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Shortened forms 

	Shortened form
	Full title

	AEMC
	Australian Energy Market Commission

	AER
	Australian Energy Regulator

	ARR
	annual revenue requirement

	Aurora
	Aurora Energy Pty Ltd

	capex
	capital expenditure

	CAM
	cost allocation method

	CPI
	consumer price index

	current regulatory period
	1 January 2008 to 30 June 2012

	DMIS
	demand management incentive scheme

	DNSP
	distribution network service provider

	DRP
	debt risk premium

	EBSS
	efficiency benefit sharing scheme

	GSL
	guaranteed service level

	GWh
	gigawatt hour

	MRP
	market risk premium

	MW
	megawatt

	MWh
	megawatt hour

	NEL
	National Electricity Law

	NEM
	national electricity market

	NEO
	national electricity objective

	NER
	National Electricity Rules

	forthcoming regulatory control period
	1 July 2012 to 30 June 2017

	opex
	operating expenditure

	OTTER
	Office of the Tasmanian Economic Regulator

	PTRM
	post tax revenue model

	RAB
	regulatory asset base

	RFM
	roll forward model

	RPP
	revenue and pricing principles

	SAIDI
	system average interruption duration index

	SAIFI
	system average interruption frequency index

	SRI
	statement of regulatory intent

	STPIS
	service target performance incentive scheme

	TEC
	Tasmanian Electricity Code

	TMR
	trunk mobile radio

	WACC
	weighted average cost of capital


Background
The Australian Energy Regulator (AER) is responsible for the economic regulation of electricity distribution services in the National Electricity Market (NEM). The AER's functions and powers are set out in the National Electricity Law (NEL) and the National Electricity Rules (NER).

Aurora Energy Pty Ltd (Aurora) is a Tasmanian Government owned fully integrated energy and network business, with complementary activities in telecommunications and energy related technologies.
 Aurora operates as the distribution network service provider (DNSP) on mainland Tasmania, and services approximately 229,400 residential and 50,400 commercial distribution customers across the state.
 
The NER requires the AER to make a final distribution determination for Aurora, which is predicated on several constituent decisions.
 The AER must also provide reasons for its final determination, including the basis and rationale of the determination.
 The AER’s final distribution determination is set out in two documents.

The first document (called 'Constituent Decisions') sets out all the constituent decisions the AER is required to make.
 The second document (this document, its attachments, and appendices, collectively called 'Final Distribution Determination') sets out the reasons for the final determination as required by the NER.
 
The NEL requires the AER to make a distribution determination in a manner that will or is likely to contribute to the achievement of the national electricity objective (NEO).
 The NEO promotes efficient investment in, and the efficient operation and use of, electricity services for the long term benefit of consumers.
 The AER must also have regard to the revenue and pricing principles (RPP) set out in the NEL.
 The RPP promote efficient provision of, and recovery of costs for providing, distribution services.
 Chapter 6 of the NER sets out the framework for the economic regulation of distribution services. It provides that distribution determinations must include decisions on:

· how the AER will regulate distribution services 

· the DNSP's revenue proposal

· how the AER will set prices for distribution services 

· how the AER will apply incentive schemes to DNSPs.

This is the first electricity distribution determination made by the AER that will apply to Aurora. The Office of the Tasmanian Economic Regulator (OTTER) made the previous determination, which applied for the period 1 July 2008 to 30 June. The AER's determination will take effect from 1 July 2012.

In making this final distribution determination, the AER has reviewed Aurora's regulatory proposal, revised regulatory proposal, proposed negotiating framework and submissions received in accordance with the process outlined in part E of chapter 6 of the NER. This process involved:

· framework and approach paper—the AER consulted with Aurora and interested stakeholders in developing the framework and approach paper. The framework and approach paper set out the AER's likely approach to the classification of services, control mechanisms and the application of the various incentive schemes. The AER published its framework and approach paper on 29 November 2010, as required under clause 6.8.1 of the NER.

· pre-lodgement consultation—the AER consulted with Aurora in developing the regulatory information notice (RIN) and regulatory templates. The purpose of the RIN was to obtain supporting information from Aurora to help the AER assess the regulatory proposal against the requirements of the NER.

· Aurora's regulatory proposals—Aurora submitted its regulatory proposal and proposed negotiating framework to the AER on 31 May 2011. Subsequent to the AER’s draft determination, Aurora submitted a revised regulatory proposal on 16 January 2012.

· public consultation—the AER published Aurora's regulatory proposal and the AER's proposed negotiated distribution service criteria on 23 June 2011, and called for submissions from interested parties. The AER held a public forum in Hobart on Aurora's regulatory proposal on 19 July 2011. The AER received four submissions on Aurora's regulatory proposal. 

The AER published a draft determination on 29 November 2011, and held a pre-determination conference on the draft determination on 13 December 2011. The AER also invited interested parties to make submissions on the draft determination and on Aurora’s revised regulatory proposal by 20 February 2012. 

The AER received five submissions in response to this invitation. The AER considered these submissions (and a late submission provided to the AER prior to the release of its draft determination) in making its final distribution determination.   

· specialist advice—the AER engaged expert technical and engineering consultants and financial and economic experts to advise on key aspects of the regulatory proposal. The AER has considered this advice in making its draft distribution determination.

In response to the Aurora’s initial regulatory proposal, a submission was received by a stakeholder who raised a concern that the efficiency and effectiveness of the Tasmanian electricity industry is constrained by the current business boundary between Transend and Aurora. This stakeholder considered that Tasmanian electricity customers are burdened both in a financial sense and in poor service delivery relative to elsewhere in Australia.
 Transend provided the AER with a late submission that considered that there would be no material benefit to consumers from a change in the asset ownership boundaries between Aurora and Transend.
 In making this final determination, The AER has considered that current operational boundary between Aurora and Transend’s network as part of Aurora’s operating circumstances.
Summary

The NER require the AER to make a distribution determination on Aurora’s regulatory proposal. The AER’s determination sets the distribution component of electricity prices in Tasmania from 1 July 2012. The NEL requires the AER to make decisions in a manner that will, or is likely to, contribute to the achievement of the NEO. The NEO promotes efficient investment in, and operation and use of, electricity services for the long term benefit of consumers. 

The AER’s final determination and indicative price impacts

Aurora’s revised regulatory proposal sought total revenue for the regulatory control period 1 July 2012 to 30 June 2017 of $1594.2 million ($nominal).
 Aurora’s revised regulatory proposal seeks a real increase in revenue (from its current allowance) of 3.1 per cent per annum (on average) over the 2012–17 regulatory control period.

The increase in Aurora’s proposed revenue allowance is based on Aurora’s expectations of the costs required to achieve its obligations under the NER. These obligations include:

· meeting and managing expected demand
· complying with regulatory obligations or requirements
· maintaining the quality, reliability and security of supply
· maintaining the reliability, safety and security of the distribution system.

The AER has accepted much of Aurora’s revised regulatory proposal as being consistent with the requirements of the NER. However, the AER does not accept all elements of Aurora’s revised regulatory proposal. The AER’s final determination is for a total revenue requirement of $1410.4 million ($nominal) for the forthcoming regulatory control period. The AER’s allowance is 11.5 per cent below Aurora’s proposal.

The AER estimates its final determination will result in distribution prices increasing by 1.4 per cent per annum (on average) over the forthcoming regulatory control period. The AER’s final determination should result in a $60 ($nominal) or 3 per cent increase in typical annual residential costs for 2012-13, and an increase of $2 ($nominal) or 0.1 per cent per annum (on average) over the remaining years of the forthcoming regulatory control period.

Differences between the AER’s final determination and Aurora’s revised regulatory proposal

The main drivers of the difference between the AER’s final determination and Aurora’s revised regulatory proposal are the rate of return, capital expenditure (capex) and operating expenditure (opex).

Rate of return
The rate of return is the most significant driver of the AER’s lower revenue allowance. The AER accepts Aurora’s revised method to estimate the debt risk premium. However, the AER does not accept Aurora’s revised method to estimate the risk free rate using a long run averaging period. The AER considers there is no persuasive evidence justifying a departure from using the averaging period initially proposed by Aurora and agreed to by the AER, to estimate the risk free rate. The AER also considers Aurora’s proposed market risk premium value is too high. If the AER was to accept Aurora’s values for these two cost of capital parameters in combination with the AER’s position on all other inputs, the final determination would have resulted in total revenue increasing by a further $149.8 million ($nominal) or 10.6 per cent over the forthcoming regulatory control period. 

Operating expenditure

The AER considers Aurora’s revised proposal opex is more than Aurora requires to achieve the opex objectives. The AER has substituted Aurora’s revised proposal opex with its own forecast. The AER’s considers that Aurora’s forecast opex includes IT and demand management expenditure that is not required to meet the objectives, and was also constructed using unit rates that the NER did not permit Aurora to change. 

If the AER were to accept Aurora’s revised proposal opex in combination with the AER’s position on all other inputs, the final determination would have resulted in total revenue increasing by a further $20.4 million ($nominal), or 1.5 per cent over the forthcoming regulatory control period.

Capital expenditure

The AER considers Aurora’s revised proposal capex is more than Aurora requires to achieve the capex objectives. The AER has substituted Aurora’s revised proposal capex with its own forecast. The AER considers Aurora’s proposed capex forecast is too high given forecast demand for electricity and asset replacement needs. Aurora’s capex proposal also includes projects and programs that are primarily driven by reliability improvements. Further, Aurora’s forecast capex is based on revised unit rates that the NER does not permit Aurora to change.

If the AER was to accept Aurora’s revised proposal capex in combination with the AER’s position on all other inputs, the final determination would have resulted in total revenue increasing by a further $16.4 million ($nominal), 1.2 per cent over the forthcoming regulatory control period.

Under recovery of current regulatory period allowable revenues

The AER considers Aurora is entitled to recover the under recovery of allowable revenues from the current regulatory period in the forthcoming regulatory control period.

Aurora is expected to under recover $52.5 million ($nominal) of allowable revenues in the current regulatory period. The NER permits Aurora to recover these revenues by adding them as a ‘building block’ in determining the annual revenue requirement for the forthcoming regulatory control period.
  The AER accepts this approach as it will smooth the recovery of these costs over the forthcoming regulatory control period, which mitigates price impacts on consumers.

As this under recovery amount is an estimate, the AER will account for the difference between the estimate and the actual revenues received through the transitional parameter in the control mechanism for the forthcoming regulatory control period.

Alternative control services

The AER has classified metering, public lighting, fee based and quoted services as alternative control services. 

The AER has not accepted Aurora’s revised proposal prices for these services. The AER has also decided to adjust prices for these services over the forthcoming regulatory control period by CPI and an X factor. The AER did not accept Aurora’s proposal to escalate alternative control services prices annually using a real labour escalator.

The AER’s review of the Aurora’s revised proposal prices for alternative control services has resulted in lower price caps for metering services and public lighting services than those proposed by Aurora by an average of 10.0 per cent and 3.9 per cent, respectively.

Outputs

Under the NER, accountability for delivering distribution services lies with Aurora. The AER, through its service target performance scheme and efficiency benefit sharing scheme, has strengthened the incentives on Aurora to improve distribution system reliability to all customers. This ensures that any cost savings achieved by Aurora during the forthcoming regulatory control period do not come at the expense of service standards. In addition, the AER’s demand management incentive scheme provides Aurora with additional incentives to undertake demand management.

Overview

1 Revenue

Aurora lodged its revised proposal for the regulatory control period 2012–13 to 2016–17 with the AER on 16 January 2012. Aurora proposed a total revenue requirement of $1541.64 million ($nominal). It also submitted that $52.5 million of under recoveries from prior years should be included in the assessment, for a total revenue requirement of $1594.15 million. Table 1.1 displays Aurora’s revised total revenue allowance. 

Table 1.1 Aurora's proposed revenue allowance ($million, nominal)
	
	2012–13
	2013–14
	2014–15
	2015–16
	2016–17
	Total

	Aurora's revised proposal
	        292.24 
	         303.00
	        309.83 
	        313.51 
	        323.06 
	1541.64 

	Under recovery adjustment
	52.50a
	
	
	
	
	

	Total
	344.74
	303.00
	309.83
	313.51
	323.06
	1594.15


Source:
Aurora’s PTRM, AER analysis.

Notes:
(a) The under recovery adjustment has been entered in 2012-13 revenues for comparability with the AER approach.
The AER has accepted much of Aurora's revised regulatory proposal as being consistent with the requirements of the NER. However, the AER does not accept all elements of Aurora's revised regulatory proposal. The AER's final determination is for a total revenue requirement of $1410.44 million ($nominal) over the forthcoming regulatory control period. The AER's adjustment of $183.8 million ($nominal) is 11.5 per cent below Aurora's proposal. Figure 1.1 demonstrates the difference between Aurora's revised proposal and the AER's final determination. The significant increase in revenues in 2012–13 is due to the addition of revenue under recoveries from previous years.

Figure 1.2 The AER's final determination on Aurora's revenue allowance ($million, nominal)
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Notes: 
The under recovery adjustment has been entered in 2012-13 revenues for comparability with the AER approach.
The AER has calculated Aurora's total revenue allowance by summing a set of 'building blocks'. Table 1.2 displays the AER's final determination on these building blocks. This document discusses each building block throughout.
Table 1.2 The AER's final determination on Aurora's revenue cap for standard control services ($million, nominal)
	
	2012–13
	2013–14
	2014–15
	2015–16
	2016–17
	Total

	Return on capital
	119.61 
	124.58
	129.61
	134.45
	139.54
	647.78

	Regulatory depreciation
	45.81
	51.31
	48.79
	42.66
	42.71
	231.29

	Operating expenditure
	75.19
	76.09
	78.92
	80.81
	82.24
	393.25

	Corporate income tax
	16.52
	
17.95
	17.25
	16.99
	16.91
	85.62

	Under recovery adjustment
	52.50
	
	
	
	
	

	Annual revenue requirement  
	309.62
	269.92
	274.57
	274.92
	281.40
	1410.44


Source:
AER analysis.

The AER's most significant change to Aurora’s revenue proposal is a lower weighted average cost of capital (WACC). The AER has accepted Aurora’s revised method to estimate the debt risk premium. However, the AER's final determination WACC value is lower than Aurora’s revised proposal WACC as a result of adopting a lower nominal risk free rate and a lower market risk premium (MRP).

The nominal risk free rate is determined by observing market determined Commonwealth Government bond rates over an averaging period.
 For this final determination, the AER has used the averaging period agreed to by the AER. The AER considers there is no persuasive evidence justifying a departure from using the averaging period initially proposed by Aurora and accepted by the AER to estimate the risk free rate.

The AER also considers that Aurora's proposed MRP is too high. There is persuasive evidence that the AER's statement of regulatory intent (SRI) value for the MRP is inappropriate, and the AER has justified a departure from this value.
. 

Other key adjustments the AER has made to Aurora's proposed revenue allowance include:

· reducing Aurora's revised total forecast capex—Aurora has proposed to replace more assets than is necessary to maintain its network. Aurora also proposed capex for reliability improvement investment beyond that required to achieve the capex objectives. Further, some of Aurora’s forecast capex to address growth in maximum demand is too extensive in scope, and more prudent solutions are available. 

· reducing Aurora's revised total forecast opex–– Aurora proposed an IT opex step change to support the capital costs associated with the roll out of its distribution network IT strategy. The AER considers some costs are already being funded internally, and others are not required to support the capex program. Aurora also resubmitted its initial demand management opex proposal despite the AER stating in the draft determination that it did not accept all of it. In its draft determination, the AER considered certain studies proposed by Aurora should be funded through the DMIA. The AER considers these elements of Aurora's revised forecast opex are not required to achieve the opex objectives.

· replacing revised unit rates with those in Aurora’s initial regulatory proposal—the AER has set aside Aurora’s revised unit rates as the AER considers Aurora was not permitted to change these under the NER. The AER’s draft determination did not raise unit rates as a matter for Aurora to address.

· adjusting Aurora’s revised labour cost escalators — Aurora’s revised proposal included a new labour escalation methodology that the AER considers that the NER did not permit Aurora to submit. The AER has set this methodology aside, and considers that labour cost escalation using CPI is appropriate.

· adding Aurora’s under recovered allowable revenues from the current regulatory period to the total revenue allowance for the forthcoming regulatory control period.

Further, the AER has made minor adjustments for Aurora's opening regulatory asset base and incentive schemes. Figure 1.2 displays the effect of the AER's adjustments on Aurora's proposed revenue allowance.

Figure 1.3 The AER’s final determination adjustments to Aurora’s revised proposal revenue allowance ($million, nominal)
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Source: 
Aurora’s PTRM, AER analysis.

Notes:
The under recovery adjustment has been entered in 2012-13 revenues for comparability with the AER approach.
The AER has conducted sensitivity analysis of these adjustments on the final determination revenues. In particular, the AER has calculated the effect of applying Aurora’s proposed cost of capital parameters, and opex and capex forecasts. Table 1.3 and Table 1.4 present this analysis.

Table 1.3 Changes to AER final determination in total over 5 years, if Aurora’s cost of capital parameters are adopted

	
	Increased revenues 
($million, nominal)
	Increased revenues 
(per cent)

	Risk free rate (Rf)
	141.82
	10.06

	Debt risk premium (DRP)a
	–6.15
	–0.44

	Market risk premium (MRP)
	16.26
	1.15

	Nominal WACC
	149.78
	10.62


Source:
AER analysis. 
Notes:
(a) The AER accepted Aurora's revised method to estimate the DRP. The change in the DRP estimate (negative sign) is due to the AER updating this parameter using the same averaging period applied to the risk free rate.
Table 1.4 Changes to AER final determination in total over 5 years, if Aurora’s capex and opex forecasts are adopted

	
	Increased revenues 
($million, nominal)
	Increased revenues 
(per cent)

	Opex
	20.40
	1.45

	Capex 
	16.38
	1.16


Source:
AER analysis.

Table 1.5 displays the AER's X factors for each year of the forthcoming regulatory control period. The X factors represent the real revenue changes in each year over the regulatory control period. The AER has determined the X factors by smoothing the expected revenues over the regulatory control period so that in net present value terms they equal the revenue requirement set out in Table 1.2. 
Table 1.5 The AER's final determination on Aurora's revised proposal X factors and expected revenue (per cent, real)
	
	2012–13
	2013–14
	2014–15
	2015–16
	2016–17
	Total

	Aurora's proposal  (X factors)
	–12.09a
	–2.00
	–1.80
	–1.60
	2.10
	n/a

	AER final determination (X factors)
	–4.56
	1.00
	1.50
	1.50
	1.50
	n/a

	AER expected revenue (smoothed) ($million, nominal)
	 276.40 
	 280.75 
	 283.73 
	 286.74 
	 289.78 
	 1,417.40 


Source:
Aurora's PRTM, AER analysis.
Notes:
(a) The P0 for Aurora was recalculated to make it comparable to the AER’s P0 with the $52.5 million under recovery adjustment included in 2012-13.

The AER has smoothed the annual revenue requirement to determine the expected revenues as much as possible over the forthcoming regulatory control period, consistent with the requirements of the NER and NEL.
 
The X factors equalise (in net present value terms) the expected revenue to be earned from the provision of standard control services with the annual revenue requirement attributable to those services for the entire regulatory control period.
 The X factors are also designed to minimise the difference between the expected revenue and the annual revenue requirement for the last year of the regulatory control period.
 In practice, the AER considers that a divergence of up to 3 per cent between the expected and annual revenue requirement for the last year is consistent with the NER, if this can achieve smoother price changes for users. This flexibility reflects the fact that the last year’s revenues are based on forecasts that can diverge from what was expected (for example, CPI needs to be updated annually and is unlikely to be constant). In the present circumstances, based on the X factors determined by the AER, this divergence is 2.98 per cent.
Price impacts

Aurora's revenue allowance ultimately affects the prices consumers pay for electricity. Because the AER is regulating Aurora's standard control services under a revenue cap, the adjustments that the AER has made to Aurora's annual revenue requirement do not directly translate to price impacts. This is because Aurora's revenue is fixed, so changes in the consumption of electricity will affect the price. However, Table 1.6 provides an indication of the price impacts of the AER's final determination. The impacts include the $52.5 million under recovery adjustment which has been smoothed over the forthcoming regulatory period, but still has a significant impact on prices in 2012-13.
With expected consumption growth of about 1.0 per cent per annum and a forecast inflation rate of 2.6 per cent per annum, the AER’s draft determination X factors suggest that in nominal terms, distribution prices will increase by 1.4 per cent per annum (on average) over the forthcoming regulatory control period. 

The AER expects a $60 ($nominal) or 3 per cent increase in typical annual residential costs for 2012-13, and an increase of $2 ($nominal) or 0.1 per cent per annum (on average) over the remaining years of the forthcoming regulatory control period. The AER has based this calculation on estimated annual costs of $2,000 for 2010–11
, and an estimate that distribution costs make up 48 per cent
 of the retail price (residential) of electricity. 
This calculation assumes that a residential customer’s annual level of consumption and all other possible influences on the retail prices (for example, wholesale prices) remain unchanged over the forthcoming regulatory control period. 
Table 1.6 Comparison of price impacts of Aurora’s proposal and AER draft determination ($nominal)

	
	2011-12
	2012-13
	2013-14
	2014-15
	2015-16
	2016-17
	Average

	Proposed by Aurora
	
	
	
	
	
	
	

	Residential bill (annual)
	$2,000
	$2,134 
	$2,174 
	$2,214 
	$2,252 
	$2,245 
	

	Distribution charges
	$968
	$1,103
	$1,143
	$1,182
	$1,220
	$1,213
	

	Change in residential bill
	
	$134 
	$40 
	$39 
	$38 
	–$6
	$49 

	Percentage change in residential bill
	
	6.72%
	1.88%
	1.80%
	1.72%
	–0.29%
	2.4%

	Percentage change in distribution prices 
	
	13.88%
	3.63%
	3.43%
	3.23%
	–0.53%
	4.7%

	AER draft determination
	
	
	
	
	
	
	

	Residential bill (annual)
	$2,000
	$2,060 
	$2,066 
	$2,067 
	$2,068 
	$2,069 
	

	Distribution charges 
	$968
	$1,028
	$1,034
	$1,035
	$1,036
	$1,037
	

	Change in residential bill
	
	$60 
	$6 
	$1 
	$1 
	$1 
	$14 

	Percentage change in residential bill
	
	3.02%
	0.29%
	0.04%
	0.04%
	0.04%
	0.7%

	Percentage change in distribution prices 
	
	6.23%
	0.59%
	0.08%
	0.08%
	0.08%
	1.4%


Notes:
Assumes a typical residential bill of $2,000, an inflation forecast of 2.6 per cent, consumption growth of 1.0 per cent and distribution proportion of 48 per cent.
Source:
AER analysis.
The AER estimates its final determination will increase a typical residential bill by approximately 0.7 per cent per annum (on average) over the forthcoming regulatory control period. This compares to the increase of approximately 2.4 per cent per annum (on average) from Aurora’s revised regulatory proposal (including the under recovery adjustment). The impact of the AER's determination on consumers will therefore be less than proposed by Aurora.
2 Aurora's outputs
As a distribution network service provider (DNSP), Aurora's primary output is to deliver electricity distribution services to its customers. 

2.1 Aurora's distribution services

The AER has determined appropriate forms of regulation for the distribution services Aurora provides in this final determination (see attachment 1). The AER grouped Aurora's distribution services as those:
· recovered through general network charges (standard control services)
· recovered through individual prices (alternative control services)
· that are negotiated between Aurora and its customers 
· not regulated by the AER.

Figure 2.1 displays Aurora's distribution services. The AER draft determination on service classification was not contested by Aurora. The AER’s reasoning for service classification is set out in more detail in Attachment 1 of the draft determination. 
Figure 2.4 Aurora's distribution services
[image: image3.emf]
Source:
AER, Framework and approach paper, November 2010, p. 61.
As shown in figure 2.2, in terms of revenue, the majority of the AER's final distribution determination concerns standard control services that are recovered through general network charges. The AER is regulating these services under a revenue cap, which means the amount of revenue Aurora can earn in each year of the forthcoming regulatory control period is limited to the amount the AER determines. The AER has not accepted Aurora's proposed revenue allowance for standard control services.

The AER has decided to regulate alternative control services by determining caps on the prices that Aurora can charge for them.
 The AER has set out an overview of its reasoning for alternative control services in section 10, and in more detail in Attachments 15 to 19. Figure 2.2 compares the five year average of the AER's final determination revenue allowance for Aurora for 2012–17 for standard control services and alternative control services. The AER has also not accepted Aurora's proposed prices for alternative control services.
Figure 2.5 Comparison of average revenue requirements for standard control services and alternative control services for 2012–17 ($million, nominal)

[image: image4.emf]
Source:
AER analysis.
2.2 NER objectives

The NER sets out certain objectives for Aurora's forecasts of total capital and operating expenditure (which are used in determining the revenue cap). These objectives are to:

· meet or manage expected demand

· comply with regulatory obligations or requirements

· maintain the quality, reliability and security of supply

· maintain the reliability, safety and security of the distribution system.

The AER must determine whether Aurora's forecasts of capital and operating expenditure are required to achieve these objectives, and whether this expenditure reasonably reflects the efficient costs that a prudent operator in Aurora's circumstances would need to incur, based on a realistic expectation of demand and cost inputs required to achieve these objectives.
 
2.2.1 Meeting and managing expected demand

Aurora's network must be able to deliver electricity to its customers, and Aurora must build, operate and maintain its network to manage expected changes in the demand for electricity. Aurora therefore requires demand driven capex and opex so that its network can deliver a reliable supply of electricity when:

· the demand for electricity is at its peak (maximum demand)

· new customers connect to the network

· the overall consumption of electricity increases.

The AER has set out its reasoning for the forecast capex and opex it considers Aurora requires to meet and manage expected demand in more detail in Attachments 6 and 7.
Maximum demand

Maximum demand is a snapshot of the highest level of demand on Aurora's distribution system at a point in time. In its draft determination, the AER did not accept Aurora’s initial maximum demand forecast, which the AER considered was too high. In its revised proposal, Aurora revised its maximum demand forecast to a level more comparable to the AER’s draft determination. The AER accepts Aurora’s revised demand forecast to be a realistic expectation of the demand forecast required to achieve the capex and opex objectives. Figure 2.3 compares Aurora’s revised maximum demand forecasts with the AER’s draft determination forecasts. 

Aurora’s revised maximum demand forecasts took into account: 

· adjustments to the forecasting method to address the issues raised in the AER draft determination and align the forecasting method with that used by the AER in developing a substitute forecast

· recent data on maximum demand, weather and other explanatory factors that have become available since the AER’s draft determination.

Figure 2.6 Aurora’s revised maximum demand and AER’s draft determination forecasts
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Source:
AER analysis, Attachments to Aurora’s revised regulatory proposal,
 information provided by Aurora in response to AER’s draft determination.

The consequence of Aurora’s revised maximum demand forecast is a lower capex allowance for some categories of Aurora's demand-related capex, when compared to Aurora’s initial regulatory proposal.  The AER has set out its reasoning for peak demand in more detail in Attachment 5. 

New customer connections
In its draft determination, the AER did not accept Aurora’s forecasts of gross new customer connections as it did not reflect a realistic expectation of demand. Accordingly, the AER derived its own forecasts of new gross connections, using dwelling and demolition forecasts. 

In its revised proposal, Aurora adopted the AER’s forecasts of new gross customer connections for the purpose of calculating capex related to new customer connections. Figure 2.4 illustrates the growth in new gross customer connections over the forthcoming regulatory control period. The AER has set out its reasoning for new customer connections in more detail in Attachment 5.       

Figure 2.7 Historical and AER forecast gross new customer connections
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Source:
AER analysis.
Electricity consumption

The AER is not required to make a decision on energy consumption forecasts because the AER is regulating Aurora's standard control services under a revenue cap.

However, there are relationships between energy consumption, maximum demand and new customer connections. The AER did examine forecasts of energy consumption to ensure consistency with its forecasts of maximum demand and new customer connections. In its draft determination, the AER was concerned that Aurora's forecasts of economic growth used to develop its energy consumption forecasts differed from forecasts of economic growth used to develop the Transend state-wide maximum demand forecasts (to which Aurora reconciled its maximum demand forecasts).

Electricity consumption forecasts are important for setting tariff levels, but the AER is not required to set tariffs in this determination. Aurora must submit its proposed prices for the first year of the forthcoming regulatory control period to the AER for approval within 15 business days of the AER publishing its final determination.
 The AER considers Aurora’s forecasts are appropriate for the purposes of illustrating indicative tariffs and pricing impacts of the AER’s final determination. 

In its revised proposal, Aurora submitted a revised set of consumption forecasts that were updated from its initial proposal. The consumption forecasts provided by Aurora in its initial and revised proposals are depicted in Figure 2.5.
Figure 2.8 Historical and AER forecast total consumption (Gigawatt hours)
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Source:
ACIL Tasman, Energy consumption forecasts 2011-12 to 2016-17, January 2012, p. 56; ACIL Tasman, Energy consumption forecasts 2010-11 to 2016-17, June 2011, p. 6. 
Demand management incentive scheme

To assist Aurora with meeting and managing expected demand, the AER in its draft determination, accepted and implemented a demand management incentive scheme for the forthcoming regulatory control period.
 This scheme is designed to provide incentives for Aurora to pursue and implement innovative and efficient non-network solutions to address growing demand on its network. The AER will apply an annual demand management incentive allowance for Aurora of $379,799 ($2009–10) in accordance with the AER's framework and approach paper.
 This equates to $1.9 million over the forthcoming regulatory control period. Aurora did not contest the AER’s draft determination on the DMIS (see Attachment 1). 

2.2.2 Complying with regulatory obligations
As a Tasmanian-based DNSP operating in the NEM, Aurora must comply with a number of statutory obligations at the national and state level.
 These include:
· its Tasmanian Electricity Distribution Licence

· the requirements of the NEL and NER
· safety legislation such as the Electricity Industry Safety and Administration Act 1997 (Tas)
· Tasmanian electricity supply industry legislation and guidelines, such as the Electricity Supply Industry Act 1995 and the Tasmanian Electricity Code (TEC)

· all relevant state and federal environmental, planning and cultural heritage legislation

· all statutory workplace health and safety requirements including the Workplace Health & Safety Act 1995 (Tas).

In its initial regulatory proposal, Aurora did not anticipate any expenditure arising from new regulatory obligations for 2012–17,
 and has maintained this position in its revised proposal.
 However, during the forthcoming regulatory control period, Aurora will be subject to new requirements arising from the National Energy Customer Framework
 and may be affected by outcomes arising from the review of the Tasmanian electricity supply industry.
 The AER has taken Aurora's current obligations into consideration in developing substitute total capex and opex forecasts. Where appropriate, the AER will consider new obligations arising from legislative changes during the forthcoming regulatory control period as cost pass throughs.

2.2.3 Maintaining quality, reliability and security of supply
Aurora's network must supply reliable and secure electricity. As Aurora's network ages, or demand for electricity increases, Aurora may not be able to deliver electricity distribution services as required by the NER unless Aurora appropriately maintains its network. Many of the requirements in this objective overlap with regulatory obligations applying to Aurora. For example, Aurora is subject to power quality and reliability requirements under Tasmanian electricity supply industry legislation. 

Service target performance incentive scheme

The AER's service target performance incentive scheme (STPIS) is applied to Aurora in the forthcoming regulatory control period.
 This incentive scheme will financially reward Aurora for improving on its historical performance and penalise Aurora should its performance fall below historical levels. Maintaining quality, reliability and security of supply is therefore linked to STPIS targets, and this incentive scheme encourages Aurora to deliver efficient levels of reliability. In its draft determination, the AER applied an s-factor (STPIS) adjustment of ±5 per cent of Aurora's total revenue cap.
 The AER maintains this approach in its final determination. Aurora will continue to be the subject of OTTER's jurisdictional guaranteed service level scheme in the forthcoming regulatory control period.

The AER’s STPIS includes:

1. the system average interruption duration index (SAIDI)  and system average interruption duration index (SAIFI) parameters and components,

2. revenue at risk which caps the risk of the STPIS to Aurora, 

3. incentive rates outlining the penalty or reward that Aurora receives for a single unit variation in performance, 

4. performance targets for Aurora’s STPIS parameters, 

5. transitional arrangements on Aurora’s Momentary Interruption Frequency Index (MAIFI) performance and 

6. the major event day boundary which excludes days in which SAIDI is more than 2.5 standard deviations greater than the mean of the log normal distribution of five regulatory year’s SAIDI data.  

In its revised regulatory proposal, Aurora highlighted a coding error in the AER’s draft determination approach to adjusting Aurora’s reliability targets to account for jurisdictional reliability targets. The AER noted the error and has revised its calculation of Aurora’s reliability performance against the TEC reliability standards.

The final STPIS targets are presented in table 2.1 below. The AER considers that these targets better promote the reliability of supply experienced by Aurora’s customers than the targets determined in the AER’s draft determination and those proposed by Aurora in its revised proposal.

Figure 2.9 Aurora’s historical SAIFI performance and AER targets
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Source:
AER analysis.
Figure 2.10 Aurora's Historical SAIDI performance and AER targets
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Source:
AER analysis.

The AER determines a telephone answering performance target for Aurora. Aurora’s call centre is important as it is a key interface between Aurora and its customers. Aurora gathers network performance information through its call centre. In its draft determination, the AER set a target for Aurora to answer 73.6 per cent of calls to its call centre within 30 seconds of receiving the call. Aurora noted in its revised proposal that the AER’s incentive rate for telephone answering differed from the incentive rate in the STPIS. The AER accepts Aurora’s position and will apply an incentive rate of -0.040 per cent for the telephone answering parameter. The AER has set out its detailed reasoning for the STPIS in Attachment 12.

2.2.4 Maintaining reliability, safety and security of the system
Aurora's distribution system must also be reliable, safe and secure. Elements of this objective overlap with the requirement to maintain quality, reliability and security of supply. But in particular, this objective is to ensure Aurora's network does not pose safety risks to either its personnel or the public. Many of the requirements in this objective therefore also overlap with regulatory obligations. For example, Aurora must comply with electricity industry safety legislation such as the Electricity Industry Safety and Administration Act 1997, and workplace safety legislation such as the Workplace Health & Safety Act 1995 (Tas).

Among other things, network reliability, safety and security may be affected by:

· asset replacement and maintenance

· older or poorer condition assets

· unsafe assets

· environmental factors.

In its initial regulatory proposal, Aurora identified many reliability, safety and security issues with its network, and forecast capex and opex to address them. In its draft determination, the AER did not accept all of Aurora’s proposed capex and opex but agreed that Aurora's distribution network faces a number of safety and security issues that should be addressed in the forthcoming regulatory control period. In its revised regulatory proposal, Aurora did not accept the AER’s draft determination capex and opex forecasts.
 The AER considers in its final determination capex and opex forecasts reasonably reflects the efficient costs that a prudent operator in Aurora’s circumstances requires to maintain reliability, safety and security of its distribution system. 

The AER has set out its reasoning for the forecast capex and opex it considers Aurora requires in more detail in Attachments 6 and 7. 
3 Regulatory asset base

The regulatory asset base (RAB) is used to calculate the return on, and return of, capital. 
 Aurora recovers the cost of this capital over the expected lives of the assets in its RAB. The AER must make a determination on Aurora's proposed opening RAB.
 It does so by assessing Aurora's RAB at the start of the previous regulatory control period, and rolling it forward to the end of that period. The roll forward involves adding capital expenditure to, and subtracting depreciation and disposals from, the starting RAB value to arrive at a RAB as at 30 June 2012. This closing RAB forms the opening RAB for the forthcoming regulatory control period. From this opening RAB a forecast RAB for each year of the forthcoming regulatory control period is determined.

3.1 Determination

The AER does not accept Aurora’s revised opening RAB proposal of $1436.7 and instead determines the opening RAB as at 1 July 2012 to be $1445.2 million. The AER and Aurora’s opening RAB estimates differ as the AER has made input changes to Aurora’s revised roll forward model. These changes relate to the indexation adjustment for inflation and the treatment of spare parts assets. 

The AER has forecast Aurora’s closing RAB as at 30 June 2017 to be $1750.4 million ($nominal), a 5.2 per cent reduction on Aurora’s proposed value of $1847.0 million ($nominal). The difference reflects the AER’s changes to the opening RAB as at 1 July 2012, the inflation forecast for the forthcoming regulatory control period, forecast capital expenditure, and forecast depreciation. Figure 3.1 displays Aurora's past actual opening RAB values compared to forecast values.

Figure 3.11 Aurora's past and forecast opening RAB values and the AER’s final determination opening RAB values($million, nominal)
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Source:
AER analysis, Aurora's RFM, Aurora’s PTRM.

Table 3.1 shows the AER’s roll forward of Aurora’s RAB from the final year of the previous regulatory period (2006–07) to the start of the forthcoming regulatory control period.

Table 3.7 AER final determination on Aurora’s RAB for the current regulatory control period ($million, nominal)

	
	2006–07
	2007–08
	2008–09
	2009–10
	2010–11
	2011–12a

	Opening RAB
	 908.2 
	 984.1 
	 1,066.0 
	 1,176.2 
	 1,276.4 
	 1,379.5 

	Capital expenditureb 
	 111.7 
	 105.0 
	 130.7 
	 144.0 
	 138.8 
	 140.5 

	CPI indexation on opening RAB
	
	 29.1 
	 39.3 
	 24.8 
	 33.8 
	 42.8 

	Straight-line depreciationc
	–35.8 d 
	–52.3
	–59.8 
	–68.6 
	–69.5 
	–71.9 

	Closing RAB
	 984.1 
	 1,066.0 
	 1,176.2 
	 1,276.4 
	 1,379.5 
	 1,490.8 

	Difference between forecast and actual capex (1 July 2006 to 30 June 2007)
	
	
	
	
	
	–21.8 

	Return on difference for 2006–07 capex
	
	
	
	
	
	–11.5  

	Adjustment for shared assets 
	
	
	
	
	
	–12.2 

	Opening RAB as at 1 July 2012
	
	
	
	
	
	1,445.2 


Source:
AER analysis.

Notes:
(a) Based on estimated capex. An update for actual capex will be made at the next reset.


(b) Net of disposals and capital contributions, and adjusted for actual CPI and WACC.


(c) Adjusted for actual CPI.


(d) Represents the forecast regulatory depreciation allowance from OTTER. Differences between forecast and actual depreciation are effectively picked up in the end of period adjustments.
Table 3.2 shows the AER’s roll forward of Aurora’s RAB over the forthcoming regulatory control period.

Table 3.8 AER final determination on Aurora’s RAB for the forthcoming regulatory control period ($million, nominal)

	
	2012–13
	2013–14
	2014–15
	2015–16
	2016–17

	Opening RAB
	1,445.2
	1,505.3
	1,566.0
	1,624.6
	1,686.1

	Capital expenditurea 
	105.9
	112.1
	107.4
	104.1
	107.0

	Inflation indexation on opening RAB
	37.6
	39.1
	40.7
	42.3
	43.8

	Straight line depreciation
	–83.4
	–90.5
	–89.5
	​–84.9
	​–86.6

	Closing RAB
	 1,505.3 
	 1,566.0 
	 1,624.6 
	 1,686.1 
	 1,750.4 


Source: 
AER analysis.

Notes:
(a) Net of disposals and capital contributions. In accordance with the timing assumptions of the PTRM, the capex includes a half-WACC allowance to compensate for the average six-month period before capex is added to the RAB for revenue modelling purposes.

3.2 Summary of analysis and reasons

The AER’s final determination opening RAB for Aurora for 1 July 2012 is higher than Aurora’s revised proposal due to the net effect of changes the AER has made to indexation for inflation (which reduces the RAB) and the treatment of spare parts assets (which increases the RAB).

3.2.1 Indexation approach

The AER maintains its position from the draft determination to use December-December CPI to index the RAB, instead of Aurora’s revised proposal of June-June CPI indexation. In the draft determination, the AER used December-December CPI for indexation as it considered this was consistent with the existing control mechanism as required under clause 6.5.1(e)(3) of the NER.
 

3.2.2 Treatment of spare parts

The AER determines that asset classes for ‘spare parts’ and ‘emergency network spares’ should not be depreciated when added to Aurora’s opening RAB values. Aurora agrees with the AER’s final determination.
 Spare parts will be maintained as stock (similar in treatment to land and easements).

The effect of not depreciating spare parts asset categories will increase Aurora’s RAB by $10.1 million as at the 30 June 2012.    
3.2.3 Forecast closing RAB as at 30 June 2017

The AER determines Aurora’s RAB to be $1750.4 million as at 30 June 2017. The AER’s forecast results from changes the AER has made to Aurora’s PTRM for the forthcoming regulatory control period. These changes are:

· Aurora’s opening RAB as at 1 July 2012, as discussed in attachment 8
· the inflation forecast for the forthcoming regulatory control period, as discussed in attachment 10

· forecast capital expenditure, as discussed in attachment 6, and

· forecast depreciation, as discussed in attachment 9.

The AER has set out its detailed reasoning for Aurora’s RAB in Attachment 8.
4 Regulatory depreciation

Regulatory depreciation is a building block in Aurora’s annual revenue requirement. It is also used to model the change in Aurora’s RAB over the forthcoming regulatory control period.  Regulatory depreciation is the difference between Aurora’s straight-line depreciation on its assets and the annual inflation indexation on its RAB. The AER must make a determination on Aurora's depreciation allowance (including schedules) for the forthcoming regulatory control period.

4.1 Determination

The AER does not accept Aurora’s revised regulatory proposal for a depreciation allowance of $227.5 million ($nominal) over the forthcoming regulatory control period. The AER’s adjustments to Aurora’s revised proposal for opening RAB, forecast capex, and forecast inflation will alter forecast regulatory depreciation under clause 6.5.5 of the NER. The AER has also determined that no depreciation will apply to the ‘emergency network spares’ and ‘spare parts’ asset categories. The AER’s amendments result in a depreciation allowance of $231.3 million ($nominal), (a 1.7 per cent increase) as shown in Table 4.1. The increase is driven by the AER’s marginally lower inflation forecast and revised remaining asset lives.

Table 4.9 AER final determination on Aurora's depreciation allowance ($million, nominal)

	
	2012–13
	2013–14
	2014–15
	2015–16
	2016–17
	Total

	Straight-line depreciation
	 83.4 
	 90.5 
	 89.5 
	 84.9 
	 86.6 
	 434.8 

	Less: indexation of opening RAB
	37.6 
	39.1 
	40.7 
	42.2 
	43.8 
	203.5 

	Regulatory depreciation
	 45.8 
	 51.3 
	 48.8 
	 42.7 
	 42.7 
	 231.3 


Source:
AER analysis.

4.2 Summary of analysis and reasons

The AER does not accept Aurora's forecast depreciation allowance and has developed an alternative depreciation forecast for the forthcoming regulatory control period based upon changed remaining asset lives and no allowance for depreciation on the ‘emergency network spares’ and ‘spare parts’ asset categories.

4.2.1 Remaining asset lives

The AER does not accept Aurora’s revised proposal for remaining asset lives as being consistent with clause 6.5.5(b)(1) of the NER. The AER considers that remaining asset lives should reflect the AER’s amendments to actual capex, CPI indexation and the movement of provisions.

4.2.2 Standard asset lives – ‘spares’  

The AER determines that the asset classes ‘emergency network spares’ and ‘spare parts’ (collectively referred to as ‘spares’) should not be depreciated until they become an operational part of Aurora’s network.
The AER has set out its detailed reasoning for Aurora’s depreciation in Attachment 9.
5 Capital expenditure

Capex includes load driven network augmentation, connections, asset replacements and non-network expenditure such as IT, plant and equipment, motor vehicles and buildings. Aurora is required to submit a building block proposal to the AER that forecasts capex for the 2012–13 to 2016–17 regulatory control period.

Aurora proposed a revised total forecast capex of $618.1 million ($2009–10) for the forthcoming regulatory control period. The AER must accept Aurora's revised total forecast capex if satisfied it reasonably reflects the capex criteria.
 If not satisfied, the AER must give reasons for not accepting Aurora's proposal, and estimate the total required capex that reasonably reflects the capex criteria.
 In doing so, the AER must have regard to the capex factors.
 

5.1 Determination

The AER is not satisfied that Aurora's revised proposal capex reasonably reflects the capex criteria. The AER considers that a prudent operator in Aurora's circumstances (given a realistic expectation of the demand forecast and the cost inputs) could achieve the capex objectives with less capex than Aurora’s revised regulatory proposal. 

The AER has estimated a substitute total capex for Aurora that the AER considers reasonably reflects the capex criteria, having regard to the capex factors. The AER’s estimate reduces Aurora's revised proposal of total forecast capex only to the extent necessary to comply with the NER.
 Overall, the AER estimates a total forecast capex of $535.4 million ($2009–10) over the forthcoming regulatory control period. This equates to a reduction of approximately $82.7 million ($2009–10), or 13.4 per cent of Aurora’s revised total capex. 

Table 5.1 displays the AER's estimate of the capex allowance required by Aurora for the forthcoming regulatory control period that reasonably reflects the capex criteria.
 

Table 5.10 AER final determination on Aurora's total forecast capex ($million, 2009–10)
	
	2012-13
	2013-14
	2014-15
	2015-16
	2016-17
	Total

	Aurora's revised proposal
	 132.4 
	 126.7 
	 120.7 
	 121.1 
	 117.2 
	 618.1 

	Adjustment
	 22.5 
	 12.8 
	 12.9 
	 19.2 
	 15.3 
	 82.7 

	AER final determination
	 109.9 
	 113.9 
	 107.8 
	 102.0 
	 101.8 
	 535.4 


Source:
AER analysis.

Figure 5.1 compares Aurora's past and forecast total capex with the AER’s final determination.

Figure 5.12 Comparison of Aurora’s past and forecast total capex and AER final determination ($million, 2009–10)
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AER analysis, Aurora's RIN template.

5.2 Summary of analysis and reasons

The AER is not satisfied that Aurora's total forecast capex reasonably reflects the capex criteria. The AER has come to this view based on a detailed review of Aurora’s capex proposal and supporting documentation. The AER has considered historical costs and benchmarking to determine whether Aurora’s total capex forecast reasonably reflects an efficient forecast,
 and has considered the impact of Aurora’s revised proposal estimate of maximum demand forecasts on Aurora’s total capex. The AER has also used the following assessment techniques to assess whether Aurora’s total capex is based on a realistic expectation of demand forecast and cost inputs:
 

· unit cost comparative analysis

· age-based replacement modelling

· sampling analysis for demand driven capex

· cash flow analysis for equity raising costs.

The AER considers that much of the capex proposed by Aurora in its revised proposal is consistent with the requirements of the NER. However, the AER considers that several elements of Aurora’s total forecast capex within its revised proposal are overstated. The AER’s main concerns
 with Aurora’s revised proposal are:

· Aurora is proposing to replace more of its assets than necessary. Aurora can maintain its network with less expenditure. Aurora has not sufficiently justified an increase in the replacement volumes of some programs from historical levels. The AER considers a reduction of $28.8 million ($2009–10) 4.7 per cent of Aurora’s total forecast capex proposal) is required to address this concern.

· $14.6 million ($2009–10) (2.4 per cent of Aurora’s total forecast capex proposal) is for reliability improvement investment. The AER considers this expenditure is beyond that required for Aurora to achieve the capex objectives. Consistent with its draft decision, the AER has not allowed for this capex in its final determination.

· Some of Aurora’s forecast capex to address growth in maximum demand is too extensive in scope, and more prudent solutions should be available. The AER considers that Aurora’s revised proposal reflects a realistic expectation of demand but the AER does not accept Aurora’s proposed capex to address demand-related issues is required to achieve the capex objectives in a manner that reasonably reflects the capex criteria. Accordingly, the AER has estimated an allowance of $26.3 million ($2009–10) for demand-related capex. This represents a 4.3 per cent reduction in the capex allowance, compared to Aurora’s revised proposal.

· Aurora’s constructed its revised capex forecast using revised unit rates that the AER considers the NER did not permit Aurora to change. The AER has set these aside, and applied the unit rates in Aurora’s initial regulatory proposal. The impact of this adjustment is approximately $15.4 million ($2009–10).
· Aurora’s revised proposal included a new labour escalation methodology that the AER considers that the NER did not permit Aurora to submit. The AER has set this methodology aside, and considers that labour cost escalation using CPI is appropriate.

In addition to making adjustments to account for these concerns, the AER has reallocated Aurora’s shared costs across opex, capex and alternative control services using a methodology that closely reflects Aurora’s CAM.
  

Attachment 6 contains the AER's detailed reasons for its final determination on Aurora’s total forecast capex.

6 Rate of return

The NER requires the AER to make a determination on the rate of return on Aurora's capital investment. In making this determination, the AER must consider whether to apply or depart from a value, method or credit rating level set out in the AER's statement of regulatory intent (SRI).
 The SRI was issued by the AER following completion of its review of the parameters in the weighted average cost of capital (WACC review) in May 2009.
 Under the NER, the rate of return the AER must apply is based on the nominal vanilla WACC formulation.
 Aurora’s return on capital building block is calculated by multiplying the rate of return with the value of Aurora’s regulatory asset base (RAB). 

6.1 Determination

The AER does not accept Aurora's revised proposal (indicative) WACC of 9.97 per cent. In this final determination, the AER determines a WACC of 8.28 per cent for Aurora as set out in Table 3.1. The nominal risk free rate and debt risk premium (DRP) were estimated over a 20 business day averaging period commencing on 9 January 2012 and ending on 6 February 2012.

Aurora's initial proposal submitted values for the equity beta (0.8), gearing (60 per cent), assumed utilisation of imputation credits (gamma)(0.25), and the credit rating level (BBB+) that were consistent with the values and credit rating set out in the WACC review.
 The AER did not consider there was persuasive evidence justifying a departure from the WACC review position on these parameters. Accordingly, the AER accepted Aurora's proposed parameters in the draft determination.

The AER also agreed to Aurora's proposed averaging period to calculate the nominal risk free rate, which was consistent with the SRI methodology. However, the AER did not accept Aurora's proposed value for the market risk premium (6.5 per cent) (MRP) or its proposed method for setting the DRP. 

In this final determination:

· the AER accepts Aurora's revised proposal methodology to estimate the DRP which is based on the Bloomberg 7 year BBB rated fair value curve (FVC) extrapolated to a 10 year term 

· the AER does not accept Aurora's revised proposal to adopt the MRP value (6.5 per cent) from the SRI. The AER considers, consistent with its draft decision, that there is persuasive evidence justifying a departure from this value.

· the AER does not accept Aurora's revised proposal to depart from the SRI methodology to calculate the risk free rate with respect to:

· amending the averaging period after it has been agreed or specified, and

· using an averaging period which is not as close as practicably possible to the commencement of Aurora's regulatory control period

The AER does not consider there is persuasive evidence justifying a departure from these or other elements of the SRI methodology on the risk free rate.

The AER adopts substitute values for the:

· MRP of 6 per cent,

· nominal risk free rate of 3.89 per cent (based on the 20 business day averaging period ending 6 February 2012 which is calculated in accordance with the SRI methodology)

By making these changes, the AER amends Aurora's proposed values for the MRP and risk free rate only to the extent necessary to enable those values to be approved in accordance with the NER.

In addition to bottom-up analysis on the parameter inputs, the AER also assesses the overall rate of return against market data to examine the overall WACC's appropriateness.

Table 6.11 AER final determination on Aurora’s WACC parameters

	Parameter
	AER draft determination
	Aurora revised proposal
	AER final determination

	Nominal risk free rate
	4.28%
	5.50%
	3.89%

	Equity beta 
	0.80
	0.80
	 0.80

	Market risk premium
	6.00%
	6.50%
	 6.00%

	Gearing level (debt/debt plus equity)
	60%
	60%
	60% 

	Debt risk premium
	3.14%
	3.98%
	 4.11%

	Assumed utilisation of imputation credits (gamma)a
	0.25
	0.25
	0.25

	Inflation forecast
	2.62%
	2.63%
	2.60%

	Cost of equity
	9.08%
	10.70%
	8.69%

	Cost of debt
	7.42%
	9.48%
	8.00%

	Nominal vanilla WACC
	8.08%
	9.97%
	8.28%


6.2 Summary of analysis and reasons

The AER’s final determination on Aurora’s rate of return differs from Aurora’s revised regulatory proposal primarily due to lower values for the nominal risk free rate and MRP.

The AER has applied the persuasive evidence test in the NER in making its final distribution determination on SRI values, methods and credit rating levels.
 The AER considers there is persuasive evidence justifying a departure from the SRI value for the MRP.

6.2.1 Nominal risk free rate

The AER determines the nominal risk free rate on a moving average basis from the annualised yield on Commonwealth Government bonds over an averaging period that is as close as practicably possible to the commencement of the regulatory control period.

The AER does not accept Aurora’s revised proposal to depart from the SRI methodology, and specifically to adopt a long term historical average risk free rate, as:

· the prevailing 10 year Commonwealth Government Securities (CGS) yield is a forward looking 10 year risk free rate

· each WACC parameter should be estimated based on considerations relevant to that parameter, rather than to deal with issues relating to another parameter

· CGS bonds are efficiently priced in a liquid market, there is no persuasive evidence suggesting the CGS market is distorted

· CGS are low risk

· CGS yields are determined in a market, meaning the prevailing yield reflects the market's determination of the appropriate price at a particular time
· the averaging period method in the SRI is objective and unbiased

· there is no persuasive evidence justifying a departure from setting the risk free rate averaging period as close as possible to the start of the regulatory period.

6.2.2 Market risk premium

The AER considers there is persuasive evidence justifying a departure from the 6.5 per cent MRP set out in the SRI. In the AER's opinion, a value of 6.5 per cent is now inappropriate as:

· The AER's reasons for moving from the long term value of 6 to 6.5 per cent at the time of the WACC review appear less relevant now. Specifically, the AER is less convinced of the likelihood that the GFC led to a structural break in the market, and it appears that the heightening of market risk at the time has since eased.

· The AER’s experts, Professor McKenzie and Associate Professor Partington from the University of Sydney, advised that the AER's reasons for moving to 6.5 per cent were not well justified in the WACC review.
 McKenzie and Partington advised the AER to adopt a MRP of 6 per cent

· Historical excess returns and survey evidence support 6 per cent as a forward looking 10 year MRP estimate.

· In the recent Envestra matter, the Tribunal held that it was open for the AER to adopt 6 per cent for the MRP.
For these reasons, the AER does not approve Aurora's revised proposal MRP value of 6.5 per cent. For these same reasons, the AER has substituted Aurora's proposal with a value of 6 per cent which is amended from Aurora's proposal only to the extent necessary to enable it to be approved in accordance with the NER.

6.2.3 Debt risk premium

The AER has changed its position on the DRP set out in the draft determination and accepts the methodology in Aurora’s revised regulatory proposal. Following the release of the draft determination, the Australian Competition Tribunal (Tribunal) released its decisions relating to APT Allgas and Envestra's access arrangements and the Victorian electricity DNSPs. Among other issues, the Tribunal considered the AER's approach to estimating the DRP. The Tribunal found error in the AER's approach to estimating the DRP. It decided that for those regulatory decisions under review, 100 per cent weight would be placed on the extrapolated Bloomberg BBB rated FVC to estimate the DRP.
 The Tribunal stated that if the AER wishes to adopt an alternative methodology to the extrapolated Bloomberg BBB rated FVC, it should develop the alternative approach through an industry wide consultation process.

The AER considers that there may be other preferable methodologies to estimate the DRP. Notwithstanding this, the AER acknowledges the Tribunal's views and agrees that it is desirable to consult widely on a new approach to estimate the DRP before it is used. The AER will begin an internal review of alternative methods to estimate the DRP and advise of a public consultation process in due course. For this final determination the AER has adopted the extrapolated Bloomberg BBB rated FVC to estimate the DRP, consistent with Aurora's revised regulatory proposal. Based on the same averaging period used to estimate the risk free rate, the AER has determined a benchmark DRP of 4.11 per cent (effective annual compounding rate). 

The AER's final determination on Aurora's WACC results in the return on capital for each year of the forthcoming regulatory control period as set out in table 6.2. The AER has provided detailed reasons for its WACC determination in Attachment 10.

Table 6.12 AER final determination on Aurora's return on capital ($million, nominal)

	
	2012–13
	2013–14
	2014–15
	2015–16
	2016–17
	Total

	Aurora’s revised proposal
	143.2 
	151.5 
	159.3 
	166.9 
	175.5 
	796.5 

	Adjustment
	23.6 
	27.0 
	29.7 
	32.5 
	36.0 
	148.7 

	AER final determination
	119.6 
	124.6 
	129.6 
	134.5 
	139.5 
	647.8 


Source:
AER analysis.
7 Operating expenditure
Operating expenditure (opex) is the operating, maintenance and other non‑capital costs that Aurora incurs in providing standard control services.

Aurora proposed a revised total forecast opex of $360.4 million ($2009–10) over the forthcoming regulatory control period in its revised regulatory proposal. The AER must accept Aurora's revised  total forecast opex if satisfied it reasonably reflects the opex criteria.
 If not satisfied, the AER must give reasons for not accepting Aurora's proposal, and estimate the total required opex that reasonably reflects the opex criteria.
 In doing so, the AER must have regard to the opex factors.
 

7.1 Determination
The AER is not satisfied that Aurora's total forecast opex reasonably reflects the opex criteria. The AER considers that a prudent operator in Aurora's circumstances (given a realistic expectation of the demand forecast and the cost inputs) could achieve the opex objectives with less opex than Aurora’s proposal.
 
The AER has estimated a substitute total opex for Aurora that the AER considers reasonably reflects the opex criteria, having regard to the opex factors. This estimate reduces Aurora's proposal of total forecast opex only to the extent necessary to comply with the NER.
 Overall, the AER estimates a total forecast opex of $341.9 million ($2009–10) over the forthcoming regulatory control period. This equates to a reduction of approximately $18.5 million ($2009–10), or 5.1 per cent of Aurora’s proposed total opex.

Table 7.1 displays the AER's estimate of the opex allowance required by Aurora for the forthcoming regulatory control period that reasonably reflects the opex criteria.

Table 7.13 AER final determination on Aurora's total forecast opex ($million, 2009–10)
	
	2012-13
	2013-14
	2014-15
	2015-16
	2016-17
	Total

	Aurora's revised proposal
	73.5
	72.4
	71.9
	71.7
	71.0
	360.4

	Adjustment
	4.6
	4.5
	3.3
	3.2
	3.0
	18.5

	AER final determination
	68.9
	67.9
	68.7
	68.5
	68.0
	341.9


Source:
AER analysis.
Figure 7.1 compares Aurora's past and forecast total opex with proposed and approved opex. 
Figure 7.13 Comparison of Aurora’s past and forecast total opex and AER final determination ($million, 2009–10)
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7.2 Summary of analysis and reasons

The AER considers that much of the opex proposed by Aurora in its revised proposal is consistent with the requirements of the NER. However, the AER considers that several elements of Aurora’s total forecast opex within its revised proposal are overstated. The AER’s main concerns with Aurora’s revised proposal opex are:

· Aurora’s proposed IT systems opex step change is more than the costs that reasonably reflect the efficient costs that a prudent DNSP in Aurora's circumstances would require to achieve the opex objectives over the forthcoming regulatory control period. Aurora proposed an opex step change to support the capital costs associated with the roll out of its distribution network IT strategy. The AER considers some costs are already being funded internally, and others are not required to support the capex program. The AER has therefore reduced Aurora’s IT opex costs by $7.5 million ($2009–10).

· Aurora constructed its revised opex forecast using revised unit rates. Aurora removed the three per cent efficiency factor it originally proposed from these revised unit rates. The AER considers the NER did not permit Aurora to make this revision so the AER has applied the unit rates in Aurora’s initial regulatory proposal. This change has reduced Aurora’s total forecast opex by $3.9 million ($2009–10).

· Aurora’s revised proposal included a new labour escalation forecasting methodology. The AER considers the NER do not permit Aurora to change its methodology, and maintains its draft determination approach to escalate Aurora’s labour costs by CPI. This results in an increase to Aurora’s total forecast opex of approximately $0.9 million ($2009–10).

· Aurora’s proposed demand management opex is more than Aurora requires to achieve the opex objectives. Aurora resubmitted its initial proposal despite the AER stating in the draft determination that it did not accept all of Aurora’s forecast. In its draft determination, the AER considered certain studies proposed by Aurora should be funded through the DMIA. The AER has maintained its position from the draft determination and considers that a reduction of $0.6 million ($2009–10) is required.

In addition to making adjustments to account for these concerns, the AER has reallocated Aurora’s shared costs across opex, capex and alternative control services using a methodology the closely reflects Aurora’s CAM.
 Attachment 7 contains the AER's detailed reasons for its final determination on Aurora’s total forecast opex.
7.2.1 Efficiency benefit sharing scheme

The AER will apply the electricity distribution EBSS to Aurora for the forthcoming regulatory control period in accordance with the AER's framework and approach paper.
 In its revised regulatory proposal, Aurora accepted the AER’s draft determination to apply an EBSS in the forthcoming regulatory period. However, Aurora disputed the categorisation of the Trunk Mobile Radio (TMR) cost as a controllable cost and considered that it should not be assessed under the EBSS. 
 The AER does not accept Aurora’s revised proposal and maintains that the TMR cost be assessed as part of the EBSS. TMR is a cost that Aurora incurs as a result of its decision to use the TMR and therefore regarded as controllable. 

Aurora does not currently operate under an EBSS, or similar jurisdictional scheme, but the AER considers the EBSS should apply to Aurora. The EBSS operates in conjunction with the ex ante incentive framework, to provide DNSPs with a continuous incentive to reduce opex. It provides this continuous incentive by allowing a DNSP to retain efficiency gains for five years before passing them to consumers. It also removes the incentive to overspend in the opex base year to receive a higher opex allowance in the following regulatory control period. The AER notes that Aurora’s revenue requirements will not be affected by the EBSS until after the forthcoming regulatory control period.

The AER uses controllable opex forecasts to calculate efficiency gains and losses for the forthcoming regulatory control period. These forecasts are subject to adjustments required by the EBSS. Such adjustments include exclusion of cost categories from the EBSS. Attachment 13 provides the AER’s detailed reasoning for the EBSS.
8 Corporate income tax
The estimated cost of corporate income tax is one of the building blocks for Aurora's revenue cap for the forthcoming regulatory control period.
 The NER requires the AER to publish a post-tax revenue model for Aurora for the forthcoming regulatory control period.
 However, as Aurora is currently regulated under a pre-tax framework, Aurora must transition from a pre-tax to post-tax model. This involves establishing a tax asset base to determine tax depreciation which is offset against Aurora's forecast income. 

8.1 Determination
The AER accepts Aurora’s proposed methodology to establish the opening tax asset base for the transition from the pre-tax to post-tax framework. The AER also accepts the standard tax asset lives and remaining tax asset lives used for tax depreciation purposes. The AER has determined the opening tax asset base as $995.9 million ($nominal) as at 1 July 2012. Consistent with the draft determination, the AER also accepts Aurora's proposal for the value of the assumed utilisation of imputation credits (gamma) of 0.25. 

Table 8.14 AER final determination on corporate income tax allowance for Aurora ($million, nominal)

	
	2012-13 
	2013-14 
	2014-15 
	2015-16 
	2016-17 
	Total

	Tax payable
	 22.0 
	 23.9 
	 23.0 
	 22.7 
	 22.5 
	 114.2 

	Less: value of imputation credits
	-5.5 
	-6.0 
	-5.8 
	-5.7 
	-5.6 
	-28.5 

	Net corporate income tax allowance
	 16.5 
	 17.9 
	 17.3 
	 17.0 
	 16.9 
	 85.6 


Source: 
AER analysis.

8.2 Summary of analysis and reasons

The AER has assessed Aurora's methodology for establishing the opening tax asset base and considers that its methodology and the tax inputs are consistent with the NER.
 Furthermore, the AER is satisfied that the proposed values for Aurora’s tax asset base reflect the values associated with its RAB assets and the tax lives for each asset class reflect the tax asset lives of its RAB assets. 

Aurora proposed a gamma value of 0.25 based on the finding of the Australian Competition Tribunal (Tribunal).
 The AER considers that the Tribunal's finding represents persuasive evidence justifying a departure from the value specified under the AER's SRI. The AER has no new evidence to cause it to vary from the Tribunal's finding. Attachment 11 of the AER’s final determination discusses the AER’s detailed reasoning for Aurora’s proposed tax. 
9 Revenue cap control mechanism 

The control mechanism for standard control services specifies how Aurora's total annual revenue requirement will change from year to year. In its framework and approach paper for Aurora, the AER decided a revenue cap control mechanism would apply to Aurora's standard control services in the forthcoming regulatory control period.
 
The NER also provides for pass through events to allow DNSPs to recover legitimate costs that would otherwise be too uncertain to allow for in advance.
 Pass through costs are added to a DNSP's allowable revenue during a regulatory control period rather than included in the allowance at the time of the AER's determination. The NER prescribes certain pass through events, but a DNSP may propose that the AER nominate additional pass through events. 

9.1 Determination

The AER accepts Aurora's revised proposal to apply a revenue cap control mechanism for standard control services.
 Aurora must demonstrate compliance with the control mechanism through an annual pricing proposal.
 However, the AER considers some of Aurora's proposed revenue adjustment mechanisms should be excluded from the control mechanism or be modified on the basis they are not consistent with the NER.

The AER accepts Aurora’s revised proposal for revenue adjustments to account for the following costs:

· the electricity safety inspection levy (ESISC)

· the national electricity market levy (NEMC)

· under and over recovery of distribution use of system (DUOS) charges

· under and over recovery of transmission use of system (TUOS) charges.
The AER does not accept Aurora’s revised proposal which relates to the following revenue adjustments for the forthcoming regulatory control period:

· trunk mobile radio (TMR) levy

· guaranteed service level (GSL) cap

· excess guaranteed service level (GSL) payments

· O-factor banking of revenues.
In addition, the AER has included a revenue adjustment mechanism to account for the difference between the estimate of under recoveries (from the current regulatory period) added to the forecast annual revenue requirement and the actual under recoveries incurred. This adjustment mechanism is in the transitional parameter in the control mechanism for the forthcoming regulatory control period.
For pass throughs, the AER has maintained its position from its draft determination, which Aurora did not contest.
9.2 Summary of analysis and reasons

TMR levy

The TMR adjustment is a continuation of a revenue adjustment mechanism relating to Aurora's involvement in the joint government departmental cost of running the TMR network within Tasmania for emergency services.
  
The AER considers that the TMR levy is a controllable cost that can be forecast that Aurora will incur as a result of its decision to use the TMR. In light of the controllable nature of this cost, the AER does not accept the inclusion of the TMR revenue adjustment mechanism in the control mechanism for standard control services. As such, the AER considers that the TMR levy is appropriately considered as a component of operating expenditure and subject to the efficiency benefit sharing scheme.

GSL risk mitigation mechanisms      

The AER does not accept the two GSL risk mitigation mechanisms provided in Aurora’s revised proposal:

· GSL cap

· excess GSL payments.
The AER considers that these mechanisms insulate Aurora from the risk of making GSL payments for events that are within its control, and reduce the incentive for Aurora to improve its GSL performance. The AER considers that Aurora’s exposure to major transmission and generation outages is limited, as it is already accounted for under the existing Tasmanian GSL scheme. The existing Tasmanian GSL scheme will be ongoing, with exemptions of GSL payments being regulated by OTTER under the Tasmanian Electricity Code. 

O-factor banking of revenues

The AER does not accept Aurora’s late proposal for the inclusion of an O-factor banking of revenues adjustment mechanism. The O-factor is a continuation of a revenue adjustment mechanism which enables Aurora to ‘bank’ revenues in one year when there is a prospect that an adjustment in the opposite direction is likely in the following years.  This is done to achieve a smoothing of prices over the regulatory control period.

The AER considers the effectiveness of the O-factor is reliant on the ability to forecast demand with considerable accuracy. The AER notes that factors outside Aurora's control can have an unforeseen and considerable impact on its demand. The inability to predict these impacts, as demonstrated by Aurora's current regulatory period under recovery of revenues, can increase the probability of price shocks rather than mitigate them. Particularly later in the regulatory control period when early period banking of revenues are required to be returned before the end of the period. On balance, the AER considers it is not clear that the inclusion of the O-factor will result in smoother price changes over the forecast period.

Carryover adjustment

The AER has included an adjustment mechanism in the transitional parameter to account for the difference between the actual and estimated under recovery of revenues for 2011–12. The estimated under recovery of revenues as calculated by the current regulatory period control mechanism was added as a building block for the calculation of the annual revenue requirement for the forthcoming regulatory control period. This mechanism adjusts for the difference between the estimate and the actual under recovery incurred. 
Attachment 2 of the AER’s final determination discusses the AER’s detailed reasoning on the control mechanism for standard control services.

10 Alternative control services

Alternative control services do not form part of Aurora's revenue cap. Rather, the prices of these services are set individually. In this final determination, the AER has classified the following services as alternative control services (see attachment 1
):

· metering services—providing, installing and maintaining standard meters and services provided to non-contestable customers to support the customer billing system

· public lighting services—repair, replacement and maintenance of existing public lighting assets and the provision of new public lighting assets

· fee based services—services provided for the benefit of a single customer rather than uniformly supplied to all network customers, which are generally homogenous in nature and scope.  These include energisation, de-energisation, meter testing and renewable energy connections

· quoted services—non-standard services where the nature and scope of the service are specific to individual customers' needs.  These include the removal or relocation of Aurora's assets at a customer's request, and above standard services.

10.1 Determination

In accordance with the AER's framework and approach paper, the AER has determined that the control mechanisms to apply to Aurora's alternative control services will be price caps.
 The AER considers that Aurora should demonstrate compliance with the control mechanism through an annual pricing proposal.

The basis of the control mechanism for alternative control services must be determined in the distribution determination.
 The AER's determination on the basis of the control mechanism for each type of alternative control service is:

· metering services—the AER has determined that a limited building block based on the regulated asset base (RAB) roll forward approach should be used as the basis of the control mechanism for calculating the annual capital allowance for metering. In its revised regulatory proposal, Aurora accepted the AER’s position to apply a limited building block model to determine the revenue requirement for metering services.

· public lighting services––the AER has accepted Aurora's proposal to use an annuity approach to calculating the capital allowance, but substituted its forecast opex into Aurora’s public lighting model. The AER has not been provided with enough data to develop a RAB roll forward model to determine public lighting prices. Public lighting services were previously unregulated in Tasmania.

· fee based services—the AER has accepted Aurora’s proposed approach to setting prices based on a cost build-up approach, but made several minor adjustments to inputs to Aurora’s fee based services model. Aurora’s proposed cost reflective pricing structure has resulted in a rebalancing of individual charges for fee based services. Under the previous OTTER approach, not all fee based services were regulated under a price cap.

· quoted services—the AER has set price caps on the charge out rates of labour, and materials costs are to be charged at cost. Quoted services were previously unregulated.

Attachment 15 contains the AER’s detailed reasoning for the control mechanism for alternative control services.  

10.2 Summary of analysis and reasons

Metering services

Using the RAB roll forward approach, the AER has made the following adjustments to Aurora's metering model inputs to calculate efficient expenditure requirements:

· The AER accepts Aurora’s revised proposal in respect of including timeclock assets into the initial metering RAB. Accordingly, the AER has altered initial meter volumes to reflect the number of timeclock assets that are used to calculate the initial metering RAB and capex requirements.  
· The AER has updated purchase costs for single phase electronic meters to reflect the most efficient, up-to-date, competitive supply contract as an input into calculating the initial metering RAB.

· The AER has accepted Aurora’s revised proposal to adjust the initial metering RAB to reflect the half-year change in the length of the regulatory year during 2007–08.

· The AER disagrees with Aurora’s revised proposal in respect of meter volumes. The AER has calculated Aurora’s capex requirement for metering services using its own revised estimates of new meter installation volumes. The AER’s revised meter installation costs were forecast from historical trends, using new customer connections forecasts as the basis for the number of meters.     

Attachment 16 contains the AER’s detailed reasoning for Aurora’s metering services.  

Fee based services

Using the cost build-up approach, the AER has made the following adjustments to Aurora's fee-based services model inputs to calculate efficient expenditure requirements:
· The AER disagrees with Aurora’s revised proposal that the time associated with undertaking de-energisation to be 20 minutes. In light of new material provided by Aurora, the AER considers that 15 minutes is an efficient time required to undertake de-energisation services. 

Attachment 18 contains the AER’s detailed reasoning for Aurora’s fee based services.

Public lighting services

Using the annuity approach, the AER has made the following adjustments to Aurora's public lighting services model inputs to calculate efficient expenditure requirements:

· Aurora did not accept the AER’s draft decision of opex requirements to provide public lighting services in its revised proposal. The AER now accepts that Aurora’s revised proposal for opex requirements are efficient and consistent with other Australian DNSPs. 
Attachment 17 contains the AER’s detailed reasoning for Aurora’s public lighting services. 
10.3 Prices

This section contains the AER's draft determination prices for some common metering and public lighting services. 

10.3.1 Metering prices

The AER's final determination on metering services has resulted in price caps that are on average 10.0 per cent below those proposed by Aurora. The AER has determined smoothed prices to reduce the variability of the price path over the forthcoming regulatory period.  Figure 10.1 shows the weighted average metering prices for meter types.

Figure 10.14 Weighted average metering prices for all meter types ($nominal)
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Source:
AER analysis.

Figure 10.2 shows the AER final determination prices for common metering services, and Table 10.1 lists the prices for these meter types.
Figure 10.15 AER final determination prices for common metering services ($nominal)
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Table 10.15 AER final determination prices for common metering services ($2011-12, cents per register per day)

	
	2012-13

	Business LV - Single Phase
	7.088

	Business LV - Multi Phase
	14.179

	Domestic LV – Single Phase
	6.853 

	Domestic LV - Multi Phase
	14.220 


Notes:
Prices are exclusive of GST. Nominal prices include forecast inflation rate. Actual prices approved by the AER through annual pricing process will reflect lagged actual CPI.
Source:
Aurora's metering model, AER analysis.

10.3.2 Public lighting prices

The AER's final determination on public lighting services is likely to lead to more cost reflective prices because they are based on Aurora's actual and forecast costs. Figure 10.3 shows the AER final determination prices for common public lighting asset, and Table 10.2 lists the prices for these assets.
Figure 10.16 Current and AER final determination prices for common public lighting assets ($nominal)
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Table 10.2 compares the AER's final determination price caps for 2012–13 with Aurora's proposed price caps for common public lighting assets. The AER's final determination on public lighting services has resulted in price caps that are on average 3.9 per cent below those proposed by Aurora.
Table 10.16 Comparison of AER final determination price caps and Aurora proposed price caps for 2012–13 for common public lighting assets ($nominal, cents per day)

	
	Aurora proposed price cap for 2012–13
	AER final determination price cap for 2012–13
	% difference between AER draft determination and Aurora proposal

	80W Mercury Vapour Aeroscreen (Aurora owned)
	35.050
	33.397
	-4.7%

	80W Mercury Vapour Aeroscreen (Private contract)
	22.791
	22.803
	0.1%

	250W Sodium Vapour (Aurora owned)
	42.366
	39.729
	-6.2%

	250W Sodium Vapour (Private contract)
	24.635
	24.491
	-0.6%


Notes: 
These light types represent 70 per cent of Aurora's public lighting population.
Source: 
AER analysis.
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