
 

ACT electricity distribution network determination 2019–24:  
matters raised in the AER issues paper  

Purpose  

This is a summary by Evoenergy of matters raised by the Australian Energy Regulator (AER) in its 

28 March 2018 issues paper on Evoenergy’s electricity network regulatory proposal and proposed tariff 

structure statement (TSS).1 The issues paper is publicly available on the AER’s website.2 This summary 

paper has been prepared for the information of members of Evoenergy’s Energy Consumer Reference 

Council (ECRC) to promote discussion of issues identified by the AER as relevant to assessment of 

Evoenergy’s proposals at the ECRC meeting of 11 April 2018.  

We intend that this summary and the discussion at the ECRC meeting will inform: 3  

 views of Evoenergy and any attending ECRC members at the AER’s stakeholder forum on Evoenergy’s 
proposal (13 April 2018); and  

 any submissions by ECRC members on the issues paper or regulatory proposal (due 16 May 2018).  

Background  

Under the National Electricity Rules:4  

 the AER must publish an issues paper following submission of a regulatory proposal “identifying 
preliminary issues either in the proposal, or otherwise affecting the determination, that the AER 
considers are likely to be relevant to its assessment of the proposal”;  

 the AER must convene a public forum on the issues paper soon after publication of the issues paper;  
 any person may make a written submission to the AER on the regulatory proposal, the proposed 

tariff structure statement, or the issues paper.  

Overview of the AER’s issues paper  

The AER’s published issues paper largely presents a summary of Evoenergy’s regulatory proposal and 
proposed TSS, identifying only a small number of specific issues that “are likely to be relevant to its 
assessment of the proposal.” Issues identified as relevant to the AER’s assessment of the proposal and 
further engagement are:  

 the labour and materials cost assumptions underpinning the proposed rate of change of operating 
expenditure (opex) over the period;  

 the level of the opex step change required to meet new vegetation management obligations;  
 whether the strength of incentives under the Service Target Performance Incentive Scheme should 

be raised from 2.5 per cent currently to 5 per cent of revenue at risk to encourage greater 
improvement in reliability performance;  

 whether the proposed changes to the network tariff structure are appropriate; 
 whether ancillary services price changes to improve cost reflectivity, and movement from quotation-

based to listed prices are justified; and  

                                                             

 

1 Evoenergy regulatory proposal and proposed TSS for the 2019–24 period submitted on 31 January 2018.  
2 https://www.aer.gov.au/system/files/D18-42542%20AER%20-%20Issues%20paper%20-%20Evoenergy%20-
%2020180328%20-%20v2.PDF  
3 Information about the stakeholder forum and a link to the AER issues paper and can be found at: 
https://www.aer.gov.au/networks-pipelines/determinations-access-arrangements/evoenergy-actewagl-
determination-2019-24  
4 NER, clause 6.9.3  
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 in general, how Evoenergy’s proposals take into account the views of stakeholders. 

AER observations on Evoenergy’s proposal  

The following are main points from the issues paper where the AER summarises aspects of Evoenergy’s 
proposal.  

Estimated impact on electricity bills (pp 8-9)  

 For residential customers, an average increase of $33 per year, and a total impact of $163 over the 
2019-24 regulatory period.  

 For small business customers (whose average electricity use is higher than residential customers), an 
average increase of $113 per year, and a total impact of $565 over the 2019-24 regulatory period.  

 This equates for both groups to an average increase of 1.7 per cent (nominal) per year to the average 
electricity bill. (Network charges, excluding feed-in tariffs, make up 33 per of electric bills in the ACT).  

Consumer engagement (p 9) 

 Evoenergy sought to engage customers through publications, presentations to and feedback from 
the ECRC, consumer workshops, written submissions, online surveys and social media promotion.  

 Engagement identified the following key themes under the importance of predictability and certainty 
with respect to price changes: 

o Maintaining safety, quality, reliability and security of supply  
o Striking the right cost/reliability trade-off when investing in the network 
o Supporting new technology  
o Cost reflective pricing  

AER process of remaking the 2014-19 determination (pp 10-11) 

 AER has used comparisons between Evoenergy's actual expenditure in 2014–19 and its forecasts for 
2019–24. In other cases—for example for forecast revenue—AER has used its set-aside 2014–19 
decision to provide some level of comparison and a picture of what might change in the forthcoming, 
2019–24 regulatory control period. 

Drivers of the revenue proposal (pp 12-18)  

 Excluding the effect of inflation, Evoenergy’s proposal is for an increase of approximately 12 per cent 
from the revenue allowed by the AER’s last decision.  

 Revenue is proposed to increase by 2.9 per cent each year. This would drive an increase 0.8 per cent 
per year in an average electricity bill.  

 Evoenergy’s proposed increase in opex of 10.2 per cent from the AER’s 2015 decision is a key driver 
of the proposed increase in Evoenergy’s revenue. From 2009-14 to 2014-19 Evoenergy reduced its 
opex by more than 20 per cent and uses actual expenditure for 2017/18 (which is lower that the 
AER’s forecast) as a starting point.  

o Evoenergy’s proposal outlines expected increases in labour and non-labour costs, and in the 
cost of operating a larger network (with more customers).  

o The ACT Government has imposed additional responsibilities for vegetation management.  
 The other key driver of the increase in Evoenergy's forecast revenue from 2014–19 to 2019–24 is its 

proposed regulatory depreciation allowance. The increase in depreciation in Evoenergy's proposal 
flows from its increased investment in information technology and communications (ITC) assets over 
the 2014–19 period.  

RAB and depreciation (pp18-19) 

 Evoenergy's proposal projects a reduction of 1.16 per cent to its RAB over the 2019–24 regulatory 
control period. This is significantly lower than 2009–14 (25.38 per cent growth) and 2014–19 (4.02 
per cent growth).  
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 ITC assets have a relatively short asset life (only 10 years, compared to 40 years for substation assets 
and 50-60 or more years for overhead and underground lines). That means their cost is recovered 
over a shorter period of time (through regulatory depreciation).  

 The balancing effect of this is that depreciation of the RAB (removing assets that are coming to the 
end of their usefulness) is helping to offset the addition of new assets to the RAB as Evoenergy's 
investment in other parts of its network continues. Growth in Evoenergy's RAB—typically a key driver 
of regulated revenues—is stabilising in real terms.  

Rate of return (pp19-20)  

 The rate of return is applied to the RAB to determine Evoenergy's return on capital. Evoenergy’s 
proposal applies a rate of return of 6.42 per cent, slightly higher than the 6.38 per cent applied in the 
AER’s 2015 decision. 

 Evoenergy has adopted some (but not all) elements of our standard approach, as set out in our 2013 
rate of return guideline and subsequent determinations.  

 The COAG Energy Council published a bulletin on 2 March 2018 setting out their intention to 
implement a binding rate of return guideline. The bulletin “suggests” that the binding guideline is 
intended to apply to Evoenergy’s 2019-24 final determination.  

Capex (pp 20-24)  

 For the 2019–24 regulatory control period, Evoenergy proposes total forecast capex of $329.8 million 
($2018/19): $1 million—or 0.3 per cent—higher than its actual expenditure of $328.8 million in 
2014–19. This is a reduction of $8.8 million from the forecast capex approved in the AER’s 2015 
decision.  

 At the category level, forecasts of expenditure needed to fund new connections, reliability and 
quality improvements and non-network capex in 2019–24 are all falling relative to Evoenergy's 
current period expenditure. This helps to offset Evoenergy's expected increases in augex and repex, 
and the increase in capitalised overheads. 

Opex (pp 24-27)  

 While total opex would increase under Evoenergy's proposal, Evoenergy estimates its average annual 
opex per customer would remain in line with current levels at $299 per year, compared to $298 per 
year in the 2014–19 regulatory control period and $491 per customer in 2013–14  

 Evoenergy's proposal uses estimated opex in 2017–18 (its base year), to derive a base opex of $282.2 
million ($2018–19). Evoenergy's base year opex reflects the significant efficiency gains it has made 
within the current regulatory control period. Evoenergy has removed two non-recurrent costs from 
its base year opex, which it expects to incur in 2017–18 but not in future years. This equates to an 
adjustment to the base opex of $17.4 million ($2018–19).  

 Evoenergy trends forward its base opex to account for expected increases in real input prices, 
including forecast increases in labour costs and an increase in line with CPI for non-labour costs ($6.8 
million, $2018–19); forecast output growth, driven primarily by increased customer numbers, circuit 
line length and maximum demand, all of which can increase the cost to Evoenergy of operating its 
network ($16.5 million, $2018–19).  

 Evoenergy forecasts zero change in opex productivity over the regulatory period, notwithstanding its 
recent improvement in opex productivity.  

 Evoenergy forecasts $2.1 million ($2018–19) of debt raising costs and included two step changes in 
its opex forecast:  

o $18.8 million ($3.8 million per annum) to meet the efficient costs of expanded vegetation 
management obligations following amendments to the Utilities (Technical Regulation) Act 
2014 (ACT) passed in November last year; and  

o $1.8 million ($0.36 million per annum) to allow deferral of capex for the construction of a 
new substation at Strathnairn. Instead, Evoenergy proposes to meet demand with a 
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combination of lower initial capex and opex to support incentive payments for customers to 
adopt demand management technology such as battery storage to meet load growth. 

Corporate income tax (pp 27-28)  

 Evoenergy's proposed corporate income tax allowance is an increase of $4.7 million ($2018/19) from 
the AER’s 2015 decision. This increase is a product of increases to other components of its revenue 
calculation (the return on capital, depreciation, opex).  

Incentive schemes (pp 28-29)  

 EBSS – Evoenergy's proposal for 2019–24 adopts the AER’s revealed cost approach to opex 
forecasting, and in that context it supports reinstatement of an EBSS going forward. 

 CESS – AER notes that Evoenergy out-performed the AER capex forecast and accrued a reward of 
$0.4 million.  

 STPIS – The key difference between Evoenergy’s proposal and the position AER took in the 
Framework and Approach paper is that Evoenergy considers that the amount of its revenue that is 'at 
risk' under the scheme should be held at the lower +/- 2.5 per cent that applied in the current period. 
In the context of feedback that most residential customers in the ACT are comfortable with 
Evoenergy's current strategy of maintaining (rather than investing more in improving) its current 
levels of reliability, Evoenergy submits that its performance to date shows the current threshold 
provides adequate incentives to maintain its performance over the next five years.  

 DMIS/DMIA – AER notes that Evoenergy supports in principle its position to apply the new DMIS and 
DMIA for 2019-24 

TSS (pp 30-33) 

 This is Evoenergy's second TSS and applies to the 2019-24 regulatory period. Its first TSS applies to 
the current 2017-19 period. Evoenergy is currently the most advanced distributor in the National 
Electricity Market (NEM) in reforming its residential and small business customer network tariff 
structures.  

 Evoenergy’s current 2017–19 TSS focused on reforming residential and small business customer 
network tariffs. Evoenergy's proposed 2019–24 TSS focuses on making some refinements to its large 
LV and high voltage (HV) commercial customer network tariffs. 

Alternative Control Services (pp 34-35)  

 While metering contestability is now in place, most customers will continue to see regulated 
metering charges until the financial value of the stock of older accumulation and interval meters has 
been fully depreciated. Evoenergy has not proposed accelerated depreciation of its meter stock, 
which would have raised prices.  

 Evoenergy has also proposed a number of changes to its price structures (and therefore prices) for a 
number of other 'ancillary' services, which it submits are no longer cost reflective. 


