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Network pricing rule changes and the Tariff Structure Statement 

Information paper for the ECRC, 5 August 2015 

1. Objective 

The purpose of this paper is to provide the Energy Consumer Reference Council (ECRC) with background 

information on the new National Electricity Rules requirements for setting more cost-reflective electricity 

network prices.  It provides an outline of ActewAGL Distribution’s (AAD) current approach to electricity 

network pricing and details of the review AAD is undertaking in response to the new rules.  

2. What we seek from the ECRC 

To meet the National Electricity Rules we need to review our current tariff structures and will be 

considering: 

 How well do customers understand their electricity bill? 

 Are current network tariffs equitable and fair?   

 How best to address the needs of vulnerable customers? 

 Should AAD consider implementing more capacity and demand charges? 

 Or, are time-of-use charges already sending the right signals to customers? 

This paper seeks feedback from the ECRC on: 

 How the ECRC would like to contribute to this review. 

 Suggestions on how we should engage with our consumers to gain feedback on the 

considerations above, as part of our review. 

 Provide contextual briefing on the subject matter. 

This paper provides a basis for discussion at the 12 August meeting of the ECRC.  

3. Electricity network pricing context 

This section provides context on the electricity network, cost drivers and the evolution of network tariffs in 

the ACT. It is intended to provide the necessary background to those that may be unfamiliar with the 

sector. 

There is a view within the industry that current network tariff structures in Australia are becoming out 

dated, inefficient and unfair.  Customers have increasingly diverse load profiles depending on their use of 

air-conditioning, energy efficiency, solar panels and other technology. Most residential network tariffs in 

Australia rely on usage charges (c/kWh), which do not vary by time, bear little relation to network cost 

drivers, can result in unfair cross-subsidies and often fail to signal the costs of required future network 

investment. 

Network charges in the ACT currently make up around 35 per cent of a customer’s retail electricity bill.  

Electricity networks are typically characterised by high up-front fixed costs – it costs a lot to build an entire 
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distribution network. Once the network is built to cater to a particular peak demand1 (termed amount of 

electricity available in the network), the relative cost of sending electricity to consumers is small (termed 

usage); hence the reference to low marginal costs (i.e. the cost of producing an additional unit) of electricity 

supply. However, once a network starts to reach its capacity, the next stage of investment will again be 

lumpy as localised network augmentation must be carried out to meet demand. Otherwise, it could result in 

load shedding (where insufficient electricity is available to meet the demand, resulting in an interruption to 

electricity supply) or blackouts.   

Like motorways or telephone networks, electricity networks are designed to meet maximum demand at a 

particular time or periods throughout the year. That is, based on network design criteria and expected 

demand, the capacity of the networks must meet the most likely peak in the year but it is generally not 

designed for all customers – residential and commercial – to be using all appliances at the same time.  

Typically in electricity networks, electricity demand reaches a maximum for only a few days or hours a year 

as shown in Figure 3.1 below. In Canberra, these days are usually the extremely hot days in summer when 

air-conditioners are running. The remainder of the time, a proportion (and in some cases, a substantial 

proportion) of the capacity or availability is idle.  

 

Figure 3.1 

ActewAGL Distribution Net System Load Profile 2013 

As indicated above, most of the costs of the electricity networks are driven by making the infrastructure 

available for potential use, including at peak times, rather than the electricity that actually flows through 

the network. The most appropriate way to recover these long term fixed infrastructure or availability 

costs – whether through fixed charges or variable charges – is a source of some debate and will be 

discussed further through the engagement process. 

4. Usage tariffs versus availability tariffs 

Despite the fact that a high proportion of the costs correspond to availability and not usage, electricity 

tariffs in Australia were designed to charge customers for usage. How does this work? The fixed costs of the 

                                                           
1
 The term ‘peak demand’ can be used interchangeably with terms ‘capacity’ and ‘availability’ in different contexts. 
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network are spread across the customer base and incorporated into usage or consumption charges.  

Taken to the extreme, it is possible for all fixed costs to be recovered through consumption charges - such 

as the charges at a fuel station where consumers pay a variable (per litre) price for petrol, but the fixed 

costs of the supply chain and the service station as well as the variable cost of the petrol itself are being 

recovered through this petrol price. 

Similarly, electricity consumers that pay for their service through consumption or usage based charges are 

actually also paying to ensure that the network is available all year around. Only a fraction of the network 

tariff reflects the cost associated with their usage of electricity. 

In recent years there has been increasing interest across the electricity industry in reforming tariffs to move 

away from consumption based charges to tariff structures that better reflect the marginal cost of providing 

network services to individual consumers. Initially this interest was driven by the impact of rising peak 

demand and plateauing energy consumption on the electricity grid, which required increased investment in 

power networks at a time when consumption was flat or falling. Changing the pricing structure for 

electricity also provides an opportunity to encourage the use of the network at off-peak times and mitigate 

the impact of rising peak demand.  

More recently peak demand has also fallen, leaving some networks in the position of having made 

considerable investment in infrastructure that is not currently being utilised. Further, increased uptake of 

Solar photovoltaic (PV) panels (and possible future improvements in battery technology) may also give rise 

to a growing group of consumers who still require network infrastructure to meet their peak load, but 

contribute relatively little to network costs under consumption based charges. This is because whilst 

consumers with solar panels reduce consumption, they do not necessarily help reduce peak demand. These 

PV consumers still need access to the network but as a result of consumption based charges, they are 

contributing less to the cost of network availability – they are in effect being cross-subsidised by consumers 

who do not have solar panels. 

Increased uptake of electric vehicles over the next 10 years also needs to be factored into future tariff 

structures.  

Electricity network tariffs that charge customers for their consumption rather than availability or capacity 

demand can also result in low-consumption consumers paying proportionately less for the network. 

However, low-consumption consumers may still contribute as much to peak demand as high-consumption 

households (such as running air conditioners on very hot days). Perversely, high-consumption households 

with relatively lower peak demand (for example, large households who spread their use over the day) pay 

more because they are being charged based on consumption of network services although they may place a 

disproportionately lower demand on network capacity by not exacerbating the ‘peaks’.  

As a result, consumption based network tariffs do not provide accurate price signals to consumers – that is, 

they do not tell consumers when it is expensive to consume electricity network services (i.e. peak demand) 

but charge on how much is consumed. Without price signals to impact on peak demand there could be 

increased requirements to build more network capacity, resulting in increased investment and a higher 

network component of consumer bills.  

It is proposed that greater consideration be given to implementing tariffs that reflect the cost of network 

services and provide customers with price signals to encourage efficient electricity use, particularly in peak 

demand periods.   
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5. Our journey to cost-reflective pricing in the ACT 

Many of ActewAGL Distribution’s existing network tariffs signal to customers the underlying efficient cost of 

using the distribution network. The electricity network business commenced implementation of a network 

pricing strategy which has accommodated the development of industry leading, innovative tariffs that have 

allowed our consumers to migrate more load to relatively more cost-reflective tariffs. For example:  

 We have gradually introduced several time-of-use charging options for both commercial and 

residential customers.  

 More than 50 per cent of the total energy consumption in the ACT is now subject to time-of-use or 

controlled load (off-peak) charges.  

 For the non-residential sector, nearly 80 per cent of the load is on time-of-use or controlled load 

tariffs.   

 In October 2010, time-of-use tariffs became the default tariff for all new residential and 

commercial premises, but customers can currently ‘opt-out’ of time-of use charging by selecting an 

alternative tariff. 

 The application of maximum demand and capacity charges amongst our commercial tariff 

options has further strengthened price signals to commercial customers, providing incentives to 

use the network more efficiently and resulting in significant customer response.   

Figure 5.1 below shows that over half of all energy consumption in the ACT is charged at time of use or 

demand charges.  The remainder is charged a two part tariff, comprising a flat consumption rate.  

 

Figure 5.1 

2014/15 Consumption by tariff type (% of customers) 
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We do not currently offer any residential tariffs that include demand charges, but some electricity 

distributors are moving towards greater use of demand charges.2 These are based on electricity demand 

rather than electricity consumption, or how much of the network’s capacity has been used by a customer 

during the billing period.  Depending on how they are designed, demand based charges can be very cost 

reflective3, particularly where they measure peak demand at the network level where capacity 

constraints exist, however measuring coincident peak4 demand can be very complex.  As a minimum 

these charges can only be implemented with an interval or smart meter, which record how much 

electricity is used each half hour of the day.  There are currently no smart meters used for residential 

customers in the ACT, and interval meters make up roughly 30% of all residential meters. 

6. Regulatory context 

In November 2014, the Australian Energy Market Commission (AEMC) introduced changes to the National 

Electricity Rules aimed at making network tariffs more cost reflective and increasing the level of 

transparency and consumer engagement in the tariff setting process.    

In summary, they require distribution network service providers to set prices that more closely reflect the 

efficient cost of providing network services to classes of consumers. This will allow consumers to compare 

the value they place on using the network with the costs of using it.  (See AEMC infographic at Attachment 

1). 

As part of these new processes, we will submit a draft Tariff Structure Statement (TSS) to the Australian 

Energy Regulator (AER) on 27 November 2015. Following a 12-15 month review process, the tariffs for 

financial years 2017/18 and 2018/19 will be set. 

In preparation for the TSS, and in response to changes in electricity markets (for example the growth of 

rooftop PV systems), we are reviewing our network costs and current tariff structures and intend to consult 

with retailers and customers (residential, small and large business) on our existing network tariffs and 

potential future tariff options.  A key step in this process is consultation with the ECRC. 

6.1 The new pricing rule requirements 

The distribution businesses must now comply with the following pricing principles: 

1. Price to be based on economic concepts of pricing - Each network tariff should reflect the economically 

efficient cost of providing the service and must be based on the long run marginal cost (LRMC) of 

providing the service. If consumers choose to take actions that will reduce future network costs, such as 

by reducing peak demand, then they will be rewarded with lower network charges. Distribution 

network businesses are able to choose the most appropriate method of determining the LRMC, having 

regard to:  

 the costs and benefits associated with calculating, implementing and applying that method as 

proposed;  

 the additional costs likely to be associated with meeting demand from retail customers on that 

tariff, at times of greatest utilisation in that part of the distribution network; and  

                                                           
2
 For instance, in Victoria Jemena Electricity Network (JEN) has proposed moving all residential electricity customers to 

maximum demand based tariffs over time, from 2016 
3
 However, it is possible for tariffs to be based on coincident peak demand or anytime maximum demand as well as tariffs 

based on installed capacity.  
4
 Coincident peak demand is a customer’s demand at the time that coincides when the local electricity supply system 

experiences its maximum demand. 



6 

 

 the location of retail customers on that tariff and the extent to which costs vary between 

different locations in the distribution network.  

2. Minimise distortions - Network tariffs must recover the network business' total efficient costs of 

providing services in a way that minimises distortions to price signals and encourages efficient use of 

the network by consumers. 

3. Consider customer impacts - Network businesses are required to consider the impact on consumers of 

changes in network prices and to develop price structures that are able to be understood by 

consumers.  

4. Avoid cross-subsidies - The existing pricing principle is retained requiring the revenues recovered from 

each tariff class (eg. residential and business) to be between the avoidable cost of not providing the 

service and the stand-alone cost of providing the service to the relevant consumers. 

5. Jurisdictional requirements - Network tariffs must comply with pricing obligations imposed by state 
or territory governments. If network businesses need to depart from the above principles to meet 
jurisdictional pricing obligations, they must do so transparently and only to the minimum extent 
necessary. 

Therefore, a network pricing strategy needs to balance the following regulatory requirements and 

illustrative pricing objectives.  

Regulatory requirements: 

 Economic efficiency – setting prices to signal to customers the economic costs of providing 

distribution services 

 Cost recovery – ensuring that tariffs are set to recover costs in a way that encourages efficient use 

of the network and signals to customers the cost of network expansion 

Pricing objectives: 

 Compliance - with all relevant regulatory and rule requirements  

 Simplicity and transparency – offering customers a clear and simple tariff structure.  

 Flexibility - providing customers with a choice of flexible and innovative tariffs to best meet their 

needs 

 Demand management – providing incentives and opportunities for demand management 

 Equity – similar customers should pay similar prices 

 Certainty – enable customers to undertake long term planning with prices that are somewhat 

predictable 

 Stability – avoiding bills shocks that occur due to volatility in prices 

Trade-offs between competing objectives are often required.  For instance, the creation of locational tariffs 

where similar customers pay different prices according to where on the network they live, may not be 

considered equitable.  Cost reflectivity might also come at the expense of simplicity, producing a tariff 

structure that is highly complex and difficult for customers to understand.  Available metering technology 

may limit the introduction of tariffs that require more detailed information about how much electricity is 

used in each half hour of the day, rather than just how much electricity is used over the course of a month 

or a quarter of the year. 
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6.2 Consumer engagement and review process 

The Rules also set out new timeframes for setting network prices to improve certainty, timeliness and 

transparency for consumers and retailers. Distribution businesses are now required to: 

 Develop a TSS for approval by the AER as part of their five-year regulatory reset process. 

Demonstrate to the AER how they have consulted with consumers and retailers in developing their 

price structures. 

 Notify consumers and retailers of final network prices at least six weeks before they commence. 

Due to a transitional period, our first set of network prices under the new Rules will be implemented on 1 

July 2017; network prices for 2016/17 will be set under the previous pricing Rules   

As a result of this start date: 

 We are required to submit an initial TSS to the AER by 27 November 2015, including how we have 

consulted with consumers and retailers in developing the TSS.  

 The AER will review the proposed TSS and make a draft determination on 1 July 2016 and a final 

determination on 30 January 2017.  

 Our first annual pricing proposal under the new Rules must be submitted by 31 March 2017.     

An overview of the regulatory determination process and the annual pricing process is provided below. 

 

 

DNSP = distribution network service provider 

7. What are we doing to meet new requirements? 

While our time-of-use charging is now the default residential tariff for new connections in the ACT, 

customers can choose to ‘opt-out’, and it does not reach the many existing customers who remain on the 

standard two-part tariff.   
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Furthermore, while we have always been required to ‘have regard to LRMC’ when setting its network 

tariffs, the new Rules require that each network tariff ‘be based on LRMC.’  We have therefore kicked off a 

new project focused on developing the following. 

 A new cost model that calculates updated LRMC, avoidable and stand-alone costs.    

 An updated tariff strategy, which may include alternative tariff structures.  These alternatives could 

address better matching customers’ load profiles and preferences of our customer base. This will 

be set out and explained in the TSS. (See attachment 2 for an illustrative list of alternative tariff 

options that may be considered over time.) 

 A new pricing model that considers how best to allocate total network costs across various fixed 

and variable charges, and tariff classes.  

As part of the above activities, we are seeking consumer and community input.  Specifically, we will consult 

with retailers, our (top 10) largest customers, and the general public. We are seeking the ECRC’s view on 

how consumers view specific areas of network pricing including fairness, equitability, simplicity, flexibility, 

tariff structures and pricing signals. 
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Attachment 1:  AEMC Infographic 
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Attachment 2: Illustrative Tariff Options 

Electricity network tariffs can be grouped, for example, into three categories and with different degrees of 

cost-reflectivity. 

1. Tariffs that don’t vary with a customer’s electricity usage  

 Two part tariff (comprising a fixed charge and a flat per kWh usage charge).   

2. Tariffs that vary with customer’s usage, which include: 

 Inclining block (tariff rates increase as consumption increases). 

 Declining block (tariff rates decrease as consumption decreases).   

 Demand or Capacity Tariff (based on demand at a particular time, rather than 

consumption) 

3. Tariffs that vary with the time at which customers consume electricity 

 Seasonal pricing 

 Time of Use Tariff 

 Peak Time Rebates 

 Critical Peak Pricing 

 Controlled loads 

 Peak Demand 

 Maximum Demand 

 


