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Company Information

ElectraNet Pty Ltd (ElectraNet) is the principal electricity transmission network service provider
(TNSP) in South Australia.

For information about ElectraNet visit www.electranet.com.au.

Contact
For enquiries about this Revenue Proposal please contact:

Simon Appleby

Senior Manager Regulation and Land Management
ElectraNet

52-55 East Terrace

Adelaide SA 5000

revenue.reset@electranet.com.au

Copyright and Disclaimer

Copyright in this material is owned by or licensed to ElectraNet. Permission to publish, modify,
commercialise or alter this material must be sought directly from ElectraNet.

ElectraNet, its officers and shareholders disclaim any responsibility for the use of this document
for a different purpose or in a different context.

Reasonable endeavours have been used to ensure that the information contained in this
document is accurate at the time of writing. However, ElectraNet, its directors, officers and
shareholders give no warranty and accept no liability for any loss or damage incurred in reliance
on this information. Forecasts, projections and forward looking statements included in this
document are subject to change and amongst other things, reflect information, data,
methodologies, legislation, judicial and tribunal decisions, regulatory guidance, assumptions,
prevailing market estimates, assessments, standards, and factors current at the time of
publication.
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Note

This attachment forms part of our Revenue Proposal for the 2018-19 to 2022-23 regulatory control
period. It should be read in conjunction with the other parts of the Revenue Proposal.

Our Revenue Proposal comprises the overview and attachments listed below, and the supporting
documents that are listed in Attachment 15:

Revenue Proposal Overview

Attachment 1 — Maximum allowed revenue

Attachment 2 — Regulatory asset base

Attachment 3 — Rate of return

Attachment 4 — Value of imputation credits

Attachment 5 — Regulatory depreciation

Attachment 6 — Capital expenditure

Attachment 7 — Operating expenditure

Attachment 8 — Corporate income tax

Attachment 9 — Efficiency benefit sharing scheme (this document)
Attachment 10 — Capital expenditure sharing scheme
Attachment 11 — Service target performance incentive scheme
Attachment 12 — Pricing methodology

Attachment 13 — Pass through events

Attachment 14 — Negotiated services

Attachment 15 — List of supporting documents
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9.1

9.2

9.3

Efficiency Benefit Sharing Scheme

Key points

° Our efficiency carryover amounts arising from the operation of the Efficiency
Benefit Sharing Scheme (EBSS) in the current period have been calculated in
accordance with version 1 of the EBSS, and the applicable provisions of the AER'’s
Transmission Determination for the current period.

. We support the application of EBSS version 2 for our forthcoming regulatory
period. We have proposed a number of adjustments that will apply for the purpose
of the EBSS for the forthcoming regulatory period. Our proposed adjustments are
in accordance with clause 1.4 of EBSS version 2.

Introduction

This attachment presents information on the EBSS. The AER’s framework and approach
paper explains that:

“The EBSS aims to provide a continuous incentive for TNSPs to pursue efficiency
improvements in operating expenditure, and provide for a fair sharing of these between
TNSPs and network users. Consumers benefit from improved efficiencies through lower
regulated prices in the future.”

The information and calculations presented in this attachment accord with the
requirements of the Rules.

The remainder of this attachment is structured as follows:

. Section 9.3 sets out the efficiency carry over amounts arising under the EBSS for
the current regulatory period.

o Section 9.4 provides information on the EBSS that will apply in the forthcoming
regulatory period.

Outcomes from the EBSS in the current period

Attachment 7 explains that we have reduced business operating costs during the current
period through initiatives including right-sizing the organisation to match an environment
of lower demand growth and lower capital expenditure; more cost effective maintenance
planning; and more efficient procurement and delivery strategies.

As a consequence, the application of the EBSS in the current period gives rise to annual
incentive bonuses and penalties which are to be included in our revenue allowance for
the forthcoming period. Under the EBSS, annual operating expenditure efficiency gains
or losses are retained by the business for a five year period.

For the current regulatory period, we are subject to the scheme set out in the AER’s
EBSS Final Decision for TNSPs in September 2007. The AER’s Transmission
determination for our current regulatory period specifies certain matters relating to the
operation of the EBSS for the period, as follows:2

1

2

AER, Framework and approach for ElectraNet for regulatory control period commencing 1 July 2018, July 2016, page 13.
AER, Transmission Determination: ElectraNet 2013-14 to 2017-18, page 7.
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“The AER will not adjust the forecast operating expenditure used to calculate the EBSS
carryover amounts for changes in demand over the 2013-18 regulatory control period.

The AER will exclude the following cost categories from the EBSS for calculating EBSS
carryovers:

debt raising costs

network support costs
self-insurance costs

land tax

additional regulatory reset costs

superannuation defined benefits contributions.

The AER will also adjust actual operating expenditure for the 2013-18 regulatory control
period to reverse any movements in provisions, consistent with the approach used to
forecast operating expenditure for the period.”

In calculating our EBSS carryover amounts for the current regulatory period, we have:

o adopted the adjusted forecast operating expenditure for EBSS purposes as set out
in Table 1.6 of the AER’s Transmission Determination for the 2013-14 to 2017-18
period; and

o applied the adjustments listed above to our actual operating expenditure for the
period.

In accordance with the requirements of the scheme, the efficiency benefit in respect of
the final year of the current regulatory period has been determined based on forecast
expenditure for that year.

The net carryover calculated in accordance with the scheme is summarised in Table 9.1
on the following page.
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9.4

Table 9.1: EBSS carryover ($m June 2018)

2013-14 2014-15 2015-16 2016-17 2017-18 Total

Forecast operating

expenditure for EBSS 71.76 75.01 76.65 79.43 79.88 382.73
purposes

Actual operating expenditure 81.28 85.89 88.93 94.78 93.58 444.46
Less debt raising costs 0.00 0.00 0.00 0.00 0.00 0.00
Less network support costs (7.93) (9.21) (8.49) (9.35) (9.55) (44.53)
Less self-insurance costs (1.44) (1.47) (1.51) (1.55) (1.58) (7.56)
Less land tax (1.44) (1.37) (1.42) (1.43) (1.44) (7.11)
'r'::; iﬂ‘:ittsiona' regulatory 0.00 000 (058  (0.87)  (0.63)  (2.07)
Less superannuation defined 071 018 0.00 0.00 0.00 0.89

benefits contributions
Adjustment for provisions (0.86) (0.81) (0.53) (0.68) (0.68) (3.56)

Adjusted actual operating

) 70.30 73.21 76.40 80.90 79.70 380.51
expenditure

Year 5 imputed operating

expenditure 79.63
Operating expenditure
e 0.31 0.35 (1.56) (1.72) 1.72
efficiency
EBSS carry over amount (1.94)

Scheme applying from 1 July 2018

The AER’s framework and approach paper states that the latest version of the EBSS in
existence at the commencement of the 2019-23 regulatory control period will apply to
us. The AER expects this to be EBSS version 2 (November 2013).

We support the application of EBSS version 2 for our forthcoming regulatory period.

Clause 1.4 of EBSS version 2 enables the AER to exclude from EBSS calculations
“categories of operating expenditure not forecast using a single year revealed cost
approach for the regulatory control period n+1 where doing so better achieves the
requirements of clauses 6.5.8 and 6A.6.5 of the NER which are to provide for a fair
sharing between TNSPs and customers of the efficiency gains (or losses) derived from
the TNSPs’ operating expenditure performance.

In accordance with this provision, we propose that the following operating expenditure
items be excluded from the EBSS that will apply in the forthcoming regulatory period:

. debt raising costs;

o network support costs;

o provision movements; and

° insurance and self-insurance.
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In addition to the exclusions noted above, we also propose to adjust the forecast
operating expenditure to reflect any approved pass through amount. This adjustment is
consistent with those permitted under clause 1.4 of version 2 of the EBSS.

For the purpose of establishing the controllable operating expenditure forecasts

applicable to the EBSS calculation for the forthcoming regulatory period, we propose the
values as outlined in Table 9.2 below.

Table 9.2: EBSS operating expenditure forecasts ($m 2017-18 mid-year)

2018-19 2019-20 2020-21 2021-22 2022-23 Total

Forecast operating expenditure 85.94 86.37 87.21 87.97 88.39 435.87
Less debt raising costs (0.15) (0.15) (0.15) (0.15) (0.15) (0.75)
Less network support costs (8.93) (8.97) (9.03) (9.09) (9.16) (45.18)
Less self-insurance costs (1.43) (1.44) (1.45) (1.46) (2.47) (7.24)
Less insurance costs (2.72) (2.73) (2.75) (2.77) (2.79) (13.76)
Adjustment for provisions (0.68) (0.72) (0.72) (0.73) (0.74) (3.59)

Forecast operating expenditure

for EBSS purposes 72.04 72.35 73.12 73.77 74.08 365.34
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