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Executive Summary

Introduction

This is the Revised Regulatory Proposal (Revised Proposal) of SPI Electricity Pty Ltd (SP
AusNet) for the regulatory period from 1 January 2011 to 31 December 2015’

It is provided in accordance with Clause 6.10.3 of the National Electricity Rules (NER), the
Australian Energy Regulator's (AER’s) Regulatory Information Notice (RIN) of the 4™ June 2010
and in light of the AER’s Draft Determination (Draft Determination).?

SP AusNet contends that the AER has failed to comply with decision-making principles that are
applicable to the AER under the National Electricity Law (NEL) and the NER. More specifically,
the AER’s Draft Determination is, on its face:

e unreasonable;

e contains one or more errors of fact, which have caused the AER to incorrectly exercise its
discretion in respect of SP AusNet; and

e does not allow SP AusNet to recover its efficient costs of providing safe and secure
network services, given the commercial and regulatory risks faced by SP AusNet.

This Revised Proposal sets out reasons to support these contentions and demonstrates that
many elements of the Draft Determination cannot be supported or justified under applicable
regulations.

Among other things, the Draft Determination:

e relies unduly on a flawed sector-level ‘revealed costs’ approach to set aside detailed,
rigorous forecasts;

e substitutes unrealistic forecasts based on top-down analysis that, if accepted, would lead
to a material deterioration in reliability, safety and security of supply;

e fails to allocate expenditure to the appropriate party in line with the approach taken by the
AER in other National Electricity Market (NEM) jurisdictions;

e fails to provide the reasoning behind the discretion exercised in relation to the materiality
threshold in light of the criteria that must be applied under the NEL,;

e incorrectly references historical trends that do not apply to SP AusNet; and

e fails to account for SP AusNet’s particular circumstances, its track record and many
factors addressed more properly in previous, precedent decisions made by the AER.

In accordance with Rule 6.10.2 (b), in this Revised Proposal, SP AusNet responds to the matters
raised by the AER in its Draft Determination. The Draft Determination acknowledges the detailed,
rigorous analysis provided in SP AusNet’s Original Proposal dated 30 November 2009 (Original

' SP AusNet's subsidiary SPI Electricity Pty Ltd owns and operates the electricity distribution infrastructure that provides
network services. Day to day, most people and documents refer to SP AusNet, rather than the particular subsidiary.
The remainder of this Executive Summary follows that convention.

2 Australian Energy Regulator, Victorian Distribution Network Service Providers 2011-2015, Draft Decision, June 2010.
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Proposal). However, it appears to have failed to adequately rely on, or take into adequate
consideration, this analysis or to appropriately distinguish the Original Proposal from those made
by other businesses. The Draft Determination makes a number of broad assertions about the
industry as a whole and fails to consider SP AusNet’s specific circumstances.

Notwithstanding this, SP AusNet has again provided detailed, rigorous analysis in support of this
Revised Proposal. This analysis demonstrates that it remains necessary for SP AusNet to
increase expenditure in the forthcoming regulatory period in order to maintain an appropriate
standard of safety, security and efficient operation of SP AusNet’s distribution network and
compliance with the regulatory framework. Further, the long term interests of electricity
customers will be damaged without sustainable investment to provide efficient, safe and reliable
services.

The major changes to this Revised Proposal from the Original Proposal are as follows:

e The net capital expenditure forecast for the five year period has increased from $1372M
($2010) to $1534M ($2010). This is due to the inclusion of the Enhanced Safety Program
at $90M in light of new analysis and statutory obligations, lower customer contributions as
a result aligning calculations with the requirements of Guideline 14 at $41M and increased
customer number forecasts from NIEIR leading to an increase of $18M for net customer
connections.

e The operating expenditure forecast (excluding the S Factor payout) has increased by
$75M ($2010), which reflects vegetation management changes ($70M) as a result of the
new Electricity Safety (Electric Lines Clearance) Regulations, increased insurance
provisions for bushfire liability ($12M) and decreased debt raising costs ($13M).

Capital expenditure

SP AusNet does not accept the constituent Draft Decision on forecast capital expenditure
(capex).

SP AusNet contends that the AER made a fundamental error of fact in the Draft Determination in
relation to the forecast capital expenditure for SP AusNet and as such the AER did not exercise
its discretion under the NEL in an appropriate manner, having regard to all the relevant
circumstances as more specifically outlined below.

The Draft Determination would reduce SP AusNet’s forecast capex to 4% less than the current
regulatory period capex levels. This is against an acknowledged background of sustained growth
and increasing numbers of assets requiring replacement as part of the reasonable and expected,
natural cycle of asset replacement. If the AER’s position is sustained, this would be in
contravention of the NER capital expenditure objectives as SP AusNet would be unable to
maintain the reliability, safety and security of its distribution system.

In setting aside SP AusNet’s forecasts, the Draft Determination relies principally on trend analysis
that disregards 2009 actual capex and latest estimates for 2010:

“The AER's trend analysis suggests that the DNSPs' capital expenditure forecasts tend to
systematically over estimate capital expenditure. DNSPs appear to spend significantly
less than forecast, and previously allowed, and DNSPs’ actual capital expenditure tends
to follow a fairly gradually increasing trend.”*

8 AER, Draft Determination, p. 292.
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This is simply incorrect for SP AusNet and it is therefore unreasonable for the AER to have
reached its conclusion. For the current regulatory period, SP AusNet’s capex is $176 million, or
23%, more than the allowance set in the 2006 Electricity Distribution Price Review (2006 EDPR)
Determination, excluding S-Factor capex. Including S-Factor expenditure, the business is
expected to spend $247 million, or 33%, more over the same period. This is illustrated in the
figure below.

Figure 1: SP AusNet’s Capital Expenditure Compared to ESCV Benchmark
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