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Submission Highlights & Key Messages

Themes TasNetworks has adopted a generally positive approach in compiling its
Regulatory Proposal including, placing a stated focus on easing network pr
pressures andindertaking detailed consumer consultations.

Tasmanian small businesses, along with electricity consumers Australia wis
have suffered a significant increase in electricity prices since 2000, due
especially to increases in network charges.

That increas has caused significant stress to a number of TSBC members,
reducing profitability and in some instances, contributing to businesses cea
to operate, despite a recent levelling out.

The TSBC believes that every opportunity to reduce electricity pocawall
business must be taken, and this review is one such opportunity.

There are several areas where the TSBC considers that AER and consume
AONMziAy® 2F ¢l aAbSGig2NlaAQ t NPLRAL

+Ffdz2S 2F ¢l i¢KS Gl tdzS 2F ¢l abSteg2NLaQ w!. AyO
combined regulatory 2014, from $2.1 billion to $3.1 billion in 2017 dollar terms, or by 48%, when
asset base (RAB) actual demand was flat.

The return earned on its assets and its allowance fortadesgreciation has
contributed significantly to Tasmanian electricity price increases.

LG Aa SadAyYriSR dGKIG ¢lFabSig2N]aQ
that this adds $150 per annum to consumer electricity bills. An asset write
down would put @ end to the overcharging.

Any proposal for capital expenditure over the 2eA49regulatory period shoulc
be considered against this background.

Capital expenditure The TSBC wishes to see clear evidence that TasNetworks is deekitrgase

(capex)c transmission the utilization of its existing transmission assets and deferring capex which
would reduce transmission charges. The opportunity to do so is reflected ir
current average remaining life of transmission assets, at 76%, well above v
we woul expect in a mature electricity network business. There is little
evidence of this in the Proposal.

Contingent projects; The TSBC notes the very large expenditure associated with contingent
second Bass Strait transmission projectg $935 million compared to a transmission RAB of $1.4
interconnector billion as at July 201qand is particularly concerned that decisions about the

second Bass Strait interconnector, involving an estimated capital cost of $&
million, will find their way into the transméson RAB. Development of a
business case for this is currently occurring without consumers being invoh
or made aware of the implications for prices.
Capital expenditure TasNetworksbid for distribution capex over the 20434 period would see a
(capex)c distribution significant increase from the 2042019 levels, rising from an average of $11:
million per year to $148 million per year (2019 dollars).

The utilization rate of distribution assets has, howevallen from a peak of 56
per cent in 2007 to 34 per cent in 2017. Demand is projected to be flat frorr
2019 to2024;therefore asset utilization will continue to fall towards
unsustainable levels.
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Operating expenditureg
transmission and
distribution

Rate of return (WACQ)
transmission and
distribution

Price impacts and cross
subsidies

Change, transformation
and transition, and tariff
reform

Against this background, the TSBC questions the fegeal further round of
increased capex and expects the AER to significantly reduce the allowed
expenditure.

The TSBC does not accept that there is justification for significant IT
expenditure and contends that major transformational expenditure, such as
investments made by TasNetworks or its predecessor Aurora Energy in
vegetation management and IT, should not be a recurring theme, funded b
consumers more than once.

The TSBC contends that the yeapopvhich to base future transmission opex
should be 2016/17 and 201%5 for distribution opex expenditure. This wouli
lower the combined base year opex in 2e2@ by $16.6 million and by $83
million over the next regulatory period.

Benchmarkingof TasSi 62 NJ aQ STFAOASYy Qe NB@S
transmission is a generally good performer, except in the efficiency of cape
but distribution is a laggard with recent welcome improvements having
reversed. Overall, TasNetworks needs to improve but its &3alpon opex falls
short even allowing for its welcome sétfiposed efficiency factor and it has
already conceded that its benchmark ranking will fall.

We submit that a WACC of 4.76 per cent should be applied to both
transmission and distribution assets, based on an assessment of the
appropriate input parameters to the WACC calculation, on the basis that th
systematic (or nofdiversifiable) risks borneybinvestment in either group of
assets is the same.

TasNetworks has proposéd89per cent, which would result in much higher
prices.

While there are useful reductions in transmission prices in the Proposal, the
areless important to small businesses. The main game is distribution price:
which account for three quarters of network charges and will increase by 4.
per cent per annungnominal)dzy RSNJ ¢ AabSig2N] aQ tN
unacceptable to the TSBC, especiallg &itne of concern about rising
electricity prices.

Moreover, it appears that the welcome reduction in distribution price cross
subsidies; a penalty on small businegsseen in recent years will stall over the
next five years, a matter of major conceimthe TSBC.

2S O02yaARSNI GKSNB Aa | @OSNEB NBI
network. A combination of continuing reductions in the cost of local
generation and storage, and a laakresponse to the desire of electricity
consumers, including small business, to manage their electricity costs after
period of substantial price rises, is cause for concern.

Developing the necessary Smartgrid infrastructure and appropriate tariffs
shoud not be delayed and the relevant strategies should be in place and b
implemented by the end of the 20234.

( Goanna Energy
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Executive Summary

The Tasmanian Small Business Council (TSBC) welcomes the opportunity to participate in the
dza G N> € A+ y 93/ SONBRw iw SNISdAf S (i 22N ¢révénbednd digrildtiegnQ G NI y Ay
regulatory determination for the period 20120 to 202324. We also welcome the opportunity to
LINE GARS (GKAA &adzoYAAaaAz2y 2 ysafimpotadtsepntded Q wS 3 dzA | G2
Determinations

The TSBC wishes to acknowledgsNetwork'spositive approach in compiling its Tasmanian
TransmissioiRevenueand Distribution Regulatory Proposal, including:

9 application of an efficiency factor to opex;

1 voluntarily reducing the transmissiogNNACC by 0.25%;

9 continuing to apply the AER WACC parameters when most other NSPs have sought higher
ones;

1 placing more of a focus affordablenetwork charges than other NSPs have been prepared
to do;

1 activelyengagingwith their customers; and

1 respondingo the feedback on their Directions & Priorities Paper veithumber of
modifications to revenue requirements.

The TSB@aintains however, that there has been excessive asset investment in the whgth,
combined with what the TSBC seesadsgher thamecessanallowedrate of returnand ongoing
business inefficiencieteads to consumers paying electricity prices which are higher than they
should be.

That situation canand should beaddressed in the next regulatory period.

The TSBC believes thatludessteps that leadurther towards reducing prices to consumers than
what TasNetworkias proposegdincluding measures such as working the existing grid assets harder,
rather than investing more in new assets, thereby increasing utilization rateésntinmvestment in

new IT systems; and setting the baseline for operating expendfopex)at the 201415 level,

rather than the 201718 levelproposed and finding further efficiencies in opespecially for the
distribution network but not excludingransmission

BACKGROUND

Tasmanian small businesss along with electricy consumers Australia wide, hae&perienceda
significant increase in electricity prices since 2000, due to increases in a raswgEbf chain costs,
including network chargeseeFigure ES).

That increase has caused significant stress to a number of TSBC members, reducing profitability and
in some instances, contributinto businesses ceasing to operate, despite the retigritation on
wholesalepriceincreassimposed by the Tasmanian Government and welcome reductions in

network charges

The TSBC therefore believes that every opportunity to reduce electricity pasesdll business
Ydzai 0SS LIJzNEdzSR gA0GK @AI2dz2NE YR (GKAa NBGASge 27
201924 is one such opportunity.
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Figure EQ: NEMelectricity retail prices by State

140

1.20

1.00

o8o

o6o

Average annual retail price index (2015=1.00)

8583385033850 5888508588549
22223222222 382388RaA N oA A M e RS NoRoA A
e QLD Rsid@ntial s NSW Residential se/IC Residential ———SA Residential ———TASResidential

Sownce: Jacobs' analysis

Source: AEM(Retailelectricity price history and projected tren@eptember 2017

The TSBC sets that expectation against a background of a lack of competition at the wholesale and
retail levels of the Tasmanian electricity market, which also contribute to electpicdgs being
higher than they would otherwise be.

There are five areas where ti&SBC considers that TasNetvwstbtaims are excessive and should be
reduced, as follows:

The value of the combined regulatory asset base (RAB)
Capital expenditureg transmission

Capital expenditure distribution

Operating expenditure distribution

1 Rate of return (WACGE)transmission and distribution

=A =4 =4 =4

CONSUMER CONSULTATKND ENGAGEMENT

¢FrabSig2Nyla STFF2NIla Ay O02yadzySNI Sy3r3asSySyid KIF @S
/| KIftfSy3asS tlySt NBLNBaSydalaA@dSa o//t mMou & az2@¢
continuous improvement, as others are innovatangdA Y LINP2GA y 3 £

1 For example, Goanna Energy Consultirmgmanian Wholesale Electricity Market StuélyReport for the

TSBC, January 20a®ailable ahttps://www.tsbc.org.au/wpcontent/uploads/2018/02/Tasmanian

WholesaleElectricityMarket-StudyFinalReportMarch2018.pdf

2 Consumer Challenge Panel, TasNetworks Public Forum presentation,
www.aer.gov.au/system/files/TasNetworks%26R0TasNetworks%20Public%20Forum%20Presentation%20
%2010%20April%202018.PDF
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The TSB@otesthe CCP13 comments and TasNetw@efforts on aistomer engagement, as

reflected n chapters 3 (Customer Engagement), 7 (customer feedback, revenue capped services)
and 17 (customer feedback, alternative controlled services) ifrdasmissiofRevenueand
DistributionRegulatory Proposaand in its Tariff Structure Statement.

The TSBEI & 0SSy Ay Of dzZRSR Ay ¢dckhdwiedpesamdwalcomeS y 31 ISY Sy (
efforts.

In pursuit of continuous improvement, the TSBC suggests that TasNetworks efforts towards
O2yadzyYSNJ Sy3Fr3aISYSyid I NBE OdZNNByathl REIAURS GRSy & dzf
stage, but not yet progressed to the collaborative stage, and the TSBC proposes that there are a

number of steps which could be taken towards that objective.

The TSBC woultke to see specific actions arising from consumer fegk, that is, references in the
proposal to specific items demonstrating how customer feedback has translated to specifi¢ action
including reduced prices and/or better service

CHANGE, TRANSFORMANIAND TRANSITION

The nature of the changes occurring in electricity consumer choices around generating and storing
electricity at or near their homes and businesses will have a major (adverse) impactaladtrity
costs ofthose consumers who are not willing or abteilmplement the related technologie$n the
other hand, consumers who do adapt will benefit but networks will be challenged by the leakage of
customers and lower network utilisation.

The TSB&cknowledgeg  ab SG 62 NJ] aQ | R2 LJG A 2y A2'F 699ybS NiH & ybRS (V &{ 2LN
Electricity Networks Transformation Roadmap in developing TasNet@iyRSvision

As we noted in our response to the Directions and Priorities Consultation Papeil SBC is

concerned at the pace of change at which TasNetworgrsoigressing towards its 2025 Vision.

Unless the pace is quickened there is a risk that the rate at which customers adopt energy

technologies which do natlyon the gridwill 2 dzd &8 i NA LI ¢+ ab S g2 NJastQ STTF2 NI 3
effectivegrid technologies.

Should that occur, the rate of defection from the grid will accelerate , as will the rate of economic

bypass identified byhe head of the Australian Energy Market Oper&for 4 KA OK g2 dz R 06 S |
f2aS¢ aArldza GA2y I T anlitsShaihdl@ivie Nasmaniedoverbntei)gaddN) a

lead to higher prices for those customers who remain grid connected.

CAPITAL EXPENDITURIRANSMISSION

The TSBC notes that the value of the transmission RAB is projected to increase by $160 million from
$1.467hillion to $1.627 billion over the forthcoming regulatory period 2€18, in line with
inflation, whilst demand is projected to continue to be flat.

3 https://www.tasnetworks.com.au/TasNetworks/naga/pdf/customer
engagement/Direction%20and%20Priorities%20submissions%2020158uBRdssiofAl N-Directionsand
PrioritiesConsultatiorPaper.pdf
4www.smh.com.au/business/theconomy/im-truly-concernedaemo-chiefwarnson-rooftop-solar
20180424p4zbg0.html

5 TasNetworks Post Tax Revenue Model (PTRM)
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The TSBC wishes to see clear evidence that TasNetworks is seekargdse the utilization of its
exiging assets and defer capital expenditure which would, in itself, reduce transmission charges.
The opportunity to do so is reflected in the current average remaining life of transmission assets, at
76% well above what the TSBC would expect in a matwretietity network business

CAPITAL EXPENDITURBESTRIBUTION
TasNetworks bid for distribution capital expenditure over the next regulatory period-281gould

see a significant increase from the previous levels (Z11D)as can be seefiom FigureES 2

Figure EQ: Average dstribution capex ($m, 2019)
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SourceGoanna Energy Consultifrgm TasNetworks Regulatory Propoga10192024

That increased expenditure is proposed against a background of a continuing decline in the
utilization rate of distibution assetss showrin Error! Reference source not found.

Figure ES: Distribution assets tilisation - TasNetworks and NEM
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TasNetworks indicate that the increased expenditure is driven largely by the need to manage safety
risks, including expenditure directed to pole staking and vegetation managemeningorchation
TechnologylI().

The TSBC does not accept that there igifjoation for such increases., and contends that major
transformational expenditure, such as investments made by TasNetWarlis predecessor Aurora
Energy in the areas of vegetation management and IT, should not be a recurring theme, funded by
consuners more than once.

The need for increased expenditure to support two way flows in the distribution network is
acknowledged, however, that expenditure should be matched by demonstrable benefits, including
reduced operating costs. In the absence of suehelfits, there should be a rexamination of tariff
A0NHZOGdzNBa (2 SyadaNB (KS WdzZaSNJ LI 23aQ LINAYOALX S |
benefit from new technologies with the associated costs.

CONTINGENT PROJECTS

In addition to the fie issues discussed above, the TSBC is concerned that discussions related to
contingent projects, in particular the second Bass Strait interconnector, are occurring without
consumers being made aware of the implications for network, and thus retail, elgcprices.

ABC news reported on 24th November 2017 that a $20 million business case study into a second
Bass Strait electricity cable is to be jointly funded by the Federal and State governments and is to
look at the route, capacity, cost and timefrarttebuild a second cable connecting Tasmania to the
mainland. TheTSBC understands that considerable resources, including those provided by
TasNetworks, have been allocated to the task.

The exgnditure included in TasNetwoskRegulatory and Revenue proposal is $550 million, which

g2dzf R NBadzZ G Ay | mm: AYONBFaAS Ay ¢FabSig2N]aQ v
implications for return on and return of capital, plus annual operating coBit® resulting increase

in network revenue would translate to an annual cost burden in the ordedsfrillion per year.

The benefits would be largely invisible to consumers, but the impact on electricity prices would not
be. The TSBC therefore requests that information concerttisgmpact on prices should be made
public and become part of the public discussion around the merits or otherwise of a second
interconnector.

OPERATING EXPENDIEURRANSMISSION &®TRIBUTION

Viewed from the perspective of average expenditure over the period A31® 201718 ($82.1
million), proposed average distribution operating expenditure (opex) per year for the20p@riod
of $85 million appears to be reasonable, and factoring iriefiicy gains (as yet unidentified) is
welcome

The change in operating expenditure (opex) from the current regulatory period represents a modest
real reduction of $2.6 million@.4 per cent) fo¢ I & b S (i coAbikdn&@work, made up of $1.4
million (0.7 per cent) for transmission and $1.2 millie@.8 per cent) for distribution. TasNetworks

has now entered a phase of being satisfied with quite modest future reductions and its hunger for
further efficiencies seems to have abated.

Consulting sweed iy Ltd
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The TSBC contendsat the year upon which to baseansmission opex should be 2018 as

providing the most efficient level of opex. This would lower the base year opex by some $4.4 million
O2YLJ NBR (2 ¢I &b S ¢ 2-Mg) aadloweddierdver thdnexd régtdNIpasiedn m T
by $22 million (other things being equal).

Fordistribution opex we support the use of 20145 as the base year as this provides the lowest
level of opex available. This is $12.2 million lower than for 2@l The year proposed by
TasNetwvorks and would lower opex over the next regulatory period by $61 million (other things
being equal).Alternatively, we would suggest that 2015 be used. This would still lower
distribution opex by $6.9 million, totalling $34.5 million over the 2@4%eriod.

2SS R2 y2i I O0S guinentthat201318 praviNids amiicientNaase year for opex, or

that it is desirable to choose a common base year for both transmission and distribution. The choice
of 201718 will result in unnecessary increase®pex that will outweigh any advantages of a
commonbaseyear in terms of the likely impact on network charges.

The major contributors t@ategory increaseis opexare vegetation management and business
services.

The TSBC does not believe that amease in business services costs from those incurred over the
201415 year is warranted, given the efficiency gains which the merger of Aurora Energy
(Distribution) and Transend to form TasNetworks in 2014 was intended to deliver.

The TSBC is similarlyaamvinced that a large increase in vegetation management costs is
warranted, given the significant investment which occurred during the 2004 to 2017 regulatory
period involving capital and operating expenditure, in order to implement an enduring vegetatio
management strategy.

The TSBC expects that the AER will closely scrutinize the level of operating expenditure which
TasNetworks seeks in those categor@swell as its choice of base year and the robustness of its
proposed efficiencies

RATE ORETURN (WEIGHTED RWEE COST OF CAP)TAL

In July 201the Australian Energy Regulator (AER) initiated a review of the Rate of Return Guideline
and introduced new process elements for the conduct of the review; one being the formation of a
Consumer Refeince Group (CRG), on which the TSBC is represented.

In February 201,8&he COAG Energy Council agreed to make a number of changes to the National
Electricity Law (NEL) and the NatioGas Law (NGL) relating to the calculation of the rate of return
on capial and the value of imputation credits used in economic regulatory decisiotseleased

draft legislation to replace the Rate of Return Guideline with a Binding Instruriiért legislation
foreshadows the repeal of the current Rules that guide the ihERaking the Guideline, however

the TSBC expects that the Binding Rate of Return Instrument will closely reflect the revised Rate of
Return Guideline.

The TSBC is of the view that it is likely that application of the revised Guideline or the BRatéraf
Return Instrument would result in a lower Rate of Return (WACC) than that calculated by
TasNetworks (5.89% for both transmission and distribution).

Consulting sweed iy Ltd
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Five years after the adoption of the current ROR guideline, the existence of historically higis retu
for network companies on the one hand, alongside excess capacity, substantial decreases in
consumption of network services and falling industry wide productivity, on the other, is clearly
problematic. It is accepted that TasNetworks has performed soinat better on some of these
metrics but our concerns remain.

The TSBC contends that returns earned by network companies exceed efficiajuisted returns
by a substantial marginRegulated entities as an asset class are therefore generating material

excess returns, which means that regulated prices, including those paid by Tasmanian small

business, are substantially in excess of efficient prices.

The TSBC submits that a WACC of 4.76% should be applied for both transmission and distribution
assets, orthe basis that the systematic (or naliversifiable) risks borne by investment in either

group of assets is the sam@&he calculation of that outcome, using the parameter values suggested
in this submission, compared to TasNetworks calculation for kigtoin assets, ishown inTable ES

1

Table ESQ: Weighted Average Cost of Capital

Component ‘ Debt Equity
Proportion of capital 60% 40%
X X
Cost 5.00 4.40
Contribution 3.0 1.76

SourceGoanna Energy Consulting

REGULATORY ASSETEHG&SAB)

¢CKS INBGOGK AYy ¢l abSig2N1aQ O2YO0AYSR o0dzaAySaa w! .
regulatory period, is evident from
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Hgure ESt RAB value transmission & dstribution ($m, 2017 & $ nominal)
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Source AER RIN data to 2017, TasNetworks Regul&mypgosal2018-2024.

But demand over that period has been and is projected to beFigu¢e ES).

Figure ES: NEM demand actual andbfecasts
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SourceTasNetworksTransmissioRegulatoryand Distribution Regulatory Proposal, 264@24 p. 71.

The period from 2006 to 2014 was one which involved massive capital expenditure, averaging
$127.5 million per yeamn the basis of demand forecasts which proved to be grossly inflated (a
situation not unique to TasNetworks).
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The resulting ovemvestment translates to consumers paying more than they should for the
transmission services they receive, given that around 50% of network charges are derived from the
value of the RAB multiplied by the allowed WACC (rate of returhdepreciation. The over

investment can be expected to be corrected over time, howgther combination of a revenue cap

FYR GKS NRftft F2NBINR olaaSiov Y2RSt YSIya 02yadzyS

any overinvestmentand will be doing so for a long time

Tasmanian electricity consumers, including small business, are paying for them&ment and
will continue to do so for the remaining life of the relevant assets, at around 40 years.

We note the recentrepotrom KS DN} G d+Fy LyadAaddziSs gKAOK F2dzyR

overvalued by $750 million due mainly to patemandforecastdeading to excessive capex in the

past This has resulted in smaller Tasmanian consumers paying $150 per annum more for their
electricity (on average). The Institutecommended that assets be written down by this amount

and network charges reduced accordingly. It further recommended that TasNetworks be privatised
subsequent to this. Alternatively, the Tasmanian Governrsbotld provide an annual rebate to
Tasmanian consumers equal to tveite downd 2SS adzZLLR2 NI GKS DMY GGty
principleand urge the AER and Tasmanian Governmefillpconsider it

Meanwhile, he TSBC contends that all bids for cap@tgdenditure by TasNetworks should be
scrutinized against the overinvestment which occurred from 2006 to 2014, with a view to not simply
holding capex, but reducing it.

ECONOMIC BENCHMARKIN

¢FabSig2N]l 4Q 0 Sy OK ¥dnddission FefwbdiBsaihich-isvpRasiag, ditioagh its
performance deteriorated by 3 per cent in 209€&apex has made a negative trend contribution
over thepasteleven years, whilst opex made a positive contribution, which has recently turned
negative. TasNetworks has work @o over the next regulatory period but their Proposaldahort.

¢CFabSie2NLa8Q RAAGNROdzZIAZY ySG62N] KFa O2yaAradsSyd

This is partly, but not completely, explained by certain facpasuliarto its network For capex,
TasNetworks also ranks bottom of the pack and its performance has declined markedly over the
period covered. For opex, TasNetworlkdistribution performs better but remains in upper rjghck,
with an improvingrend overall, althouglihere was a significant 7 per cent decline in 2016
TasNetworks has warned that its benchmark performance may deteriorate in future.

TasNetworks has undertaken its own benchmarking study, which we welcome, and focused more on
Tasmanian issues. However, we disappointed thaits studycontains few supporting metrics,

shows a lack of ambition and is generally negative about the value of benchmarking as a regulatory
tool. We would prefer that it adopted a more aggressive approach.

Overall, the benchmarkingra dzft 1 & &dz33Sad GKI (isedsénbbiinisdorgeN] a4 Q LIS NJ

areasbut that it has work to do imthers. Its Proposal does not seem up to this task.

6 Measured in terms of Multilateral Total Factor Productivity (MTFR)easure of outputs relative to inputs.
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REGULATED REVENUE

There are factors pullinfprecasttransmission revenue down but, on the othearid, there are
factors pusing distribution revenue upesulting inonly aslight decline for the businessGiven that
TasNetworks operates in a meoe-less stagnant market this is a concern.

The expenditure cuts of the previous regulatory periodt theelled revenue outcomes have been
replaced bya real increase in average annual revenues for distribution of 7 per cent from its
previous determination This turnaround isf concern Meanwhile, past and future capex programs
in both networks are feeidg into an increasing RAB, which is raising revenue.

WS y2GS GKIG GKSNBE | NB ydzYSNRdza NRAala G2 ¢l abSas
highly significant, e.g., contingent projects, and foreeenue, followed byetwork charges up
signifcantlyif they come to fruition.

INDICATIVE NETWORRIGE& CROSSUBSIDIES

A 2 4 A x

transmission prices expected over the next five years, we do not welcome the 1.7 per cent per
annumexpectedincreasen distribution prices, which will overwhelm the former.

We arealso alarmed at the apparent stalling in the removal of the cmassidy that small business
currently pays in its distribution tariffs. This follows a period in which good progress was made in
removing the crossubsidy. We note that this is contrany the public position of TasNetworks in
supporting removal. The AER needs to ensure that further progress isanad201924.

LEGACY METERS ISSUE

¢ClLabSig2N1aQ KFa LINPLRASR | OOSt SNI GSR RSLINBOAL (A
to the introduction of metering competition and advanced meters. This will increase annual

metering costs bypetween$9.29and $24.85 per annum per meter at a time of high electricity

prices. The AER must carefully assess this proposal. In a competitive, rassket stranded by

new technology ochangedpolicies would have to be written off and the shareholder face the costs.
Moreoveraf f 26 Ay 3 ¢l abSig2N1aAaQ tNRLRAlIE ¢g2dA R KIFI @S Od
thingand be contrary to the expectiain that advanced meters will lower electricity casts

TARIFF STRATEGY

The TSBC supports much of the tariff reform strategy of TasNetworks, albeit with some caveats. We
particularly support the removal of crossibsidies that penalise small businesse $low progress
in removing these, including over the next regulatory period, is a major disappointment to the TSBC.

The TSBC view is also that an increase in fixed chailyssfle consumer responses to price signals
and limit demand side response.

On the other handwe welcome the focus on Distributed Energy Resources (DER) in the tariff
strategy. However, waiting un050 tosave customers an average of $414 per yeam DER is far
too long. TasNetworks needs to speedipR tariff reform

Consulting sweed iy Ltd

% Tasmanian Small
Goanna Energy Business Council

Uniting Small Business



TasNetworks Regulatory Proposal, 2218to 202324 May 2018

Catents
Acknowledgements & DISCIAIMEL...........ooiiii e a e e e e e e e e 1
Submission Highlights & KeY MESSAQES ........ccuviiiiiieii ittt 2
EXECULIVE SUMMALY......eiiiiiieiiiiiiii et e e e e e e e e s s snrrnneeeesnsnnnnnnneeee s B
R [ o1 0T [0 Tox i o o P PP PP PPR PP 18
1.1 Background to Small Business and the TSBC..........ccccoiiiiiiiiiiiiiiiiieeieeeee e 18
1.2 ¢{ ./ Qa LYyGSNBaid Ay..t.l.abSi42N).2.0Q..1..NRLPSAL f
1.3  Forecastg; Demand, Energy and Customer ConNectiQn...............uvvvveereeeeeeeeeeeeenennn. 19
2 Consumer Consultation and ENQAgeMENL........coiuuriiiieeieiiiiiiiee e et e e s siieree e e e 22
3 Change, Tansformation and TranSItiONL...........uuveiiriiiiiiiiiiei e, 28
4 Capital EXpenditure (CaP@X) .. mmmmmeieieieiieiiiieeeee e 32
4.1 TranNSMUSSION CAPEX. . tieeiiiuuureeieeeeasiireeeeeee s s et et e e e e s e arar e e e e e e s asbbereeeesssanrrrneeeeeeaanns 32
4.1.1  General ODSEIVAtiONS.........cooiii i 32
4.1.2 Projected capital eXpenditUre...........cueeiiiiiiiiiiiiieec e 34
4.2  Comments on Elements of Proposed Transmission CapeX.......ccccccvvveveeeeeeeeeeeeennnn. 36
4.2.1 AUGMENTALION CAPEX...uvvrrriiieiiiiiiiiiee e e e e e e e e e e e e e e et e e e e e b bbb areeeeeeeeees 36
4.2.2 INfOrmMation t€CHNOIOGY.......ueiiiiiiiiiiiie e 37
4.2.3  CONUNGENE PrOJECES. .....uiitiieiieee ettt e ettt e e e e e e e e e e e e e anbb e e e e e e aaan 37
G I B 111 1] 01U [0 gl G- Vo 1V OO PPPRPPPPP 40
4.3.1  General ODSEIVAtIONS.........cuviiiiiiiiiiiiee et 40
4.4  Comments on Elements of Proposed Distribution CapeX.........cccccccevviivvivieeeennnnn. . 46
44.1 RENEWAI CAPEX......eeiiieiiiitiei et e e 46
4.4.2 Information teChNOIOGY.......ceviiiiiiiiiiiii e BT
4.5 Total Capital Expenditure and RAB.............coooiieee e, 49
T o = L I I =t o= g T [ (= U 49
5 Operating & Maintenance EXpenditure (OPEX).......uuuueuriurrrrieeeniiiiiieeeeesasiineeeae e e e 53
TN R O 1V VT SO 53
5.2 Opex Farecasting APProach.........oooiii i 53
5.3 TranSMISSION OPBX...ciiiiiiiiee e e ee ettt et e e e e e e e e e e e aaaaaaaaaaaaens 54
5.3.1 Internally imposed effiCienCy faCtOr.............evviiiiiiiiiiiieee e 54
5.3.2 BaASE YA COSIS. ...ttt 54
5.3.3  SEEP CRANGES. ..cci ittt 55
5.3.4  OULPUL GIrOWEN. ...t e e e e e 55
5.3.5 Real PriCe @SCAlALOLS. ......ciiiiiiiiiie e 55
5.3.6 Productivity groWth.........ccooi e ———— 55

Tasmanian Small
Goanna Energy Business Council
Consulting ceieed piyLid

Uniting Small Business



TasNetworks Regulatory Proposal, 2218to 202324 May 2018

5.3.7  Other aSSUMPLIONS.......cciiiii i e e e e e e e e e e e e e e e e e e e e e e e e e s e e s s e e e aaan e 55
L B 111 ] o1V [0 A I o= PSPPSR 56
54.1 BaASE YA COSIS....cciiiiiiiiiie e 57
5.4.2  SEEP CRANGES. ...ccoiiiiieieie ettt e e e 58
T G T O 10 11010 | o | (0 1LY { o PSP 58
5.4.4  Real PriCe €SCalatOrS.........ccooiiiiiii i eee e e e e e e e e e e e e e 58
5.4.5 ProduCHIVILY GrOWK ......eeiiiiiie et e e e e 59
5.4.6  Other @SSUMPLIONS. .....ccuutiiiieeee ittt e e et e e e ra e e e s s e e e e s s anbnreeeeeeens 59
6 Weighted Average Cost of Capital (WACKC).......uuiiiieiiiiiiiee e 61
6.1 The Rate of Return GUIAEINE..........couiiiiiiiiiiiiie e 61
6.2 The Allowed Rate of Return Objective (ARORQ)..........cuuvviimiiiiiieiiiiiiieiieeieeeeeeeeeeeen 61
6.3  CAPM Parameter VAIUES. ........cuueiiiiiiieiiiieiee et 65
6.3.1 EQUITY DBTA.....eeeiiiee e 66
6.3.2 Market risk premium (MRPR).........oooiiii e 66
6.3.3  COSt Of DL 66
6.34 (=10 10 0 T= VPP 66
6.4 WACG Allowed Rate of Return (AROR) OUICOME........cccoiuvriiiiiieiiiiiiiineee e 6.7
7 RegQUIAONY ASSEE BASE.......cueeiiiiie ettt 69
4% T 11 o 1T o PRI 69
A I - 1 1= 1111 o o PRSP 69
73 LA ¢KSNB | /FasS (2 .wSRdzQS.. .¢.L.abSi.42N).3Q w! . K
8 902y2YAO . SYOKYINJAYy3 2F..6L.4a0S042N).2Q0..755NF2 NI
8.1 Benchmarking RESULLS............uuuviiiiiiiiiiiiiiieiceeccee e cccvvssvennneneeea ] D
8.1.1 AER benchmarking reSUltS........coviiiiiiiiii e 75
812 ¢l abSig2N] aQ. .08y 0KY.LNLAY. 3. 76
9 Regulated REVENUE........ccoiiiiiiiiii et e s ee e e e D
9.1 NEWOIK REVENUE......coiiiiiiiiiee ettt e e e e e e e e e e e e aaeaaaeeas 79
9.2 TranSMISSION REVENUE.........ooiiiiiiiiiie e e 79
0.3 DIStribULION REVENUE... ...ttt e e e e e e e e e e e e e e e e e e e e e e e e e e eaaaaaaan 80
9.4  RIiSkS t0 REVENUE OULCOMES. .....cci i it e e e e e e e e e e e e eaaeaaeeeas 80
10 INdicative NetWOIK PrICES........ccooii it e e e e e e e e e e e e e e e aeaaeeas 83
10.1  TranSMISSION PrICES ....ooiiiiiiiiiee ettt et e e e e e e e e e aaaaaaaaaaeens 83
10.2  DISHIDULION PriCES. .. ittt et e e e et e e e e e e e e aaaaaaaeaeeaaaaaeeaaaaaanns 83
10.3 Combined NetwWork PriCES......ccoiiiii it e e e e e e e e e e e e 83
10.4 RemOVING CroSSUDSIAIES.......cciiiiiiiiiiiee it 83
11 OTNEE ISSUEBS......e ettt e e e e ettt e e e e e s bbbt e e e e e s s sbbbe e e e e e e e nnneeed 386
11.1  Corporate INCOME TaX .. .iiiiieiieeeeeeaiei e e e e e e e e e e e e e e e e e eeeeeeeens 86

Tasmanian Small
Goanna Energy Business Council
Consulting ceieed piyLid

Uniting Small Business



TasNetworks Regulatory Proposal, 2218to 202324 May 2018

11,2 PASS TRIOUQGN . ...coiiiiiiieicee e e e e e e e e e e e e aaaaaaens 86
11.3  LegacCy MELErS ISSUR.....ccciiiiieeiiii ettt e e e e et e e e e e e e e e e e e e e e ae b e e aeees 87
12 LI LIRS =1 (=T 0 1Y PP PP PRPPPP PPN 90

Table of Figures

Figure ES 1: NEM electricity retail prices by State...........eevvvvviiiiiiiiiiiiiii e, 5
Figure ES 2: Average distribution capex ($m, 2019)........cccciiieiiiiiiiiiiieee e siee e 7
Figure ES 3: Distribution assets utilisatioTasNetworks and NEM....................ooooeveeeiececccinnns 7
Figure ES 4: RAB valugansmission & distribution ($m, 201& $ nominal)........c..cccccevvveernnneen. 11
Figure ES 5: NEM demand actual and fOreCastS.........ccuuviiiiiiiiiiiiiiiiiiieeeeeeeeee e 11
Figure 1: Consumers already having or considering solar anchg®installations...................... 29
Figure 2: Transmission assets RAB value (June 2017 $000)..........cccoiiuiirmriireeeiiiieeesiieeeens 33
CAIdzNBE oY !'9ahQa FT2NBOlIald SYSNH2..Q2yAa.dzY.LE3A 2y 2V
Figure 4: Capital expendituretransSmiSSION @SSELS..........uuviiieiiiiiiiiiiree e airirer e e e sirerreeee e 34
Figure 5: Overview of actuand forecast transmission capital expenditure (June 2019 $m)...36
Figure 6: Distribution assets RAB ($000 JUNE.LT).......oeeiiiriieiiiiieeiiiieeeeiiee et esieee e 41
Figure 7: Distribution aSSEetSULIIISAtION ..........c.vviiiiieeeiiiiee e e 41
Figure 8: Distribution asSetsRAB V ULIlISAtION. ...........ccuviiiiiiiiiiiieieeeee e 42
Figure 9: TasNetworks distributioasset PerformanCe.............ouvveeiiiiiiiieeee e 44
Figure 10: Average distribution capex ($m 2019)........c.uuuiiiieiiiiiiiiiiee e 46
Figure 11: RAB valudransmission and distribution ($m, 2017).........ccooviiiiiiieeeiiiiiiiieeee e 49
Figure 12: Total NEM CapeX, 2017 (BI)....ueereeeeiiiiiiiieieeeeaiiiiieeieeeeesiiieeeee e s s s snssnneeeeeesssnnnnneeeesd 63
Figure 13: Tasttworks proposed capex, transmission & distributian...............cccvvvvveeeeeeeenn... 63
Figure 14: NEM RAB values by State, 2006 t0 2016...........ccccciiuirmiiiiiiiniiieieeeeeee e eeeeee e 65
Figure 15: Retail electricity prices vs CPl & wages, 2007 t0 2017........cccccvvvvvvrevvrerrerrereeeeeenn. 65
Figure 16: Projected RAB growth for distribution ($m, 201B).............cceveeeriiiiiiiireeeeeiiiieeeeenn 69
Figure 17: Projected transmission RAB ($m, June 2019).........cc.uuvviiiiiiiiiiiieiieeeeiiiiieee e 70
Figure 18: Impact of inflated RAB on Customer BillS.............cccccoi s 72
Figure 19: Average annual total network charges for distribution customés, June 2019)....... 84
Table ofTables

Table ES 1: Weighted Average Cost Of CapItal...........ccuvvriiieiiiiiiiiiiicee e 10
Table 1: TasNetworks response to TSBC Submission on Directions and Priorities Consultation Paper
................................................................................................................................................ 24
Table 2: Data management and information SYyStemMS CaPeX......ccovvrieeeeeeeeeiieeiiei e 38
Table 3: DIStriBULION 1T CAPEX . .uuiiiiiiiiiiieiiee ettt 48
Table 4: Transmission and distribution [T CaPEX.........oiiiiii i e 50
Table 5: TSBC's preferred WACKC ... ... e 67
Table 6: Service charges applicable to some tariffS............oe, 90

Table ofBoxes
.2E MY ¢lFabSig2N] 4Q Owaki(.2.Y.SNILSy.3l.2S8Y.Sy.i.. 8N YS

Box 2: Examples of TasNetworks' response to customer feedback.........cc.ccccvevvveii. 23

Box 3: TSBC comments on its engagement with TasNetworks...........ccccvvveeeeeieeiiiiiiiiiiieeeeenn. 26

Box 4: TasNetworks' tariff strategy development consultation...................ccccooeeiiieen, 92
% Tasmanian Small
(Goa“"a Eﬂergv Business Council
Consulting 66 py i Uniting Srall Business



TasNetworks Regulatory Proposal, 2218to 202324 May 2018

INTRODUCTION

Tasmanian Small
Goanna Energy Business Council
Consulting Pty Lid Uniting Small Business




TasNetworks Regulatory Proposal, 2218to 202324 May 2018

1 Introduction

¢CKAd R20dzySyid Aa GKS ¢lFavYryialy {YlLft .dzAaAySaa |/
Regulatory Proposal for its transmission and distribution networks for the regulatory 2095220

to 202324. The TSBC welcomes the opportunity to participaie S ! dzZA G N> £ Ay 9y SNHE@
6! 9w0 NB3IdzA I G2NE NBaSi 2F ¢FabSdig2N] aoudA yaYaa
to 202324 2S |faz2z 6St02YS GKS 2LIRNIdzyAde G2 LINROJA
Regulatory Proposal as an importatep in the Determinations.

1.1 BACKGROUND 8uALLBUSINESS AND THEBC

{YIHff o0dzAaAySaa Aa (GKS WSy3aAaAyS NBR2YQ 2F GKS ¢l ayl
businesses in Tasmania, 30,000 of which are employers, employing over 70,000 falftatimdgo

people. Numerically, they make up in excess of 96 per cent of all businesses in Tasmania and the
aSOG2NJ LINPPGARSA Y2NB GKIyYy KFEEF 2F GKS {d4FdasSqa L
business sector, its aspirations and needs istaf importance to the enterprises themselves, as

well as Government and regulators, as decigsizgker. The resources to address the future needs of
the state can only come from the generation of new wealth and healthy, vibrant small businesses
are criticd to this.

¢KS ¢lravYlyAly {YIFft .daAaAySaa /2dzyOArAft o¢{. /0 A&
each of which represents their market grouped industry sector. The TSBC seeks to provide the
representative voice of small business in Tasmahi& S ¢ { ./ Qa NRBtS Ay FIFOAfAG!
forums for these trade associations, whose members are predominately small businesses, is
paramount to providing informed insights and advice to governments and regulators.

An obvious difficulty for ownarof small and micro businesses is the absolute necessity to spend
GKSANI GAYS g2NJAYy3T aAy (KS o0dzaAySaasds gKAES (GK2
YEYFISNAFE NRES FyYyR 60S3IAYy (2 &aLISYR a2YSssdBFT GKSA
therefore even more reliant on groups such as the TSBC to develop and put forward informed policy
positions to Government and regulators that truly represent their interests.

1.2 ¢ { .SINTEREST TANETWORKFPROPOSAL

Around 37,000 businesses are connected to the Tasmanian electricity network.

Electricity is a major input cost to small business and also a key enabler for every small lqusiness
the cost, quality and reliability of electricity supply materially imgatie health of every small
business and the vibrancy of the Tasmanian small business sector.

Tasmanian small businesses have a need for competitively priced electricity that contributes to their
competitive advantage. Competitors for Tasmanian smalhiesses include larger players in the

local market, interstate firms providing goods and services in Tasmania and international businesses
(where they sell into export markets or compete against imports).

Many of the competitors of Tasmanian small busses have access to cheaper energy and to
competitive energy offers. Tasmanian small businesses therefore suffer a disadvantage in these
respects and the TSBCtivelysupports policy and regulatory steps to help redress this. Having
access to a reliablsupply of network services at prices that truly reflect efficient costs and therefore
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contribute to the provision of competitively priced electricity to Tasmanian businesses is important
to the health of thesmall business sector and th@asmanian economy

Acrosghe small business sector overall, electricity is a middle sized cost of production, typically
making up between-5 per cent of total costs, although within some sectors, such as Tasmanian
Independent Retailersagricultural pursuits such asady and irrigation, and some manufacturing
firms, it can be substantially moreThis in itself, makes electricity important. However, its
importance to small businesses in Tasmania is elevated by:

1 The need to have access to a reliable source of suaplgnany small businesses are
heavily dependent on a continuous supply of electricity;

1 The fact that some small businesses have energy costs well in excess of the average and,
for them, access to competitively priced energy is particularly important;

I The &rge increases seen in Tasmanian electricity prices particularly over the period from
2009 to 2013, which has had a significant impact on small businesses. Many have been
compelled to absorb those cost increases and to reduce profitability, due to tlye ver
competitive markets in which they operate and cannot access competing electricity
suppliers due to a lack of retail competition, making their competitive disadvantage
worse;

1 The ovefinvestment in electricity network assets which occurred over the pe2io@P
to 2013, which was one of the main drivers for electricity price increases over that
period, with a resulting need for TasNetworks to limit its ongoing capital expenditure
programs until the oveimvestment is wound out, which could take decades; and

1 The increasing competitivenessstindalone(on site) electricity production compared
to grid sourced electricity, with price implications for grid sourced electricity if grid
defection rates accelerate.

We also note that small business, commercial amtlistrial customers, comprise approximately 15

LISNJ OSy i 2F (GKS RAaAUGNAROdzIAZ2Y &adeadasSyQa Odzaid2YSN a
electricity delivered by the distribution network. On this basis, TasNetworks should also have a

strong inteeest in ensuring that its prices and operations support the electricity needs of its small

business customers. If they depart the network, or reduce their reliance on it due to excessive

charges or more competitive hyass options, TasNetworks revenue éasuld be materially

impacted.

Small business, like all Tasmanian electricity customers, has a significant investment in the
Tasmanian electricity network (grid) by way of past and ongoing contributions to its maintenance
and augmentation, through the ettricity charges it pays for.

Tasmanian small business wishes to see the value of the electricity network assets maintained, and

in fact enhanced, which would be the case if it is adapted to suit the technology requirements of
customersintothefutureA y I a{ YI N0iDNAR¢ @g2NI R®

1.3 FORECASTDEMAND ENERGY ANDUSTOMERONNECTION

Given that forecasts of demarpl, energy consumption and customer connections are important
RNAGSNBE F2NJ SELISYRAGIZINBE | yR LINKOS 2dzi02YSa F2NJ ¢
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networks, we provide the following observations on the forecasts provided in the TasNe€vorks
Proposal:

1 The transmission load and generation connection forecasts are rather opaque. The
Gdzy LNBOSRSYGSR ydzYoSNE 2F Ogeyleyatio®and oirinS y lj dzA NR
¢CFraYlFyAlé NBLER2NISR o6& ¢lFabSig2N]la 2dzaKaG G2 LI
generation connectionsTheunknown nature of the second interconnector and its
significant impact on the Tasmanian network, should it go ahsaahted as is its status as
a contingent project outside the forecasts in this Proposal

1 The forecast for Basic Residential connections to increase steadily over the forthcoming
regulatory period to around 2,800 connections per annum seems rather yntikel
materialise based on past trends and what is currently known about future drivers of such
O2yySOiArAz2yaod ¢ KS 4htmostealiFdie NB Ol &0 g2dzZ R aSSY

1 Complex Residential connections are forecast to increase steadily over the forthcoming
regulatoryperiod, returning to levels observed prior to 2013, but this also seems rather
unrealistic based on past trends and what is currently known about future drivers.

1 Both Basic and complex commercial connections are forecast to increase steadily over the
forthcoming regulatory period, but this seems rather unlikely given recent past experience,
their recent depressed levels and what is currently known about the drivers for commercial
FOGAGAGE AY ¢lFaYlyAl o ¢ KS Wi 25 Mnaykbgd N@BeOl ad T2
realistic.

Ly adzYYFNEZI GKSNB INB | ydzYoSNI 2F FaLlSoGa 2F ¢ 3
probability of realisation. Given the important impact of these forecasts on expenditures and prices,

the AERshouldrigorously test tle robustness of the forecasts before accepting them and
substituting its own (lower) oness necessary

Tasmanian Small
Goanna Energy Business Council
Consulting ceieed piyLid

Uniting Small Business



TasNetworks Regulatory Proposal, 2218to 202324 May 2018

CONSUMER
CONSULTATION

Tasmanian Small
Goanna Energy Business Council
Consulting Py Ltd Uniting Small Business



TasNetworks Regulatory Proposal, 2218to 202324 May 2018

2 Consumer Consultatioand Ehgagement

An important component of any AER regulatory determination nowadajge consumer

consultation and engagement process undertaken by network businesses like TasNetworks. The

wdzf Sa ftf2g (GKS ' 9w (2 | R2dzAald O6R2gy sl NRav | ySi¢
inadequate, although this has not happened to date.

TasS G g2N)] & STF2NIa Ay O2yadzySNJI Sy3arasySyid Kt
/I KIftfSy3asS tlySt NBLNBaSyalraArAgSa o//t wmov | &
continuous improvement, as others are innovatagdimprovingé’

The TSB@otesthe CCP13 comments and TasNetwQefforts on aistomer engagement, as

reflected in chapters 3 (Customer Engagement), 7 (customer feedback, revenue capped services)
and 17 (customer feedback, alternative controlled services) in its Revenue and Distribution
Regulatory Proposaand in its Tariff Structure Statement.

¢KS ¢{./ IOly2¢6ftSR3ISa IyR 6St02YSa ¢labSig2N] aq

2SS tfaz y20S ¢lFabSieg2N1aQ OdzadG2YSNI Sy3arasySyd TN
reproduced inBox1 below.

In pursuit of continuous improvement, the TSBC suggests that TasNetworks efforts towards
O2yadzySNJ Sy3alF3asSyYSyid NB OdNNByif & NSl S ywRx yrSdat
but not yet progressed to the collaborative stage, and the TSBC proposes that there are a number of

steps which could be taken towards continuous improvement, as suggested by CCP 13.

The TSBC would like to see specific actionsigrisom consumer feedback, that is, references in the
proposal to specific items demonstrating how customer feedback has translated to specific action.
TheAER guideling cConsumer Engagement Guideline for Network Service Preylevember
201Z includes, for example:
428 SELISOG aSNBAOS LINPOJARSNE (2 | NIAOdAZ 4GS G
engagement processes and how they measure the success of those protfesses.
service providers genuinely engage with consumers on signifgsargs, they shid
be able to draw on that information and use it, for example, to help explain the
reasoningoehind expenditure proposal§ervice providers could report the following
information, for example:

1 evidence that the service provider heard from a comprekersbsssection
of consumersSuch reports should include consumer feedback, engagement
activity summaries (the scope and objective of each activity), and whether
the activities achieved their respective objectives.

1 how the service provider considerezhsumer input and whether that input
influenced the business and/or an gxpenditure proposal (and vihy).
O2yadzYSNE RAR SESNI Ay¥FfdsSyOSs (GKSy (G(KS &

7 Consumer Challenge Panel, TasNetworks Public Feresentation,
www.aer.@v.au/system/files/TasNetworks%2020TasNetworks%20Public%20Forum%20Presentation%20
%2010%20April%202018.PDF
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Box1lY

¢ I & b SstaraeNshgag@mentframework

Customer
Engagement Goal

Promise to
our Customers

ng Level of Customer Participation

TasNetworks Customer Engagement Framework

TasNetworks' engagement framework defines the different levels of participation available to us when engaging with our customers. The framework is used to determine the most
appropriate level of customer participation that should be used when undertaking community consultation on particular issues. The framework is based on the International Association
of Public Participation Spectrum (IAP2). Five levels of public participation are identified and range from inform to empower. TasNetworks identifies the appropriate level of engagement
on a case by case basis, as it is not always possible to provide customers with a decision making role ie: on safety issues.

Inform:

To provide our customers
with balanced and objective
information to assist in
understanding the problem,
altematives, opportunities
&/or solutions.

Consult:

To obtain customer
feedback on analysis,
alternatives and/or
decisions.

Involve:

To work directly with our
customers throughout
the process to ensure
that customer concerns
and aspirations are
consistently understood
and considered.

Collaborate:

To partner with our
customers in each aspect
of the decision, including
the development of
alternatives and the
identification of the
prefemed solution

Empower:

To place final decision
making in the hands
of our customers.

We will keep you informed

We will keep you informed,
listen and acknowledge
concems and provide
feedback on how customer
input influenced the

We will work with you to
ensure your concerns and

issues are directly reflected
in altematives we develop

and provide feedback

We will look to you for
direct advice and innovation
in formulating solutions
and will incorporate your
recommendations into

We will implement what
you decide.

decision. on how customer input
influenced the decision.

decisions where possible
to the maximum extent.

Fact sheets Focus Groups Workshops

Consumer Engagement

Customer Advisory committees Delegated decisions

Engagement Tools Newspaper/TV/radio Community Forums
Public Meetings Forums

Trade Nights

Contracts/Legal
Letters/Customer cards
Social Media

Agreements

Customer charter Surveys
Brochures

Tasiovinis

Source: TasNetworksebsite athttps://www.tasnetworks.com.au/TasNetworks/media/pdf/customer
engagement/TasNetwork€ustomerEngagemenframeworkvl.pdf

¢tKS ¢{./ 20aSNPWSa GKIFIG ¢FrabStég2N1aQ NBaLRyaSa
activities sometimes but not always resin a favourable outcome from a customer perspective.

Two examples ariin Box2 below.

Box2: Examples of TasNetworks' respse to cistomerfeedback

Favourable response

Issueg Delivering services for the lowest sustainable ¢Bstposal, p 80).
Customerfeedbackg Customers continue to reinforce the expectation that we continue to operate
our business as efficiently psssible, to drive good outcomes for customers today and into the
future.

TasNetwork§Response @ NJA 2 dz& >  ordidipackageof rdeRshirg's3vill teduce transmissjon
and distribution revenues, in nominal terms over the forthcoming regulatory pebp&29.8 million
and $28.4 million respectively compared to our provisional Revenue Proposa.plans

That is ausefuldemonstration of listening to and acting on customer feedback.
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Unfavourable response
Issuec Metering servicesHroposal, p 199)

Cugomer feedbackg Some stakeholders expressed concern regarding the increase in metering
charges resulting from accelerating the depreciation of the metering HABse stakeholders noted
that the increase in metering charges may present difficulties émpte on low incomes who are
already struggling with electricity prices and cost of living pressures.

TasNetwork€Yesponsec We are proposing to fully recover our regulated metering capital costs|by
June 2024.

The TSBC suggests that this responsetigiieeping withthe€d 2 y OS Ny a 2F ¢ ab|S 62 N
who are most exposed to the increased charges

The TSBC notes the point made by CCP 13 in its presentation to the pubficafiostide 6, as
follows:

Directions and Priorities Paper (August 208y opportunity for consumer input but how well have
the changes since beexplained?

¢KS ¢{./ NBaLRyRSR (2 ¢l abSig2N] atanbnadeBdéral 2y a |y
requests for additional information to be provided in the Propogah. extract of some of those
requests and the TasNebrks response is provided Trablel below.

Tablel: TasNetworks response to TSB@missionon Directions and Priorities
Consultation Paper

Suggested Response in the proposal

¢KS ¢{./ &adzZa3Sada {K|Notincludedand notresponded to
proposal shoulgbrovide details of community
based network performance (reliability) and
that incentive schemes should be based on tf

performance
The TSBC wishes to understand more fully th Not in the proposat numeric detail only in the
drivers for the reduction irftransmission) RIN template but no supporting explanation

operating costs and the long term
implications/benefits of the reduction in asset
services expenditure

8 Consumer Challenge Panel, TasNetworks Public Foresentation,
www.aer.gov.au/system/files/TasNetworks%2eP0TasNetworks%20Public%20Forum%20Presentaticf8620
2010%20April%202018.PDF

9 www.tasnetworks.com.au/TasNetworks/media/pdf/customer
engagement/Direction%20and%20Priorities%20submissions%2020158BBSsiorTN-Directionsand-
PrioritiesConsultatiorPaper.pdf
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We look forward to understanding more abou Some e@tail included, but not about the slow
this projectian (.e.,advanced meter takeip) pace of advanced meter take up.

from the Revenue Proposal.
There is no evidence of where the $28 billion| Not includedand not responded to
benefits proposed in th&mart Grid Smart City
NB LJ2 NIi 2 NJ &K@ aveided cagex
($1.4 billion by B24) is reflected in
TasNetwork(Iorecasts

The TSBC seeks to understand in more detaj Not includedand not responded to
(from the Revenue Proposahen it is
releasedhow TasNetworks is positioning itse
to dealwith a range of foreseeable future
outcomes in order to avoid price shocks or
service degradation in the event of a significa
OKFy3asS (2 GKS SEA&GA
environment.

The TSBC suggests the above resposisggest there is scope for improvement in the overall
engagement process.

In Box3 on the next pagethe TSBC also provides the following commeeggarding its own
engagement with TasNetworks this Determination to date.

Ly adzYYFNBI GKS ¢{./ NBO23yAiT Sa IyR Olyz2¢fSR3S
and suggests there are opportunities to increase the value that engagement. Thevd&BGe
happy to work directly with TasNetworks to achieve that increased value.
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Box3: TSBC comments on itagagement with TasNetworks

Positive feedback
Consultation & engagement in general

I Improvements noted imccessibility of key staff.

1 Improvement noted in response times to queries, particularly at junior and mid
management levels.

9 Increasedelevance of materigbrovided.

Increased dpth and breadth of topis.

T LYLINE @S Ydpehitigoé ( B (i anklidoiReSdership by example from senior
management.

9 Active involvement from mid management level through to CEGiraeidding the
Chairman at the publiforum.

=

Inummang ¢ I & b S i ¢ 2 NdngagementiiasbsenzRIS impraed
Information dissemination

I Improvements noted irthe frequency, qualityandtimelinessof information.
I Active Involvement from junior level through to CEO.

Innovation

9 TasNetworks is seekirg use a range of inputsnd is sponsoring anketresearch,
workshopsandone on onesurveys.

Opportunities for improvement
Administration, recording and reporting

f There have been instance$ consumer proposalsot being progressed K Sy (i K S
FfA3dYy 6AGK ¢ &b S ixandpldthe €bnsanteBpoposal @ Gdeino ¥
regNBG&aé¢ LRtAOE F2N O2y a desSalkcorded ittie keyedhint i
meeting minutes, until reminded to do yo

I Consumer proposalwhich arenot explored or taken up, without any feedback as to
why.

The TSBC suggests that thos@dwvious leal to scepticismyvith the risk that consumers feel
that what has been promoted amgagemeniand consultation isthen seen as little more
thaninfomercials andhdvertorials2 NJ W32 Ay 3 (KNRdZAK (KS Y2i

Lack of evidence of the effect of consumer influence on asttadmes

1 There is little real evidence of consumer inputs and perspectives being represented
actual outcomes or changes (as noted above in the comments relating to the TSBC
feedback orcertain aspects of the Directions and Priorities Consultation Paper).
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3 Change, Transformation anddnsition

The nature of the changes occurring in electricity consumer choices around generating and storing
electricity at or near their homes and businesses will have a major impact on the prices paid by
those consumers who are not willing or able to implement the related technologies.

The Sydney Morning Herald, 25 April 281@&ntained the following report:

dThe rise of rooftop solar has helped drive down electricity costs for many Australians
but the head of the energy market operator warns those still on the grid have been
punished with higher prices.

"I am truly concerned over the issue of an econdoyjiass," Audrey Zibelman, the
head of the Australian Energy Market Operator, said at a Centre for Independent
Studies event this week.

"We do not want to invite an economic bypass," she said, "creating the haves and
the havenots."

As electricity networks the poles and wires still require a fixed, per customer
contribution to recover their capital, each electricity user is meant to pay an equal
share. However, when people defect from the grid by installing rooftop solar it
increases the proportional sts for those who still rely solely on grid power for their
electricity.

Ms Zibelman raised concerns over the number of Australians defecting from the grid.
While she supports the rising levels of solar rooftop installations and the increase in
renewable @ergy, she said it was important Australians remained connected to the
grid so that excess energy could be utilised and the power network better managed
as the energy sector undergoes a massive transition from its oldvapg@ower

system to a multdirectional energy network.

b2 KIiQa KIFLWLSYyAy3 Ay GKS LI2gSNI AyRdzaGNE Aa Ol
resources are coming down as they have the opportunity to use storage and solar,

but we would like them to stay part of the overall system so we can ege tih help

manage the system," she said.

"l think the fact that someone can leave the system because they can rely on their

26y NB&a2dz2NOSa A& | 322R GKAYy3a F2NI Iy AYRADAR
it means you have a smaller pot of peomeraintain the system.

"The concern is, when the system becomes uneconomic to individuals and they

oeLJ aa AG GKSy Ad ONBFriSa I RAANHzZIIAZ2Y (K (Q:

Ms Zibelman said solar had not eliminated peak load on the network rather moved it
to later in the day, from the afternoon to later at night, but with better management
of the system the energy could be utilised throughout the day.

"The objective ... is how to make the energy system we have more econdiriial.
one system and we wanbtwork in the best way possible," she said.

10 \mww.smh.com.au/business/theconomy/im-truly-concernedaemo-chiefwarnson-rooftop-solar
20180424p4zbg0.html
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The head of energy transmission company TransGrid, Paul Italiano, said the rise of
rooftop solar was paving the way for the future but there needed to be tariff reform
to better reflect how energy was being usadcach home.

"The people this impacts the most is anyone who lives in rental odeiggity
housing, or lacks the financial means to pay for it," Mr Italiano said.

"Typically, the most vulnerable have the least flexibility."

Further, the ACCC commentesgtently:

oHowever, the vast majority of consumers are still on a standard tariff comprised of
a fixed daily charge and a variable usage charge, and most retail products and
marketing are focused on pay on time discourithis dynamic suggests that foreth
majority of customers, retail innovation has not delivered substantial improvements
that help them manage their usage or materially improve the way they access
energygt!

In keeping with the trend of investment in battery storage identified in figurd5o0¢ | &b S g2 NJ a Q
Tariff Structure Statement, (Regulatory Control Period 1 July 2019 to 30 JunetkeZhergy

| 2y adzyYSNR ! dZAGNI €t Al 9y SNHE /2yadzYSNJ { SyiAayYSyid {d
following are you intending to purchase for your homefn8 y SE G MAwitlrtBefasgods& ¢
represented afFigurel below.

Figurel: Consumerslready having orconsideringsolar andstorage installations
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Source: Energy Consumers Austrdtiaergy Consumer Sentiment Sun@gcember 2017

1 ACCC, Retail Electricity Pricing Inquiry, Preliminary Report, 22 September 2017, p. 101.

2 Energy Consumers Australinergy Consumer Sentintesurvey, Dec 2013, 30 available at
http://energyconsumersaustralia.com.au/publication/energgnsumersentimentsurveyfindingsdecember
2017/
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Despite the relatively poor performance of solar generation in Tasmania compared to mainland
states, Tasmanian small businesses areasgnted in the survey results shownFigureland many
are actively exploring local generation and off grid options.

The TSBC considers the commentshe AEMO CEO and the ACCC noted above are indicative of a

GSNE NBIf GKNBIFG G2 @I t dz\ c@rbination &f ¥ié ofritimuidgs. St SOG NR C
reduction in the cost of local generation and storage, and a lack of response to the desire of

electricity consumers, including small business, to manage their electricity costs after a period of

substantial price rises, is cause for concern.

z

¢CKS ¢{./ SYR2NBRSA ¢FrabSig2N1aQ IR2LIGA2Y 2F (KS ¢

Electricity NetworkJransformation Roadmap in developing the TasNetworks vision for. 2025

As we noted in our response to the Directions and Priorities Consultation PaherTSBC is
concerned at the pace of change at which TasNetworks is progressing towards its 2025 Vision

TheSmartGrid SmartCitstudy#was a $100 million Federal government initiative which reported in
July 2014 and included a range of studies and trials ar@madrtGriddeployment, including
advanced metering technology and tariff trials.

A key outcome of the study was the publicatiorfinflings and documentation of insights leach
from implementing smart grids during the trial periosl

The TSBC is of the view that accessing the results and learnings fr@m#nmGrid SmartCityial or
similarwould enable TasNetworks to accelerate deployment of the technologies necessary to
progress to its 2025 Visiomypplying theSmartGrid SmartCitgarnings, refining as necessary, and
progressing to implementation at a more rapid pace than isesuly the casewould be useful.

Unless the pace is quickened there is a risk that the rate at which customers adopt energy
G§SOKy2t23ASa 9gKAOK R2 y2i Ay@2t @S || NBtAIFIyOS 2y
the corresponding grid technolazs.

Should that occur, the rate of defection from the grid aikelerateas will the rate of economic

bypass identified bythe head of the Australian Energy Market Opera@s noted above, which

g2dZ R 0SS | af2asS f 2asé twarks andzitsishagehbBer, he Tabm@miza G 2 Y S N& >
Government, and would lead to higher prices for those customers who remain grid connected.

13 hitps://www.tasnetworks.com.aul asNetworks/media/pdf/customer
engagement/Direction%20and%20Priorities%20submissions%2020158uBB s siofil N-Directionsand-
PrioritiesConsultationPaper.pdf

14 http://smartcitiesappg.com/wpcontent/uploads/PDF/SmartGrid.pdf
15

http://webarchive.nla.gov.au/qov/20160615043625/http://www.industry.gov.au/Energy/Programmes/Smart
GridSmartCity/Pages/Additionalinformation.aspx

Tasmanian Small
Goanna Energy Business Council
Consulting ceieed piyLid

Uniting Small Business


https://www.tasnetworks.com.au/TasNetworks/media/pdf/customer-engagement/Direction%20and%20Priorities%20submissions%202015/TSBC-Submission-TN-Directions-and-Priorities-Consultation-Paper.pdf
https://www.tasnetworks.com.au/TasNetworks/media/pdf/customer-engagement/Direction%20and%20Priorities%20submissions%202015/TSBC-Submission-TN-Directions-and-Priorities-Consultation-Paper.pdf
https://www.tasnetworks.com.au/TasNetworks/media/pdf/customer-engagement/Direction%20and%20Priorities%20submissions%202015/TSBC-Submission-TN-Directions-and-Priorities-Consultation-Paper.pdf
http://smartcitiesappg.com/wp-content/uploads/PDF/SmartGrid.pdf
http://webarchive.nla.gov.au/gov/20160615043625/http:/www.industry.gov.au/Energy/Programmes/SmartGridSmartCity/Pages/AdditionalInformation.aspx
http://webarchive.nla.gov.au/gov/20160615043625/http:/www.industry.gov.au/Energy/Programmes/SmartGridSmartCity/Pages/AdditionalInformation.aspx

TasNetworks Regulatory Proposal, 2218to 202324 May 2018

CAPEX

G E Tasmanian Small
Business Council
COESElIt‘IllE a n e 'P.tg_x Uniting Small Business



TasNetworks Regulatory Proposal, 2218to 202324 May 2018

4 Capital Ependiture (Capex)
Ly GKAa asSo0iArzy 6S 02YYSyd 2 ytratsmisshoSanddstdutio? O LIS E

4.1 TRANSMISSIAGBAPEX

We turn firstly to the capex proposals for the transmission network.

4.1.1 General observations

Increases in the value of regulatory asset bases (RABs)across the NEM, and the flow on effects into
the prices casumers pay for electricity, have been the subject of intense scrutiny over the last 12
months and have been the subject of a range of commentary and reporting, including by the ACCC
(Retail Electricity Pricing Inquiry, 2017), and the Grattan Institutev(Cio the Wire, March 2018).
Increases in the value of network RABs has contributed materially to electricity price increases over
the period 2006 to the present.

In the case of TasNetworks and its predecessor, Transend Networks, the increase in tbe RAB f
transmission assets between 2006 ($979 million) and 2017 ($1.421 billion) amounted to $442
million, as shown ifrigure2.

Over the current regulaty period, 201415t0 2018v p> G KS @I f dzS 2F ¢ abSid g2 N
is projected to remain relatively stable, with a closing RAB value at 30 June 2019 of $1.467 billion in
nominal terms.

By the end of the regulatory period which is the subject @6 Bubmission, June 2024, the value of
the RAB for transmission assets, excluding contingent projects, is projected to be $1.626 billion in
nominal terms after allowing for inflation at 2.45% annually (sogqré@asNetworks document

TN103, PTRM model).

Thepast growth in the alue of TasNetworiransmission assets is shownHRigure2.

Over the perio2006 to 2017 peak demand, actual and forecass, shownFigure3, was virtually
flat from 2009, after rising until 2008.

The period from 2006 to 2014 was one which involved massive capital expenditure, averaging
$127.5 million per year (TasNetworkeansnission Revenue and Distrioh Regulatory Proposal,
20192024, p87), on the basis of grossly overestimated demand forecasts.

The resulting ovemvestment translates to consumers paying more than they should for the

transmission services they receiggven that around 50% of network charges are derived from the

value of the RAB multiplied by the allowed WACC (rate of return) and depreciation. The over

investment can be expected to be corrected over time, however the combination of a revenue cap
andtheN2 f f F2NBFNR ol aasSiv Y2RSftf YSlIya O2yadzySNa:zZ
any overinvestment.

Tasmanian electricity consumers, including small business, are paying for the overinvestment and
will continue to do so for the remaining life thfe relevant assets, at around 40 years.
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Figure2: Transmission assets RAB value (June 2017 $000)
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Figure3Y ! 9ahQa ¥F2NBOI & (on tBeyTdshahiin netdorka dzY LI A 2 Y

14,000

12,000

10,000

Operational Consumption (GWh)

8,000

6,000

4,000 s 2016 - Strong = == 2015 -High
2016 - Neutral w— == 2015 - Medium

2,000 2016 - Weak 2015 - Low

Actual

2006
2007
2008
2009
201
201
201
201
201
201
201
201
201
201
202
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030

2031
2032
2033
2034
2035
2036

Source: TasNetworks Transmission Revenue and Distribution Regulatory Propos202419 71.

The TSBC notes the average remaining life of transmission assets dfa@ét(vorks Transmission
Revenue and Distribution Regtday Proposal, 201§ 2024,.p83), against an expected remaining
average life of closer to 50% for a business managing a mature portfolio of electricity transmission
assets.

¢labSheg2aNy1aQ OF LAGEE SE LIS y2RM tegaNBry pefdvtedzhtdNid Y Sy (i &
assessed against that backgrountihe TSBC expects that the previous -éweestment provides
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considerable scope for a winding back of capital expenditure programs, continuing the trend evident
from 2011.

The TSBC notes the downward trendramsmission capex actual expenditure from 2012 (Sigeire

4), to a level of less than half the allowed depreciatio@di415and201516, and alsaotes the
substantial gap between capex which was approved (and incorporated into network charges) versus
actual capex spend during the current regulatory period (2014 to 2019).

Figure4: Capital expenditure transmission assets
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Source: Goanna Energy Consulting from AER RIN data

4.1.2 Projected capital expenditure

Over the 20120 to 202324 regulatory period, transmission capex is projected to be $260.6 million
(June 2019 $ terms), compared to regulatory depreciation of $313 million and capex of $211.3
million for the current (2014 to 2019) regulatory period (shawn
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Figureb).

The TSBC notes the significant shift from development expenditure (connection and augmentation)
over the period 2009 to 2014 compat¢o the current 2014 to 2019 and forthcoming 2019 to 2024
periods.

The TSBC would expect to see a relatively stable level of repex (renewal or replacement expenditure)
in a mature network business, however that is not the case for TasNetworks, withditypen
varying from around $13 million in 204% to over $50 million in 20222.

The reason for, and the appropriateness of, that variation is a matter which the TSBC believes should
be the subject of careful scrutiny by the AER when making its detetiona
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Figure5: Overview of actual and forecast transmission capital expenditure (June 2019 $m)
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Source TasNetworks Transmission Revenue and Distribution Regulatory Proposat, 2004 Figure 8.3

The TSBC notes that thalue of the transmission RAB is projected to increase by $160 million from
$1.467 billion to $1.627 billion over the forthcoming regulatory period 2849, roughly in line with

inflation.

There is no evidence that TasNetworks is seeking to increaasitization of its existing assets and

defer capital expenditure, which would, in itself, reduce transmission charges. The opportunity to do

so is reflected in the current average remaining life of transmission assets, at 76%

4.2 OOMMENTS OBLEMENTS GRROPOED TRANSMISSIABAPEX

2SS 02YYSyl o0St2¢ 2y GKS YIAy StSyYSyiaa
augmentation, information technology (IT) and contingent projects.

4.2.1 Augmentation capex

The TSBC is not able to access information which wemaddle it to make a judgement about the
utilisation of transmission assets but suggests that total demand served by the transmission system

compared to the total value of transmission assets provides an approximate guide.

Figure2 andFigure3 above provide a guide to the change in the utilisation rate of TasNe#wark
transmission assets, which would be expected to show a substantial reduction over the period 2006

to 2024 (inverse to the increase in asset values).

The TSBC expects therefore that the need for augmentation capex in the period 2019 to 2024 would

@F

0dKS

be clase to zero, which accords with the 2019 to 2024 proposed augmentation capital expenditure,

with the exception of the dynamic reactive power device at the Georgetown substation, to be

constructed over the 202Q1 and 202122 financial years.

16 TasNetworks Post Tax Revenue Model (PTRM).
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The TSBC notéisat the associated $15 million (approximate) expenditure will be subject to the
l9wQa wS3dz I (2NB Ly &RET).YHe FSBC anfeistands thatheyfr@ild A 4 & A 2 Y
beneficiaries of that expenditure would be Hydro Tasmania, the Bell Bay alunsnieitter and

Basslink.The benefit to TasNetwoskbroader customer base would be minimah undertakingthe

RITT analysite AER shouldetermine an appropriate apportionment of costgat recognises the
WoSYSTFAOAINE LI &8aQ LINAYOALX So

4.2.2 Informationtechndogy

Proposed transmission capital expenditure includes investments in network control, asset
management systems and IT and communications, all of which are part of a broader classification of
data management and information systentsxpenditure accordipto that clasification is shown in
Table2.

As shown irmable2 on the next page, ioposed capital expenditure over the five years 2019 to 2024
is $24.9 million, which compares to $42.0 million for the period 2009 to 2014 and $40.0 million for
the period 2014 to 2019.

The reduction shown ovehe three periods is welcome, however it is appropriate to consider

OF LAGEE SELISYRAGAZINE Ay GKA& OFGSI2NE F2NJ ¢l abSic¢
together, on the basis that one driver for merging the distribution component of Aurora ¥métig

Transend Networks to form TasNetworks was the synergies between the two businesses and a

reduction in operating and capital expendituggx CdzZNJi KSNJ STFFAOASy Oé Il Aya gA
as the new company rationalises duplicate systems and firadter ways of delivering services to its

Odza G 2'Y SN& ¢

It is therefore appropriate to consider expenditure on data management and information systems
for transmission and dtribution businesses combined-his is included in the section diegy with
distribution capex at &ction4.3

4.2.3 Contingent projects

CKS ¢{./ Q&2 dz0VABSABEN]L AQ S5ANBOGAZ2Y YR 7) NR 2 NA (A
commented:

The TSBC notes the number and scale of transmission contingent capital projects
(p19) totalling $768M, and the trigger events which would need to occur before any
of those projects moved from being contingent to part of the capital expeeditur
program.

¢CKS ¢{./ &adaA3sSada GKS OGNARIISNI 2F LI aaray3a GKS
include an analysis of costs and quantifiable financial benefits which will accrue to

each section of the Tasmanian electricity customer base, and that theproje

approval process should ensure that audited benefits exceed costs for any approved

project.

" Tasmanian Transmission Revenue Proposal, Regulatory contimd geJuly 2014 30 June 2019, p. 87.
18 https://www.tasnetworks.com.au/TasNetworks/media/pdf/customer
engagement/Direction%20and%20Priorities%20submissions%2020158uBBRdssiofAl N-Directionsand-
PrioritiesConsultatiorPaper.pdf
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Table2: Data management and information systems capex

Transmission IT capex

2009-14 2014/15 2015/16 2016/17 2017/18 2018/19  2014-2019 2019/20 2020/21 2021/22 2022/23 2023/24 2019-202¢
Network control 9.0 0.5 3.4 0.8 1.9 2.4 9.0 0.9 0.5 0.7 0.7 0.4 3.2
AMS 9.0 11 16 16 2.0 17 8.0 18 15 14 15 1.0 7.2
Operational support 18.0 1.6 5.0 2.4 3.9 4.1 17.0 2.7 2.0 2.1 2.2 1.4 10.4
IT & comms 24.0 1.7 4.6 5.4 6.5 4.8 23.0 3.0 3.5 3.0 2.7 2.3 14.5
Total transmission IT 42.0 3.3 9.6 7.8 10.4 8.9 40.0 5.7 5.5 5.1 4.9 3.7 24.9

Source: TasNetworks Transmission Revenue and DistribRégulatory Proposal, 2012024
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The Transmission Revenue and Distribution Proposal includes updated financial information
concerning the contingent projects, plus an additional fifth project, North West 220kV
redevelopment, with arestimated cost of $80 million.

¢KS d2aGFt SadAYIFIGSR O02aid 2F GKS FTAQS O2yidAay3asSyi
of the cost of a second interconnector has already increased by nearly $100 million, from $458
million to $550 million.

TS OF LISE G tdzS 2F O2yiAy3asSyd LINRP2SOGa NBLNBaSyls

projected as atlune 2024 of $1,626 billion, and, assuming they were all incorporated into the RAB,
couldconceivably increase TasNetwsfltansmission revenueand charges by a similar percentage,
that is around $90 million per year, based on projected smoothed transmission revenue
requirements of around $154 million per yeldr

Li Aa GKS ¢{./ Q& dzyRSNEGIYRAY 3 {Klbyigehefaion TA S O2y

development. The TSBC therefore expects that thelRliocess will identify the relevant
beneficiaries and allocate costs accordingly.

The first of the contingent projects listed in the Transmission Revenue and Distribution Proposal,
involving an estimated capital cost of $1.1 billion, with 50% or $550 million to be borne by
TasNetworks (with an annual operating cost of $8.35 million, assuming similar cost sharing
outcome), is a second Bass Strait interconnector.

The TSBC notes the refecenin the Transmission Revenue and Distribution Proposal to the April
2017 study by Dr John Tambiymto the feasiblity of a second interconnectoiThe report
recommends at page 72):

X 0KS ¢lFravYlryAly D2@SNYyYSyid RS@ft2L) I RSOl AT
Tasmanian interconnector when ongoing monitoring establishes that one or more of
the following preconditions has been met:

1. The Australian Energy Market Operator, in consultation with Hydro
Tasmania and TasNetworks, concludes in a future National Trssiem
Network Development Plan that a second interconnector would produce
significant positive net market benefits under most plausible scenarios.

2. Additional interconnection is approved for construction between South
Australia and the eastern states.

3. A mderial reduction occurs in Tasmanian electricity demand.

TasNetwork&suggest at page 106 of the Transmission Revenue and Distribution Proposal that:

Q)¢
Q)¢

¢CKS LINPLR2A&ASR GNAIIASNI S@Syld F2NJ GKS !'9wQa |

servicewould be:

1(a) Successful completion of a RiTor

1(b) A decision by a government, governments(s) or regulatory body that results in a
requirement for a second Bass Strait interconnector.

P TasNetworks Transmission Revenue and Distribution Regulatory Propo$8ag 2024 p. 187.
20 Feasibility of a second Tasmanian Interconnector, Final study, Dr John Tamblyn, April 2017
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2. TasNetworks Board approval to proceed with the pragetiject to the AER amending
the revenue determination pursuant to the Rules.
¢tKS ¢{./ y20Sa 6A0GK O2y OSNYy (i-608dititha ahdtBeNpioposes
trigger events, on the basis that trigger event 1(b) could be subject to poiittuat, rather
demonstration of genuine benefits to consumers.

N>

0S¢

ABC news reported on 24th November 2017 that a $20 million business case study into a second
Bass Strait electricity cable is to be jointly funded by the Federal and State governments and is to
look at the route, capacity, cost and timeframe to build a second cable connecting Tasmania to the
mainland. The TSBC understands that considerable resources, including those provided by
TasNetworks, have already been allocated to the task.

The exenditure included in TasNetwoskRegulatory and Revenue proposal is $550 million, which
g2dzf R NBadzZ G Ay | mm: AYONBFaS Ay ¢FabSig2N]aQ v
implications for return on and return of capital, plus annual operating costs.

The resulting increase in network revenue would translate to an annual cost burden in the order of
$45million per year.

The benefits would be largely invisible to consumers, but the impact on electricity prices would not
be. The TSBC therefore requeststtimformation concerning the impact on prices should be made
public and become part of the public discussion around the merits or otherwise of a second
interconnector.

That information would include:

1 Updatingfigures 910, 15.4 and 15.% the Transmission Revenue and Distribution Proposal
document pages 19, 20, 189 and 120 include the projected impact of including
contingent project 1, based on a 50% cost sharing arrangement;

1 Updatingfigures 910, 15.4 and 15.% the Transmission Reveawand Distribution Proposal
document pages 19, 20, 189 and 1@0 include the projected impact of all contingent
projects;

1 In addition to the average price impacts as presented, identifying the cost impact (network
charges) to small business customerns a

1 Extending the information presented as discussed above to any regulatory periods where
capital expenditure related to the contingent projects will be incurred.

4.3 DISTRIBUTIOBAPEX

In this section we discuss the TasNetworks capex forecasts for itbulistn network, commencing
with some general observations, before turning to some specific parts of the proposal.

4.3.1 General observations

A noted inSectiord.1above increases in the value of network RABs has contributed materially to
electricity price increases over the period 2004 to the present.

In the case of TasNetworks and its predecessor, Aurora Energy Networks, the increase in the RAB for
distribution assets over the period 2006 ($1.143 billion) to 2017 ($1,688 billion) amounted to $545
million, as shown iifrigure6 below:
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Figure6: Distribution assets RAB ($000 June 17)
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Over that period, total demand was relatively flat, as noteéFigure3 above.
1aasSaid dziAftAalGAz2y | ONRPaa ¢ abdbfllénaéhdderady infkeh a i NA 6 dzd A

years, from 56% in 2007 to 34% in 2017, and has fallen at a greater rate than other networks in the
NEM, as shown in

Figure7 below.

Figure7: Distribution assets utilisation
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Source: Goanna Energy Consulting frafeR RIN data
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TasNetwork€RAB value of distribution assets compared to utilisatate s shown irFigure8
below.

Figure8: Distribution assets RAB v utilisation
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Source: Goanna Energy Consulting fid®ER RIN data

The TSBC contends that, similar to transmission assets, there has been a massive over investment in
distribution assets, between the period 2009 to 2012, with no corresponding increase in service
experienced by electricity consumers. Total demand untiB208s increasing, but declined and then
flattened from that point.

Distribution network performance for the period 2006 to 2017 improved slightly, as can be seen in

2 Tasmanian Small
Goanna Energy Business Council
Consulting ceeee pyLid

Uniting Small Business



TasNetworks Regulatory Proposal, 2218to 202324 May 2018

Figure9 but that improvement does not reflect the corresponding increase in asset values.

Tasmanian Small
Goanna Energy Business Council
Consulting ceeed pyLid

Uniting Small Business



TasNetworks Regulatory Proposal, 2218to 202324 May 2018

Figure9: TasNetworks distribution asset performance
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It is with considerable concern therefore that the TSBC notes a further round of large increases in
distribution capital expenditure, with a total spend of $738.8 million requested over the five years of
the 20192024 Regulatory Proposal, compared to actual Bordcast expenditure for the preceding

five years, 20145 to 2021819, of $569.2 million, an increase of $169.6 million when forecast
demand is flat.

¢KS OFLMAGIE SELISYRAGIINE LINR T AdpBserfe@ NI ¢ abSig2N] ac
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Figure1O below.

The TSBC can see no justification for the scale of the proposed2204®stribution capital
expenditure program. At an average of $160.8 milli@r pear, that level of expenditure is $44.1
million per year above the average annual depreciation allowance, on an alreadintiasrd RAB.

An efficient level of asset replacement would be expected to be no more than the allowed
depreciation.

The valuef the distribution RAB is projected to increase by $459 million from $1.756 billion to $2.215
billion (nominal dollars) when demand is expected to be flat.

Electricity consumers will therefore face an increase in network charges as a result of thefcosts
return on and return of the additional RAB value, in the absence of offsetting reductions in either
operating expense or the allowed rate of return.

Tasmanian Small
Goanna Energy Business Council
Consulting ceieed piyLid

Uniting Small Business



TasNetworks Regulatory Proposal, 2218to 202324 May 2018

FigurelO: Average distribution capex ($m 2019)
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4.4 OOMMENTS OBLEMENTS GRROPOSEDISTRIBUTICBAPEX

In this section, we comment on some specific elements of the distribution capex forecasts, namely
renewal capex and IT.

4.4.1 Renewal capex

Against the background of the signdit increase in the distribution RAB over the period 2009 to 2013,
the TSBC questions the need for a further round of increased renewal (replacement) expenditure over
the 201924 period. The requested spend over that period is $463 million, comparedttprévious

five year period spend of $302.1 million, an increase of 53%.

TasNetworks suggest the increase is driven by the need to manage safety risks, including expenditure

directed to pole staking and vegetation management.

The need for significant cédpl expenditure in vegetation management is of concern given that
previous regulatory determinations have included expenditure to upgrade vegetation management

LIN OGAOSa

FYR Y2@S FNRBY

GONRYYAYy3é NBIgYS (2

significant up front expenditure in order to reduce annual maintenance €osts
Consumers should not be expected to pay more than once for the transition from ad hoc to
strategically managed maintenance regimes.

Given the degree of over investmegiteady evident in the distribution asset base, the TSBC does not
believe the increase in replacement capex as proposed can be justified, and expects the AER to
significantly reduce the allowed expenditure.

2L For example,

https://www.aer.gov.au/system/files/AE038%ZB20Management%20P1an%202011%2P0Vegetation%20

Management.pdf
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4.4.2 Informationtechnology

As noted at section n.3,2he TSBC considers it is appropriate to consider investments in network
control, asset management systems, IT and communications as part of a broader classification of data
management and information systems.

For the distribution business, related cagiexpenditure is as shown belawTable3 for the current
andforthcoming regulatory periods.

The TSBC notes that distribution IT capital expeneliproposed for 20124, at $125.9 million, has
increased by $15.4 million, from $110.3 million in the previous regulatory period, an increase of 14%.

IT and comms expenditure is proposed to increase by 32% from an already high $78.5 million.

The TSBCnBta | LINBQPBA2dza NBFSNBYyOS (2 L¢ SELISYRALGdING
2017. At page 121:

G! dzZNBP NI KIFIR RS@St2LISR I O2YLINBKSYyaA@dS aOKSRdZ
requirements derived from the Aurora IT Strategy 202912 and the Marement

lAff L¢ {GNIGS3Ae wSOASSG odal NOKXBYGO GIKAEAE wSOA !
G2NBFYAOE LINBANIY 2F 62N] X O2YLINRAaAaAYy3d wmon LI «
NEOASGSR o6& SEGSNYIf O2yadzZ (lyias LI e&Ay3a &LIS
enterprise architecture. Enterprise Architects Pty Ltd (Enterprise Architects) was

engaged by Aurora to perform this architectural analysis and to develop its

SYGSNIINAAS | NOKAGSOGdz2NE o6l aSR L¢ aAGNIrGS3e F2I

XXod | {2 G loh ($2P0810 excledihgescélationt dnd overheads) is
forecast to be required within this category spread over 10 line items across one
overall subcategory; IT and communications. This expenditure profile varies
moderately throughout the Regulatory ControS NR& 2 R ¢ @

Aurora and TasNetworks have between them invested in several changes to IT platforms.

The TSBC contends that consumers should not be expected to pay more than once for major changes
in strategic direction related to IT infrastructure. Sutanges invariably accompany changes in
relevant senior executives or occur as a result of mergers, acquisitions or disaggregation.

Judicious selection of IT platforms results in deployment of systems which are capable of being
continuously upgraded ovem extended period (twenty years), without the disruption and cost which
accompanies replacement of entire platforms, particularly tier 1 enterprise systems.
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Table3: Distribution ITcapex

Distribution IT capex

2014/15 2015/16 2016/17 2017/18 2018/19 2014-2019 2019/20
Network control 3.8 2 0.8 3.3 2 11.9 0.8
AMS 0.7 1.3 23 12.9 2.9 20.1 3.9
Operational support 4.5 3.3 3.1 16.2 4.9 32.0 4.7
IT & comms 7 19.4 24.8 15 12.3 78.5 20.7
Total distribution IT 11.5 22.7 27.9 31.2 17.2 110.5 25.4

2020/21 2021/22 2022/23

0.8 0.8 0.5
4.3 4.4 4.1
16.4 10.4 27

20.7 14.8 31.1

2023/24
2.4
2.2
4.6

29.3

33.9

2019-2024
5.3

16.8

22.1

103.8

125.9

Source: TasNetworkEransmission Revenue and Distribution Regulatory Proposal; 2024
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4.5 TOTAICAPITAEXPENDITURE ARAB

The illustrative transmission and distribution combined RAB values, from 2006 to 2017, ($2017) and
from 2018 to 2024 ($2019 nominal),eashown below irfFigurell.

The increase in the value of the combined RABs over that period is over $1.5 billion, or around 75%.

The increase in thgalue of the RAB is locked ¢rwith return on and return of capital making up
around 50% of network charges, which in themselves make up around 50% of consumer electricity
bills.

The implications of the scale of that increase to Tasmanian electricitguooers, with demand
essentially flat across the entire period, are obvious, and of themselves would contribute, all other
elements of electricity prices remaining the same, to a 25% increase in electricity prices.

In the event that one of the contingeprojects noted above, the second interconnector, with a cost

to TasNetworks currently estimated at $550 million, were to proceed, the value of the total
TasNetworks RAB will have doubled since 2006, with demand still flat, and the price implications for
electricity consumers even more dramatically negative than they already are.

Figurell: RABvalue - transmission andlistribution ($m, 2017)

RAB value T & D ($ million, $2017 )
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Note: TasNetworks Regulatory Propo®ail2018-2024, discounted from $2019 to $2017
Souce: AER RIN data to 2017, TasNetworks PTRM 2018 to 2024

4.6 TOTAUTEXPENDITURE

Total IT expenditure for transmission and distribution combined is expected to be $150.5 million in
the current regulatory period, and $150.8 million in the 2&®regulatory period, a total of $301.3
million over ten years, as shownTiable4 on the following page

9ELISYRAGIINB 2y aL¢ FyR O2YvYaé | ONRPaa G(KS (o2
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Table4: Transmission and distribution IT capex

May 2018

Transmission IT capex

2009-14 2014/15 2015/16 2016/17 2017/18 2018/19 2014-2019 2019/20 2020/21 2021/22 2022/23 2023/24 2019-2024
Network control 9.0 0.5 34 0.8 1.9 2.4 9.0 0.9 0.5 0.7 0.7 0.4 3.2
AMS 9.0 11 16 16 2.0 L7 8.0 18 15 14 is 1.0 1.2
Operational support 18.0 1.6 5.0 24 3.9 4.1 17.0 2.7 2.0 2.1 2.2 1.4 10.4
IT B comms 24.0 1.7 4.6 5.4 6.5 4.8 23.0 3.0 3.5 3.0 2.7 2.3 14.5
Total transmission IT 42.0 3.3 9.6 7.8 10.4 8.9 40.0 5.7 5.5 5.1 4.9 3.7 24.9
Distribution IT capex
2014/15 201516 201617 201718 2018/19 2014-2019 2019/20 2020/21 2021f22 2022/23 2023/24 2019-2024
Network control 3.8 2 0.8 3.3 2 11.9 0.8 0.8 0.8 0.5 2.4 5.3
AMS 0.7 13 23 129 29 201 3.9 3.5 3.6 3.6 22 16.8
Operational support 4.5 3.3 3.1 16.2 4.9 32.0 4.7 4.3 4.4 4.1 4.6 22,1
IT & comms 7 15.4 24.8 15 12.3 78.5 20.7 16.4 10.4 27 29.3 103.8
Total distribution IT 11.5 22.7 27.9 31.2 17.2 110.5 25.4 20.7 14.8 31.1 33.9 125.9
Total TansNetworks IT 150.5 150.8

Source: TasNetworks Transmission Revenue and Distribution Regulatory Proposa024919
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For asset management systems (AMS), expenditure of $28.1 million frorAl204#! be followed by
a further £4 million from 20124.

The TSBC contends that it is not possible to justify the level of expenditure proposed at more $1,000
LISNJ Odza 2 YSNJ 2@0SN) Sy &@SIFNBRZI IABSY ¢lFabSisg2N]aq
urges the AER to scrutinise theoposed expenditure with the assistance of experts competent in the

field, in order to determine an appropriate amount for consumers to pay on the basis that systems

are fit for purpose and have not been the subject of poor management decisions, foraanstimers

should not bear the costs.
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5 Operating & Maintenance Expenditurédpex
28 02YYSyid 0Sf2¢ 2 yhgant man®race exjledditeopekISrdasts.
5.1 OVERVIEW

TasNetworks is proposing a combined total opex of $593 million ($ 2019) for its forthcoming
regulatory period (compared to $595.6 million expected in the current regulatory periods). This
comprises $187.1 million for its transmission network (compareblli®8.5 million expected in the
current regulatory period) and $405.9 million for its distribution network (compared to $407.1
million expected in the current regulatory period). The change from the current regulatory period
represents a modest real redtign of $2.6 million{0.4 per cent) for its combined network, made up
of $1.4 million {0.7 per cent) for transmission and $1.2 millied.8 per cent) for distribution.

Whilst the modest reductions are welcome and demonstrate an ongoing commitment by
TasNetworks to reduce its opex, in our view, they are not as challenging as they could be.

Furthermor& A G A& F LI NBYyd FTNRBY CAIdzZNBE dpdPo O0GNI yaYAa:

Proposal that, following a period of useful reductions in op@sNetworks has now entered a phase
of being satisfied with quite modest future reductions.

¢tKS ¢{./ NBYlIAya O2yOSNYySR Ii (G(KS &adzmadl yaalf
transmission and distribution and the impact they will have on netvpriges over the forthcoming

a A

NEIdz F §2NBE LISNRA2R® 2S5 y2iG8 ¢lrabSig2N1aQ 02YYSyi

and that they are the lowest expenditure consistent with the ongoing reliability and security of its
networks, but have remaining dbts about the veracity of these claims. We believe it is imperative

GKFdG GKS 9w NRodzaldfeée |yR (GK2NRdzAKE& GSad ¢l ab

CFabSi 62Nl 4Q 2LISE F2NJ 62GK GNIYaYA&aA2Y YR RA

notwithstanding some further modest falls forecast over the next regulatory period. gima
faciebasis alone, this is of concern to the TSBC as it indicates that TasNetworks appears to no longer
be pursuing opex efficiencies to the same extent. Thaigeu for efficiency seems to have abated.

At a general level, we remain concerned that certain aspects of the current regulatory regime and
the way the AER administers it are not well placed to deliver the most efficient and prudent opex
outcomes for netwrk businesses such as TasNetworks. This is a matter of significant concern as it
leads to network prices that are higher than they should be, bearing in mind also the significant
concern in the Tasmanian community about rising electricity prices. Videral® on this and
O2YYSyil FdzZNIKSNJ 6St2¢ 2y aLISOAFAO FaLlsSota 27

5.2 OPEXORECASTIM®PROACH

g K

daly

¢CKS 1'9wQd8 LINBFSNNBR | LILINDI OK SBepWaIBEHNBROI ¥ EA K2 RDLISE

TasNetworks has applied this methodit® opex forecasts for both transmission and distribution.

We have concerns with this approaahd its ability to deliver the lowest sustainable level of opex.
hyS AYLRNIFYyG O2yOSNY Aa (KFG GKS | LILINPgeOK A a
through the choice of a base year that represents this. However, this relies on the initial level of
opex chosen being efficient and it is not clear to us that this is the case. All that can be said in favour
of the approach is that it contains senncentives, along with mechanisms such as the Efficiency
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Benefits Sharing Scheme (EB&B)TasNetworks to reduce its opex to a more efficient level over
time and for consumers to share in the benefits of this.

In this regards, we note with somec@®Ny G KF G GKS FdzNIKSNJ NBRdzOG A 2
the next regulatory period, both for transmission and distribution, are due principally to internal
decisions by TasNetworks to include efficiencies or forego expenditure that have nothing tdido wit
GKS 1 9wQa I LILINR2I OK® LG OFy 06S aSSy FTNRBY CAS3
Proposal that if TasNetworks had not included these additional efficiencies and strictly applied the
AER methodology, then its transmission opex forecastldvhave been $4.5 million (or 2.5 per cent)
higher and its distribution opex forecast $19 million (or 4.7 per cent) higher.

We comment elsewhere in this submission on certain other aspects of the application of the method
G2 ¢rabSig2NLaQ LINRPLRAITfAD

5.3 TRANSMISSIORPEX

2S 02YYSyid o0St2¢g 2y GKS 1S@& laLsSoda 2F ¢labSig

5.3.1 Internally imposed efficiency factor

TasNetworks has imposed an additional real efficiency factor in its transmission opex of 0.5 per cent

y a

dzNE

in2026H m> F2ff26SR 6& ™M LISNI OSyild Ay GKS F2ft26Ay3
NBalLlyasS (2 O0dzai2YSNI O2yOSNya NBIFNRAY3I | FF2NRI 0

contribution to lowering its costs and responding to the concernigsafustomers, it is not clear why
TasNetworks settled on these numbers, nor why it imposed a lower efficiency fa@02@21 and

no efficiency factor i01920? We would therefore both urge the AER to closely examine the size
and timing of the TasNei#orks efficiency factor and TasNetworks to explain the detail behind how it
was determined. The impact of the factor in reducing opex is useful but perhaps not as sigagficant
it could be.

5.3.2 Base year costs

We note that TasNetworks previously proposed @Q7 as an appropriate base year for its
transmission opex in its Forecasting Methodology, but is now proposing thatZ®bé used. It

says that this is because 2018 falls within the current transmission and distribution
determinations, whereas 20167 does not, and is the most recent year and therefore best reflects
its future recurrent opex. However, we also note that actual transmission opex forZ®is/
expected to be $4.4 million higher than the actual outcome for 202&nd therefore provids a
higher base level of opex for the forecas@ther things being equal, this would increase
transmission opex over the next regulatory period by $22 million.

Earlier on we expressed our concerns about the choice of a base year in setting an déficcot
21LSE YR ¢FabSié2N1aQ RSOAaA2y (2 OKFy3IS Ada
200dzNJ G KNRdzZAK GKS OK2AOS 2F | olFasS &eSIN®»w ¢KS
reasoning and its impacts on the level of forecgstx

TasNetworks has outlined the following reasons for its choice of-281(bur response is in italics):

1 Itis the most recent actual reported operating expenditure that will be available at the time
2F GKS !''9wQa FAYlIf RSOA&AAZ2Y D
0 Whilst this is truethis alone should not determine the year chosen.
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9 Itis representative of its underlying operating conditions.
o This is not to say that 20157 is not also representative and TasNetworks initially
chose this year.
9 Its selection is consistent with the sign of the incentive mechanisms, which provides a
constant incentive to deliver efficiency savings.
0 Presumably 20147 also does this and from a lowsase

We note that TasNetworks is not proposing any mecurrent costszero-based forecasts or
adjustments in the forthcoming regulatory period. Hence, these do not impact its transmission opex
forecasts.

5.3.3 Step changes

TasNetworks is not proposing any step changes in its opex forecasts for transmission, but appears to
haveleft open the door to do so. Its Proposal mentions the need to undertake a Regulatory
Investment Test (RIT) for its contingent transmission projects. We believe that TasNetworks

should be more transparent and indicate what this might cost and thak@beuld only increase to

the extent that Tasmanian electricity consumers will benefit from such profécts.

5.3.4 Output growth

¢FrabSig2Nla KrFa FLIWIXEASR GKS !''9wQa SO2y2YSGNRO
million impact on transmission ope&xer the term of the next regulatory period. In light of the
relatively small impact we do not comment further.

5.3.5 Real price escalators

TasNetworks has proposed real price escalators of CPI felabonr and slightly above CPI for
labour for both transngsion capex and opexX.heyhave a relatively modest $3.5 million (real)
impact on total business opex over the next regulatory perd we expect that the AER will
carefully scrutinise the reasons behind the increases.

5.3.6 Productivity growth

We notethatl y & LINRP RdzOGADAGE ANRBGgGK AyOfdzZRSR (G2 NBTESO

become a consideration if the AER adjusts the base year chosen by TasNetworks, whilst the impact
of economies of scale due to output growth is already capturatérgrowth factor discussed
6238 ¢labSig2NLaQ STFAOASYOe AYLINRGSYSyd Gt

5.3.7 Other asumptions

TasNetworks has included a number of additional assumption in is opex forecasts, namely, that its
base year opex is efficient, thdie historic relationship between asset growth and operating
expenditure will continue, that its provisions account holds static and that forecast productivity
improvements and resulting cost efficiencies are achieved. It notes that if these do not eeentua
there could be a material impact on opex, by which we read TasNetworks to mean that it could
increase above its forecasts (although the opposite is also theoretically possible, though far less
likely based on historical experience). Any such increasakl be of concern to the TSBC and
TasNetworks should be prepared to inform and consult with consumers if significant increases occur.

22The Proposal also mentions the System Security Market Frameworks Review and the Inertia Rule change and
similar reasoning applies to these.
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In relation to the continuation of the historic relationship between asset growth and operating
expenditure, we notehiat the TasNetworks Proposal is anticipating significant changes in technology
and consumer preferences over the next regulatory period and beyond. However, it is not clear
from the Proposal how this could impact on this assumption. Given what TasNstigork

anticipating, it should explain how this assumption will be impacted and clarify some of the
uncertainty.

Given that TasNetworks has chosen to impose an efficiency factor in its opex forecasts, which we
assume to be based on robust analysis, thisuhoeduce forecast productivity improvements and
cost efficiencies as a source of uncertainty in its opex forecasts.

We commented on the base year assumption earlier in this section.

5.4 DISTRIBUTIORPEX

We note that distribution opex increased substartiah 201617 by $24 million, or 31 per cent,
O2YLJI NBR (2 GKS LINBGA2dza &SI N ¢FrabSisg2N] aQ t

GhdzNJ AYONBIF 8SR SELISYRAGAINE KIa 0SSy ySoSaal

distribution network, such as the bushfire risks posed by vegetaspecially in
f AIKG 2F SELISNASYOSa AYyiSNRGFGS®E O6LIOMN U

We recognise that bushfires can present a significant risk not only to the network but also to life and
property, and support the need to ensure that these risks are well managed. Neverthedess,

believe that TasNetworks needs to provide further supporting information to the AER and its
customers on why such a significant increase in opex was justified. Moreover, it is of concern to the
TSBC that, whildflaintenance and Vegetation Managemergex has fallen since 26417, it

remains more than $10 million higher than its historical trend level over the entire forthcoming
regulatory period.

28 5St02YS GKIG ¢LFabSieg2N1aQ KIFa SELINBaaSR Aida
return to lower levels. We notiéss commentthat it is striving to deliver the required efficiency
improvements over both the course of the remainder of the current and the forthcoming regulatory
period, and also note its view that it will take time to furtheduce opex without compromising

network safety and performance. However, it is noteworthy that there is no evidence of further
reductions over the entire next regulatory period, wittaintenance and Vegetation Management

opex remaining at a level substally above its historical trend. TasNetworks needs to explain this
outcome more fully so that we can understand the reasons behind it and show more evidence that

its belief of lower future opex iactuallybeing realised.

Whilst TasNetworks has statéhat the increase in 20167 was at the expense of its shareholder,

not its customers, this is not the case for the ongoing higher level of this category of opex, which will
be paid for by customeaithrough DUOS charges. In our view, TasNetworks needs to show a greater
level of transparency and accountability to its customers on this matter.

NE
NJ

C

2S 02YYSyid o0St2¢ 2y GKS 1S@& [aLsSoda 2F ¢lLabSdagz
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5.4.1 Base year costs

TasNetworks has proposed that 2018 should be used as the base year for its distribution opex
forecasts. They argue that (our response is in italics below each point):

9 Itis the most recent year available for this determination.

o This is true but itsinot the only factor that should be taken into account in setting a
base year. In our view, it is more important for the base year to reflect the lowest
possible starting point for the opex forecasts.

1 It will be efficient as it is lower than its actuatpenditure for 2016L7.

0 We note thatopex in201617 was, however still very high On this basi£014-15 or
2015166 2dzx R aSié | Y2NB SFFAOASYGH o61Fa&asS F2NJ ¢l
2017186& ¢l abSGg2N] aQ 24y impacrdfthahigleyopex( A f £  NX
costs incurred i2016:17, which TasNetworks has said wi#reducel over time On
this basis alone, the distribution opex incurfed2017-18is not efficient.

1 Itis consistent with the design of the incentive mechanisms, lwwprovides a constant
incentive to deliver efficiency savings.

0 The samean be said for our alternative choices for the base year, suebldsl 5
or 201516.

1 Itis representative otheir underlying operating conditions for the current and forthcoming
regulatory periods

o0 The samean be said for our alternative choices for the base year, su2dlsl5
or 201516.

1 Itis important that the same base year should be chosen for transmission and distribution,
as resources in the merged business are able graie between the two networks in
response to particular needs and to drive efficient allocation of resources. If a different base
year were chosen for each network, the allocation of costs would not be considered from
the same starting point and the reling total operating expenditure allowance may be
materially higher or lower than the total operating expenditure requirements of the merged
business.

o0 We do not concur with this point. Whilst it might be desirable to use the same year
for both transmisin and distribution, we do not believe that this is essential. We do
y20 F3INBS 6A0GK GKS ¢l abSig2N]1aQ tNRLRAIf
choice of different years for each of its networks will be significant. In fact, the
choice of a comon base year that involved one side of the business having a higher
than necessary level of opex is far more likely to distort resource choices and would
have the added disadvantage of imposing higher costs on consumers. This appears
tobethecaseforlTa b SG 62 NJ 4 Q LIRBALE bENBidlly d9K2 A OS 2 F
distribution opex 201617 was still materially higher than trend.

2S (KSNBT2NBE KI @S 02y OSNYa 2@1k18&s a baseiybabfarisopek 4 Q LINE
forecasts and would prefer th&014-15 be usedor as a less preferred alternative01516.23 We

BTasb 62N aQ t NRLRalt alea GKFIG GKS& R220AABomB I+ NR (KS
sustainable, arguing that it would expose customers and the broader community to unacceptable reliability
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note that this would provide a base year for distribution opex somd&illion lower tharR017
18.

We note that TasNetworks is not proposing any necurrent or other operating costs ithe
forthcoming regulatory period. Hence, these do not impact its distribution opex forecasts.

However, TasNetworks is proposing to deduct three d®esed items from its opex amounting to $7
million per annum in each year of the next regulatory peridthese are its Guaranteed Service Level
(GSL) allowance ($2.9 million per annum), the Electrical Safety levy ($4 million per annum) and its
NEM levy ($0.6 million per annum). We note that these are essentially pass through amounts, which
we strongly urg should reflect only efficient and prudent costs, although the latter two are imposed
externallyto this Determination

5.4.2 Step changes

TasNetworks has forecast four step changes for its distribution opex in the next regulatory period
totalling $2.6 milliorper annum in each year of the period. Our comments are as follows:

1 We do not support the inclusion of $1.2 million per annum for additional ring fencing
obligations on the basis that TasNetworks has proposed to absorb the costs of some other
obligations(amounting to 50 per cent of these costs overall) and it is not immediately
obvious why ring fencing is treated differently?

1 Itis proposing $1 million per annum for increased expenditure on voltage management due
to additional distributed generation. i$ not clear why this is not being charged to the
distributed generation causing these costs?

1 TasNetwork$ave identified a demand management project that will enabte defer the
replacement of an aging transformerhis step change will increasts operating
expenditureby a small amount ($0.2 million per annurit they say thathe net effect of
this demand management initiative is to deliver savings to customafes support such
AYAGALFI0A@®SEa YR ¢St 02YS ¢ Dboteiabs@avinhsia We Ay Of dzi A
would welcome TasNetworks proposing other such initiatives if possible.

5.4.3 Output growth

TasNetworks is forecasting annual output growttbetween 0.34 to 0.39 per cent over each year of
the next regulatory period, with a cumulativest impact of $4 million. This approach is based on
forecast growth in ratcheted maximum demand, customer numbers and circuit length. We note the
relatively modest growth rate although the cumulative impact on opex is material and the
robustness of theutput growth forecasts and their costs should be established by the AER.

5.4.4 Real price escalators

TasNetworks has proposed real price escalators of CPI falabonr and slightly above CPI for
labour for both distribution capex and opex. We commentedtos in thetransmission opex
section abovdSectiorns.3.5).

and safety risks. However, they do not elaboratewhy they draw this conclusion and do not comment on
whether they consider this would also be the case for the somewhat higher opex expen2i@thih6.
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5.4.5 Productivity growth

TasNetworks is proposing to apply the same internally imposed efficiency fadteristribution
opex as for its transmission opex, that is, 0.5 per ce@020-21 followed by 1.0 per cent per annum
in each of the following three years. Our comments in relation to this and its productivity growth
forecasts for transmission opexatein Section5.3.6therefore also apply to its distribution opex.

5.4.6 Other assumptions

TasNetworks uses essentially that same other assumptions for distribution as it does for
transmission. We addressed our issues on these in relation to transm{S&otion5.3.7) and the
same points apply in relation to the distribution opex forecasts.
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6 Weighted Average Cost of Capital (WACC)

Ly (GKAa aSOiAazy 6S NBaLRyR (2 ¢lFabSig2N]aQ wS3dA
the rate of return, as measured by the Weighted Average Cost of Capital (WACC). We discuss the
lowQa wkidS 2F wSiddz2NYy Ddzh Ri§dctive/ tBSEWACK ramettefs 2aiiy R~ w - G &
beta, market risk premium, cost of debt agdmma and the overall WACC outcome.

6.1 THERATE ORETURMSUIDELINE

In July 2017 the Australian Energy Regulator (AER) initiated a review of the Rate of Return Guideline
andintroduced new process elements for the conduct of the review; one being the formation of a
Consumer Reference Group (CRG), on which the TSBC is represented.

LYy RSOARAY3I (2 T2 NWerdcéghize that the dedisBns w® makeyagdii® R &
actiorns we take in performing our regulatory roles and other activities affect a wide range of

individuals, businesses and organisati®fsThe Review is occurring in an environment of increasing
SYSNHE& LINAOSa (KI{d O2dzx R oS ¢RKSE ONALA LRI 1K &l yo SUSIyT T
severe on lowincome households, young families and energy intensive businesses including
agriculture, manufacturing and catering. Increasing network charges have been a significant

contributor to these unsustainable pes.

¢KS 'o9wQa fFrdSad GAYSOFotS AYRAOL GS%Dederberd G KS N
2018.

Concurrently, the COAG Energy Council in February 2018 released draft legislation to replace the
Rate of Return Guideline with a Binding Instrumnéhe legislation foreshadows the repeal of the
current Rules that guide the AER in making the Guideline, however the TSBC expects that the
Binding Rate of Return Instrument will closely reflect the revised Rate of Return Guideline.

The TSBC notes thaasNetworks has applied for and been granted an amendment to the NER such
that the current, December 2013, Rate of Return Guideline will apply to the determination
applicable to its Transmission Revenue and Distribution Regulatory proposal. The TSB@ndslers
however that the binding Rate of Return Legislatfpourrently in draft form, will apply.

The TSBC is of the view that it is likely that application of the Binding Rate of Return Instrument
would result in a lower Rate of Return (WACC) than thlautated by TasNetworks (5.89% for both
transmission and distribution).

6.2 THEALLOWEBATE ORETURNDBJECTIVARORO)

The allowed rate of return objective is:

XOKFG GKS NIGS 2F NBGdNY F2NI I ONB3IdzZ I 6SR v
efficient financing costs of a benchmark efficient entity with a similar degree of risk

24 AERPosition PapemMovember 2017, p. 30.
2Shttp://www.coagenergycouncil.gov.au/sites/prod.energycouncil/filesblications/documents/Draft%20legi
slation%20t0%20create%20a%20binding%20rate%200f%20return%20instrument. pdf
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as that which applies to the [service provider] in respect of the provision of
[regulaed servicesp

In its Rate of Return Issues Paper (October 2017) the AER indicates at page 10:

0A good estimate of the rate of return is necessary to promote efficient prices in the
long term interests of consumers. If the rate of return is set tootlmewnetwork
business may not be able to attract sufficient funds to be able to make the required
investments in the network and reliability may decline. Alternatively, if the rate of
return of return is set too high, the network business may seek to ¢gpemduch

and consumers will pay inefficiently high prié€s.

The ARORO seeks to ensure that the returns provided to regulated networks are sufficient to ensure
an efficient level of investment, but no more.

The TSBC contends that there are currentlyneasures in place as part of the existing regulatory
framework to test whether or not the ARORO is being achieved. That is, there is no ex poste
assessment of the actual rates of return achieved compared to the ex ante allowed rate of return
and the actualevel of investment which flows from the allowed rate of return.

As a consequence, any errors in regulatory decisions on the allowed rate of return provided to
network companies will be locked in, with actual returns (Rate of Return, RoR) actuallyedchiev
forming part of the market evidence on which future regulatory determinations are based, thereby
perpetuating and reinforcing the errors.

The absence of data for actual returns achieved by regulated networks and the related investment

levels appears tboth contribute to, and be an effect of, a reliance on the explanatory and
LINSRAOGADS LIRHSNI 2F GKS !'9wQa LINBEFSNNBR OF LG €
(CAPM). As a result, the AER assumes but does not test whether its regofatiandard

control/reference services is effective in constraining sector returns consistent with the ARORO and

the relevant revenue and pricing principles.

Across the NEM, total capex expenditure has fallen significantly from the high levels experienced
from 2011 to 2014seeFigure 12).

While networksgenerallyhave reduced augex due to low growth in peak demand (the key driver of
augex), thdevelof repex and IT capeg generally growingrhis implies that the currem¢vel of RoR
is too high and could be reduced.

TasNetworks proposed capital expenditure program demonstrates the general trenHi¢eeel3).

26NER, cl. 6.5.2(c) and cl. 6A.6.2(c); NGR, r. 87(3).
2" AER Rate of Return Issues Paper, October 2017, p. 10.
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Figure 12: Total NEMcapex, 2017 ($m)
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Figure 8-3: Overview of actual and forecast transmission capital expenditure (June 2019 $m)
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Figure 8-11: Overview of actual and forecast net distribution capital expenditure (June 2019 5m)
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In its November 2017 preliminary report on electricity prices the ACCC noted:

0As network operators receive a guaranteed return on their assets, there is an
incentive to invest in more assetsialincan lead to oveinvestment if the rate of

return is set too high. Further, network operators are less likely to seek alternatives
to investing in new assets if there are no incentive schemes in place to reduce
investmentg?8

The propensity by networkompanies to over invest is reflected in the total value of reigaasset
bases, as showin Figurel4 below.

Five years after the adoption of the current ROR guideline, the existence of historically high returns
for network companies on the one hand, alongside excess capacity, substaoctiehsies in
consumption of network services and falling industry wide productivity, on the other, is clearly
anomalous. This outcome igesultof the regulatory framework in total. The decisions in the

present ROR Guideline are a material contributingofac

Present ROR outcomesand hence the content of the Guideline itse#fre inconsistent with the

AROR objective, the National Energy Objectives and the RRPs in the National Energy Laws. While
there is variation within the sector, for the typical regigld entity (Benchmark Efficient Financing
Entity, BEFE) in the typical year, returns exceed efficientidgisted returns by a substantial

margin. Regulated entities as an asset class are therefore generating material excess returns.

This means regulategrices are substantially in excess of efficient prices, taking into account
systematic risk. Increases in regulated electricity entity prices constitute around two thirds of total
price increases over the last decade. Retail electricity prices have secté&y around double the

rate of inflation since the current regulatory framework was put in place, as shotigimel5

below.

28 ACCCRetail Electricity Inquirygreliminary Reportl3 November 2017,.411
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Figurel4: NEM RARalues by State, 2006 to 2016

Source: AER economic benchmarking RIN responses

Figurel5: Retailelectricity prices vs CPI &ages, 2007 to 2017

Source: ABS, Consumer Price Index 6401.0A&8] Wages Price Index 6345.0, Australia

6.3 CAPMPARAMETEWALUES

The allowed rate of return applies to the assets used to provide regulated services. These assets,
subject to the regulatory regime and the revenue and pricing principles, provide a relastiablg

set of future returns.In determining the rate of return the AER needs to reflect on the extent to
which the networks are insulated from economy wide (systematic) risks.
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