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Introduction 
 

Last year ActewAGL celebrated 100 years of providing 
energy services to Canberra and its region. ActewAGL 
Distribution (AAD) owns and operates 2,400 kilometres of 
overhead electricity lines, 2,700 kilometres of 
underground cables and almost 4,900 kilometres of 
natural gas pipelines and serves around 180,000 
consumers.  

We recognise the responsibility of providing such 
important services to our region and we know that the 
way we operate our business, and the price we charge 
for our services, can have a significant impact on our 
community. 

New pricing requirements in the National Electricity Rules 
require all electricity distribution network businesses to 
review network prices (known as tariffs) to ensure they 
reflect the costs of providing services to all types of 
consumers. These changes are one part of a series of 
changes designed to empower consumers to more 
actively participate in the energy market. 

Our innovative tariffs have minimised the need to extend 
network capacity. However, we want to take this 
opportunity to review our pricing structures in light of 
changing technologies and greater consumer 
involvement to improve the service we provide. 
 

The Tariff Structure Statement (TSS) seeks to provide 
our consumers and other stakeholders with clear and 
accessible information about current network tariffs and 
how these may change to benefit consumers in the 
future. 

This is our first TSS submitted to the Australian Energy 
Regulator (AER) under the new Rules. Once approved, 
the TSS remains in place until 30 June 2019. As part of 
this proposal, AAD cannot increase the revenue we can 
recover which is already set by the Australian Energy 
Regulator (the Regulator). Further, this review impacts 
only the distribution network component of your 
electricity bill and will not affect any of the other bill 
components.  

The tariff structures contained in the approved TSS will 
form the basis for AAD’s annual pricing proposals 
submitted to the regulator for the financial years 2017/18 
and 2018/19. To provide feedback, stakeholders can 
participate in the public process by the AER for inviting 
stakeholder submissions. For further details please visit 
http://www.aer.gov.au/ 

 

 
 

ActewAGL Distribution owns and operates the 
electricity and gas networks within the ACT. We are 
responsible for the power lines and other 
infrastructure required to transport electricity through 
the network to your home or business.  
 
AAD undertakes electricity network maintenance, 
connects new consumers, plans and constructs new 
infrastructure, provides emergency responses, and 
installs, replaces and reads consumer’s electricity 
meters. 

The cost of the services that AAD provides is passed 
on to our consumers through the retail companies 
that you buy your electricity from, such as ActewAGL 
Retail, Energy Australia or Origin Energy. 
 
ActewAGL Retail is a separate and distinct business 
to ActewAGL Distribution. 

Highlights  
• We have consulted with our consumers and 

retailers on tariff reform. Our strategy is 
influenced by their feedback. 

• Our long-term vision is the implementation of a 
cost-reflective tariff structure and the increasing 
adoption of cost-reflective tariffs.  

• We have been introducing some cost-reflective 
tariffs over the last 10 years. The next phase of 
this journey focuses on implementing a more 
cost-reflective tariff structure and changing tariff 
levels over time. 

• We are introducing a new peak period demand 
tariff for residential and LV commercial 
consumers. 

• There will be no change in tariff structure for 
high voltage commercial consumers. However, 
we propose to simplify the tariffs available.  

• Proposed changes to our tariffs do not alter our 
total revenues. 

http://www.aer.gov.au/


ActewAGL Distribution Electricity Network – Revised Tariff Structure Statement   – Overview Paper   2  

The electricity network 
 
 

Within the ACT, AAD operates and maintains a network 
of poles, wires, transformers and other equipment to 
distribute electricity safely and reliably to around 180,000 
homes and businesses. Our network is an essential part 
in the process of moving electricity from where it is 
generated to where it is used by our consumers as 
demonstrated in Diagrams 1 and 2. 

Like highways or telephone networks, electricity networks 
are designed to meet demand when usage is at a 
maximum. This is known as the ‘peak’ demand. Typically 
in electricity networks demand reaches a maximum, or 
peak, for only a few days a year.  

Diagram 3 below shows the typical daily load profile for 
electricity usage in the ACT for each season. 

For commercial customers, the peak is typically between 
7a.m. to 5p.m., with the  load at its highest in the summer 
season.  

There are two peaks for residential consumers; one in the 
morning, and a higher peak in the evening. The 
residential peak occurs in the winter season.  
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Diagram 3 Peak electricity demand by season in the ACT, 2014 (MW) 
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What makes up your electricity bill? 
 
 
 

We supply electricity to a number of distinct consumer 
groups – households, small and medium businesses, 
large business and government organisations.  

All electricity bills are made up of several 
components. The network distribution component 
covers the poles and wires that are required to deliver 
electricity from transmission points and embedded 
generators to homes and businesses.  

The distribution costs comprise only one component 
of the overall bill. It is these distribution costs that are 
the focus of this paper. 

Other components of the bill include: 
• the retail component which covers the retailer’s 

costs 
• the actual cost of purchasing the electricity from 

generators.  
• charges for transmission costs 
• ACT Government schemes and green charges  
• Goods and Services Tax (GST). 

The distribution and other components of an average 
annual household and business electricity retail bill 
are represented in Diagram 4. 

 
 
Diagram 4 Distribution component of average consumers’ bills 
(% of annual retail bill) 
 

 
 

Source:  AAD analysis. 

Note:  
(1) Average Residential bill is based on 7,000 kWh p.a. (total bill is estimated to be $1,468 
including GST).  
(2)  Average Commercial bill is based on 30MWh p.a. (total bill is estimated to be $7,032 
including GST). 
(3)  Average bill estimations are based on Residential Basic tariff for residential 
consumers, and General Network tariff for commercial consumers. 

Diagram 5 shows that AAD has the lowest network charges in 
Australia.  

 
Diagram 5 Comparison of Network charges (c/kWh). 
 

 
 

 

 

Source: AAD analysis based on AEMC Residential Price Trends Report December 2014.  

Our distribution network 
charges account for 22% of 
the total electricity bill for the 
average residential 
consumer 

Our distribution network 
charges account for 29% of 
the total electricity bill for 
the average commercial 
consumer  
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What are the opportunities? 
 
 
 
The distribution network component of your electricity 
bill covers the cost of the infrastructure (poles, wires, 
substations, etc.) required to deliver electricity to your 
home or business. An electricity network is built to 
meet the maximum demand requirements of 
consumers at any given time (known as peak 
demand). The main driver of network costs is how 
much up-front capacity needs to be built into the 
network to meet this peak demand. As a result, a 
significant proportion of the costs of providing services 
are up-front costs incurred in the construction and 
sizing of the network. 

Most of the costs incurred by a distribution business 
are typically recovered from consumers through 
variable usage charges based on cents per kilowatt 
hour (c/kWh). In this way, consumers’ bills reflect their 
electricity consumption, reflecting a user pays 
principle. Mismatches between what drives network 
costs and how consumers are charged for their use of 
the network can result in some consumers not paying 
an amount that reflects the costs that they impose on 
the network. 

This is illustrated in Diagram 6, which shows two 
different consumers—Phil and Harry—who may be 
consuming the same amount of electricity in kWh (and 
hence paying the same bills) but place different 
demands on the system at peak periods and thereby 
impose different costs.Phil works from home but uses 
the timer to set the dishwasher and washing machine 
to be on at lunchtime. Harry goes to work and turns on 
his appliances before he goes to work at 8 a.m. As a 
result, Harry places a greater demand on the network 
during peak periods. 

Diagram 6: Contribution to costs of peak demand  

Cost reflective price signals provide an opportunity to 
align how consumers’ value electricity use with 
network costs. Cost reflectivity is an important 
objective across all resources, not just electricity. The 
Department of Treasury and Finance states that, 
“Allocative efficiency is achieved when the value 
consumers place on a good or service equals the cost 
of resources used up in production.“1 

We propose that greater consideration be given to 
implementing tariffs that reflect the cost of network 
services and therefore provide consumers with price 
signals to encourage the efficient use of the electricity 
network. 

This is particularly important as we see technological 
and lifestyle changes impact on the operation of 
electricity networks across Australia. Technological 
changes have led to increased use of solar 
photovoltaic (PV) by households and businesses, 
while increased use of air conditioners has resulted in 
higher levels of peak electricity demand in summer and 
heating in the winter. In the future it is possible that 
electric vehicles may impact on network requirements. 

Prices that are cost reflective let consumers receive 
clearer signals that reflect the economic cost of 
providing the services. This helps consumers to make 
informed decisions about their use of services based 
on their cost and the value to the consumer of using 
the network. 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
1 Source: Cost Recovery Guidelines, January 2013. Incorporating the information formerly published in the Guidelines for Setting Fees and User-Charges 
Imposed by Departments and Central Government Agencies Department of Treasury and Finance 
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Our journey so far 
 
 
 
There are a range of different tariffs available to 
household, small and medium business and large 
business consumers. Network costs associated with 
delivering electricity to homes and businesses are 
charged to consumers through their retail energy 
provider. Energy providers, such as ActewAGL Retail, 
Energy Australia or Origin Energy pass these costs on 
to consumers through a variety of electricity plans. 

In the same way that telephone companies offer a 
range of plans, electricity plans are tailored to suit 
different types of consumers and reflect the different 
ways that consumers use the network. Some 
consumers use the network evenly throughout the day; 
others mainly at peak times in the morning and 
afternoon; others use the network less, but want to be 
able to access electricity from the network when they 
need it. Some businesses have particular demand 
needs that require them to use a bigger share of the 
network than other businesses. 

The different network plans or prices are called tariffs 
and are not charged directly to consumers by AAD. 
Rather they are bundled within the retail electricity 
plan. 

Table 1 below shows the types of network tariffs 
currently available in the ACT. These network tariffs 
are bundled into retail tariffs and charged to the 
consumer in their retail electricity bill.

Many of AAD’s existing network tariffs signal to 
consumers the underlying efficient cost of using the 
distribution network. Our approach has accommodated 
the development of industry leading, innovative tariffs that 
have allowed our consumers to choose between and 
move on to relatively more cost reflective tariffs. 
Examples of this migration are explained below. 

We have gradually introduced several time-of-use charging 
options for both commercial and residential consumers. In 
October 2010, time-of-use tariffs became the default tariff 
for all new residential and commercial premises, but 
consumers can currently ‘opt-out’ of time-of use charging 
by selecting an alternative tariff. 

The application of maximum demand and capacity 
charges included in our commercial tariff options has 
further strengthened price signals to commercial 
consumers, providing incentives to use the network more 
efficiently and resulting in significant consumer 
response.  

We do not currently offer our residential consumers tariffs 
that include a  demand component but we have actively 
considered doing so as part of this TSS proposal and 
sought feedback from our consumers.  

 

Table 1 AAD’s current network tariffs1 

 
1. Res refers to residential. LV stands for Low Voltage, HV stands for High Voltage. TOU stands for Time of Use. c/kWh represents cents per 

kilowatt hour.  kVA represents kilovolt-amps. Time-of-use and demand tariffs require an interval meter which is currently only available in 
some homes in the ACT. 
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Diagram 7 provides a profile of our consumers and 
tariffs.  

The top-half of the diagram presents key metrics 
(percentage of consumers, consumption, and 
distribution revenues) for each tariff class. The second 
half of the diagram shows, for each tariff class, the 
revenue derived for different types of tariff 
components—fixed charges, flat rate consumption 
charges, Time-of-Use consumption charges, and 
demand/capacity charges. 

Although residential consumers represent over 90 per 
cent of our total consumer base, they account for only 
40 per cent of total electricity consumption. These 
consumers contribute 39 per cent of the total 
distribution tariff revenue (see top row of Diagram 7). 
Most of the revenue is from fixed charges (32 per cent) 
or flat rate consumption tariff components (61 per cent). 

Our commercial LV consumers account for 9 per cent of 
our total consumer base but consume a significant 
proportion of the total electricity load, at about 47 per 
cent. They generate 54 per cent of our distribution 
revenue and the largest source of revenues is the 
demand/capacity tariff component (36 per cent). This is 
followed closely by the Time-of-Use tariff component 
which contributes 32 per cent of the total distribution 
revenues from commercial low voltage consumers.  

In contrast, commercial HV consumers account for only 
0.01 per cent of our total consumer base yet they 
consume 13 per cent of the electricity and contribute 7 
per cent of our distribution revenue. Over two-thirds of 
the revenue we receive from commercial HV 
consumers is from demand or capacity tariff 
components.  

Overall, nearly a quarter of our total DUOS revenues 
are derived from demand or capacity tariff components 
and a further 22 per cent from Time-of-Use tariff 
components.  

Further, 76 per cent of total consumption by commercial 
consumers is already subject to tariffs that include cost-
reflective demand or capacity tariff components. 
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Diagram 7 Key metrics by tariff class and distribution revenue contribution by tariff component 

 

 
Based on information consistent with AAD’s Network Pricing Proposal 2015/16 submitted to the regulator in May 2015. The information uses 
2015/16 tariffs and relies on consumer and consumption data for 2013/14. 
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Reviewing our network charges 
 
 
 

Our business is regulated by the Australian Energy 
Regulator (the Regulator) which regularly reviews our 
operations and funding requirements. The Regulator 
sets a limit on the revenue AAD is allowed to collect 
over a five year period, although we have some 
flexibility about the types of charges we can use to 
collect that revenue from our consumers. 

The Regulator also ensures that AAD is operating in 
accordance with the National Electricity Rules which 
are set by the Australian Energy Market Commission. 

In November 2014, the Australian Energy Market 
Commission (AEMC) introduced changes to the 
National Electricity Rules aimed at making distribution 
network tariffs more cost reflective and increasing the 
level of transparency and consumer engagement in the 
tariff setting process. 

As part of these new processes, this Overview Paper 
accompanies our first Revised TSS submitted to the 
Regulator.  

Following a 12–15 month review process, the tariffs for 
financial years 2017/18 and 2018/19 will be set. A new 
Tariff Structure Statement will then be developed in 
consultation with consumers, for the 5-year period 2019–
24. The timeline for the implementation of the new 
network tariff structure is shown in Diagram 8. 

 

 
 
 
 
Diagram 8 Timeline to introduce a new network tariff structure. 

 

 

 

Cost-reflective is a term used to explain the 
relationship between the cost of providing 
electricity network services and the price 
charged to the consumer for that service. 
 
A good example of cost-reflective pricing is 
fares offered by taxis. When you ‘catch a taxi’, 
you pay a flag-fall, or upfront charge. You then 
pay a variable charge based on the distance 
travelled. Surcharges are applicable at peak 
times, such as Friday and Saturday evenings. 
As a result, the charge you pay reflects the 
cost of providing the service (the hire charge) 
as well as the cost related to the time and 
distance you used the service. 
 
In the electricity context, cost-reflective pricing 
is about ensuring the charges to consumers 
reflect the economic cost of providing services 
to the consumer (both for usage and network 
capacity). 
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Most residential network tariffs in Australia rely on 
usage charges (c/kWh), even though a primary driver of 
network costs is how much capacity needs to be in 
place to meet the ‘peak demand’ requirements of our 
consumers. Introducing more cost reflective tariffs is an 
important part of ensuring we provide a service that our 
consumers want and for which they are willing to pay. 

 

Meeting all of these objectives without compromise is 
unrealistic. For example, cost reflective tariffs may be 
more complex than those currently in use, or at least 
take some time for consumers to fully understand and 
learn how best to respond.  

These factors need to be considered in deciding how 
much change to introduce at any one time, and what sort 
of support consumers may need. 

It is important to remember that the Regulator sets the 
revenue we can collect every five years. Any alteration of 
the tariff structure that results from this pricing review 
should not change the total amount of revenue we 
collect.  

 

Pricing objective and principles 
 
The new Rules prescribe a pricing objective and 
several pricing principles.  
 
The network pricing objective is for network prices 
to reflect the efficient costs of providing services to 
consumers. This objective guides how to comply 
with the pricing principles.  
 
The pricing principles require:  

• Tariffs to be based on the long run marginal cost 
to ensure that network prices send efficient 
future cost signals to consumers.  

• There should be no cross subsidies between 
tariff classes such as between residential and 
commercial consumers.  

• Tariffs should be set to recover total efficient 
costs such that each tariff reflects the total 
efficient cost of providing services to those 
consumers and that revenue is recovered in a 
way that minimises distortions to consumers’ 
usage decisions.  

• Consideration of consumer impacts. The impact 
of network price changes on consumers must be 
considered in determining how to manage the 
transition over time in a way that avoids bill 
shocks that can occur due to volatility in prices. 

• Tariffs need to be capable of being understood. 
Network prices must be set so that consumers 
can understand and respond to price signals. 

• Tariffs comply with jurisdictional obligations. This 
principle allows businesses to take into account 
any jurisdictional specific obligations which apply 
to prices.  
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What we considered  
 
 
Typically electricity network tariffs consist of two or more 
components, such as a fixed charge which is levied every 
day and a variable charge for consumption (typically 
c/kWh). More complex tariffs include other components 
but also combine some of the more basic elements 
(such as fixed and consumption components). 

While the list below is not exhaustive, the different types 
of tariff components that are offered by distribution 
companies around Australia are broadly as follows. 

• Flat-rate consumption:  The variable charge is a 
single rate “anytime” charge which is applied to the 
amount of electricity used, regardless of the time of 
use. 

• Block component: Different consumption charges 
are applied for different pre-determined thresholds of 
usage which rise (inclining) or fall (declining) with 
consumption. 

• Seasonal charge: The consumption charges are 
different according to different months or seasons. 

• Time of use: The consumption charge varies by time 
of day and is typically cheaper at off-peak periods 
and more expensive during peak periods. 

• Capacity: A charge for reserving or booking a 
certain amount of the network. 

• Maximum demand: This is a charge based on the 
consumer’s maximum amount of electricity 
consumed in a specific time interval over the last 
month or specified billing period. 

• Critical peak demand: Consumers are charged 
lower consumption charges for most of the year but 
higher prices during a few short critical peak periods, 
such as during extreme weather. Consumers are 

notified one day in advance of critical peak times and 
the critical peak price is a signal for consumers to 
manage consumption during a critical period. 

• Controlled load: This tariff is used in combination 
with another tariff. In exchange for not using 
appliances such as an electric hot water system at 
peak periods, the consumption rate applied is lower 
during off-peak periods. 

Diagram 9 shows a simple comparative assessment of the 
cost-reflectivity of various tariff components. There is a wide 
variety of cost-reflective demand-based tariffs to choose 
from, such as peak period demand tariffs, seasonal demand 
tariffs or critical peak demand tariffs. This figure shows, for 
example, that critical peak demand tariffs are one of the 
most cost reflective tariffs and that a peak period demand 
tariff or seasonal demand tariff is more cost-reflective than 
an anytime maximum demand tariff. 

Diagram 10 on the next page shows how these tariffs 
compare against three key pricing criteria. 

• Cost reflectivity: prices reflect the economic cost 
of service provision. This promotes efficiency 
because it reduces or limits cross-subsidisation 
between consumers. 

• Simplicity: the tariff is easy for consumers to 
understand and should be simple to implement 
and administer. 

• Stability: does not result in unduly large or sudden 
increases in consumer’s electricity bill (unless as a 
result of a significant change in consumption).  
 

 

Diagram 9 How cost-reflective are different tariff components 
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Diagram 10 How different tariff components compare 
 

 
 

Source: Based on Deloitte Access Economics Pty Ltd Residential electricity tariff review January 2014 with additional analysis by AAD.  
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Feedback from consumer and retailer engagement 
 
Our consumer engagement for the first TSS was 
undertaken within the context of our 2014-18 
Consumer Engagement Strategy and builds on 
existing relationships with stakeholders. We adopted 
five communication channels to gather feedback 
(shown in Diagram 11). 
 
A consultation paper titled Pricing Review for the 
ACT Electricity Network provided background 
information, context, the rationale for pricing review 
and moving towards cost-reflective pricing. It also 
outlined a range of cost-reflective tariffs that could be 
introduced in the ACT. 
 
The Energy Consumer Reference Council 
(ECRC) provided a representative forum for 
consumer advocates and industry representatives to 
provide input into electricity tariff reform. Diagram 12 
provides an overview of members of the ECRC. 
 
Two community workshops, attended by 
residential consumers, advocates, and ACT 
Government agency representatives, involved a 
presentation of the consultation paper and 
subsequent discussion of the main issues.  
 
Business workshops, promoted through the 
Master Builders Association and the Canberra 
Business Council, invited input from commercial 
consumers on the proposed changes to network 
tariffs. 
 
Separate meetings with ACT electricity retailers 
Energy Australia, Origin Energy and ActewAGL 
Retail sought feedback on electricity network tariff 
reform. 
 

Diagram 11 How we engaged with consumers for this TSS  

 

 
Diagram 12 Members of our Energy Consumer Reference Council  

 

 
A co-design workshop which was attended by a good 
cross-section of stakeholders, including members of the 
ECRC, community, industry organisations, large customer 
representatives and general residents.  A representative 
of the AER also attended. This workshop provided an 
opportunity to collaboratively explore options for 
implementation of the new demand tariffs and gather 
feedback on potential impacts based different customer 
profiles. 
 
The online survey of 319 retail consumers sought 
feedback on their understanding of electricity network 
pricing, the views on proposed network pricing plans and 
their willingness to switch plans. Responses to key issues 
are summarised in Diagram 13.  
 

Diagram 13 Consumer views on key issues relevant to tariff reform 
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The development of our TSS has been strengthened by the input received from the community.  Table 2 
summarises the feedback and how this has influenced our strategy. 
 

Table 2 What our stakeholders told us and how this has influenced our proposal 

Topic Feedback recieved AAD’s response  
Communication • Need for better consumer education about 

the energy market and the tariff structures. 
• Need for information dissemination about 

new tariffs to the business community and 
retailers to facilitate early implementation.   

• Continuing engagement with retailers through to 
the implementation of tariffs in 2017. 
On-going consumer engagement program before 
submission of proposed TSS and further 
engagement in preparation of the Revised TSS 

Consumer 
impacts 
 

• Support for vulnerable consumers is 
important 

• Better understanding of bill impact of 
proposed changes for each consumer 
class. 

• Existing concession and hardship schemes 
offered by retailers are still available to 
consumers.  

• Estimates of the impacts of new tariffs and 
changes to existing tariffs are included in the 
Revised TSS. 

 
Behaviour 
change 
 

• Important to evaluate the effectiveness of 
the tariff structure in reducing loads on the 
network during peaks and recognise where 
consumers may have limited demand 
management capabilities. 

• Implemented new tariff design and levels only 
where it would encourage consumer energy 
savings through demand management.  

 

Transition • Support for shorter (3-5 years) transition 
• Interest in the impacts of tariff reform on 

the long-term viability of AAD. 
• Support for trials and pilot-projects 

conducted in the ACT as part of 
implementing changes to the electricity 
tariff structure.  

• Impacts of transition to remotely read 
meters should be considered. 

• Developed a transition strategy to use remotely 
read interval meter and the assignment policy to 
drive speed of transitions.  

• Impacts of new tariffs and changes to existing 
tariffs provided in the Revised TSS. 

 

Tariff design • General understanding and acceptance of 
the value of more cost-reflective tariffs.  

• General support by some large consumers 
to move to more cost-reflective demand 
tariffs, such as critical peak or seasonal.  

• Concerns about limited flexibility of low 
voltage business consumers to modify 
consumption behaviour in response to new 
tariffs.  

• Need to justify and explain potential 
rebalancing of fixed/variable cost 
proportion of charges for small business 
and residential consumers. 

• Long-term and transition tariff strategy embodies 
the acceptance of cost-reflective tariffs and 
considers the dynamic evolution of tariff 
components, which are influenced by existing 
practices and commercial approach. 

• Our strategy for small commercial low voltage 
consumers is consistent with a transition to cost-
reflective tariffs, which incorporates a pricing 
signal for peak demand costs.  

 

Alternate energy 
sources 
 

• Interest in solar and its influence on 
network charges, any potential 
subsidisation impact and mitigating 
disadvantages to low income non-solar 
households.  

• Competitiveness of ACT’s low electricity 
prices may be affected by ACT 
Government’s renewables target. 

• The proposed tariff structure includes a demand 
tariff that would apply to residential consumers 
with and without PVs.  

• The ACT Government’s renewable energy target 
may affect the costs passed on to consumers.  

 

Assignment Policy • For LV commercial customers it was 
suggested that there needs to be the 
option to ‘opt-out’ to reflect the fact that the 
ability of these customers to change 
behaviour may be limited. 

• For residential customers, there is a 
preference for an opt-out assignment 
policy from the new demand tariff, as this 
is consistent with the message of providing 
increased choice. 

• Based on feedback at the co-design workshop, 
after 1 December 2017 our policy for for both 
residential and low voltage commercial customers 
is to assign customers by default to the new 
demand tariff, but with the choice of opting out to 
other tariffs.   
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Our long-term tariff strategy 
 
 

What would a more cost 
reflective tariff structure look 
like? 

 
Table 3 describes a more cost reflective tariff structure 
that is also consistent with the requirements of the 
Rules. Our long-term strategy is designed to achieve 
this structure. 
 

Table 3 The composition of a more cost reflective distribution 
tariff. 

 

Network Tariff 
Component 

Composition of a more cost 
reflective tariff under the Rules 

Fixed charge 
(cents per day, 
does not depend 
on usage) 

• Part of the consumer’s bill would 
remain fixed, and would not vary with 
the level of energy consumption or 
demand. 

Energy or 
consumption 
charge (cents 
per kWh) 

• Part of the consumer’s bill would 
be based on an energy charge 

Demand charge 
(cents per kVA 
preferred, or 
kW) 

• Part of the consumer’s bill would 
be based on the demand that the 
consumer places on AAD’s network 
when that part of the network or the 
network as a whole experiences 
peak demands. 

 
Diagram 14 Cost-reflectivity of our current tariffs 

Where are we now? 
 

A number of our existing network tariffs already go some 
way to being cost-reflective (see Diagram 14). This is 
because we have been progressively implementing more 
cost reflective tariff components.  

Our introduction of an innovative time-of-use residential 
tariff five years ago was a significant move towards cost 
reflective tariffs. Our demand and capacity based tariffs 
for commercial consumers have already enabled us to 
progress well on the journey to cost-reflectivity. 

 
What are our options? 
Broadly the options that we have considered are as follows. 

• Option 1 – Change levels to rebalance between fixed 
and usage charges. 

• Option 2 – Move to more cost reflective tariff structures 
quickly and then manage the price levels over the long-
term. This approach would define the cost reflective 
structure but manage the transition based on bill 
impacts and metering technology. 

• Option 3 – Move to more cost reflective tariff structures 
AND levels in the short-term. This is likely to require 
careful consideration and management of consumer 
impacts and metering technology. 
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Our overall approach  

 

Perfectly cost reflective tariffs would be based on the 
instantaneous capacity of the network, the actual 
costs of providing an additional unit of capacity, 
based on location, and delivered through ‘live’ 
pricing.  Of course implementing this theoretical ideal 
is not currently possible, given metering technology 
limitations and the implementation costs, both in 
terms of developing better estimates and for 
consumers in responding to these signals. 

However, we expect our capability to provide more 
cost reflective signals to residential consumers will 
be improved as more advanced metering technology 
is rolled out over the next few years.  

We propose to: 

• migrate consumers to more cost-reflective tariffs 
as the enabling metering technology is rolled 
out; and 

• improve the price signals we send to our larger 
consumers by refining the demand components, 
consolidation of our tariffs to simplify our tariffs 
for consumers, as well as adjustments to fixed 
and consumption charges.  

In summary, based on the benefit of reviewing the 
performance of the tariff structure and tariffs 
proposed in the first TSS, and receiving continuous 
consumer feedback, we anticipate that our tariff 
strategy will evolve and may deliver even more cost-
reflective tariff components and changes in tariff 
levels in the future. This is simply illustrated in 
Diagram 15. 
 
Diagram 15: Our transition to cost-reflective tariffs will 
evolve 

 

 

 

 

 

 

 

 

 

 

 

 

 

Further, based on the tariffs we currently offer we 
believe that different steps are required to transition 
each of our consumer classes from the tariffs they are 
currently on to more cost-reflective tariffs. 

  
To continue our journey towards our long-term 
vision of more cost-reflective tariffs, we are 
proposing to focus in the first TSS on establishing 
the desired cost-reflective tariff structure. 

• Residential consumers—We are introducing 
a new peak period demand tariff in 2017 for 
residential consumers whose premises are 
fitted with interval meters that can be remotely 
read. This will be effective from 1 December 
2017 in line with the expected timeframe for 
metering contestability. For our consumers 
without remotely read metering technology, we 
will improve the alignment of their tariff levels to 
the estimates of long run marginal cost of 
supply. 

• Low voltage commercial consumers—We 
are introducing a new peak period demand 
tariff for commercial low voltage consumers 
whilst continuing to offer existing cost-reflective 
tariffs for customers in this tariff class. 

• High voltage commercial consumers—We 
propose to maintain the existing tariff structure 
for commercial high voltage consumers and 
consolidate the number of tariffs from four to 
three. 
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Transition strategy  
 

The regulatory framework gives us some flexibility as 
to the period over which we transition our network 
tariffs to those that are more cost-reflective. This 
flexibility allows us to ensure that the transition can 
proceed as smoothly as possible and without causing 
consumer confusion of new tariffs or assignment 
policy as well as avoiding undue bill shock. 

Our ability to move to more cost-reflective pricing 
hinges on two enablers that are explained below.  
 
Assignment of consumers to tariffs 

One way in which the pace of adoption of cost-
reflective tariffs can be influenced is by how 
consumers are assigned to tariffs. Consumers are 
typically assigned to tariffs using the following 
approaches: 

• mandatory assignment, where the cost-reflective 
tariff is set as the default for consumers and 
consumers cannot change to another tariff. This 
policy is likely to result in a pace of reform that is 
relatively fast; 

• opt-out, where consumers are placed on the 
default cost reflective tariff but can opt-out to 
another (less cost-reflective tariff) which could 
result in a medium pace of reform; and 

• opt-in, where a consumer is given the choice of 
selecting the cost-reflective tariff. This could result 
in a slow transition to cost reflective tariffs. 

 
 
Metering  

An important enabler for introducing more cost-
reflective tariffs is metering technology. Some 
consumers, particularly households and small 
business consumers do not have meters that record 
the half-hourly data required to implement new tariffs. 
As a result, the process of introducing new tariff 
structures will vary across different types of 
consumers. 

A remotely read interval meter is capable of reading 
data at the intervals required for demand and Time-of-
Use tariffs.   

Alternatively, existing manually read interval meters 
can be reprogrammed to be remotely read. However, 
reprogramming existing manually read interval meters 
to record demand may require a material level of 
capital expenditure and put upward pressure on 
network prices. 

 

 

We believe that a better plan of action is to link our tariff 
strategy with the outcomes and timing of the impending 
national reform of metering rules, particularly the 
minimum services specification for all new and 
replacement meters to be remotely read interval meters. 
 
 

 
 
Most consumers have an electricity meter that 
records the amount of electricity they use. We 
have been upgrading the 180,000 meters we 
maintain across the ACT.  
 
At this stage the majority of households (60%) 
and many small business consumers are fitted 
with accumulation meters that are only capable 
of measuring total electricity consumption; that 
is, they are not currently capable of measuring 
consumption by time of use or any other specific 
intervals. 
 
Consumers with these accumulation meters will 
not be able to benefit from demand-based tariffs 
without a new meter that is capable of recording 
detailed consumption and demand data. This will 
impact significantly on any transition to new 
tariffs by these consumers. While consumers 
can opt to change their meters for a fee, the 
majority of consumers will need to wait for their 
turn in any meter replacement program.  
 
There are also about 80,000 manually read 
interval meters that currently record consumption 
based on pre-defined intervals. However, 
manually reading half-hour consumption data 
required for more cost-reflective demand tariffs 
on a large scale basis will require additional up-
front costs of reprogramming these meters and 
increase the costs of downloading the data.  
 
Under recent reforms to the regulatory regime, it 
is currently expected that from 1 December 2017 
metering services will become contestable and 
remotely read interval meters will be mandatory. 
This has been factored into our transition 
strategy. 
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Residential consumers 
 

We propose to introduce a cost-reflective tariff structure for residential consumers by introducing a new peak 
period demand tariff. To facilitate the introduction of cost-reflective tariffs, we propose to make changes to our 
assignment policy. These changes are outlined in Diagram16 below. 

 
Diagram 16: Transition strategy for residential consumers  

 

 
Overview of the new demand tariff  

Diagram 17: Structure of the proposed peak period demand tariff 

During our review of electricity network tariffs, we 
identified the value of introducing a demand tariff 
for our residential consumers. The new demand 
tariff will comprise a fixed component, a usage 
component and a demand component as shown 
in Diagram 17.  The peak demand component is 
applied to a set time period.   

The tariff structure is consistent with our current 
view of the long-term cost-reflective tariff structure. 

 
 
 
  

      

 

Fixed

•cents/day 

Usage

•c/kWh
•based on anytime usage

Demand

•c/kW/day
•based on consumer's 

maximum demand (1/2 
hour), during a defined 
peak time period, in a 
calendar month
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Proposed approach to assigning 
residential consumers to the new tariff  
Our residential consumers will be assigned to the new 
peak period demand tariff from 1 December 2017 
when they receive a remotely read interval meter. A 
residential consumer who receives a new meter after 
that date may be: 

1. A new residential consumer (ie, new 
premises); 

2. A consumer who receives a replacement 
meter; or 

3. A consumer who chooses to install a new 
meter.  

In any of these cases, the consumer will be assigned 
to the demand tariff, by default, and have the option 
to opt-out to the Time-of-Use tariff.  

This proposed assignment policy means that a number 
of our residential tariffs will eventually become obsolete.  
This is because, over time, all residential consumers 
will have a remotely read interval meter, and therefore 
be assigned to the demand tariff and with choice of 
opting-out to the TOU tariff.   
 
 

 

 

 

 

 
 
Setting the peak period 
Analysis of several residential areas, as provided for a 
typical residential zone substation in Diagram 3, shows 
that  our residential customers have higher peaks in the 
evening than at any other time of the day, irrespective 
of the season of the year.   

While the morning load is high (particularly during the 
winter), the evening load is always higher.  Hence, the 
evening load will drive network costs.  For this reason, 
the demand charge will apply to a residential 
customer’s maximum demand between 5:00 – 8:00pm.  

Further analysis also demonstrates that the maximum 
demand occurs on a spread of weekend and weekdays, 
and this is driven by weather events. Hence, the peak 
demand charge will apply every day of the week. 

Diagram 3 also shows that for residential areas the 
maximum demand is higher in winter than any other 
season.   

The residential demand tariff is already structured so 
that the demand component is capable of being varied 
with every season. Our transition towards more cost 
reflective tariffs requires careful consideration of 
consumers’ ability to understand and respond to the 
new demand tariff.  

Whilst it would be more cost-reflective to introduce a 
winter peak period demand charging window in this 
regulatory period, AAD believes that keeping the 
demand charging component at the same level in each 
season of the year is a prudent approach. This 
approach maximises simplicity and minimises customer 
confusion in this regulatory period.  

However, it is our intention that from the beginning of 
the next regulatory period (2019/20), the seasonal 
variation in the demand component will be activated, 
which addresses the underlying principle that the 
residential winter peak drives network costs.  
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Commercial consumers (low voltage) 
 

We currently offer low voltage commercial consumers a range of tariffs. These include a block tariff, a Time-of-
Use tariff, a demand tariff and a capacity tariff.   

Our review of tariffs for this customer segment suggests that we need to offer all LV consumers a more cost 
reflective range of tariffs.  Changes to the LV Commercial tariff structure will take place from 1 December 2017, in 
line with the current timetable for the introduction of metering competition. We propose to introduce a new kW 
based demand tariff.  This will enable all of our LV Commercial consumers to access a demand tariff (except 
those with small unmetered loads). 

To facilitate the introduction of cost-reflective tariffs, it is necessary for us to make changes to how consumers are 
assigned to tariffs, as shown in Diagram 18.  
 

Diagram 18 Transition strategy for commercial LV consumers  

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



ActewAGL Distribution Electricity Network – Revised Tariff Structure Statement   – Overview Paper   20 
 

 
 
Overview of the new demand tariff for 
low voltage commercial consumers 
The demand tariff for low voltage commercial 
consumers is structured in the same way as the 
proposed demand tariff for residential consumers. 
Specifically, as shown in Diagram 19 the new 
demand tariff will include: 

• a fixed component; 

• Time-of-Use energy component that is a 
flat anytime rate ; and 

• a peak demand charge (in kW) that is 
based on the consumers half hour 
maximum demand in a billing period. 

Given the evidence presented in Diagram 3, the 
demand component will apply to a peak demand 
that applies from 7:00am – 5:00pm. 
 
Further analysis also demonstates that the these 
peaks occur on week days when most businesses 
are operating, rather than weekends when many 
businesses are closed. For this reason, the demand 
charge will apply during week days. 

The kW commercial demand tariff is structured so 
that the demand component is capable of being 
varied with every season. Our transition towards 
more cost reflective tariffs requires careful 
consideration of consumer’s ability to understand 
and respond to the new demand tariff. Whilst it 
would be more cost-reflective to introduce a 
summer peak period demand charging window in 
this regulatory period, AAD believes that keeping 
the demand charging component at the same level 
for each season of the year is a prudent approach. 
This approach maximises simplicity and minimises 
consumer confusion in this regulatory period.  

However, it is our intention that from the beginning 
of the next regulatory period (2019/20), the 
seasonal variation in the demand component will be 
activated, which addresses the underlying principle 
that for commercial customers it is the summer peak 
that drives network costs.  

This is a change from our existing policy where new 
LV commercial consumers are assigned to the LV 
commercial Time-of-Use tariff.  

 

 

Diagram 19 Structure of the proposed demand tariff for low voltage 
commercial consumers 

 

 
 
Proposed policy for assigning consumers to 
the new demand tariff 
The introduction of the demand tariff and change in 
assignment policy have been established to coincide with 
the metering rule change that is expected to come into 
effect in the ACT on 1 December 2017.   

This means that new customers, those that require a 
replacement meter that is remotely read , and those who 
chose to opt-in to the demand tariff, will be assigned by 
default to the new demand tariff from that date.  

To ensure greater choice and flexibility, all of these 
customers would have the choice to opt-out to any of the 
existing cost-reflective tariffs (TOU, kVA Demand or 
Capacity). 

This proposed assignment policy means that our General 
Network tariff will eventually become obsolete.  This is 
because, over time, all low voltage commercial consumers 
(except those on small unmetered loads) will have their 
meter replaced with a remotely read interval meter, be 
assigned to a demand tariff, and have the choice of opting-
out to one of the cost-reflective tariffs.   

 
 

 

  

Fixed 

•cents/day  

Usage 

•c/kWh 
•based on 

anytime 
consumption 

Demand 

•c/kW/day 
•based on 

consumer's 
maximum 
demand (1/2 
hour), during a 
defined peak 
time period, in 
a billing period 



ActewAGL Distribution Electricity Network – Revised Tariff Structure Statement   – Overview Paper   21 
 

 
Commercial consumers (high voltage) 
 

We currently offer our high voltage commercial consumers relatively cost reflective tariffs.  These tariffs include a 
fixed component, a Time-of-Use energy component, a maximum demand component and a capacity component.  
As shown in the table below, the high voltage commercial tariffs differ depending on whether the consumer or 
AAD owns  and maintains the high voltage assets, or whether AAD owns and maintains the low voltage network. 
The table below provides an outline of how each of the existing high voltage tariffs is defined. 

Table 4 Our existing commercial high voltage tariffs 

Tariff Ownership and 
maintenance of HV 

assets 

Ownership and maintenance 
of LV Network 

AAD Consumer AAD Consumer 
HV TOU Demand Network ✓  ✓  

HV TOU Demand Network – Consumer HV  ✓ ✓  

HV TOU Demand Network – Consumer LV ✓   ✓ 

HV TOU Demand Network – Consumer HV and LV  ✓  ✓ 

Our strategy for this first TSS is to simplify the tariff options by consolidating the number of tariffs available from 
four to three. Specifically, we propose to eliminate the “HV TOU Demand Network – Consumer HV” (Code 112), 
from 1 July 2017. This tariff is redundant because no consumers have been assigned or selected to take up this 
tariff. Hence, this change does not result in any consumer impact.  

Further, since we have a relatively small number of high voltage consumers (26), this change will reduce 
complexity for new high voltage consumers choosing an appropriate tariff.   

As part of the tariff strategy for the 2019/20-2023/24 regulatory control period, we expect to further eview and 
appropriately modify the charging parameters for existing demand tariffs. An overview of our tariff strategy is 
provided below in Diagram 20. 

Diagram 20 Transition strategy for commercial HV consumers 
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Consumer impacts 
 
The proposed new demand tariffs are designed to 
ensure that the average consumer is no worse-off on 
the new demand tariffs compared to the existing falt 
rate or Time-of-Use tariffs.  

However some consumers may pay less to use the 
network and others may pay more. Whether an 
individual consumer’s bill is higher or lower will 
depend on their specific circumstances, such as their 
consumption, their maximum demand and how they 
might respond to cost-reflective price signals.  

Further, whether an individual consumer’s bill is 
higher or lower will depend on how retailers choose 
to incorporate proposed network tariffs into retail 
prices, and any other adjustments to annual tariffs. 

Diagrams 21 and 22 show the network bill impact of 
the proposed demand tariff, compared with existing 
flat-rate tariffs, for the typical consumption loads for 
residential and low voltage commercial consumers 
and varying maximum demand: 

• Consumers with an average maximum 
demand are likely to receive a slightly lower 
network bill. 

• Consumers with a low maximum demand are 
on average likely to receive a lower network 
bill. 

• Consumers with a high maximum demand are 
on average are likely to receive a higher 
network bill. 

For example, residential consumers with high 
maximum demand will have a clear incentive to 
change their consumption patterns by using 
appliances outside of the peak period. Hence they can 
make more informed choices about how best to 
control their usage and bill (see Diagram 23).  

Diagram 23 How consumers can reduce their maximum demand 

 

Diagram 21 – Network bill impact 
of our proposed peak period 
demand tariff for the average 
residential consumer (annual 
consumption of 7,500kWh) 

Diagram 22 – Network bill impact 
of our proposed peak period 
demand tariff for the average 
residential consumer (annual 
consumption of 7,500kWh) 
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