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1. Background 

Essential Energy submitted a transitional regulatory proposal to the Australian Energy Regulator (AER) on 31 
January 2014. The transitional regulatory proposal set out the indicative charges for alternative control services 
(ACS). The charges for these services were set either based on the provisions of the transitional National 
Electricity Rules (NER) or based on the AER’s preferred approach to setting charges in order to address an 
anomaly in the transitional NER. 
 
In Essential Energy’s transitional regulatory proposal, the charges for ACS in the transitional year of 2014-15 were 
set as follows: 
 

1. Public lighting services – 2014-15 charges were set by escalating 2013-14 charges by the consumer price 
index (CPI), in accordance with 11.56.3(j) of the transitional NER. 

2. Type 5 & 6 metering services – separate charges were not established, rather the cost of providing the 
Type 5 & 6 metering services were recovered as part of the general network charges 

3. Ancillary network services – for those services currently being provided that have existing charges, CPI 
was applied to the 2013-14 charges to derive 2014-15 charges. For those services currently being provided 
but that do not have existing charges, the cost of providing these services were recouped as part of the 
general network charges. 

The NER provide that the AER, in its framework and approach paper that is published in respect of the 2015-19 
regulatory control period, may specify the manner in which charges that may be charged for ACS during the 
subsequent regulatory period are to be adjusted to account for any under or over recovery of revenue earned from 
the provision of those services during the transitional regulatory period (true-up mechanism for ACS). 
 
Essential Energy is required to submit its regulatory proposal for the subsequent regulatory control period as if this 
period includes the transitional regulatory year as the first year.

1
 We have set out proposed charges for each ACS 

in chapter 8 of our regulatory proposal and in associated attachments and supporting documents. 
 

2. The AER’s stage 2 framework and approach paper 

The AER did not set out a true-up mechanism for ACS because at the time of publishing the stage 2 F& A, the AER 
was yet to see how Essential Energy intended to treat ACS charging, and as such it preferred not to prejudice 
whether, and if so, how ACS charges are to be trued-up. Instead the AER stated that: 

 
We will examine the options for a true-up of these services as part of our regulatory review and provide 
reasons for the approach that is eventually to be adopted in our determination. 
 
A true-up would involve making adjustments to prices in 2015-16 and subsequent years to account for 
differences between placeholder prices adopted for 2014-15 and those prices determined once our full 
assessment has been completed. Any true-up will be conducted in accordance with the rules. 
 

As stated above, Essential Energy has set ACS charges either in accordance with the NER or in accordance with 
the AER’s preferred approach to the setting of these charges for the transitional year, as outlined in the AER’s 
letter to NSW DNSPs on 11 December 2013 (and which is reproduced in the appendix to the stage 2 F&A). 
 

3. Options for a true-up 

As advised to the AER previously
2
, Essential Energy considers that a true up mechanism for ACS should be 

implemented so that the AER can exercise its power in accordance with the National Electricity Objective (NEO) 
and the NEL Revenue and Pricing Principles (RPP) of ensuring the long term interest of customers in respect of 

                                                      
1
  See clause 11.56.4(b) of the NER. 

2
 See Appendix 1, letter of 10 January 2014 to the AER’s chairman, from the Chief Executive Officer of Ausgrid, 

Endeavour Energy and Essential Energy 
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charges, and of ensuring the DNSPs are given a reasonable opportunity to recover their efficient costs.
3 
With this in 

mind, Essential Energy has set out below our consideration on how a true-up for ACS may operate. Essential 
Energy notes that the suggested mechanism stated below relates only to ACS. The true-up for standard control 
services that must be applied by the AER is set out in 11.56.4(h) of the NER.  
 
Due to an anomaly in the transitional NER that necessitated an approach to setting charges for the transitional year 
that complies with the NER, whilst at the same time give proper effect to the AER’s decision on classification of 
services, the workings of a true-up mechanism for ACS (apart from public lighting services) is rather complicated. 
The true-up options outlined below have been formed on the basis of ‘undoing’ what has been developed in the 
transitional year in relation to the recovery of ACS revenue.  

Public lighting services 

True-up amount: 
 

The amount that will subject to true-up will be the difference between the revenue 
amount recovered through the charges that were derived from the escalation of 2013-
14 charges by CPI and the ‘cost reflective’ revenue that would have been allowed by 
the AER (in other words, revenue that would have been recovered if cost reflective 
charges were allowed to be charged for 2014-15). The ‘cost reflective’ charge/revenue 
would be determined by the AER in its distribution determination for the subsequent 
regulatory period, as it relates to the transitional year. 

True-up mechanism: 
 

Adjust public lighting charges in one or more years of the 2015-19 regulatory control 
period as long as net present value (NPV) neutrality is met. 

Effect on charges: 
 

Public lighting charges in one or more years of the 2015-19 regulatory control period 
will reflect the adjustments. 

 

Type 5 & 6 metering services 

True-up amount: 
 

The difference in the revenue allowed to be recovered by the AER for the transitional 
year in the determination for the transitional period and the revenue allowed by the AER 
for the transitional year in the determination for the subsequent period. 

True-up mechanism: 
 

From a classification perspective, it would be technically correct to ‘true-up’ under and 
over recovery through metering charges in one or more years of the 2015-19 regulatory 
control period.  
 
From a fairness perspective however, we consider the amount should be returned or 
recovered from the customer group that incurred the charges in the transitional year (in 
this case, the general customer base).For this reason, we consider that the adjustment 
should apply to general network charges (ie: DUOScharges) for one or more years of 
the 2015-19 regulatory control period, with the revenue increment or decrement to meet 
the NPV neutrality principle. Essential Energy also notes that this would ensure that 
charges are cost reflective for metering in the 2015-19 regulatory control period, and do 
not contain any distorting effect on customer decisions if metering contestability 
eventuates.  Essential Energy would welcome the opportunity to discuss this true-up 
option with the AER in greater detail.  

Effect on charges: 
 

No effect on Type 5 & 6 metering charges for the 2015-19 regulatory control period. 
However, DUOS charges for one of more years of this period will reflect the true-up. 

Ancillary network services 

True-up amount: 
 

The difference in the net revenue allowed to be recovered (i.e. total revenue after 
deducting revenue from separate miscellaneous and monopoly charges) in the 
determination for the transitional period and the amount allowed in the determination for 
the subsequent period, in relation to the transitional year. 
 
The amount is to be calculated by reference to the net revenue included in the bundled 
revenue in the transitional determination and the amount that should have been 

                                                      
3
 As per letter to the AER’s chairman on 10 January 2014. 
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included/recovered through cost reflective charges as per the substantive 
determination. 

True-up mechanism: 
 

Similar to metering services, we consider that from a classification perspective, it would 
be technically correct to ‘true-up’ under and over recovery via an adjustment of ancillary 
service charges in one or more years of the 2015-19 period. While this may be the 
case, Essential Energy considers that from a fairness perspective, the amount should 
be returned or recovered from the customer group that incurred the charges in the 
transitional year (in this case, the general customer base). For this reason, Essential 
Energy considers that the adjustment should apply to general network charges (ie: 
DUOScharges) for one or more years of the 2015-19 regulatory control period.  
 
Essential Energy also note that this would ensure that charges are cost reflective for 
ancillary network services and avoid a situation where a customer receiving an ancillary 
network service in the 2015-19 regulatory control period has to pay a substantial uplift 
in charges for under-recovered amounts. We consider that the impact of the adjustment 
to an individual customer would be far more diluted when applied to a large customer 
base.  
 
We would be happy to discuss this true-up option with the AER in greater detail.  
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Appendix 1 – Response to 11 December 2013 letter on preferred approach to 
alternative control services pricing 
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