 as a
result of the COVID-19 pandemic.
While residential connections may slow in the near term, stimulus packages such as the Victorian
Government's Big Housing Build23 are likely to maintain construction activity in the sector.
For non-residential connections, the Federal Government stimulus package and Victorian Government
initiatives are expected to lead to an increase in connections activity, especially infrastructure and
commercial/retail developments. For example, the West Gate Tunnel project will be completed and the
recent Federal budget announced infrastructure funding of over $1.1 billion for Victoria.

Source: CitiPower
Note:
2020 is the first forecast year. Forecast shown includes real escalation.

_______________________
23
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7.5.3 What we've heard and how we’ve responded
The table below shows our response to the feedback we have received from stakeholders.

Source: CitiPower
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7.5.4 Factors influencing our revised connection forecasts
This section sets out the changes in our revised proposal driven by:
•

a recent court decision on the application of tax to customer contributions and consequential changes
to the build-up of gross and net connections

•

the COVID-19 adjustment should only be applied to residential connections

•

changes to distribution tariffs and the weighted average cost of capital will drive down customer
contributions

•

rejection of an amendment to our connections policy that could further reduce customer contributions,
on the basis the amendment is not fair for all other customers.

Change to tax treatment of customer contributions impacts build-up of gross and net connections
On 21 October 2020, the Federal Court of Australia published a decision which impacts the tax treatment
of customer contributions.24 The decision confirms that cash contributions should be treated as
assessable income for income tax purposes. Where assets are constructed and "gifted" to us, they are no
longer considered to result in derivation of income but the associated rebate is now to be treated as a tax
depreciating asset. Consequently, the build-up of gross and net connections changes:
•

•

original proposal:
-

gross capital expenditure = our cost of construction + estimated cost of construction of gifted
assets

-

contributions = cash contributions – rebates + estimated cost of construction of gifted assets

-

net capital expenditure = (gross capital expenditure – contributions) = our cost of construction +
rebates – cash contributions

revised proposal:
-

gross capital expenditure = our cost of construction + rebates

-

contributions = cash contributions

-

net capital expenditure = (gross capital expenditure – contributions) = our cost of construction +
rebates – cash contributions

__________________________
24

CP RRP ATT38
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The impact of this change on the draft determination is shown in the figure below.

Source: CitiPower
Note:
Figures do not contain real escalation
The above figure demonstrates that there is no change to the value of net connections expenditure. The
gross expenditure differs by the removal of gifted assets and inclusion of rebates in the calculation. This
amended methodology has been used in this revised proposal. 25
COVID-19 adjustment should only apply to residential connections
We accept there is uncertainty regarding the impacts of the COVID-19 pandemic. The AER applied a
COVID-19 adjustment of 0.58 to all gross expenditure in 2021/22 based on HIA forecasts released in
April 2020.
As the HIA forecasts relate solely to dwelling starts across Victoria, the COVID-19 adjustment should not
be applied to non-residential connections. The AER notes that it reasonable to assume the effects of
COVID-19 on construction will have ended by July 2022. Given the range of infrastructure projects being
announced by governments to stimulate the economy, we consider these initiatives will negate any
negative impact on the construction sector due to COVID-19.
For this revised proposal, we therefore accept the AER COVID-19 adjustment insofar as it only applies to
residential connections.

____________________________
25

CP RRP ATT39
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Customer contributions forecast should be updated to align with our connections policy
Customer contributions are calculated in accordance with our approved connections policy. The amount
of cash contributions we receive from customers seeking a negotiated connection is impacted by changes
to our tariffs and weighted average cost of capital (WACC).
As set out in our connections policy, customer contributions are generally payable when the incremental
costs associated with a connection are greater than the incremental revenue we will receive over the
assumed life of that connection. The incremental revenue calculation takes into account the distribution
tariffs set out in our final determination for the 2021-2026 regulatory period with a flat price path
thereafter, discounted to present value terms using the real pre-tax WACC.
Forecasts for cash contributions should be adapted to reflect changes to our distribution tariffs and real
pre-tax WACC. Historical average contributions over the 2016-2020 regulatory period have provided a
basis for forecasting contributions for the 2021-2026 regulatory period, however based on the draft
determination these should be amended as:
•

distribution tariffs will fall by over 13 per cent from 1 July 2021 compared with the 2016-2020
regulatory period

•

the real pre-tax WACC will decline by around 2.5 per cent from the 2016-2020 regulatory period.

These factors are estimated to reduce customer contributions by 10 per cent compared with the 20162020 regulatory period.27 This is reflected in this revised proposal.
Connections policy changes are not fair for other customers
We do not agree with the AER proposal to increase the threshold where customers seeking a negotiated
connection are required to contribute to the costs for upgrading the shared network. This threshold
change will lower the amount of customer contributions received from larger residential customers and
some business connections. This has not been factored into our revised proposal. If the AER persists
with this matter in the final determination, the customer contributions forecast must be further lowered for
the 2021-2026 regulatory period.
Increasing the shared network augmentation charge threshold will result in increases in the RAB and all
other customers subsidising the costs of these connections. This is contrary to the principle of costreflective pricing and drives the wrong economic signals. The threshold is proposed to be increased from
100 Amperes (amps) to 100 amps single phase, or 100 amps per phase of a multi-phase supply.
Customer contributions from some businesses and larger residential customer connections will be
reduced, such as for premises seeking high electricity consumption to supply car lifts or in-home
elevators.

___________________________________
26 Our

connection policy must comply with the AER's connection charge guidelines for electricity retail
customers published under Chapter 5A of the Rules, as applied in Victoria
27 CP RRP MOD 5.01, 'contributions impact' tab.
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The AER’s position appears inconsistent with its own connection charge guidelines. That guideline sets
out the principles for the shared network augmentation charge threshold, which notes that in most
circumstances the following thresholds would be satisfactory: 28
•

25 kVA on single wire earth return lines (SWER)

•

the maximum capacity of a 100 Ampere 3 phase low voltage supply, elsewhere in the distribution
network.

The AER has incorrectly misinterpreted the latter point to mean “100A 3-phase supply [a total of up to
300A]”.
The AER change will be confusing for our customers as it is also contrary to our deemed distribution
contracts approved by the Essential Services Commission. 29 Our deemed distribution contract stipulates
that the maximum allocated supply capacity taken at a customer’s premise is the lesser of:
•

63 amperes in aggregate across all phases elsewhere in the distribution network and

•

the rating of the smallest component of the distribution system used solely to supply electricity to your
premises.

The shared network augmentation threshold is significantly above the needs of a standard residential or
small business connection and we do not consider it appropriate or proportionate for the threshold to be
raised. Our current thresholds are around 10 times the average residential maximum demand for
residential customers, and three times for small business customers. As noted above, the impact of the
threshold being raised is that all customers subsidise these non-standard connections.
7.5.5 Our revised connection forecasts are prudent and efficient
In this revised proposal, we have addressed the matters raised in the draft determination and the
feedback from our customers and stakeholders. We consider our revised proposal forecasts are
appropriate in the face of unprecedented uncertainty and better meet the requirements of the National
Energy Objectives.
In preparing our revised connections forecasts we:
•

have used accepted history as a predictor of the future for high volume connections

•

accepted the AER’s COVID-19 adjustment for residential connections

•

continued to apply a bottom-up approach to low volume connections, however with the exception of
discrete known projects that are certain to proceed, we have used history as the basis for these other
forecasts

•

amended the forecasts for customer contributions to more closely align with contributions that we will
be able to receive under our connections policy.

_______________________________
28 AER,

Connection charge guidelines for electricity retail customers, June 2012, section 1.1.5.
is also no such threshold for customer contributions under Guideline 14 which still applies in
Victoria.
29 There
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7.6 Information and communication technology
7.6.1 Our revised ICT forecast
Our revised proposal includes information and communications technology (ICT) investments necessary
to ensure we have the foundational capabilities to:
•

support the delivery of a safe and reliable electricity network

•

keep the network and our customer data protected from cyber security threats

•

deliver new services for our customers and enable the evolving distributed energy resource market

•

ensure we meet our regulatory obligations

•

and achieve all of these outcomes at the lowest cost for our customers.

The figure below shows our revised proposal ICT capital expenditure as a proportion of our total revised
capital expenditure proposal. ICT contributes 11 per cent of our total revised capital expenditure proposal.

Source: CitiPower
The following table below provides a summary of our ICT capital expenditure, the draft determination and
our revised proposal, categorised by recurrent and non-recurrent ICT. Our revised proposal ICT
expenditure is less than our original proposal but more than the draft determination.
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Our total ICT revised proposal reflects the prudent and efficient ICT investment needed to ensure a
reliable, safe and low cost network for our customers over the long term.

Source: CitiPower
Note:
Forecasts include real escalation.
7.6.2 How does our ICT investment assist customers?
Our ICT investment delivers benefits to customers by ensuring we deliver a safe and reliable electricity
supply, which is resilient to cyber threats, low cost and an enabler of the future energy markets.

ICT INVESTMENTS

Source: CitiPower
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7.6.3 Trends in ICT
Our proposed ICT investment for 2021-2026 reflects the following key trends in ICT:
•

An increasingly digital world - over time the opportunities to invest in digital technologies have
grown exponentially presenting new and innovative ways to better manage the electricity network.
During the current period we have made significant investments in the optimisation and automation in
field operations and corporate processes which have delivered substantial cost savings for our
customers. We have also invested in advanced analytics capabilities enabling us to analyse high
frequency data from Advanced Metering Infrastructure (AMI) to improve safety and reliability
outcomes for our customers. In the 2021-2026 period there are even more opportunities to leverage
technology developments in the digital world to further improve our network operations, better manage
the evolving energy market, deliver more customer benefits and improve the customer experience.

•

Enabling a network of the future - the energy market is rapidly evolving with increased uptake of
household solar, the growth in electricity vehicles and opportunities for battery storage - these new
distributed energy technologies present opportunities for customers to more actively participate and
have more control over their energy. At the same time the information and communications
technology landscape continues to develop at rapid pace presenting opportunity to manage the
network more dynamically. Our digital network program brings together these two developments to
ensure we minimise costs to customers by using the least cost solution to manage the electricity
network to enable the growth in distributed energy technologies.

•

More sophisticated cyber threat landscape - the cyber threat landscape is becoming increasing
sophisticated, with growing evidence of cyber threats and attacks globally and on Australian entities.
Cyber threats pose significant risks to our ability to maintain control of the electricity network and
protect our customer and network data from unauthorised access. The risk to national sovereignty of
cyber threats on Australian infrastructure is becoming an even higher priority for the Federal
government, particularly in light of recent threats to Australian entities. 30 Our proposed cyber security
uplift ensures we will be well placed to mitigate cyber threats to our network or customer data.

•

Growing customer expectations - our customers increasingly want to have greater knowledge and
influence over their electricity. Customers experience far more enhanced digital service offerings from
other service providers, such as airlines, banks, health providers, postal services etc. These digital
channels save customers time and effort in sourcing information. Customers increasingly expect we
adopt these simple tools to make it easier for them to engage in their electricity needs. Our revised
customer enablement program will uplift the functionality of our customer facing services to reduce the
time and effort our customers need to expend in their interactions with us.

•

Ensuring compliance with new obligations - as a regulated electricity network we are required to
comply with new rules and procedures. Over the 2021-2026 period, the largest known new
compliance obligation impacting our ICT systems is the five minute settlement rule. The five minute
settlement rule requires we receive, store, process and deliver energy data from meters every five
minutes - a six-fold increase in the volume of data compared with today. Our five minute settlement
project includes only the minimum necessary upgrades to our ICT systems to ensure we meet our
compliance obligations.

__________________________________
30 For example, in August 2020, the Department of Home Affairs published a consultation paper setting
out its intention to further regulate critical infrastructure preparedness for cyber threats and to further
enhance the cyber security obligations on the critical infrastructure of the highest importance to Australia.
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•

Maintaining our existing ICT capabilities - maintaining the existing services, functionalities and
capabilities we have today is essential for ensuring our systems are free from bugs and security
vulnerabilities which compromise the security, integrity and effectiveness of our systems. Failing to
maintain the health of our existing ICT systems would result in higher costs for customers through lost
productivity and rectification costs, compliance breaches and poorer less reliable electricity service.

•

Replace end of life systems - during the 2021-2026 period, two of our major ICT systems, SAP
ECC6 and ClickSoftware, will reach end of life. Failing to replace or upgrade end of life systems would
have significant detrimental impacts on our operations which would lead to higher costs to customers
in both the immediate and long term.

The figure below presents our annual ICT investment from 2011 to 2025/26. Our proposal to invest more
in ICT over 2021-2026 reflects the key trends in ICT discussed above.

Source: CitiPower
Notes: From 2021/22 we have proposed a greater allocation to CitiPower of ICT costs shared between
CitiPower and Powercor. This results in a greater uplift in our proposed ICT investments for
CitiPower. 2020 is first forecast year. Forecasts include real escalation.
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7.6.4 What we’ve heard and how we’ve responded
The table below summarises the feedback received from stakeholders and the AER on our original
proposal and sets out how we addressed these issues in our revised proposal.

Source: CitiPower
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Source: CitiPower
7.6.5 Factors influencing our revised ICT forecasts
For our revised proposal, we have:
•

reduced our customer enablement program to address the feedback from our stakeholders, including
our Customer Advisory Panel, Energy Consumers Australia, the AER's Customer Challenge Panel,
the AER and the AER's advisors EMCa. We propose a more targeted lower cost customer
enablement program which focusses on automating customer services

•

accepted the draft determination to reduce our recurrent ICT capital expenditure to historical levels.
Recurrent ICT is needed to enable us to efficiently maintain our existing systems and continue to
deliver the same services we do today
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•

accepted the draft determination decision to approve our non-recurrent projects which deliver new
capabilities, including our proposed SAP S/4 Hana upgrade, digital network program, uplift in cyber
security capabilities and ensuring compliance with the 5 minute settlement rule

•

accepted the draft determination decision to reduce our intelligent engineering program to remove
costs associated with the development of a dial-before-you-dig mobile phone application

•

removed currency upgrades for our field service management solution, ClickSoftware, included in our
original proposal, and instead proposes to replace the system. The need to replace ClickSoftware has
arisen due to the new vendor withdrawing the product from the market from December 2023.

Targeted, lower cost customer enablement program
We are passionate about investing in ICT capabilities that will improve our customer experience and
make it easier for our customers to engage with us.
We engaged with our newly formed CAP to develop our revised proposal customer enablement program
which reflects feedback from our stakeholders. Our revised customer enablement program includes a
targeted set of initiatives, as shown in the figure below.

Source: CitiPower
Our revised program is also lower cost and captures synergies in project implementation across our three
networks. Our revised customer enablement program is now only $0.6m a reduction of 68 per cent over
the five year period.
Initiatives no longer included in our revised customer enablement program will either be self-funded by us
or no longer pursued over the 2021-2026 period.
Our Customer Advisory Panel collectively supported our revised customer enablement program and
found it to be good value for our customers. More detail on our revised program including our
engagement process and revised initiatives, costs benefits is provided in the attached CP RRP BUS 7.02.
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Replacement of our field service management solution
In 2015 we invested in a field service management solution, ClickSoftware, which enabled us to transform
the delivery of field services. ClickSoftware enabled us to optimise field work scheduling and automate
field crew dispatch. The optimisation and automation of field services delivered reliability and field safety
improvements, as well as significant cost savings primarily through reduced back-office labour (e.g.
control room and dispatch functions) and in-field labour. These cost savings formed a large part of our
World CLASS efficiency program whose benefits are now being passed through to our customers through
lower network charges.
In August 2020, we were formally advised that the new vendor would be withdrawing the ClickSoftware
system tool in December 2023. ClickSoftware is a cloud-based solution for which we are licenced to use.
Once withdrawn from the market, we have no access to the ICT functionalities we currently depend on to
optimise and automated our everyday field operations.
Our revised proposal is therefore to replace ClickSoftware with a suitable alternative field service
management solution of equivalent capability to optimise and automate field work scheduling and
dispatch. We have undertaken a market scan to assess the availability and efficacy of the field service
management solutions in the market. Our cost forecasts are derived from the market scan process.
If we do not replace our ClickSoftware tool, our only alternative is to revert back to manual back-office
and field work processes. This would unwind the benefits already achieved since 2016. Our customers
would experience detrimental reliability impacts through longer fault restoration times and significant cost
increases leading to higher network charges in future. More details on our proposed ClickSoftware
replacement, including outcomes from our market scan, our cost forecasts for replacing ClickSoftware
and the alternative costs of reverting to manual processes is provided in the attached CP RRP BUS 7.15
and CP RRP ATT40.
7.6.6 Our revised ICT forecasts are prudent and efficient
Our revised proposal addresses the matters raised in the draft determination and the associated EMCa
report. Specifically we have:
•

revised our customer enablement program, with support from our Customer Advisory Panel, to focus
on a targeted set of initiatives which deliver the greatest benefits to the broadest group of customers

•

accepted the draft determination decision to reduce our recurrent ICT program and our intelligent
engineering program

•

accepted the draft determination decision to accept our non-recurrent programs, SAP S/4 Hana
upgrade, cyber security uplift, digital network and five minute settlement

•

revised our proposal to replace, rather than upgrade, our field service management solution,
ClickSoftware, which will be withdrawn from the market in December 2023. Replacing this system is
essential for ensuring our customers do not experience poorer network reliability and higher costs
compared with today.

Our overall revised ICT forecast is efficient and prudent for ensuring we deliver a safe, reliable and cost
efficient network for our customers.
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7.7 Other non-network
7.7.1 Our revised other non-network forecast
Our non-network assets support the safe and reliable delivery of electricity distribution services. They
include property, fleet, tools and equipment. Non-network investment is needed in the 2021-26 regulatory
period to ensure we can meet network safety and compliance obligations and complete depot works
efficiently.
The figure below shows our revised proposal other non-network capital expenditure contributes 3 per cent
of our total revised capital expenditure proposal.

Source: CitiPower

2021−2026

REVISED PROPOSAL

CITIPOWER

7. Capital investment

The figure below presents our annual other non-network investment from 2011 to 2025/26.

Source: CitiPower
Note:
2020 is a first forecast year. Forecasts include real escalation.
7.7.2 Overview of our revised property forecasts
Our revised proposal accepts the draft determination. However, the AER noted they wanted our
consideration of certain concerns raised by EMCa, which we have responded to in this revised proposal.
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7.7.3 What we’ve heard and how we’ve responded

Source: CitiPower
7.7.4 Our revised motor vehicle and tools forecasts
The draft determination considered our motor vehicle and tools capital expenditure prudent and efficient.
We accept the determination.
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Source: CitiPower
Our revised proposal applies the base, step and trend approach to both expensed and capitalised
network overheads. It therefore applies the 2019 base of $21.2 million for capitalised network overheads
and scales it by the operating expenditure rate of change. CitiPower forecasts $108.7 million of
capitalised corporate overheads over 2021-2026 compared to the draft determination forecast of $90.2
million.

2021−2026

REVISED PROPOSAL

CITIPOWER

111

8. Operating expenditure

8.1 Introduction
Our revised proposal for operating expenditure reflects our commitment to remain among the most
affordable and reliable distributors in Australia—our customers will continue to get the best deal in
Victoria and Australia as we remain the second most efficient network in the country.
As the figure shows, our forecasts embed the significant cost decreases we have achieved through our
World Class program during 2016–2020, delivering ongoing savings of at least $15 million per year.

Source: CitiPower
Note:
2020 is first forecast year. Forecasts include real escalation.
We have adjusted our original forecasts to include the expected impact of COVID-19 pandemic, resulting
in conservative estimates that place affordability first. Our conservative approach is responsive to, and
supported by, our Customer Advisory Panel (CAP) and wider industry stakeholders. The adjustment for
COVID-19 pandemic means customers will pay $31 million less than we had anticipated in January 2020.
Chapter 8 photo:
CitiPower crews
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Workplace productivity has been impacted by the COVID-19 pandemic, changing how our people work,
including restrictions on interactions between staff and customers, limitations on staff per vehicle and
limitations on movements between depots. We expect many of these restrictions will remain in place over
the medium term.
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This will make achievement of the 0.5 per cent annual productivity improvement target impossible.
Nonetheless, we are committed to delivering for our customers and as such, have not sought for
amendment of the productivity target.
As the second most efficient network in the country with limited capacity to absorb costs and further
reductions after we adjust for lower growth from COVID-19, it is especially important for us to ensure we
are funded for our efficient and prudent costs. If this was not important before, it is now critical given we
are absorbing a 0.5 per cent annual productivity improvement factor, estimated nationally across a
number of utility sectors over a particularly buoyant period for the Australian economy. This contrasts with
the structural break in productivity we are observing due to the COVID-19 pandemic and the
proportionally greater impact the COVID-19 pandemic has had on Victoria.
Coupled with the pandemic, we face the lowest rate of change in Australian regulatory history. The draft
determination assumes no demand growth, minimal energy growth and pessimistic customer forecasts. It
also includes dire labour escalation forecasts, although we note the draft determination refers to taking an
average in the final determination which will improve the situation.
Consequently, our revised proposal includes $14 million in step changes, $24 million lower than what we
proposed in January 2020. We are accepting to absorb $3 million in increasing costs recognising the
affordability challenges our customers face.

Source: CitiPower
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We have again sought to expense repair works and have provided further evidence to justify the
transition.
We have reproposed allocating 88 per cent of our advanced metering infrastructure (AMI)
communications operating expenditure from metering to standard control. The arguments advanced in
the draft determination are not reflective of our current use of AMI data to better manage the distribution
network and improve safety and reliability outcomes for our customers. To reinforce our position, our
revised proposal presents independent analysis which demonstrates the extent to which we use AMI data
to manage the distribution network and the safety and reliability consequences of adopting the AER's
position that data from only 1 per cent of AMI meters is required.
Our revised proposal is $472 million, $91 million lower than our original proposal and only $9 million
higher than draft determination.
8.2 Our revised operating expenditure proposal
Our revised operating expenditure proposal is 16 per cent lower than our original proposal and 2 per cent
higher than the draft determination.

Source: CitiPower
Note:
Forecast includes real escalation
8.2.1 Our operating expenditure is prudent and efficient
Our operating expenditure is amongst the lowest in the country. Our customers have consistently
received value for money through a safe, reliable and dependable network that meets our customers'
expectations whilst being delivered at the lowest cost in Victoria and the country.
We comprise the most efficient distributors in Australia—along with Powercor and United Energy,
distributors we also manage. Being on the efficiency frontier means we set the benchmark for the leastcost network operation—that is, our customers do not pay a $1 more than necessary.
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8.2.2 What we’ve heard and how we’ve responded
The table below summarises how we've addressed the draft determination and stakeholder feedback in
each element of operating expenditure.

Source: CitiPower

115

2021−2026

REVISED PROPOSAL

8. Operating expenditure

Source: CitiPower

CITIPOWER

116

2021−2026

REVISED PROPOSAL

8. Operating expenditure

Source: CitiPower

CITIPOWER

117

2021−2026

REVISED PROPOSAL

8. Operating expenditure

Source: CitiPower

CITIPOWER

118

2021−2026

REVISED PROPOSAL

8. Operating expenditure

Source: CitiPower

CITIPOWER

119

2021−2026

REVISED PROPOSAL

8. Operating expenditure

8.2.3 We use the AER’s base-step-trend approach
We have applied the AER's base-step-trend approach to our revised proposal.

Source: CitiPower
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8.2.4 Base adjustments in detail
We accept the draft determination decision on the reclassification of wasted truck visits and emergency
recoverable works.
We do not accept the draft determination assumption we only require 1 per cent of our smart meter data
to safely and reliably manage the network. The draft determination assumption that only 25 per cent of
AMI operating expenditure communication costs relates to standard control reflects a fundamental lack of
understanding as to how modern networks operate. Meter data, such as power-quality data, is critical to
the management of safety of the distribution network. For example, to identify neutral integrity faults. We
already collect power-quality data from every meter multiple times per day and need to continue to do so
to ensure the network safety issues are addressed efficiently and reliability is maintained at current levels.
To further reinforce our own experience, we engaged Operational Technology Solutions (OTS) to
undertake an independent review of the use of our AMI data for network management purposes. OTS
found that collecting data from 1 per cent of meters would have materially detrimental impacts on network
safety (CP RRP ATT37). Our revised proposal therefore retains an 88 per cent reallocation of our
communications costs from metering to standard control.
The draft determination rejects our decision to expense repair works based on insufficient evidence of the
works involved. We have since invested considerable time and resources to provide an update for the
revised proposal on the works involved. This involved an assessment of thousands of repair and fault
jobs over the period 2015–2019. The full details of the proposed reclassification, including historical
expenditure, volumes and unit costs, are included in CP RRP BUS 9.07.
We have also made a negative adjustment for the ESV levy in our base year, as we are proposing to
recover the levy through the price control formula.
The table below summarises our revised base adjustments.

Source: CitiPower
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8.2.5 Rate of change in detail
We accept the draft determination for output growth measures, values and weights. The draft
determination does however result in a highly conservative estimate of the growth for our network. By
accepting this highly conservative approach, we have put affordability first for our customers, in line with
feedback from stakeholders and our CAP.
In accepting the draft determination, we continue to have grave concerns about the use of the multilateral
partial factor productivity (MPFP) model in setting operating expenditure allowances. This is explained in
our submission to the 2020 benchmarking review (CP RRP ATT04 and CP RRP ATT41). We accept that
the draft determination is not the appropriate place to debate the approaches applied by the AER and
Economic Insights but look forward to a constructive discussion on ensuring a more appropriate approach
is taken to modelling operating expenditure in future resets.
Our customers and stakeholders want us to continue to aim high with regards to productivity. We
therefore propose a 0.5 per cent annual productivity adjustment. This is despite the significant productivity
losses that have occurred from the COVID-19 pandemic through changed work practices which are
expected to have long lasting effects. Meeting the AER's productivity target will be extremely challenging
and is likely to result in Victorian businesses recording negative efficiency carryover amounts, particularly
in the early years of the next regulatory period.
Regarding the labour price escalation forecast, as per the draft determination, we have acquired an
updated BIS Oxford forecast that incorporates the effects of COVID-19 pandemic. It also includes an
adjustment for the legislated superannuation guarantee levy increase. The BIS Oxford methodology for
capturing the effects of the superannuation guarantee levy is aligned with that of Deloitte Access
Economics (DAE). That is, it includes an assumption that some of the legislated increase will be absorbed
through lower wages. Our revised proposal uses an average of the DAE and BIS Oxford forecasts. Refer
to CP RRP ATT42 and CP RRP ATT43 for the BIS Oxford report and an addendum.

Source: CitiPower
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8.2.6 Step changes in detail
The draft determination accepted three of our proposed step changes. There was an expectation for the
security of critical infrastructure step change we would update the value of the step change following
market testing.
Most of our step changes were rejected on the assumption:
•

they were immaterial, albeit without an establishment of a materiality threshold and despite a
materiality threshold assessment not being required in the National Electricity Rules (NER)

•

they are captured in the forecast rate of change, either through the forecast output growth or the
forecast non-labour price escalation.

Considering each step change in isolation rather than in the broader context of ensuring we have
reasonable opportunity to recover our efficient costs overall is guaranteed not to ensure we are funded for
our efficient and prudent costs. Whilst we understand the need to avoid double counting, the step
changes we proposed in our original proposal will not be covered by our base operating expenditure or
accounted for in the rate of change, as:
•

our base operating expenditure is highly efficient, and, unlike other networks, we have no capacity to
absorb these step changes through the base

•

the forecast rate of change is very conservative and lower than at any time in the last 20 years.
Equally, the non-labour price growth has been determined by the AER to be zero. Therefore, our
expenditure allowances will not capture in any real non-labour price increases above CPI. Given the
basket of goods used by our business is very different to CPI, this is of even greater concern

•

the 0.5 per cent productivity adjustment will be virtually impossible to meet in the post COVID-19
environment in Victoria and will create further cost pressures and efficiency benefit penalties for us
and ultimately customers.

The NER require the AER to accept our operating expenditure forecasts where they represent the
prudent and efficient 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, but efficient cost increases that do not meet a
materiality threshold are not. Further, applying materiality thresholds on operating expenditure step
changes such that involve capital -operating expenditure trade-offs, the AER is creating a bias against
efficient operating 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 Networks 2020–2026 final
determination and in AusNet Services 2021–2026 draft determination (i.e. $1.2 million innovation fund
step change).
Given these considerations, we have reproposed a number of step changes and we expect the AER will
give full consideration to ensuring we can recover our efficient and prudent costs for these activities.
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We understand that step changes add to the cost of our services and as such, we are aiming to ensure
any cost increases are efficient, and are unable to be absorbed, without impacting our service offerings.
To ensure we have sought no further funding than necessary we market tested onshoring of services
under the security of critical infrastructure step change. The cost of the step change is lower by $5.5
million or 38 per cent. We have also used a lower unit rate in our solar enablement forecast, which has
reduced the value of the step change by 18 per cent.
We are also absorbing the financial year RIN step change and the cost of the new legislation to licence
engineers and field staff.
The detail of our step changes is provided in CP RRP BUS 9.01, CP RRP BUS 9.06 and CP RRP MOD
9.01.
The table below summarises the step changes we are updating for the revised proposal.

Source: CitiPower
8.2.7 Category specific forecasts
The draft determination included debt raising costs and GSL payments as category specific forecasts.
The AER applied its standard approach to forecast debt raising costs in the draft determination. We
accept the approach and forecast.
The draft determination adjusts our GSL payments forecast and moves it from the base adjustment to the
category specific forecast. The draft determination also highlights the need to update the GSL forecasts
for the Essential Service Commission of Victoria's (ESCV) review of the Electricity Distribution Code,
which was finalised in late November 2020.
We accept the AER's approach to forecasting GSLs, however we have updated the forecast with a
placeholder for the expected change in payments from the final decision on the Electricity Distribution
Code review. Once we have modelled the impact of the final Electricity Distribution Code review, we will
provide the AER with an updated value of GSL forecasts.

Source: CitiPower
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8.3 National Electricity Rules compliance
Our forecast operating expenditure meets the NER operating expenditure objectives, which require us to
meet or manage the expected demand, comply with all applicable regulatory obligations or requirements,
maintain the quality, reliability and security of supply, and maintain the safety of the distribution system.
This is because our operating expenditure forecast is manifestly efficient and allow us to meet our
obligations and service standards albeit without our customers paying a dollar more than necessary.
As we are an efficiency frontier network, our customers are already benefiting from an efficient base year
expenditure and will continue to benefit even as we face new challenges during the 2021–2026 regulatory
period.
We agree affordability is a key concern for our customers, especially in this time of hardship in Victoria,
and therefore we have taken a conservative approach to forecasting growth on our network. We are
proposing to absorb costs where we can, but where we cannot we have reviewed the expected costs and
reduced them if possible. Overall, our operating expenditure proposal is $91 million lower than our
original proposal, which will be a direct benefit to our customers through lower charges.
We are confident our revised proposal strikes the right balance between affordability and ensuring we
continue to meet our obligations and service standards at efficient costs.
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9.1 Our revised alternative control services proposal
Alternative control services (ACS) are our customer requested services that are directly recovered from
customers seeking the service. They include network ancillary services, such as customer connections,
as well as public lighting services. Metering provision services are also ACS and covered in this chapter.
We accept the vast majority of the draft determination with respect to public lighting, quoted services
labour rates, fixed fee ACS charges, and metering services.
As requested, we have introduced two new charges to our fixed-fee services, and have provided a
description of how we plan to charge for access to data where it is a cumbersome request.
Further, we have provided more evidence of how power quality data from smart meters is used in our
daily operation of the distribution network, demonstrating the importance of communications costs being
treated as an integral part of standard control services.
Finally, we have updated our service classifications to ensure we no longer require ring fencing waivers
and included charges for the new services that have been added.
9.1.1 How out proposal responds to our customers and stakeholders
Affordability remains a key consideration for our customers and stakeholders, which is why we've
accepted the AER's substituted labour rates and ancillary service charges. Effectively, we will be keeping
our prices low and absorbing the actual costs not recovered through the approved charges.
Our stakeholders were broadly supportive of costs that benefit all customers being paid for by all
customers. In response to draft determination on our reallocation of communications costs, we've
provided further evidence of why a greater proportion of these costs should be shared among all
customers of distribution services.
Our public lighting revised proposal assists with the transition to more energy efficient lights, which
stakeholders have told us is a priority. In particular, councils have been very supportive of energy efficient
public lighting.
Our metering proposal will continue to deliver and expand the benefits of smart meters to customers at
lower cost.
9.2 Ancillary network services
We accept the draft determination and substituted quoted labour rates and fixed-fee business hours
ancillary network services. We have also added two new charges as requested by the AER:
•

failed field visit for lower cost services

•

meter accuracy test - additional meters.

As requested, we have clarified where the access to meter data service would include a quoted charge.
Chapter 9 photo:
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We note the AER has largely accepted our proposed charges for fixed fee based after-hours ancillary
network services.
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Our original proposal proposed to offer "access to meter data" for free, and to offer "access to meter data
- cumbersome requests" as a quoted service. In response to this, the draft determination accepted this
proposal, but sought clarity as to what constitutes a "cumbersome" request. We were therefore requested
to provide parameters and definitions to distinguish between "access to meter data" services that are free
and those which are cumbersome which will incur a quoted service charge.
We have also updated our service classifications to reflect the new services, and further to propose the
reclassification of services that were under a ring-fencing waiver in the 2016-2020 regulatory period. We
have added the two new services under network ancillary services ("failed field visit for lower cost
services") and metering ancillary services ("meter accuracy test - additional meters"). Please refer to CP
RRP APP09.
We have introduced nightwatchman lights as a new charge which was previously subject to a ring-fencing
waiver.
All the charges are listed in CP RRP APP09.
The X factors for years 2 to 5 should be set equal to the real labour escalation rate.
Our proposed approach to the development of the new charges, and the explanation of the access to
meter data - cumbersome requests, is summarised in the table below.

Source: CitiPower
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Source: CitiPower
Notes: (1) National Electricity Rules cl. 5.13A(d)
9.3 Public Lighting
We largely accept the draft determination for public lighting. Our approach, as endorsed by the AER,
reflects the right balance between a staged introduction of energy efficient lights and maintaining low
prices for our customers.
We have updated the public lighting model for labour escalation consistent with our standard control
models. We have retained the draft decision rate of return and inflation as a placeholder to be updated in
the final determination consistent with the standard control values. Please refer to CP RRP MOD 13.01
for the updated public lighting model and CP RRP APP09 for the breakdown of the charges.
We have replaced the draft decision labour escalation rates with our revised proposal labour escalation
rates. Further, we have corrected an error in the calculation of x-factors, have included the written down
value price and x-factors, and have included avoided cost rebate price and x-factors in the output tables.
Regarding the written down value, we plan to only have one written down value and avoided cost value
irrespective of light type or wattage. These values would only apply when replacing non-energy efficient
to energy efficient lights. These values are not applicable when replacing an energy efficient with a ‘more’
energy efficient light.
The AER asked for an explanation of why we use smart PE cells for Category V lights in our public
lighting models. Our networks now have over 15,000 smart PE cells, the highest penetration of this
technology in Victoria.
Our use of this technology is guided by our stakeholders, including large public lighting customers such
as City of Melbourne, City of Glen Eira, City of Wyndham and the Macedon Ranges Shire Council, which
have all made significant investment in the adoption of smart PE cell technology. Failed units in these
municipalities will need to be replaced, and failed lanterns also will need to be upgraded to smart PE
cells. As part of our customer consultation process, all councils have requested that we adopt the use of
smart PE cell technology in line with the intention of the Public Lighting Code.
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Further, the draft determination accepts the unit price for smart PE cells, pending our explanation of how
we arrived at this price. We arrived at the unit price by using the moving average price from our materials
system for this asset category.
9.4 Metering services
In our original proposal, we sought to allocate from metering to standard control services (SCS) 88 per
cent of the business as usual communication replacement costs and all the costs for upgrading AMI
communications from 3G to 5G. This was based on a model of the use of data transported over the
communication network, on the basis we collect data from every meter for network management
purposes.
The draft determination rejected our proposed reallocation. The AER noted that while they have generally
accepted that the underlying causal allocator identified by us may be an appropriate allocator for shared
services, they disagree with the way that allocator has been calculated. The draft determination
reallocated to standard control services 25 per cent of the business as usual AMI communication
replacement costs and none of the 3G to 5G upgrade costs. This was on the basis we only need to
collect data from 1 per cent of meters for network management purposes.
Meter data, such as power-quality data, is used for managing the safety of the distribution network, for
example to identify neutral integrity faults. We already collect electricity network data from every meter
and need to continue to do so to ensure network safety issues are addressed and we manage the
network in the most efficient manner.
We engaged Operational Technology Solutions (OTS) to undertake an independent review of our use of
AMI data for network management purposes to address the AER’s concerns. OTS found that collecting
data from less than 100 per cent of meters would have materially detrimental impacts on network safety.
OTS identified 15 use cases where we currently sample 100 per cent of AMI meters to manage the safety
and reliability network. OTS quantified the impact of the most significant use case -the detection of faulty
neutrals which cause electric chocks to customers. OTS found if we reduced the sampling of AMI meters
from 100 per cent to 1 per cent it would result in an increase in electric shocks to customers of at least 90
per annum across CitiPower and Powercor. Refer to CP RRP ATT37.
Given our duty under section 98 of the Electricity Safety Act to minimise safety hazards and risks to any
person arising from the supply of electricity, we consider even just the one use case of neutral fault
detection is sufficient to justify the sampling of 100 per cent of AMI meters.
Our revised proposal therefore retains the allocation from metering to standard control of 88 per cent of
our business as usual replacement of communications devices and all the costs for upgrading
communications devices from 3G to 5G.
We have updated our metering cost model for the labour escalation and different classification of
operating and capital expenditure.
We have also updated the post-tax revenue and exit fee model (PTRM) to link capital and operating
expenditure to the revised proposal cost model, recalculated metering revenue volumes based on draft
determination customer number growth rates, re-solved equity raising costs and re-solved the revenue
and pricing X factors. The tables below summarise metering revenue and X-factors and provide indicative
metering charges.
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Source: CitiPower

Source: CitiPower
Please refer to CP RRP APP09 for the full list of metering charges and CP RRP MOD 11.02 and CP RRP
MOD 11.04 for the updated metering models.
Additionally we are re-proposing the manual meter read charge for the small number of remaining legacy
meters on our network.
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10.1 Introduction
The environment we operate within is inherently uncertain; events outside of our control can affect the
quality, reliability and security of the services we provide our customers. This has never been more so
than during 2020. Whilst our revised proposal has been prepared on the basis of the best information
available to us, we cannot control for every eventuality.
This chapter sets out the nominated pass through events we need to ensure we can continue to
guarantee the level of service our customers expect.
The uncertainty regime under the National Electricity Rules (NER) comprises pass-through events, capital
expenditure reopeners and contingent projects. Both the nominated pass through event and contingent
project mechanisms deal with expenditure that may be required during a regulatory period, but which is
not able to be predicted with reasonable certainty at the time of preparing or submitting a regulatory
proposal to the AER.
10.2 Pass through events
In providing for the pass-through mechanism, the Rules recognise that a prudent and efficient distributor
can be exposed to risks beyond its control, which may have a material impact on its costs. A cost passthrough enables a distributor to recover the costs of defined unpredictable, high-cost events not built into
the AER's distribution determination.
In our original proposal, we proposed an insurer credit risk event, an insurance coverage event, a natural
disaster event, a terrorism event, a retailer insolvency event, a major cyber event, an act of aggression
event and an electric vehicle event.
The draft determination accepted five of our proposed nominated pass through events, subject to
amendments. The AER did not accept a major cyber event, act of aggression event or electric vehicle
event.
10.2.1 Our response to the draft decision
In our revised proposal, we have accepted the majority of the draft determination, save for proposing
revisions to the definition of the insurance coverage event.
The further tightening of the insurance market may have the following potential impacts over the next
regulatory period:
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•

reduced cover (for example, there may be 'gaps' in layers of coverage as capacity is either not
available, or no longer available on commercially reasonable terms)

•

policy limit reinstatements may no longer be available at future renewals (for example, terms that
provide for an automatic reinstatement of the policy limit should there be two catastrophic fire losses
within a single policy year may no longer be offered)

•

failure to supply coverage will likely be restricted to losses arising from personal injury and property
damage triggers above a certain attachment point (for example, $100 million).

We welcome the AER's acceptance of an insurance coverage event. The AER has invited comments on
Jemena's proposed amendments to the definition of the insurance coverage pass through event set out in
the draft decision. We agree that each of the amendments proposed by Jemena improves the clarity of
the definition and adopt these changes in our revised regulatory proposal.
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We also propose two additional amendments. These are as follows:
•

an amendment to the definition of ‘changed circumstances’ to clarify the point in time by reference to
which the question of whether there are ‘changed circumstances’ is assessed. That is, we suggest
amending the definition to indicate that it is the movements in the insurance market since the
acquisition of the insurance policy or set of insurance policies that applied for the majority of the base
year that are to be assessed

•

an amendment to include the AER’s guidance note as a matter to which the AER must have regard in
assessing an insurance coverage event pass through application. Given distributors will be making
decisions based on that guidance, the AER ought to be required to take the guidance into account in
making its decision regarding pass through applications.

The amendments to Jemena's drafting provided with their draft decision are set out in CP RRP APP04.
In addition we are proposing two new nominated pass through events, being an environment protection
event and a poles management event.
Environment protection event
We are subject to both Victorian and Commonwealth environmental obligations, including the
Environment Protection Act 1970 (Vic) and the State Environment Protection Policies for noise, land,
groundwater, surface water and air quality.
Our original proposal included capital expenditure (and an operating expenditure step change) in respect
of compliance with amended environmental protection legislation and associated subordinate
instruments, which were due to commence in July 2020. After the deferral of the commencement of that
legislation, and the delay in finalisation of the subordinate instruments, we withdrew our proposed capital
and operating expenditure associated with the changes. 31 As a result, the AER did not include the
expenditure proposed in respect of compliance with the updated environmental protection regime within
its alternative estimate.32
Given that there is still considerable uncertainty with respect to the required capital expenditure we will
incur in compliance with the new regulatory obligations, we consider that this capital expenditure is the
proper subject of a nominated pass through event, rather than forming part of our capital expenditure
forecast in our revised proposal.
Further information regarding our environment protection nominated pass through event is set out in our
attached managing uncertainty appendix (CP RRP APP04).

_________________________________
CitiPower, Powercor and United Energy, Amendments to operating expenditure step changes and
capital programs, 15 May 2020, pp. 1-2.
32 AER, Draft Decision CitiPower Distribution Determination 2021-26, 30 September 2020, p. 6.49.
31
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Poles management event
In our original proposal, we proposed an increase in capital expenditure on poles, primarily driven by an
improved wood pole management program. This improved pole management program reflected two
comprehensive reviews of Powercor's asset management practices undertaken by Energy Safe Victoria
(ESV), relevant to us as we apply the same asset management approach across both our CitiPower and
Powercor networks.33
While accepting that we should seek to improve our pole management practices to reflect ESV’s
recommendations regarding these practices as applied to Powercor, in the draft determination, the AER
did not accept the capital expenditure proposed by us, reducing the forecast replacement expenditure
from $58.8 million to $14.5 million.34
In this revised proposal, we have refined our wood pole intervention forecast, and are now proposing less
expenditure than in our original proposal. ESV has now accepted Powercor's pole management
improvement plan and we expect ESV to commence a review of our own pole management practices late
in 2021. Should ESV require further changes to our pole management practices as a result of its audit,
we need to ensure that we are able to recover our costs of compliance. As such, we are proposing a
nominated pass through event to enable us to recover any additional pole management expenditure
required following the conclusion of ESV’s investigation of our pole management practices.
Further information regarding our proposed pole management event is set out in our attached managing
uncertainty appendix (CP RRP APP04).

_________________________________
33
34

CP ATT108; CP ATT176.
AER, Draft Decision CitiPower Distribution Determination 2021-26, 30 September 2020, pp. 5-23, 5-27.
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This chapter outlines our revised proposal positions with regards to incentive schemes in response to the
draft determination.
11.1 Capital expenditure sharing scheme
The capital expenditure sharing scheme (CESS) provides financial rewards for distributors whose capital
investments becomes more efficient and financial penalties for those that become less efficient. The
scheme ensures savings are shared between customers and distributors.
We accept the draft determination CESS calculations for the 2016-2020 regulatory period.
We accept the draft determination to apply the CESS in the 2021-2026 regulatory period in accordance
with the CESS guideline.
11.2 Efficiency benefit sharing scheme
The efficiency benefit sharing scheme (EBSS) provides incentives for us to drive efficiencies in operating
expenditure. The benefits of efficiency savings are shared between us and our customers.
We accept all points of the draft determination with regards to EBSS.
We further accept the draft determination to apply the EBSS in the 2021-2026 regulatory period with
guaranteed service level payments and debt raising costs excluded from the calculation of the EBSS
carryover amounts.
11.3 Demand management incentive scheme and allowance
The demand management incentive scheme (DMIS) and demand management innovation allowance
(DMIA) mechanism provide incentives for us to explore demand management alternatives to network
capital investment.
We accept the draft determination to apply the new DMIS.
Under the DMIA, we are provided with an annual fixed allowance in the form of additional revenue for
each regulatory year of the regulatory period. We have updated DMIA allowance for our revised proposal
revenue.
11.4 Service target performance incentive scheme.
The service target performance incentive scheme (STPIS) provides incentives for us to improve network
reliability and customer service when the benefits exceed the costs.
As requested in the draft determination, we have updated the STPIS targets for historical data over
financial years 2015/16 to 2019/20.
We have also updated our proposed incentive rates for the updated targets and for our revised proposal
average annual revenue over 2021-2026.
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The draft determination approved the telephone answering parameter in the STPIS pending receipt and
assessment of our proposed Customer Service Incentive Scheme (CSIS). For our revised proposal, we
have therefore removed the telephone answering target and incentive rate and replaced it with our
proposed CSIS.35
Our updated STPIS targets and incentive rates are shown in the table below.

____________________________________
35

Refer to Customer Service Incentive Scheme chapter
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Source: CP RRP MOD 10.11; CP RRP MOD 10.12.
11.5 F-Factor scheme
The F-factor scheme provides incentives for us to reduce the risk of fire starts from our assets.
We accept the draft determination to apply the F-factor scheme as set out in the AER's Victorian f-factor
incentive scheme draft decision 2021-2026.
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Glossary
Term
2018 RORI
ACIF
ACS
AEMC
AEMO
AER
AMI
ARENA
BIS Oxford
CAP
CBRM
CCC
CCP
CESS
COVID-19
CPI
CSIS
CSS
DAE
DER
DMIA
DMIS
DVMS
EBSS
ECA
EFCAP
EP Act 1970
EP Amendment Act 2018
ESCV
ESMS
ESV
EV
Frontier
GSL
Guideline 14

Definition
2018 Rate of Return Instrument
Australian Construction Industry Forum
Alterna ive control services
Australian Energy Market Commission
Australian Energy Market Operator
Australian Energy Regulator
Advanced Metering Infrastructure
Australian Renewable Energy Agency
BIS Oxford Economics
Customer Advisory Panel
Condition based risk management
Customer Consultative Committee
Consumer Challenge Panel
Capital Expenditure Sharing Scheme
Coronavirus disease 2019
Consumer Price Index
Customer Service Incentive Scheme
Customer Service Strategy
Deloitte Access Economics
Distributed energy resources
Demand Management Innovation Allowance
Demand Management Incentive Scheme
Dynamic Management Voltage Systems
Efficiency Benefit Sharing Scheme
Energy Consumers Australia
Energy Futures Customer Advisory Panel
Environment Protection Act 1970
Environment Protection Amendment Act 2018
Essential Services Commission of Victoria
Electricity Safety Management Scheme
Energy Safe Victoria
Electric vehicle
Frontier Economics
Guaranteed service level
Electricity Industry Guideline No 14 – Provision of Services by Electricity Distributors

HIA
HV
ICT
IT
kV
kVA
LV
MAIFI(e)
MPFP
MVA
NEM
NIEIR
OTS
PTRM
PV
RAB
RBA
Repex
Reset RIN
RFM
RIN
RIS
Rules
SAIDI
SAIFI
SARS-CoV-2
SCADA
SCS
STPIS
SWER
VCR

Housing Industry Association
High voltage
Information and communications technology
Information technology
Kilovolt
Kilovolt ampere
Low-voltage
Momentary average interruption frequency index (event)
Multilateral Partial Factor Productivity
Megavolt ampere
National Electricity Market
National Institute of Industry and Economic Research
Operational Technology Solu ions
Post tax revenue model
Photovoltaic
Regulatory asset base
Reserve Bank of Australia
Replacement expenditure
Price Reset Regulatory Information Notice
Roll forward model
Regulatory information notice
Regulatory Impact Statement
National Electricity Rules
System average interruption duration index
System average interruption frequency index
Severe Acute Respiratory Syndrome Coronavirus 2
Supervisory control and data acquisition
Standard Control Services
Service Target Performance Incentive Scheme
Single wire ear h return
Value of customer reliability
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