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Factsheet

Background

On 27 November 2014, the Australian Energy Regulator (AER) 
published its draft decision for ActewAGL Distribution for the 
2014-19 period. 

ActewAGL Distribution has prepared and submitted a revised 
regulatory proposal in response to the AER’s draft decision. 

Our response is a comprehensive and detailed document containing 
all the relevant technical contentions supported by extensive 
external reports on key issues such as the benchmarking, the 
weighted average cost of capital (WACC) and engineering analysis.

ActewAGL Distribution’s Revised Regulatory 
Proposal 

The key elements addressed in ActewAGL Distribution’s revised 
regulatory proposal are detailed below.

• Benchmarking
The AER’s draft decision represented a reduction in total opex 
of $157 million ($2013/14) from that proposed by ActewAGL 
Distribution, or an unprecedented 41.7%. We believe that the AER’s 
primary focus on short term price reductions is not in the long term 
interests of electricity consumers. 

The AER must have regard to the National Electricity Law (NEL) 
and the National Electricity Rules (NER), with benchmarking 
only one of several factors that it must take into account. The 
importance given by the AER to benchmarking is not consistent 
with the National Electricity Objective, set out in the NEL, which 
emphasises the promotion of efficient investment, operation and 
use of electricity services. 

ActewAGL Distribution’s expert provides compelling evidence that 
demonstrates that the economic benchmarking analysis is subject 
to numerous technical flaws which means that it does not produce 
a reliable and robust estimate of ActewAGL Distribution’s efficient 
base opex. It is also inconsistent with the approach adopted by other 
regulators internationally. 
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• Backdating the decision
The AER has departed from its prior regulatory practice for 
determining expenditure allowances on a retrospective basis.  
As a consequence, expenditure allowances for ActewAGL 
Distribution for the subsequent regulatory period are lower than 
even the AER’s own estimates of efficient costs for the period. The 
AER provides no mechanism for recovery of restructuring costs that 
would be incurred.

This unprecedented aspect of the draft determination is 
inconsistent with the National Electricity Objective and has 
a significant retrospective financial impact on ActewAGL 
Distribution’s business.  ActewAGL Distribution asserts that the 
AER has an obligation to establish a glide path to properly assessed 
expenditure levels. However, we reject the benchmarking results 
and the frontier adopted by the AER. The AER’s benchmarking is 
not sufficiently reliable to draw any robust conclusions on relative 
levels of efficiency. 

• Procedural flaws in the AER’s review process 
ActewAGL Distribution submits that the AER’s Annual 
Benchmarking Report neither disclosed the economic 
benchmarking techniques or analysis on which the AER relies in 
its draft decision, nor was that Report published by the deadline 
stipulated by the NER. As a consequence the AER has denied 
ActewAGL Distribution an opportunity to provide comment on 
the AER’s benchmarking techniques and analysis in advance of 
publication of the draft decision.

• Business impacts of the AER’s draft decision
ActewAGL Distribution’s revised proposal is in the long term 
interests of its consumers. The AER’s draft decision proposes an 
opex allowance is the same as our opex was 15 years ago. Even 
if it were practicable (having regard to safety, quality, security of 
supply, and reliability considerations) for ActewAGL Distribution to 
reduce its opex to the extent proposed in the AER’s draft decision, 
implementing these initiatives takes considerable time, rather 
than as one step change. ActewAGL Distribution’s contention is 
supported by leading literature on change management which 
indicates a consensus that transformation is a process, not an event. 
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As a result, we believe that a transition period is required to ensure 
a safe, secure and reliable electricity supply that is in the long term 
interests of consumers. 

•  Potential impacts of the AER’s draft decision on service 
and safety

We believe there will be a significant impact on service and safety if 
the AER’s draft decision remains unchanged as a final decision. This 
would undoubtedly affect the level of service, potentially impacting 
on safety levels associated with its assets. For example, ActewAGL 
Distribution has estimated that the AER’s proposed opex reductions 
could double response times, lead to a reduction in planned 
maintenance of over 30% leading to a large increase in unplanned 
faults, which in turn would cause further increases to response 
time. This draft decision could also contribute to increased safety 
risk to the public and ActewAGL Distribution staff, in particular 
during periods such as storm season, bushfire season and during 
extreme weather events. 

• Capital expenditure
ActewAGL Distribution proposed a capital expenditure (capex) 
program of $372.2 million ($2013/14) for the 2014-19 period. The 
AER did not accept ActewAGL Distribution’s capex program and 
substituted its own alternative estimate of total forecast capex for 
2014-19 of $244.2 million ($2013/14), ie, a 34.4% reduction from 
ActewAGL Distribution’s proposed capex program.

ActewAGL Distribution has carefully reviewed the contentions put 
forward by the AER for rejecting its total capex forecast. The capex 
forecasts proposed in the revised proposal are necessary to ensure the 
ongoing safety and reliability of the ActewAGL Distribution network.

In our revised proposal, we provide additional information as 
requested by the AER to substantiate the efficiency of its proposed 
capex forecast. Our proposal also identifies a number of material 
errors in the analysis conducted by the AER which led the AER to 
conclude that ActewAGL Distribution’s forecast total capex was 
inconsistent with the capex criteria.

In the process of responding to the AER’s contentions, we have 
identified a number of corrections needed in the data it had 
previously reported to the AER. In the process of responding to 
the AER’s draft decision, we have also reviewed the need for, scope 
and timing of our major augmentation projects and identified 
that the Molonglo zone substation can efficiently and prudently 
be delayed by one year. We also reviewed the need for upgrade at 
the Belconnen zone substation on the basis of revised demand 
forecasts and concluded that this project can be deferred beyond 
this regulatory period. 

• Price impacts
The price path proposed by ActewAGL Distribution in its revised 
regulatory proposal will mean an increase in the distribution 
component of the annual bill of $50 based on current prices for a 
typical Canberra residential consumer using 7,000 kWh per annum.
This is equivalent to an increase of $0.96 per week.

ActewAGL Distribution’s residential consumers currently pay 
the lowest network charges in the country (on a state by state 
comparison) and have the lowest electricity bill.

$ million 2014/15 2015/16 2016/17 2017/18 2018/19 Total

ActewAGL Distribution  
regulatory proposal

76.7 74.9 73.0 75.6 77.1 377.3

AER draft decision 42.5 43.2 44.1 44.8 45.6 220.3

ActewAGL Distribution  
revised regulatory proposal

74.8 74.2 72.3 74.3 75.6 371.2

$ million, $2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 Total

ActewAGL Distribution  
regulatory proposal

75.3 70.3 85.8 74.5 66.3 372.2

AER draft decision 59.2 47.8 51.8 44.8 40.6 244.2

ActewAGL Distribution  
revised regulatory proposal

74.5 62.6 71.8 69 63.1 341.0

ActewAGL Distribution’s revised total forecast capex 

ActewAGL Distribution revised total opex ($ million, 2013/14)

Following are details of ActewAGL Distribution’s revised opex and forecast capex.


