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1. Introduction:
[bookmark: _GoBack]The Consumer Challenge Panel (CCP) was established on July 1 2013 to be a ‘critical friend’ for the AER, by considering regulatory issues from an end consumer perspective. This process has been implemented as a part response to the information asymmetry that exists in regulatory processes, to the detriment of consumers. 
The roles of CCP members include:
• 	advising the AER on whether a network business's proposal is justified in terms of the services to be delivered to customers; whether those services are acceptable to, and valued by, customers; and whether the proposal is in the long term interests of consumers; and
• 	advising the AER on the effectiveness of network businesses’ engagement with their customers and how this engagement has informed, and been reflected in, the development of their proposals.

The lack of adequate consumer engagement in regulatory decision making and a lack of emphasis on the National Electricity Objective (NEO) were common themes in a series of reports published in late 2012, including from Productivity Commission, Energy White Paper (2012), Senate review, Limited Merits review process and AEMC conducted rule change regarding network regulation. In response to limited consumer engagement, COAG also made a commitment to establish Energy Consumers Australia and the AER consulted extensively on a series of guidelines to apply to network regulatory proposals, including a requirement for meaningful consumer engagement.
The NSW and ACT distribution business are the first electricity distribution business proposals to apply the 2013 guidelines and the first to be considered by the CCP. This submission has been prepared by a subgroup of five CCP members (Ruth Lavery, Gill Owen, Jo De Silva, Bruce Mountain and Mark Henley) who have been guided by application of the National Electricity Objective, seeking the long term interest of consumers. We are also well aware of the political context in which these regulatory proposals have been lodged with the NSW Government announcing an intention of seeking long term leases of 49% of Ausgrid and Endeavour Energy. We have taken the view, for this submission that ownership should not impact on the key aspects of regulatory decisions, in the best interests of consumers.
A separate response to the ActewAGL regulatory proposal is planned by the same CCP sub-panel.
In our deliberations and in preparing this submission we have identified a number of issues, both ‘higher order’ and ‘detail’ that warrant close consideration. We have actively sought data / evidence to be able to support our arguments; however this has not been possible in considering some issues. So we have produced this submission with three different levels of detail, these being:
1.	This issue in important and we encourage the AER to further investigate, utilising their expertise,
2.	Here is our opinion, as a panel of experienced participants in energy regulatory processes,
3.	This is an issue for which we present data that supports the perspective that we are putting.
We also recognise that under the National Electricity Rules, the AER has the discretion to exercise its judgement in coming to a determination. We present data, opinion and experience to assist the AER in exercising its discretion and reiterate the importance of the AER taking evidence and advice from many sources, using the 2013 developed guidelines to assist in deliberation and bringing this substantive body of perspective and information together, with the discretion that the AER has to make determinations – to promote the long term interest of consumers.  
This submission responds to the proposals presented by the 3 NSW distribution network service providers, Essential, Endeavour and Ausgrid who share some functions through Networks NSW. We respond to the major issues for all 3 networks, with comments regarding specific aspects of individual proposals, within this context. We have also been guided by the AER Issues paper, that was released in June 2014, but have structured our response around the major issues that we think are raised by the regulatory proposals, rather than sequentially following the 9 questions posed in the issues paper, though this submission addresses these questions indirectly.
Our view is that there is much in the three 2014-19 proposals that echoes past experience of telling consumers that there may be some short term ‘pain’, but there will be ‘jam tomorrow’. After a period of substantial increases in network prices and escalating energy bills for consumers, particularly during the 2009-14 regulatory period, the NSW distribution businesses are well placed to deliver significant cost reductions for consumers in 2014-19, rather than ‘locking in’ these significant price increases of the past, into the current period and expecting consumer gratitude for slowing the increases in costs. Rather than ‘jam tomorrow’, we opine that there is plenty of scope for some ‘jam today’ for long suffering energy consumers.
We commence with an overview of the context in which the three 2014-19 regulatory proposals were lodged, before considering major issues in turn.
The New Reality 
We consider that there is a new reality facing distribution businesses (and indeed, others in the energy sector) and yet we see limited evidence that the submissions from  the  New South Wales distribution businesses reflect this and move beyond “business as usual”.   The new reality is a result of changes in demand and changes in customer willingness to pay high electricity bills, leading to a need for businesses to adapt to meet these new circumstances. Many consumers have already embraced solar, energy saving and demand response (where they can cut their use of power at peak times in return for a reward) – many more are likely to do so.  MPs are receiving complaints about energy prices from angry consumers, and we can expect this to have an increasing impact on politicians.
If consumers are producing more of their own energy or needing to buy less because of energy saving then they will reasonably expect to pay less for grid delivered electricity. The use of solar and energy efficiency in effect represent  new forms of competition for grid delivered electricity – the entry of new forms of competition into a market would normally be  expected to impact prices. The impact of falling demand for grid delivered electricity may be mitigated if there is new demand for electricity – e.g. from electric vehicles, or greater use of off – peak water heating (to back up solar).  But consumers will not tolerate charges increasing or staying the same as their usage of networks declines - there therefore has to be some serious thought into how to manage any decline in the use of existing assets and the timescale over which this should be managed. Otherwise we may see more and more consumers disconnecting completely if they can to rely on their own solar etc.  The development and reduced costs of storage will make this more and more possible. Although it is likely that most customers will want the security of connection for the foreseeable future even this could change longer term, particularly if charges remain high. 
Falling demand for grid delivered electricity need not be all bad for the established network businesses. There are many new business opportunities (e.g. solar, demand side management, automatic control of large loads such as air conditioning)   which some are already embracing.  New demands from electric vehicles could also help to keep assets more fully occupied. Not all existing businesses may be winners in these new markets and network companies are not used to operating like businesses in competitive markets - this is reflected in their consumer engagement which we address later in this paper. However, those who embrace this new reality could stand to gain, particularly if regulation can become less detailed and more focussed on the “big picture” of an effective outcome for consumers.  For example, in the UK, Ofgem has developed a fast track approach to price determinations for companies that clearly demonstrate they have done what consumers want.
Regulators are expected to provide a surrogate for competition and so we consider that they too will have to adapt to and incorporate this new reality into their pricing determinations.
Over compensation and windfall gains 
This submission relates principally to the coming regulatory period, but it is important to be mindful of the outcomes in the current regulatory period, to avoid the risk of perpetuating any that may be undesirable. The allowed revenues of DNSPs increased significantly over the last regulatory control period. The increases for Ausgrid and Essential Energy were the greatest. Endeavour’s increase was more moderate, but still much greater than that for any of the privately owned NSPs elsewhere in Australia. This is shown in Figure 1 below.
[bookmark: _Ref268520500]Figure 1. Allowed revenues for DNSPs in the NEM relative to 2006
[image: ]
We suggest that a large part of the allowed revenue increases for the NSW DNSPs reflect errors in the design and conduct of regulation which meant that the DNSPs received significantly more revenue than they needed to cover their costs over the regulatory period.  Table 1 below quantifies the payments that NSW’s electricity users have made in the current regulatory period (and in the case of EBSS, the next) but which have gone directly to shareholders, not for the compensation of actual costs incurred. These payments might be described as “money for nothing” or windfall gains.  The breakdown is calculated as follows:
· Capex: The NSW DNSPs have underspent the capex that the AER determined in setting regulated prices, by $2.58bn. While energy users will benefit from this in the coming regulatory period (by virtue of a RAB lower than it otherwise would be), in the current regulatory period they have been charged for depreciation and return on the excess allowance of $681m. 
· Opex: The DNSPs have underspent their opex allowance by $313m.  All of this difference has been captured by the DNSPs. We expand on this in the section on opex.
· EBSS: The DNSPs are claiming EBSS payments of $585m to be paid in the current regulatory period, based on their underspend of $313m in this regulatory period.  We expand on this in the section on opex.
· Debt: The DNSPs have been allowed to charge users 8.8% per annum for their debt.  Yet these are low risk businesses able to raise debts at significantly lower rates. We compared the 8.8% to their actual cost of debt, based on their fixed rate debt, as reported in their financial statements. This is their most expense source of debt. In addition we have assumed the 60% gearing that the AER uses. In practice gearing is typically above 70%. For these reasons the difference between the actual charge for debt and regulated charge for debt as shown in this table, $1.7bn, may reasonably be considered an under-estimate of the actual difference.   

[bookmark: _Ref268497350]Table 1. Windfall gains: payments that over-compensate costs 
[image: ]
Some might contest aspects of this analysis. For example it might be suggested that rewards for capex and opex underspend are reasonable compensation for managerial effort to reduce costs. We accept that some part of the underspend is a result of managerial efforts to reduce costs. However, we submit, and it seems widely accepted, that the capex and opex allowances received significantly outweighed any reasonable reward for management effort. Indeed it was for this reason that the AER sought changes to the Rules. 
The aggregate windfall gain calculation here - $3.3bn – is about $1000 per connection. We think it is appropriate that the AER (and all stakeholders) have particular regard to evidence such as this, and that the AER should use its discretion to take it into account in deciding the various parameters for the coming regulatory control period.






2. Consumer Engagement

2.1 Activities to date

The sub-panel has assessed the consumer engagement activities undertaken by the NSW businesses in the lead up to the submissions of their regulatory proposals. The consumer engagement undertaken by Ausgrid, Endeavour, Essential and ActewAGL in preparing their final regulatory proposals has been evaluated in the context of the AER Consumer Engagement Guidelines for Network Service Providers. Specifically, the actions taken by these businesses which relate to the best practice consumer engagement principles has been reviewed. The result is that the sub-panel has identified areas for improvement for all performance aspects. The actions evaluated are those as provided by businesses in February 2014, supplemented by material available on the websites of the businesses.[footnoteRef:1] [1:  For details of this evaluation, refer to sub-panel 1 advice to Warwick Anderson, 2 June 2014] 


Three areas have been identified where it is believed that there has been some progress by the businesses in terms of their engagement with consumers:
· Public lighting
· Metering
· Provision of information

However, for the first two of these areas, there is further action required of the businesses to fully engage with the relevant parties. In terms of provision of information, it is also noted that there are some serious information gaps. The sub-panel believes that the NSW network businesses are not providing consumers with sufficient and relevant information as part of their consumer engagement activities. The sub-panel believes that information should be provided as part of consumer engagement activities in areas including average prices, total revenue, total profits, and quality and reliability of supply. We recommend that the AER consider this issue when assessing the network businesses’ consumer engagement activities.

2.2 What the network businesses should have done

Willingness to Pay
We are extremely concerned with the use of Willingness to Pay (WTP) surveys to justify ongoing high reliability related network expenditure.

The sub-panel believes that evidence of the WTP by consumers can provide useful insights on consumer preferences about competing priorities, but only where there is a legitimate business case for the expenditure in the first instance.

The sub-panel recommends that:
· the AER evaluates the robustness of any WTP information provided by businesses, particularly where such information is the principal support for specific programs or activities proposed by network businesses as part of the regulatory proposal;
· only WTP information provided through well-designed choice modelling be considered by the AER as possible support for a program or activity;
· the AER confirms that WTP information is insufficient, in and of itself, to support a proposed business program or activity;
· the AER ensures that each network business has a clear and legitimate business case for expenditure that is being otherwise based on information obtained via WTP studies; and
· the AER considers the extent to which a network business’ CEO and Board have been engaged as part of its consumer engagement activities.

Participation
It is the sub-panel’s view that based on the IAP2 Spectrum,[footnoteRef:2] the predominance of energy network consumer engagement activity to date has been at the “Inform” level of participation. We would expect to see more effort by the businesses to engage consumers at the “Involve” and “Collaborate” levels. Consumers and their representatives must be able to challenge the businesses through their participation; the engagement process should ensure this challenge happens. We encourage the AER to communicate to network businesses that increased efforts need to be made to involve consumers at a collaborative level. [2:  The International Association of Public Participation’s Spectrum (refer to Attachment 1) provides assistance on the choice of community engagement depending on the purpose of the engagement.] 


As Essential Energy is claiming commitment to IAP2, Essential Energy should demonstrate a commitment to all levels including the “Empower” level of the spectrum. While they may not yet be able to apply these more challenging levels of the IAP2 approach, they need to be able to demonstrate an understanding of these processes and identify steps that they will take to genuinely collaborate with and ultimately empower consumers. To state “Empowering customers in a highly regulated environment such as electricity distribution is not possible for most facets of network management due to the lack of information they have available …” misses the whole point of consumer engagement and certainly misses the point of the IAP2 participation spectrum.

Content
The sub-panel believes that the NSW distribution network businesses are not providing consumers with sufficient and relevant information as part of their consumer engagement activities.  We believe that information should be provided as part of consumer engagement activities in areas including average prices, total revenue, total profits, and quality and reliability of supply and recommend that the AER consider this issue when assessing the network businesses’ consumer engagement activities.

The sub-panel remains concerned that consumers are not being clearly provided with the cost and price implications of the preferences that they express and recommends that the AER consider this issue when assessing the effectiveness of the network businesses’ consumer engagement activities.

2.3 Ineffective consumer engagement

The sub-panel has received information from consumer representatives, which suggests that the consumer engagement undertaken by the NSW distribution businesses has been ineffective to date.[footnoteRef:3] [3:  Email correspondence between sub-panel 1 members and NSW consumer representatives.] 


The Total Environment Centre (TEC), for example, states they have had no contact from any of the NSW distribution businesses to date. TEC is concerned about the limited focus on Customer Councils and what they perceive as minimal focus groups. TEC notes the absence of engagement on energy efficiency, demand management, solar households or decentralised energy.

The Public Interest Advocacy Centre (PIAC) acknowledges that while focussed consumer engagement is new for the NSW businesses, there is still a “very long way to go”. PIAC notes that their “concern has been that prices are too high, and [the NSW distribution businesses] haven’t responded to that as effectively as they would have liked i.e. proposed prices still too high”. PIAC notes that the accessibility of information has varied significantly and that the sheer volume of material is a significant barrier to accessibility. They also note that not a lot of clarity was provided about their role and the objectives of the engagement activity or activities. 

The Ethnic Communities’ Council of NSW indicated that the NSW distributors were limited in their consumer engagement, in terms of the accessibility of the material provided, clarity about participants’ roles and the objective of the engagement, timeliness of material provided and provision of information about cost and price implications of capex and opex expenditure options.

Considering these comments alongside the evaluation of the sub-panel, which identified areas of improvement for all performance aspects, we have concluded that the consumer engagement of the NSW distribution businesses has been ineffective.

Robustness of WTP conclusions
The distributors have submitted that feedback from their consumer engagement activities supports maintaining current levels of reliability if achieved without additional price increases. The distributors have also suggested that, for most customers, a reduction in prices would not compensate for reduced reliability. Accordingly, the distributors' proposals include levels of capex (and opex) which, they have submitted, are intended to maintain current levels of reliability and security of supply.[footnoteRef:4] [4:  Ausgrid, Regulatory proposal, May 2014, pp. 12, 46 & 66; Endeavour Energy, Regulatory proposal, May 2014, pp. 21, 59, 63 & 70; Essential Energy, Regulatory proposal, May 2014, pp. 16, 17, 42 & 57.] 

The evidence used by the distributors to support these findings is primarily willingness to pay (WTP) surveys.[footnoteRef:5] As an example, the questions asked by Ausgrid relating to reliability included: [5:  Ausgrid (2013) Customer Engagement Study which featured an online survey of 904 participants boosted by a CATI telephone interview of 100 elderly participants; Essential Energy (2012) Customer Engagement Research which featured an online survey of 1,013 participants; Endeavour Energy (2013) Customer Engagement Study Final Report which featured an online survey of 801 participants boosted by a CATI telephone interview of 100 participants over 60 years.] 

“Making sure the network is as reliable as possible obviously has cost implications in keeping maintenance up and in providing infrastructure….would you be willing to pay more each year to ensure greater reliability?”
“If answered yes to [the previous question]....Would you be willing to pay $100 more a year?”
“Would you be willing to pay less each year for a less reliable service?”[footnoteRef:6] [6:  Ausgrid (2013) op cit pp. 70 - 71] 

An important part of the toolkit for consumer engagement is the use of survey techniques to gauge the relative preferences of consumers between alternative program and expenditure options. Such techniques provide an indication of the WTP by consumers to achieve the anticipated benefits from a particular program or expenditure option. In this way, the associated estimate of the WTP can be used as part of a general cost benefit analysis so as to provide guidance as to whether a specific program or expenditure option should be undertaken (i.e. in circumstances where the benefits as estimated by the WTP exceed the program costs).
Estimates of the WTP to achieve a certain outcome can provide helpful information to a network business on:
· the relative benefits of alternative programs, to allow a network business to determine consumer priorities across a range of possible programmes (i.e. those with a higher WTP are generally preferred to those with lower WTP); and
· the possible benefits to consumers of a particular activity.

This highlights that WTP information, in and of itself, is insufficient to support particular activities of network businesses. Simply providing information on the WTP or potential benefits is only part of the information that is needed.
For a particular program to be undertaken, a network business should provide information on:
· the need (or driver) for the particular program expenditure; and
· how the costs of the program are outweighed by the benefits, which can include both the business specific benefits (e.g. cost savings), and the consumer benefits as estimated by WTP information.

That said, given the challenges with estimating the WTP of consumers, the weight given to such estimates requires consideration to be given to the validity of specific techniques and the assumptions used. The challenge is to avoid simply asking consumers directly how much something is valued, without reference to the potential trade-off involved (e.g. the fact that a cost needs to be incurred to achieve the benefit).
The technique that is most commonly used to avoid the potential bias arising from simply asking consumers directly their WTP is through the design of a choice experiment (also referred to as a choice model). These models provide information on WTP by requiring respondents to make trade-offs between two or more options, where undertaking no option is a valid response. In this way, the consumer provides more realistic information on their individual preferences taking into account the potential trade-offs involved.
While the sub-panel believes that choice modelling is the preferred technique for estimating the WTP of consumers, the results of any individual study undertaken by network businesses will also be affected by the choice set design, sampling approach, and sample size, among other things. The sub-panel believes that network businesses should also provide information on the potential biases arising from the specific modelling assumptions chosen.
We have reviewed best practice WTP work done for the Essential Services Commission of SA and Ofgem. In the first case, a report by KPMG used ‘Discrete Choice Experiments’ (DCE) as “the strength of the DCE approach is the ability to estimate tradeoffs between different attributes and hence different goods (which are simply packages of attributes. The DCE approach has been used for this project as it enables WTP estimates to be derived for a number of different options in an efficient manner.”[footnoteRef:7] Importantly, the report states, “The duration and frequency of interruptions are fundamental performance measures in the electricity supply industry. Any credible willingness to pay research study would need to consider these measures, at a minimum.”[footnoteRef:8] The sub-panel can find no evidence that these measures were considered in the NSW WTP surveys. [7:  KPMG (2003) “Consumer Preferences for Electricity Service Standards” at http://www.escosa.sa.gov.au/library/030916-PublicConsumerSurvey-KPMG.pdf p.6]  [8:  KPMG (2003) pp.27-28.] 

The report for Ofgem by Accent used Stated Preference Discrete Choice Experiments and also considered the duration and frequency of interruptions. [footnoteRef:9] [9:  Accent (2008) Expectations of DNOs & Willingness to Pay for Improvements to Service at https://www.ofgem.gov.uk/ofgem-publications/47387/1704rep04final.pdf] 

In summary we recommend that:
· the AER evaluates the robustness of any WTP information provided by businesses, particularly where such information is the principal support for specific programs or activities proposed by network businesses as part of the regulatory proposal;
· only WTP information provided through a well-designed choice modelling experiment be considered by the AER as possible support for a program or activity;
· the AER confirms that WTP information is insufficient, in and of itself, to support a proposed business program or activity
· the AER ensures that each business has a clear and legitimate business case for expenditure that is being otherwise based on information obtained via WTP studies.

2.4 Reliability
We do not support the findings of the distributors that consumers wish to maintain current levels of reliability, due to the lack of adequate evidence to support such findings. Having reviewed the questions that consumers were asked by the distributors about reliability, the sub-panel believes that the questions were flawed. Consumers were not asked the key questions about how much risk they were prepared to take for different levels of reliability. Consumers were also not asked these questions in the context of a choice modelling experiment. Anecdotal evidence and the views of some consumer organisations suggests to the sub-panel that consumers may  prefer lower prices even if that meant a greater risk of reduced reliability, particularly where any such risk is small. These alternative choices are what the sub panel would wish to see the DNSPs test out with consumers.  In the absence of such research we consider that the AER will need to take into account other evidence of the views of consumers in reaching its determinations in respect of customer willingness to pay for specific levels of reliability. 
The sub-panel notes the additional obligations placed on NSW DNSPs to meet enhanced design planning specifications and reliability standards in their licence conditions in 2005. The sub-panel notes that this has been widely recognised as leading to reliability related network expenditure with a negative impact on retail electricity bills. In light of the impact of reliability related network expenditure on retail electricity bills, on 20 August 2011 the Standing Council on Energy and Resources directed the Australian Energy Market Commission (AEMC) to undertake a review of NSW distribution reliability outcomes.
The AEMC’s Review of Distribution Reliability Outcomes and Standards[footnoteRef:10] “suggests there are benefits to NSW consumers from reducing the level of distribution reliability in NSW. This is because the cost savings from reducing reliability are larger than the costs to customers of poorer reliability performance, compared to the continuation of the current requirements for distribution reliability. In other words, a relatively small reduction in reliability can lead to a large reduction in the investment required by electricity distribution networks.” [10:  AEMC (2012) Final Report NSW Workstream: Review of Distribution Reliability Outcomes and Standards at http://www.aemc.gov.au/getattachment/a5bbc0be-e7e3-4fcd-b856-feaf4088d38a/NSW-workstream-final-report.aspx ] 

From 1 July 2014, amended reliability licence conditions give greater flexibility to network businesses so they can plan and deliver efficiencies. The sub-panel believes that this should translate to reduced reliability related network expenditure.
While the sub-panel recognises that the work has not been sufficiently done to determine consumer WTP about maintaining reliability, the sub-panel believes that consumers highly value lower prices and may even prefer lower prices even if that meant a greater risk of slightly reduced reliability. The sub-panel refers readers to the section of this report on “Consumer Impacts” which says, quite clearly in fact, that there is a large cohort of consumers that are very price sensitive, and for whom the price rises have meant a substantial reduction in consumption and commensurate loss of utility. The sub-panel believes it is reasonable to conclude that this data suggests a robust WTP analysis would not support the NSW NSPs submission.
Anecdotal evidence and the views of some consumer organisations suggests to the sub-panel that consumers may  prefer lower prices even if that meant a greater risk of reduced reliability, particularly where any such risk is small. These alternative choices are what the sub panel would wish to see the DNSPs test out with consumers.  In the absence of such research we consider that the AER will need to take into account other evidence of the views of consumers in reaching its determinations in respect of customer willingness to pay for specific levels of reliability.
The AER may wish to review the extensive work undertaken on Willingness To Pay internationally, including most recently by Western Power Distribution (WPD) which found that there was some willingness to accept a deterioration of service (ie the average number of cuts going from 8 to 9 in 10 years) for a £1.33 reduction in the average bill.[footnoteRef:11] This indicates that there is precedence for our view that consumers may prefer lower prices for reduced reliability, where the research is according to best practice. We note that in the case of WPD, the research was conducted through Stated Preference Choice Experiments and also considered the duration and frequency of interruptions. We also observe that in the case of the WPD Willingness To Pay research, the findings from the quantitative and qualitative research were further road tested with an expert Customer Panel and a second stage of consultation. According to WPD, this “justified WPD’s primary use of WTP to ensure our investment priorities align to customers’ preferences.”[footnoteRef:12] The sub-panel believes that further testing of the ‘preliminary’ data from the NSW NSPs is required. [11:  Western Power Distribution (2012) WPD Price Review WTP Research – Quantitative Findings at http://www.westernpower.co.uk/docs/consultation-process/stage-2/Willingness-to-pay-research-quantitative-results-i.aspx ]  [12:  Western Power Distribution (2013) R11O-ED1 Business Plan at http://www.westernpower.co.uk/docs/About-us/Stakeholder-information/Our-future-business-plan/Seperate-documents/Stakeholder-Engagement.aspx p.24] 

2.5  Stretch Questions

The sub-panel proposes that the AER consider the following criteria to assess the credibility of the NSPs claims about the consumer engagement activities:
· Has the NSP's consumer engagement program been designed to identify and effectively respond to the specific issues and concerns of different consumer cohorts?
· How has the NSP identified each cohort and what processes did they use to get feedback from each cohort?
· Are the CEO, Board and senior management actively involved in understanding and responding to consumer issues, on an ongoing basis?
· Has the NSP transparently and accurately reported the concerns and expectations provided by each consumer cohort?
· Did the NSP clearly explain to consumers any trade-offs and cost implications associated with their issues/concerns/preferences?
· Has the NSP clearly and transparently identified how it has responded (or will respond) to the issues raised by consumers?
· Does the NSP provide clear evidence of all of its claims regarding consumer preferences, including evidence of consumers' willingness to pay for those preferences?
· Has the NSP clearly demonstrated how consumer feedback has resulted in changes to its relevant strategies/decisions?
· Has the NSP clearly demonstrated how consumer feedback has informed, and been reflected in, the development of its revenue proposal?
· Where the NSP's regulatory proposals do not align with its consumers' expectations/preferences, has the NSP clearly explained why?
· Is consumer engagement integrated into the activities of the business, or is it an ‘add on’ with an additional budget?











3. WACC
The Weighted Average Cost of Capital (WACC) is the single factor that affects prices more than any other. The AER’s decision on this has a major impact on consumers in the longer term as well as affordability in the shorter term. 
The data shows that regulated energy network businesses are attractive to investors, even (perhaps especially) when financial markets are volatile. 
3.1 	Cost of Equity
We urge the AER to use the discretion it is given under the National Electricity Law, to set a rate of return, including cost of equity, which is in the interests of consumers as well as best meeting the rate of return objective..  Our view is that lower rates of return would adequately recompense shareholders, who have enjoyed what we consider to be undue levels of profitability over recent regulatory periods, which has unacceptably impacted on prices paid by consumers.
All three NSW distribution businesses have based their proposals on jointly funded consultancy reports and consequently have mostly identical proposals.  .  They have proposed a point cost of equity of 10.11% from a range of 10.11% to 11.50%.  The lower end of this range is calculated using the Sharpe-Lintner CAPM with a risk free rate of 4.78%, equity beta of 0.82 and market risk premium of 6.50%.  The high end of the DNSPs’ range is 11.50%, which was calculated using the Fama-French three factor model by SFG for CEG in August 2013.[footnoteRef:13] [13:  Calculated by SFG and quoted in CEG’s May 2014 report at p5, attachment 7.1 to each of Ausgrid, Endeavour Energy and Essential Energy proposals.  ] 

Formula
The Guideline requires use of the Sharpe-Lintner CAPM as the foundation model, with the Black CAPM and dividend growth models used to inform estimates for the equity beta and market risk premium.  The Guideline specifically states that the Fama-French three factor model has no role in estimating return on equity.  
The DNSPs have proposed using the Fama-French three factor model.  The CEG report provided by the DNSPs notes that the Fama French model “is well-accepted in the finance literature and the results of the model should be considered relevant information for the purposes of assessing the cost of equity under the NER.”  In developing its Guideline, the AER had regard to the NER, took into account feedback from extensive consultation, decided against using this model, and provided its reasons for this decision.  We can see no clear new evidence from the DNSPs to support straying from the Sharpe-Lintner CAPM and therefore suggest that the AER does not admit the Fama-French model into its cost of equity considerations. 
Risk Free Rate
We suggest that the NSPs argument for yields on 10 year Commonwealth Government bonds (from 1883 to 2011) is not defensible and suggest that AER sticks with the arrangements it considered it in its Guidelines. 
Market Risk Premium
In its December 2013 explanatory statement to the rate of return Guideline, the AER settled on a market risk premium of 6.5%.  The NSW DNSPs have used 6.5%, consistent with the AER’s recommended position.
In the interests of setting revenues at a level that is in the best interests of consumers, and having regard tn NSPs’ profits we urge the AER to consider a market risk premium of 6.0 or below.  The AER needs to take account of the excessive returns enjoyed over recent years by the NSW DNSPs’ shareholders, as set out in the whole-of-panel advice from the CCP to the AER on WACC – details of the full paper are referenced below,[footnoteRef:14] We suggest a point estimate low down in the AER’s range would be more in the long term interests of consumers while still meeting investors’ rights to an adequate return on capital invested. [14:  Smelling the roses and escaping the rabbit holes: the value of looking at actual outcomes in deciding WACC. Prepared for the Board of the Australian Energy Regulator. Consumer Challenge Panel July 2014

] 

Equity Beta
The AER’s guidelines on WACC suggest an equity beta range of 0.4 to 0.7, with a point estimate at the top end of the range.  
Olan Henry ‘s April 2014 expert report[footnoteRef:15], commissioned by the AER as part of its Better Regulation Program, produces calculations of empirical estimates of equity beta that are consistent with the AER’s Guideline.   [15:  Henry O. T., Estimating Beta: An Update, April 2014, available at http://www.aer.gov.au/sites/default/files/D14%2052760%20%20Estimating%20Beta_%20An%20update%20Olan%20T%20Henry%20April%202014.pdf ] 

Henry recommends a range for equity beta of 0.3 to 0.8, slightly wider than the range specified in the AER’s Guideline.  While the nineteen calculations[footnoteRef:16] on which Henry bases his recommended range spread from 0.3 to 1.0, they are clustered at the lower end with fourteen calculations between 0.3 and 0.5.  [16:  In tables 2, 14 and 16] 

The DNSPs have provided the CEG report[footnoteRef:17], which also uses a range from the Henry report[footnoteRef:18] but taken from tables 2 and 5, because these are the datasets with the two longest ranges.  Table 2 contains delivered / revealed estimates of beta based on longest available sample available with weekly frequency, while Table 5 is based on the same data with monthly frequency.  The eighteen calculations used by CEG from Henry’s report spread from 0.2 to 1.0, and are also clustered at the lower end with eleven calculations between 0.2 and 0.5. [17:  CEG report p7in appendix 7 to the DNSP proposals . . .]  [18:  April 2014] 

Henry notes that “there is little or no reason to omit data and/or partition the sample . . . [and] is of the opinion that the most reliable evidence about the magnitude of beta is provided in tables 2, 14 and 16[footnoteRef:19] using individual assets and fixed weight portfolios.”  It is likely there are insufficient possible measurements available from the dataset to provide meaningful results using monthly data.  However, as using table 5 instead of tables 14 and 16 makes little difference to the range of observations and simply emphasises the clustering at lower values for equity beta, as set out in Table 2, we do not object to the DNSPs drawing this data to the AER’s attention.  [19:  Tables 14 and 16 provide equity beta calculations of fixed portfolio construction, with equal weighting for table 14 and value weighting for table 16, with longest sample available and weekly frequency.] 

Table 2 –Equity betas calculated by Olan Henry, rounded and ordered by value
	Table 2
	         0.3  0.3  0.3  0.3  0.3                                                                      0.6    0.7                 0.9    1.0

	Table 14
	                                                     0.4                      0.5  0.5  0.5  0.5

	Table 16
	                                                     0.4  0.4  0.4       0.5                                      0.7

	Table 5
	0.2    0.3  0.3  0.3  0.3  0.3                                                                               0.7     0.8      0.9    1.0



The DNSP’s equity beta of 0.82 is also based on regression estimates of beta using historical stock market data, but including US comparables.  Despite the calculation giving twice as much weight to Australian beta estimates, the much larger number of US comparables skews the result higher – to over 0.8 – and well in excess of most of Henry’s calculations.  This is the approach previously suggested by the DNSPs during consultation to develop the Guideline[footnoteRef:20] and we see no new evidence provided by the DNSPs that could persuade the AER to deviate from its Guideline in setting equity beta for this reset.   [20:  page 16 of SFG, Regression-based estimates of risk parameters for the benchmark firm, June 2013] 

The Guideline clearly states that overseas empirical estimates may be used as one input to selecting a point estimate from within the empirical range of Australian equity beta calculations.  The overseas data relied on by the NSW DNSPs cannot be disentangled from the Australian data, and we suggest that the AER should place most weight on its own independent expert’s report.
3.2 	Cost of Debt 
The DNSPs have proposed a cost of debt of almost 8%. We are particularly concerned about this proposal. We understand that if the DNSPs had applied the method for the calculation of the cost of debt as specified in the guidelines, a significantly lower cost of debt would have resulted. 
The DNSPs seem to argue for a proposal that is different from the AER guidelines on the basis of what they say are their actual borrowing practises. However the DSNPs also argue that their actual borrowing practices should be ignored when it comes to their actual cost of debt or their actual debt raising costs. For these the DNSPs insist that the “benchmark” efficient privately owned DNSP should be used. The DNSPs are therefore picking and choosing arguments that suit them by asserting that their (apparent) actual borrowing practises justify deviation from the guidelines, but then at the same time asserting a hypothetical benchmark firm (which is completely different to them) should be assumed. This internal inconsistency may assist the DNSP to argue for higher debt costs, but it is opportunistic and should not persuade. 
We are aware that the National Electricity Rules require the AER to assume a “benchmark” privately owned efficient firm in its determination of the cost of debt. Many energy users are concerned that this approach explains a large part of the reason that government-owned NSPs and the NSW DNSPs in particular, have significantly over-invested in their networks, and the state government thereby achieved extraordinary profits, income tax equivalents and debt fees. However, we recognising that dealing with this persistent flaw in the regulatory framework will not be achieved in time for this regulatory decision. We therefore suggest that following for the AER’s consideration:
· In its assessment of the DNSPs cost of debt, the AER clarifies the DNSPs actual cost of debt based on the loan capital provided by Tcorp. This should describe the rate and type of loan (fixed or not, duration etc.) It should also quantify the “competitive neutrality” fees and all other borrowing fees.
· In the assessment of the debt risk premium, the AER should only include BBB+ rated debt, not just BBB, and only from regulated network utilities. The data set should not include “energy” firms, such as AGL Energy, whose market risks have nothing in common with regulated network utilities.
· In the specification of the risk free rate, the AER should be transparent in the chosen date. We do not believe that concerns over the impact of date selection will have on borrowing costs are relevant – the DSNPs borrow from Tcorp not from the private market.
· The AER should examine DNSPs actual borrowing costs and fees in assessing DNSPs claims. For example Ausgrid is seeking $45m for debt borrowing costs. But since Tcorp arranges all the DNSPs’ debts it is not clear why users should be paying $45m for costs that simply do not exist. 
· The AER should have regard to the evidence presented during the development of the guidelines that credit ratings for utility bonds are often a poor estimate of the likely costs (i.e. that lenders value the stability of utility earnings are willing to lend at lower rates than might be expected given their bond ratings).

The AER should use its discretion to depart from the guidelines where appropriate to take into account new information – such as lower debt costs – in the interests of consumers. We will be particular focussed on this and shall be preparing additional submissions on this in due course.
3.3 	Rate of return 
The whole-of-panel advice from the CCP to the AER on WACC – details of the full paper are referenced below – suggest allowed rates of return have been too high.[footnoteRef:21] We recognise that the businesses need to be funded and need to be able to attract investors. However, we note that the rates of return allowed in Australia are significantly higher than those for comparable businesses elsewhere and we have seen no evidence to explain why there should be such a disparity.    [21:  Op cit

] 

The CCP paper to the Board includes this statement which we consider warrants reiteration
“…  the evidence presented herein seems to conclude that the industry is far more profitable than expected and that the AER has historically set higher WACC than other regulators. The evidence from equity markets is that investors are valuing regulated businesses significantly more highly than their regulated asset bases, and that lenders are lending to the regulated business at significantly lower rates than consumers are being charged.  This also seems to be evidence in the share price performance of the listed network utilities.”
We noted that the rates of return allowed in Australia are significantly higher than those elsewhere, the two tables below (tables 3 and 4) consider comparable businesses in the UK and New Zealand

Table 3. AER compared to New Zealand Commerce Commission 
[image: ]
Table 4. AER compared to Ofgem (real WACC)
[image: ]
If existing investors would not accept lower rates of return we are sure that there are plenty of others who would be willing to buy the companies – as evidenced by RAB multiples when companies are sold both here in Australia and in the UK. The UK evidence (energy and water) has continued even as the regulatory regime has tightened over the years.  
A recent case study is the proposed acquisition of Envestra Ltd (Envestra),. APA began its attempted acquisition of Envestra in late 2013, valuing Envestra at 1.4 times its RAB.[footnoteRef:22] The Envestra Board rejected this bid. In March 2014, the Board then recommended a revised Offer, which valued Envestra at 1.45 times its RAB.[footnoteRef:23] This was however rejected by two Board members (75% Board approval was required). In early May 2014, Cheung Kong Infrastructure ( CKI) submitted an even higher offer, valuing Envestra at 1.51 times RAB. At the time of writing the transaction has yet to be finalised but is expected to be finalised soon. [22:  “Catch me if you can” 23 August 2013. CBA Global Market Research Equities: Envestra.]  [23:  “ENV Board says yes, CKI says no” 4 March 2014. CBA Global Market Research Equities: Envestra ] 

These valuations suggest that investors (in this case, highly experienced market participants APA and CKI) are valuing the regulated cash flows far more highly than the AER is in its WACC decisions. In other words, the AER’s WACC is compensating investors far more generously than needed and so they are willing to pay a substantial premium to RAB to acquire those assets and the subsequent cash flows. We would emphasise here, that these investment decisions are being made in the full knowledge of the changes to the NER and NGR, the AER’s Rate of Return Guideline and the AER’s application of this Guideline to its transitional decisions on the NSW regulated networks (May 2014). 
We suggest that it is essential that the AER should have regard to actual market and comparative regulatory information in exercising its discretion when determining the regulatory WACC. This recommendation is consistent with the views expressed by the consumer representatives who participated in the extensive consultation process undertaken by the AER in the development of the Guideline. The CCP believes such examination provides the AER with an objective way of evaluating the options available to it, and to exercise its discretion in doing so. 
Effectiveness of Regulation 
We recognise that aspects of this submission depart from the Guidelines or reiterate issues dismissed in the development of the Guidelines. However, we consider our primary duty to be to act in the interests of consumers   even if this means departing from the current regulatory framework and/or suggesting the need for changes to that framework.   We offer the following comments on the regulatory framework. 
•	 We consider that there are some important limitations to the Guidelines – for example not taking into account what is happening in the real world in terms of actual customer spending, rates of return, trading data etc – all factors that we consider are material to determining appropriate allowed revenue for the DNSPs in the forthcoming period.  We note however that the AER does have the discretion to exercise its judgement in the application of the guidelines and we would encourage it to do so wherever it considered that this would result in materially better outcome for consumers. 	
· It appears to be very difficult for consumers and their representative organisations to engage effectively with the regulatory process. The CCP, other consumer representative and individual consumers do not have the resources that the companies have to engage in detailed technical debate. We are also concerned that this emphasis on very detailed technical issues risks missing the “big picture”. 
•	We consider that the regulatory system needs to require companies to justify their proposals including why they need significantly higher rates of return than similar companies in other jurisdictions.      We encourage the AER to go as far as it can to develop settlements that are in the interests of consumers within the constraints of the current regulatory system. However, we would also like to see the AER recommending changes for the future to AEMC, COAG etc to make the system work more effectively in the consumer interest. 
•	We propose a more simple approach to regulation including setting stretch targets for the companies to reduce costs. The aim should be to move away from a tendency towards micro managing the businesses, towards a simpler less intrusive form of regulation.  To set some context for such stretch targets we consider that bills to customers should be falling due to falling demand for grid delivered electricity, unless there are any very good reasons to depart from this.  
4. CAPEX
4.1 Recent History
The DNSPs have all emphasised how much more moderate their proposed capex for the coming period is by comparing it to what the AER allowed them to charge energy users for, in the current regulatory control period. However when we compare their proposals to their actual spend in historic periods, a different picture emerges as shown in Figure 2. 
This figure shows that Endeavour and Essential propose to spend less than they have in the current regulatory period, but not significantly so. Ausgrid plans to spend significantly less than in the current regulatory control period, but about the same as the previous control period. All the DNSPs are proposing to spend about twice as much in the current period as they did in the first. 
[bookmark: _Ref268502864]The DSNPs have long contended that the allowed (and their actual capital expenditure) in their first regulatory control period was inadequate. IPART for example, accepted this. But the evidence to support this in terms of reliability performance, asset age, rate of demand growth and so on does not support this. Indeed IPART’s predecessor – the Government Pricing Tribunal was unequivocal in its view that electricity distributors in New South Wales suffered from a chronic problem of poor capital productivity[footnoteRef:24]. How can this conclusion then be reconciled with the view by IPART that their allowed capex in their first regulatory control period was too low? Winding forward, we are perplexed why a significantly lower capex proposal – at or below the levels of their first control period – has not been proposed. Indeed this seems particularly germane, considering the massive expenditure that has been incurred over the last decade, and having regard also to declining demand in large parts of the network. [24:  (see London Economics (1994), ‘Economies of Scale in the Electricity Generation and Distribution Sector’, A Report for New South Wales Treasury, August. London Economics Limited and ESAA (1993), Measuring the Efficiency of the Australian Electricity Supply Industry, August. London Economics Limited and ESAA (1994a), Comparative Efficiency of NSW Metropolitan Electricity Distributors, Report 1, May.)] 








Figure 2. Historic actual and proposed future capex
[image: ]
To help to inform our initial impression that the DNSPs’ capex claims for the coming regulatory control period are excessive, we have assembled various evidence from data in the RINs:  
· Figure 3 is the weighted average service life remaining (I.e. service life remaining per asset category weighted by the value of that category of assets). It shows that Endeavour has a very healthy service life remaining (much higher than any other DNSP in the NEM), that Essential’s has remained approximately constant and that Ausgrid’s has increased significantly. 
· Figure 4 shows significantly declining energy density (energy sold per connection) for Ausgrid and Endeavour. In this context, continuing significant capex will be making per customer costs even higher.
· Figure 5 shows changes in line length expressed as a ratio. Ausgrid and Endeavour have increased network length, while Essential’s network seems to have become a little shorter. When networks have become longer much of this seems to be at distribution voltages and thus, we understand, largely funded by consumers themselves. Figure 6 shows that all NSPs have increased their transformer capacity quite significantly, but particularly Essential Energy.

The final figure in this sub-section shows the general decline in the average utilisation of the DNSPs. Whatever might be said of the definition of utilisation, even if the absolute level might be contested, its trend change is quite consistent, and clearly of great concern. It provides an estimate of the significant excess capacity on the network. 
[bookmark: _Ref268505012]Bringing this evidence together, prima facie we are concerned that the NSPs have proposed far higher capex than seems reasonable. We look forward to engaging with the AER and the DNSPs on this.  
Figure 3. Weighted average service life remaining.
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[bookmark: _Ref268505477]Figure 4. Energy density
[image: ]

[bookmark: _Ref268508199]Figure 5. Line length – increase since 2006 expressed as a ratio
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[bookmark: _Ref268508057]Figure 6. Change in transformer capacity since 2006
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Figure 7. Overall utilisation
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4.2 Debt financing charges
The DNSPs have proposed a cost of debt of almost 8%. We are particularly concerned about this proposal. We understand that if the DNSPs had applied the method for the calculation of the cost of debt as specified in the guidelines, a significantly lower cost of debt would have resulted. 
The DNSPs seem to argue for a proposal that is different from the AER guidelines on the basis of what they say are their actual borrowing practises. However the DSNPs also argue that their actual borrowing practices should be ignored when it comes to their actual cost of debt or their actual debt raising costs. For these the DNSPs insist that the “benchmark” efficient privately owned DNSP should be used. The DNSPs are therefore picking and choosing arguments that suit them by asserting that their (apparent) actual borrowing practises justify deviation from the guidelines, but then at the same time asserting a hypothetical benchmark firm (which is completely different to them) should be assumed. This internal inconsistency may assist the DNSP to argue for higher debt costs, but it is opportunistic and should not persuade. 
We are aware that the Rules require the AER to assume a “benchmark” privately owned efficient firm in its determination of the cost of debt. Many energy users are concerned that this approach explains a large part of the reason that government-owned NSPs and the NSW DNSPs in particular, have significantly over-invested in their networks, and the state government thereby achieved extraordinary profits, income tax equivalents and debt fees. However, we recognising that dealing with this persistent flaw in the regulatory framework will not be achieved in time for this regulatory decision. We therefore suggest that following for the AER’s consideration:
· In its assessment of the DNSPs cost of debt, the AER clarifies the DNSPs actual cost of debt based on the loan capital provided by Tcorp. This should describe the rate and type of loan (fixed or not, duration etc.) It should also quantify the “competitive neutrality” fees and all other borrowing fees.
· In the assessment of the debt risk premium, the AER should only include BBB+ rated debt, not just BBB, and only from regulated network utilities. The data set should not include “energy” firms, such as AGL Energy, whose market risks have nothing in common with regulated network utilities.
· In the specification of the risk free rate, the AER should be transparent in the chosen date. We do not believe that concerns over the impact of date selection will have on borrowing costs are relevant – the DSNPs borrow from Tcorp not from the private market.
· The AER should examine DNSPs actual borrowing costs and fees in assessing DNSPs claims. For example Ausgrid is seeking $45m for debt borrowing costs. But since Tcorp arranges all the DNSPs’ debts it is not clear why users should be paying $45m for costs that simply do not exist. 
· The AER should have regard to the evidence presented during the development of the guidelines that credit ratings for utility bonds are often a poor estimate of the likely costs (i.e. that lenders value the stability of utility earnings are willing to lend at lower rates than might be expected given their bond ratings).













5. OPEX
5.1 Recent OPEX outcomes
We have compared the DNSPs opex proposal, to the actuals for the current and previous two regulatory control periods. The data for the opex in the coming period is based on the AER’s Issues Paper which seems to provide a more accurate like-for-like comparison than has been set out in the NSP’s proposals (which typically have excluded debt raising costs, demand management costs and also metering costs). 
[bookmark: _Ref268499216]Figure 8.  Opex actual for last three periods and proposed for coming period $(millions) (2013/14)
[image: ]

Figure 8 shows that Ausgrid and Essential have roughly doubled their operating expenditure whereas Endeavour has increased more moderately. When we compare the DNSP’s actual 2013/14 allowed opex charge to those of other NSPs in the NEM, per connection, we find that the NSW DNSP’s compare poorly, as shown in Figure 9
[bookmark: _Ref268500748].

Figure 9. Allowed Opex per customer in 2013/14
[image: ]
There are many aspects of the DNSPs’ opex proposals that give us cause for concern. The fact that they are evidently so much more expensive than other DNSPs, continuing to increase significantly and so much higher than they have been in the past is worrying. We look forward to engaging with AER and DNSPs on the details of the DNSP’s proposals in due course.
5.2 Step Changes
“Base, Step, Trend” is well established as a basis for energy regulation in Australia, with the base being established from the previous regulatory period, step changes added in for the new regulatory period and then trends calculated on the bases of acceptable step changes.
We demonstrate elsewhere in this submission that the ‘base’ of current expenditure is a poor starting point because current spending levels are not efficient, as is assumed in the Base, Step, Trend model. In this section we draw attention to proposed ‘Step’ increases for the 2014-19 regulatory period that we do not consider to be reasonable costs to be borne by consumers, or for which we need to be convinced.
We also make a general point in relation to many of the detailed issues addressed below, that we do not consider it appropriate for the DNSPs to pass through to consumers the costs of management decisions about how they run their businesses – such as how they manage employments costs, business restructuring, fleet management, etc. We would assume that such changes in practice would be only made for good business reasons and hence be self funding from reductions in costs, thus creating no need for any additional revenue from consumers. 
We have reviewed the NSW DNSP’s views regarding opex costs claimed as transitional from sale of retail businesses and labour cost. Our clear understanding is that where government policy decisions are made that impact on consumers, it is up to governments to both fund their policies and to be transparent in their policy decisions. 
a.	Labour Costs
We recognise that there are two elements for labour costs, ‘internal’ staffing and labour hire, through a range of contracted services. The first of these, for each distribution business, has been the subject of agreements about staffing levels, wages and conditions. We accept that governments and employers are able to make commitments to employment levels and conditions of employment, which are fine. However, it is the responsibility of those making these commitments to meet the associated costs, not to simply pass on costs to consumers as is proposed in the regulatory proposals. It is unacceptable that consumers are expected to meet inefficient costs of labour, no matter how well meaning these commitments are. Any costs beyond efficient staffing levels and pay rates should be met from business surplus and / or transparent government payments.
The businesses also propose labour escalators, including for contracted services, which are higher than CPI. Ausgrid’s labour escalators, as an example, are reproduced in Table 5. 
Table 5. Ausgrid labour escalators
[image: ]
Source: Ausgrid Regulatory Proposal, attachment 6.02, pg 16
This data shows annual percentage change and cumulative impacts for labour hire, in real terms. Ausgrid is consequently proposing labour cost increases at a greater rate than CPI for every year of the regulatory period, with an increase greater than inflation of 11.4% from the base year. We consider that this high labour escalator is excessive when compared with the magnitude of income increases for a majority of household consumers, for whom income is more closely tied to CPI; including households relying on transfer payments, minimum wage rates and wage rates linked to minimum wage movements.
As substantial contractors, NSW distribution businesses are not ‘price takers’, the value of work that they outsource provides sufficient ‘volume of work’ that they are able to negotiate more actively, for better outcomes for consumers.
b.	“Dis-synergy” costs from disaggregation of businesses
All three distribution businesses are stating that the separation of retail arms from their businesses has increased operating costs to be borne by the remaining network business functions, particularly as the Transitional Service Agreement (TSA) concludes. They claim that these ‘dis-synergy’ costs should be passed on to consumers, as a step change. Ausgrid claims a Net impact of $26.4 million over the regulatory period, Essential Energy $4m and Endeavour $43.1m; a total of $73m. We reject this notion of ‘dis-synergy costs being passed on. Consumers should not have to bear the costs of management decisions that add costs. The sale prices included recognition of any cost increases for the seller, so these businesses have already received payment for any additional management costs, through sale of retail functions. To charge consumers additional opex costs in the 2014-19 regulatory period is effectively ‘double dipping’ and quite unacceptable.
c.	Consumer Engagement
We do not regard the core business of ‘Consumer Engagement’ to be an additional cost, it should be integrated into the day to day work of the staff teams of the any business, including energy distribution businesses. WE do not accept that “Consumer Engagement should be an additional cost 
d.	Fleet
We note that some businesses have moved their fleet management from ownership to leasing costs, and hence from capex to opex. We are not convinced by the proposals that are arguing that consumers will be better off, the DNSP’s need to present the arguments with greater clarity, to demonstrate the benefits to consumers.
e.	Ausgrid Lease Back of Head Office Building
Ausgrid says that “as an efficiency initiative, Ausgrid has decided to sell it’s head office building,” they will then “enter into a lease back arrangement for up to three years. This will enable Ausgrid to consolidate into one CBD premise…” They also note that customers will benefit since the value of the building will be removed from the RAB, offsetting costs to consumers. They are however seeking net opex of $16.3 for the regulatory period. We ask the AER to investigate the net costs and benefits to consumers of this sale and lease back arrangement, and if consumers do not benefit, then this opex claim needs to be removed.
5.3   	Efficiency Benefit Saving Scheme (EBSS)
As we noted earlier, the DNSPs are seeking aggregated EBSS payments of $585m in the coming regulatory control period, based on total opex underspend of $313m.  Of itself this is of great concern: how can an underspend of $313m – all of which the DNSPs’ have captured – be rewarded with further payments of $585m. In addition, if examine the EBSS claim of each DNSP we find very big relative differences. For example Endeavour underspent its opex allowance by $246m and is claiming EBSS of $207m. Ausgrid on the other hand has underspent by $43m but is claiming EBSS of $455m. This is shown in 
[bookmark: _Ref268501838]Figure 10 below.
Figure 10. EBSS claims and opex outcomes.
[image: ]

Considering the NSW DNSPs’ generally poor comparative position in opex, and our concern that the underspend only reflect in small part managerial effort and is likely to explained mostly by an excessively generous opex allowance in the last determination, we are very concerned the Ausgrid in particular and Endeavour to a slightly lesser extent, are seeking such large EBSS payments. We urge the AER to carefully assess their EBSS claims. If the algebra and calculation is correct then we think this provides important evidence for the AER to reconsider its EBSS scheme and if there is any prospect that outcomes such as this will be repeated, to withdraw the scheme. We also encourage the AER to consider this evidence in its determination of the opex allowance for the coming regulatory control period. 
5.4  Vegetation Management
The three NSW distribution businesses have sought vegetation management costs towards $1.31 billion over the regulatory period (Ausgrid includes vegetation management as part of “Inspection” costs in its main proposal document.) The individual company claims are given below with the reference to the relevant table in the main proposal documents.

Endeavour Energy:	$323.4 m [table 29]
Essential Energy:	$762.0 m [table 6-1]
Ausgrid:		$225.0m [Appendix 6.03, Table 18]

Justification for vegetation management for each of the three firms is given along the same lines as given by Endeavour Energy, “Vegetation management is a critical risk management function that directly impacts on the safe operation of our network.”[footnoteRef:25] [25:  Endeavour Energy Regulatory Proposal 2015-19, page 87] 

There is no argument with the importance of vegetation management for safety in general and bushfire risk mitigation in particular, however little effort is made by the distribution businesses to explain this massive expenditure. Efficient and prudent spending must apply to safety associated opex, as much as it applies to other network costs.
We are not satisfied that the vegetation management cost proposals are efficient, nor that alternative strategies to bringing in contractors have been closely considered. We urge the AER to review vegetation management costs and the extent to which various vegetation management approaches have been considered and explored with consumers.










6. Demand / Demand Management Forecasting 
Demand 
Demand, peak and overall, has been falling in recent years due to increasing use of solar, customers investing in energy saving technologies and some businesses contracting. These trends are likely to continue and could accelerate with the development of storage technologies, wider diffusion of energy saving technologies and greater development of demand management.  Against these trends are some potential increases in growth from new developments (business and residential) and the wider uptake of electric vehicles. But there is the scope to manage such potential growth to avoid increases in peak demand. 
Peak and overall demand therefore could and should continue to fall if better managed – the network businesses should not be passive recipients of such changes but actively be looking for scope to manage demand better and to collaborate with others such as retailers and customers to achieve this.  For example they could be encouraging forms of demand side management with their customers. These changes should be achieved wherever possible through re-allocating expenditure – they should not be viewed in general as providing a case for more revenue – indeed we consider that there is real scope for exploring the potential for reductions in opex and capex allowances.  There may also be scope for the regulator to look at using rewards/penalties to encourage new approached to demand management. . 
We note that there could be a risk that if expenditure on opex or capex in the forthcoming period is reduced in the expectation of continued falls in peak and overall demand, but  then demand instead increases, this could lead to either greater risks of interruptions to supply and/or the need for more investment (and hence costs to consumers) in the future. However, we consider that such risks can be overstated give the scope for better demand and supply balancing that we outline in this section.  Indeed, in view of current and projected demand changes, we are more concerned about the potential for continued risk of overinvestment and hence unnecessarily high costs for customers to meet growths in peak and overall demand that do not occur. We are also cognisant of the fact that high prices are causing pain for consumers now – they may prefer some “jam today” in the form of lower prices rather than the prospect of “jam tomorrow” that may never arrive. 
In the sections that follow, for two of the three NSW network businesses, we make some suggestions by way of example of further questions that we consider the AER should be asking the companies. 
Ausgrid 
•	On p.27 of the submission Ausgrid mention an estimated increase in electric vehicle uptake.  The extent to which electric vehicles impact on peak demand depends upon the way they are managed. If households with electric vehicles charge them at off-peak time ( a combination of carrots and sticks could encourage this and it might be automated) then they could be very useful to the networks as peak demand growth could be avoided (so obviating the need for investment) and drops in demand at off-peak would be mitigated. We would like to see more evidence of how Ausgrid are preparing for such a future. Similarly we would expect to see evidence of efforts to manage air conditioning in existing areas and new growth areas – for example using automation and customer rewards for agreeing to automation like some other networks are doing (examples include Energex and SA Power networks).
•	Anna Bay project deferral – how have customers received a share of the benefit from this? We would expect to see the evidence of a reduction in costs passed through to customers. 
•	p.37  Ausgrid mention the new development of West Menai. We would like to see some evidence of what they are doing to manage growth in new development areas through DSM etc, partnering with retailers, developers etc to ensure that peak demand growth is minimised. 
•	p.38 Ausgrid are asking for $2m Opex to defer $28m Capex.  Is an opex allowance needed – couldn’t opex be funded out of the savings from capex deferral ? 
Paper 4.11 Demand forecasts  
•	In the residential section Ausgrid seems to estimate a lower fall in demand than seems reasonable based on recent trends and as we have argued in the introduction to this section.  We consider that Ausgrid should be asked to elaborate on   why they have chosen this level of fall in demand.
•	Controlled load (mainly electric off-peak water heating) – Ausgrid assumed continued sustained falls in controlled load but they should be asked to examine ways of stabilising this trend this to help with demand management.  SP Ausnet for example are looking at ways to retain this load to manage peaks and troughs in demand.  Controlled load could work well alongside solar.  Another point to note is that, given there are expectations of increases in gas prices, households may be less interested in switching from controlled load electric water heating to gas water heating than they have been in recent years.  This could therefore be an opportunity for the networks. 
Endeavour Energy 
•	p.49 Air-conditioning – Endeavour say that this is not expected to continue to drive peak demand, which would seem to be a good recognition of a change in trend. 
•	p.52 Figure 15 shows how peak demand fell below forecasts from 2009-14. This enabled Endeavour to reduce capex by $225 m over the period. It would help if they could set out exactly how customers receive some of the benefit of this in reductions in bills.























7. Metering in NSW
We have considered the treatment of metering in NSW and there are several issues on which we would wish to comment. 
Points of principle 
Firstly, we have concerns about the appropriateness of further “cost recovery” (whether via the RAB or exit charges) at all for meters that may have been in place for many years and where therefore costs may have already been fully recovered through depreciation charges.  
Secondly, we would have concerns if there were to be any incentives on the networks to install new meters that may have an effect both on metering competition and on generating new costs to recover from consumers (whether via depreciation charges or exit fees). 
Meter types 5 and 6 
Sub-panel 1 supports the AER’s classification of Types 5 and 6 metering services as “alternative control services” in the Stage 1 F&As for NSW and ACT (excluding metering installation services in NSW, which are unregulated). The sub-panel believes that the AER can take further action, which will facilitate the establishment of a competitive regime for advanced metering technology.
Cost recovery of legacy metering investments
To the extent that continued cost recovery by DNSPs of regulator approved legacy metering investments is deemed reasonable, Sub-panel 1 believes this cost recovery should have minimal distortionary effects on the emerging contestable market for smart meters.
Retailers and alternative providers have raised concerns about the significant investment by Ausgrid in type 5 meters over the current regulatory period that could result in Ausgrid charging significant exit charges for the next regulatory period as a minimum. The imposition of exit fees to provide for cost recovery of these metering assets would be detrimental to the emerging contestable market in smart meters and therefore, against the long term consumer interest.
Exit fee
The exit fee for CT meters in South Australia has been reported to be a significant barrier to the emerging market in advanced metering technology.
In consideration of exit fees, the Standing Council on Energy and Resources (SCER) has proposed in its Competition in Metering and Related Services Rule Change Proposal Consultation Paper that an exit fee should be based on the average depreciated value of the stock of the distribution business's existing accumulation and manually read interval meters.[footnoteRef:26] [26:  SCER (2014) at http://www.aemc.gov.au/getattachment/5ffb9157-d7fa-4311-93b5-ab04b59007ce/ERC0169-Consultation-paper-FINAL-for-publication.aspx p.52] 

We are opposed to exit fees for accumulation and manually read interval meters. Sub-panel 1 believes that exit fees are a significant barrier to consumers moving to adopt advanced metering technology.
RAB
Legacy metering assets replaced during the Victorian AMI program were treated as follows:
1. 	For metering assets installed from 01 January 2006, including accumulation meters and manually read interval meters, these assets were reflected on the newly established Metering Asset Base, and the depreciation of these assets was accelerated such that their asset life ended no later than 31 December 2013, which aligned with the proposed end of the AMI rollout. 
2. 	For metering assets installed prior to 01 January 2006, these assets were reflected in the DUoS Regulated Asset Base, and depreciation occurred alongside all other distribution network assets, subject to the regular Electricity Distribution Price Review process. There is no evidence in this process that as the AMI rollout proceeded, the depreciation of these assets was accelerated.[footnoteRef:27] [27:  Vector (2014) “Vic AMI - Treatment of Legacy Assets” pg.1] 

This CCP sub Panel believes that in the case of Ausgrid, leaving any residual (i.e. not already fully depreciated) value of the legacy metering fleet in the RAB is a preferable alternative to exit fees.









8. Public Lighting
All three DNSPs have adopted a ‘business as usual’ approach to street lighting, with pricing and service proposals generally consistent with previous regulatory arrangements.  
With regard to service levels, neither the NSW Government’s Public Lighting Code nor the NSW DNSPs’ own Public Lighting Plans are binding.  Although public lighting is an alternate control service, at this time there is little that is really contestable in the provision of these services, and there should be more obligations on the NSW DNSPs to meet the requirements of the Code and Plans until there is more competition.
Consumers, particularly those in Ausgrid’s area, are understandably unhappy with the lack of responsiveness from Ausgrid in relation to meeting standards of service that are required under the Public Lighting Code.  Consumers in Essential’s area are facing significant price hikes, explained away by Essential Energy as necessary in order to meet cost reflectivity.  Substantial price rises in the face of no real service improvements is hardly justifiable.
We would like to see formal commitments by all three of the NSW DNSPs to complying with the NSW Government’s Public Lighting Code, and indeed with their own Public Lighting Plans, rather than treating these documents as informal wish lists.  Ausgrid’s statement that it “will be working towards meeting the targets of the code throughout the regulatory period”[footnoteRef:28]  means little.  It is an inadequate response to consumers about what they are currently paying for (and consequently how they might better be able to manage their expenditure.) [28:  Ausgrid regulatory proposal p89] 

Ausgrid has attempted to engage with its consumers – mostly councils – to explain current pricing and services and explore options for alternatives, however, no real progress was made.[footnoteRef:29]  Consumers have corresponded with AER staff and Ausgrid; however various suggestions of the councils in this correspondence are outside the scope of regulation under the National Electricity Rules and cannot be acted on by the AER.  [29:  Ausgrid refers in its regulatory proposal its Street lighting Technical Working Group and notes that this group discusses technical issues, and “pricing and regulatory issues are out of scope”; consequently in terms of consumer engagement this is s irrelevant to the current reset.] 

It is clear to the CCP that Ausgrid’s public lighting consumers want more transparency about what services attract what prices, and the basis for those prices.  Transparency will assist contestability.  We note that the AER has commenced a process under section 28ZB of the National Electricity Law to disclose information given to it in confidence in pricing models; if this information is eventually made public it will assist consumers in understanding what they are being charged for and may help in the longer term in opening up the market as a contestable service. 
None of the three NSW DNSPs have proposed including public lighting in their STPIS. We recognise that the STPIS may not be the best way for the interests of consumers of public lighting services to be met; however, we suggest that the AER give consideration to incorporating a mechanism into the allowed revenue requirement for each business that provides an incentive to respond appropriately to the needs of consumers, until there is more contestability.
The CCP notes that contestability should be possible in many areas of public lighting services and urges to AER to make decisions that encourage competitiveness in the provision of public lighting.  Simplification of contestable works processes, and any other action the AER might be able to take to encourage contestability would be more in the long term interests of consumers than the current heavy handed approach.


















9. Actual versus Allowed Revenues
We have compared the allowed and actual revenues from 2006 to the present, in constant 2013$. For the actual revenues we have used data presented in the RINs. For the allowed revenue we have used data in IPART and then the AER’s decision (as varied by the Australian Competition Tribunal). The result of this comparison is shown in Figure 11. It shows that for Ausgrid in particular, the actual revenues have far exceeded the allowed revenues, particularly since the start of the current regulatory control period.  We cannot explain this. Perhaps an error has been made in calculation or in the underlying data sources. This is very significant not least since, under a price cap, with much lower energy sales than forecast, we would have expected actual revenues to be significantly lower than allowed revenues. It would be helpful if this issue was explored in detail and if more revenue has been recovered than consistent with the previous price control, that this be rectified as part of the coming revenue control determination. 
[bookmark: _Ref268521059]Figure 11. Allowed versus actual revenues, cumulative since 2006
[image: ]



10. Benchmarking
If the AER is to stand as a surrogate for contestability, then it must place significant reliance on its own robust benchmarking in assessing material inefficiencies in revealed base year operating expenditure levels for each of the DNSPs and in assessing capital expenditure (in conjunction with technical engineering analysis). 
Despite the efficiency improvements claimed by the NSW DNSPs, we are of the view that there remains fat in the proposed operating and capital expenditure as discussed in sections 4 and 5 of this report. We believe there are substantial inefficient costs in the proposals that should not become embedded in operating expenditures in years to come and in the regulatory asset base from which the greater proportion of the NSW DNSPs’ revenue is derived. 
Each of the NSW DNSPs has provided its own benchmarking report and cautioned that “benchmarking has inherent limitations such as inability to conduct ‘like for like’ analysis across peer firms, data inconsistency and inaccuracy, and failure to meet statistic principles” then suggested that limited weight should be placed on benchmarking.[footnoteRef:30]   It is to be expected that every business will seek to distinguish themselves and thereby diminish the importance of benchmarking by the AER.  Our view is that every business will be advantaged on some measures by virtue of their operating environment, and disadvantaged on others.  On balance, benchmarking is appropriate and will work. [30:  Ausgrid proposal p47,Endeavour Energy proposal p71 and Essential Energy proposal p63] 

When the AER’s benchmarking report is released in September 2014, it will no doubt cause much discussion and further claims about the unique nature of each of the NSW DNSPs.  We urge the AER to treat these as diversionary, and focus on using the data generated from its benchmarking as evidence of the reasonable costs that consumers should bear both in the upcoming regulatory period and future regulatory periods.
We urge the AER to put resources into ensuring its internal benchmarking is thorough and robust.  It is our view that benchmarking should have a very significant role in this reset.




11. Impact on Consumers
In their Issues Paper for the NSW electricity distribution regulatory proposals, the AER states “we do not consider that the NEO would be advanced if prices are so high that large numbers of consumers are unable to afford the service, nor if prices are so low that investors are unwilling to supply the service.”[footnoteRef:31] [31:  Page 25 of AER Issues Paper] 

We suggest that there is no indication that there is a retreat of investors for Australian energy network businesses, the generous returns have been considered earlier in this paper. However, the question of consumer inability to afford the essential service of electricity warrants some consideration, particularly due to the regular media stories about households struggling to pay as a consequence of ongoing price increases over recent years.
This extract from the Sydney Morning Herald is an example of media coverage of rising energy costs and implications, in this instance, disconnects due to inability to pay.
More homes have electricity disconnected[footnoteRef:32] [32:  http://www.smh.com.au/environment/energy-smart/more-homes-have-electricity-disconnected-20121217-2bjdw.html#ixzz38xHIW07d] 

December 18, 2012, James Robertson
UP TO 23,000 households in NSW had their electricity cut off for failing to pay their bills last year, a new report has found.
The report by the Independent Pricing and Regulatory Tribunal found there had been a 25 per cent increase in disconnections for non-payment last financial year, up from 18,500 the previous year. The number of gas customers disconnected rose by 15%.
There is lack of up to date, robust data that deals with energy stress or capacity to pay, however the ABS, General Social survey includes questions about “Financial Stress”, including inability to pay utilities bills on time. The most recent data was published in 2012, from 2010 surveys, so from a period of rising prices, but without the impacts of the last 4 years of price rises, still the data is instructive, though almost certainly understates the true extent o current energy related hardship.
Figure 12 gives the percentage of the Australian population who could not pay utility bills on time, at some stage during the previous year and is presented by equivalised income quintiles. 12.8 percent of all Australian households were unable to pay their utility bills, mainly electricity, on time in 2010, due to insufficient income to pay the bill. For the poorest 20%, 18.8% couldn’t pay on time, while for the second poorest quintile, nearly one in five (19.3%) of households couldn’t pay on time. Of concern too is that 15% of middle income households (quintile 3) could not pay on time, indicating that the stress of inability to pay energy bills on time is increasingly an issue for middle income households as well as poorer households.
Figure 12. Inability to pay Utility bills on time

Source: ABC, General Social Survey, 2012
The General Social Survey (GSS) also records the frequency of utility bill payments, with results showing that for each quintile, the mode frequency was 3-5 times for inability to pay in the last 12 month. We suggest that this coincides with quarterly electricity bills and indicates that for most household who struggle to pay their bills on time, it is for almost every electricity bill. 15.2% of households in the poorest quintile have problems paying their bill more than 3 times per year, a15.3% of the second quintile and for the third quintile 13.6% of households are unable to pay more than three times per year, as shown in Figure 13.
Figure 13. Frequency of Utility payment difficulties
Source ABS, general Social Survey, 2012
Figure 14. Inability to pay utilities bills on time, by household type
Source ABS, general Social Survey, 2012
Figure 13 considers inability to pay bills by household type. The glaring result here is that nearly 35% of sole parents were unable to pay their bills on time, and 23% of single person households below 35 years of age also struggled with energy bill payment as did 14.6% of couples with children. The data shows that some household types are affected much more severely than others: households with children, particularly sole parents have significant difficulty in paying for energy
Figure 14. Inability to pay utilities bills on time, by household type

Source ABS, general Social Survey, 2012
Figure 14 shows the frequency of energy bill payment problems. Again, families with dependent children and younger single person households have regular difficulties paying their bills. For sole parents, 29.3% were unable to pay on time 3 or more times per year, while it was 13.5% for couples with children and 18.9% for single younger people. 
The number of people unable to their utility bills on time increased in comparison with the previous General Social Survey, for every income quintile other than the highest, indicating the increasing financial stress form rapidly rising energy costs being experienced by household consumers.
Figure 15, Inability to pay utility Bills on time, 2006, 2010

Source ABS, general Social Survey, 2012
High and rising electricity bills are having a significant, deleterious impact on families with children and on younger singles households.
The New South Wales Government has only recently agreed to ‘sign on’ for the National Energy Customer Framework (NECF), which means that NSW has only recently been included in the ‘Affordability Reports’ that the AER is required to produce, as a part of NECF. We have included some data from the most recent AER Affordability reporting as figures 16 and 17. This recent data shows rising affordability issues for customers, indicating that current high energy costs are having adverse impacts on significant number of households, so the large network component of bills suggests that current high network charges are not in the best interests of consumers, since many can’t afford the essential service they need. So high cost network companies, are not managing their businesses in the best interests of consumers.
While time series data on affordability issues for NSW is limited, IPART has published disconnections data over the last 2 years
IPART reported on energy disconnections and complaints in NSW in December 2013, they said:
“ELECTRICITY AND GAS RETAILERS PERFORMANCE TO 30 JUNE 2013
18 December 2013
The Independent Pricing and Regulatory Tribunal (IPART) today released its annual
Performance reports for NSW electricity and gas retailers.
IPART has found that in the year to 30 June 2013:
· Disconnections of NSW residential customers for non-payment of electricity bills increased from 0.80 per 100 customers in 2011/12 to 0.83 per 100 customers in 2012/13. In terms of residential customers, this equates to a 7% increase from 23,207 in 2011/12 to 24,888 in 2012/13.
· Total customer complaints reported by electricity retailers increased by 79% from 51,092 in 2011/12 to 91,582 in 2012/13. When expressed as a percentage of the total number of small retail customers in NSW, this represents an increase to 2.8% of small retail customers compared to 1.6% last year. 49% of all complaints are billing related.”

For the Financial year 2011-12, the rate of disconnections from electricity for non-payment of bills increased by 25% in NSW and then increased by 7% in the year to 30th June 2013, a combined increase of disconnections of 32% in the last two years for which IPART has reported. Given that disconnection from supply is a very drastic action, a 32% increase over 2 years is an indicator of the extent to which households are struggling to pay their rising energy bills, and of the number of people who are unable to cook meals, heat / cool their homes in extreme weather, unable to run a refrigerator and store perishable food, unable to wash themselves, or clothes with hot water at some stage during the year, because their electricity is unaffordable.
Recent data from the AER’s affordability reports show that indictors suggesting consumer difficulties with electricity pricing are rising. Complaints and numbers of customers with payment plans to help maker their bills somewhat more manageable are shown in figures 16 and 17.
The rapid increase in complaints about energy bills also indicates a growing frustration with ever higher electricity bills, from households.
Rising electricity costs, including rising network costs have resulted in more household consumers being disconnected from supply, due to inability to pay, more consumers seeking payment plans and other strategies to help them to be able to pay their bills, Growing numbers of consumers are also unable to pay their bills on at least a semi regular period during the year and the general level of complaints is rising.
A significant number of energy consumers are simply not coping with the ongoing network induced price increases of the last five or more years.


Figure 16 NSW Electricity complaints

Source: AER
Figure 17 NSW customers on payment plans for electricity


11. Conclusions
After a period of rapid growth in consumer energy bills, driven in part of rising network charges, the 2014-19 period offers an opportunity for network costs to move back towards the sort of trend costs that were occurring before the this recent period.
This submission identifies a number of areas where proposed network costs can be responsibly reduced, with lower costs flowing through to consumers. While the distribution businesses are proposing ‘modest’ cost increases, and small decreases in some cost elements, compared to recent years, the proposals still propose maintaining recent, steep increases for the duration of the regulatory period. This is unacceptable as these high costs do not represent efficient network business costs and lead to unpayable bills for a growing number of households
We have identified capital and operating cost proposals that can be reduced as well as providing clear evidence to show that rates of return need to be lower than those proposed by the businesses. In particular we have highlighted that key parameters, including WACC and Equity β should be at lower rates that those proposed by the network businesses, particularly in the post GFC financial environment where capital is cheap and all reasonable economic outlooks suggest a continuation of ‘flat’ global capital markets
The notion that maintaining current or near to current network spending will deliver more efficient businesses and ultimately lower costs to consumers is of no joy for the growing numbers of household and small business consumers who cannot cope with current electricity costs. The illusory promise to consumers of ‘jam tomorrow’ needs to be brought forward for some ‘jam today’.
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% Unable to pay utilties on time, Income Quintile, Australia 2010, GSS
Unable to pay utiltiies on time	Q1	Q2	Q3	Q4	Q5	All	18.8	19.3	15	10.9	4	12.8	
Frequency of utilty payment problems last 12 months
   Once in the last 12 months	Q1	Q2	Q3	Q4	Q5	All	2.5	3	1.7	2.4	1	2.1	   Twice in the last 12 months	Q1	Q2	Q3	Q4	Q5	All	4.5	4.7	2.7	3.2	1.7	3.3	   3 to 5 times in the last 12 months	Q1	Q2	Q3	Q4	Q5	All	7.8	7.6	8.2000000000000011	4	1.8	5.5	   6 to 9 times in the last 12 months	Q1	Q2	Q3	Q4	Q5	All	3	3.8	3	2.9	0.9	2.5	   10 to 19 times in the last 12 months	Q1	Q2	Q3	Q4	Q5	All	2	1.4	1	0.70000000000000062	0.8	1.2	   20 times or more in the last 12 months	Q1	Q2	Q3	Q4	Q5	All	2.4	2.5	1.4	0.60000000000000064	0.70000000000000062	1.4	Unable to Pay Utilities on time, Australia, 2010, GSS
Unable to Pay on time	person 	<	 35	Person 	>	65	couple family	Sole Parent	Person 	<	35	Person 	>	65	Couple only, one family households	One family households with dependent children(a)	Lone person households	12.7	2	14.6	33.800000000000004	23	2.6	Frequency of Inability to pay utilities on time
   Once in the last 12 months	person 	<	 35	Person 	>	65	couple family	Sole Parent	Person 	<	35	Person 	>	65	Couple only, one family households	One family households with dependent children(a)	Lone person households	4.3	0.4	2.1	4	3.3	0.8	   Twice in the last 12 months	person 	<	 35	Person 	>	65	couple family	Sole Parent	Person 	<	35	Person 	>	65	Couple only, one family households	One family households with dependent children(a)	Lone person households	3.9	0.70000000000000062	3.7	6.4	5.3	0.60000000000000064	   3 to 5 times in the last 12 months	person 	<	 35	Person 	>	65	couple family	Sole Parent	Person 	<	35	Person 	>	65	Couple only, one family households	One family households with dependent children(a)	Lone person households	4	0.5	7.6	14.5	11.1	1.3	   6 to 9 times in the last 12 months	person 	<	 35	Person 	>	65	couple family	Sole Parent	Person 	<	35	Person 	>	65	Couple only, one family households	One family households with dependent children(a)	Lone person households	2.2000000000000002	0.30000000000000032	2.2999999999999998	6.1	5.9	0.4	   10 to 19 times in the last 12 months	person 	<	 35	Person 	>	65	couple family	Sole Parent	Person 	<	35	Person 	>	65	Couple only, one family households	One family households with dependent children(a)	Lone person households	0.5	1	3.7	0.4	0.1	   20 times or more in the last 12 months	person 	<	 35	Person 	>	65	couple family	Sole Parent	Person 	<	35	Person 	>	65	Couple only, one family households	One family households with dependent children(a)	Lone person households	1.5	1.6	5	1.5	0.1	% Unable to pay Utility Bills on time, by income quintile, Australia 2006, 2010 
2006	Q1	Q2	Q3	Q4	Q5	16.600000000000001	16.2	13.9	6.8	4	2010	Q1	Q2	Q3	Q4	Q5	18.8	19.3	15	10.9	4	NSW Electricity Complaints, by quarter, 2013-14
NSW Total	Q1 2013-14	Q2 2013-14	Q3 2013-14	39434	48218	58562	Number of NSW customers with payment plans, quarterly, 2013-14
NSW Total	Q1 2013-14	Q2 2013-14	Q3 2013-14	16383	16820	19787	1
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