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Our annual pricing proposals will explain how the movements in each of our tariffs between years 

are consistent with this Tariff Structure Statement.  We will aim to set each tariff to be broadly 

consistent with the indicative pricing levels for that tariff set out in our Indicative Pricing Schedule at 

Appendix A.  Our pricing proposals will demonstrate how each proposed tariff is consistent with the 

Indicative Pricing Schedule, or explain any material differences. 

Each annual Pricing Proposal is supported by a range of guides designed to help external parties, 

particularly customers and retailers, to understand the development and application of charges for 

the services we provide.  Specifically, the following supports our annual Pricing Proposals: 

 Network Tariff Application and Price Guide; 

 Metering Services Application and Price Guide; 

 Public Lighting Application and Price Guide; and 

 Ancillary Services Application and Price Guide. 

The guides are updated annually to reflect any changes to our tariffs, including changes to our 

processes for assigning customers to tariffs. 
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TEC Total Efficient Cost 

ToU Time of use 

Transmission network The assets and services that enable large generators, like windfarms and 
hydro-electric power stations, to transmit the high voltage electrical energy 
they produce to population centres and major industrial users of electricity. 

TSS Tariff structure statement 

TSES Tariff structure explanatory statement 

TUoS Transmission use of system 

Unmetered supply A connection to the distribution system which is not equipped with a meter 
and for which the consumption of electricity is estimated. Connections to 
things like public lights and traffic lights are not normally metered. 
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When it came into being in 2014, TasNetworks inherited a number of network tariffs that were not 

reflective of the impact that the customers on those tariffs had on the cost of providing and 

operating the distribution network.  This meant that the recovery of those costs was being shifted 

between tariffs and between different classes of customers, giving rise to cross subsidies. 

Since then, there have also been changes to the National Electricity Rules that require us to apply a 

new, more cost reflective approach to setting our network tariffs and other regulated charges, 

rather than rely on the flat consumption based charges that have been used for years.  Those 

changes require TasNetworks to base its network tariffs on Total Efficient Cost (TEC) and Long Run 

Marginal Cost (LRMC).  The means by which we allocate TEC and LRMC to tariff classes and to 

individual tariffs is explained in the TSES document which is a companion to this TSS. 

As a result, since 2014 we have been changing the way we price our services to better reflect the 

demands that our customers’ use of electricity place on the network and to give customers more 

control over their energy costs.  To that end we have been incrementally adjusting and realigning 

the prices of some of the legacy network tariffs that have been in use for decades, to gradually 

remove cross subsidies and make them more cost reflective. 

In 2017 we made new demand based time of use network tariffs available for residential and small 

business customers, which offer customers that switch to the new network tariffs, via their retailer, 

reduced prices at off-peak times but higher prices at peak times. 

In TasNetworks’ 2018-19 Annual Pricing Proposal we announced two new demand based time of use 

tariffs (with a start date of 1 December 2018) to give households and small businesses who invest in 

distributed energy resources (DER) like solar panels and batteries new opportunities to control their 

electricity costs.  The AER approved their introduction but in this TSS we are required to again seek 

the AER’s approval in order to embed these new tariffs as part of our suite of network tariffs in the 

2019-24 regulatory period and beyond. 

The time of use periods used for the new DER tariffs will be the same as for the ToU demand based 

network tariffs introduced for residential and small business applications in the current regulatory 

period (2017), as well as the ToU consumption tariff for households and small businesses that were 

introduced in previous regulatory periods. 

For both the new and existing ToU demand tariffs for residential and small business customers, 

however, we will be changing the way we measure peak demand, by moving from single monthly 

peaks recorded both in peak and off-peak charging windows to an average of the four highest peaks 

in the month recorded during peak and off-peak charging windows. 

Importantly, from the beginning of the 2019-24 regulatory period, ToU consumption based network 

tariffs will be applied as the default for new and ‘replacement’ residential customers, on an opt-out 

basis. This means that for new residential connections and residential customers who initiate a 

change to their connection or who have an advanced meter installed,  from 1 July 2019 onwards 

TasNetworks will commence charging the customer’s retailer for the customer’s use of the network 

using a ToU consumption network tariff.   

Once assigned to a time of use consumption network tariff, for a customer to be assigned to a 

different network tariff, they will have to opt for a retail tariff through their retailer that incorporates 

a different network tariff, such as a ToU demand tariff, if that’s what they prefer. 
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Variation in trigger for opt-out assignment 

In response to TasNetworks’ proposal to apply an 'opt out' rather than ‘opt in’ approach to network 

tariff reform, in order to accelerate the take up of cost-reflective network tariffs, the AER expressed 

a strong preference for a change in the way that the ‘trigger’ for opt out network tariff assignment 

should work.  Specifically, the AER stated a preference for a delay in the case of “end of meter 

replacements”, whereby customers whose meters fail would remain on their current network 

tariff(s) following replacement of the meter, and only be reassigned to the default ToU consumption 

based network tariff 12-months after the installation of an advanced meter. 

TasNetworks does not believe that the delay proposed by the AER delivers better outcomes for 

customers.  Investigation undertaken by TasNetworks indicates that introducing a delay for what is a 

very small subset of the customers to which opt-out tariff assignment is intended to apply would 

give rise to inequitable customer outcomes, while also being unjustifiably costly and inefficient to 

implement. TasNetworks also does not support another more recent proposal from the AER to apply 

a 12-month delay to all new and ‘replacement’ residential customers, not just those that have a 

faulty meter replaced with an advanced meter.  This would run counter to the AER’s instruction to 

accelerate the pace of network tariff reform in Tasmania and risks delaying customers’ access to the 

potential benefits of cost reflective network pricing.  As a process which cannot currently be 

automated, implementation of a 12-month delay would also require significant and unfunded IT 

development and human resources. 

In the interests of ensuring that network tariff reform produces good customer outcomes, 

TasNetworks, therefore, intends to depart from the AER’s instructions in this regard, and will assign 

customers who have a failed meter replaced with an advanced meter to a cost reflective network 

tariff, effective immediately from the installation of the new meter.  Like the residential customers 

with new or modified connections who, from 1 July 2019, will also be assigned to a ToU 

consumption network tariff as the default tariff, customers who have a failed meter replaced with an 

advanced meter will still be able to exercise their right to opt out of the network tariff, through their 

retailer. 

We believe that this will provide the customers involved with earlier access to the potential benefits 

of cost reflective network pricing, particularly in terms of the greater control it affords over their 

energy bills by being able to vary time of use, rather than just consumption, in order to reduce their 

bills.  We also believe that this course of action is more consistent with the AER’s desire to 

accelerate the pace of network tariff reform in Tasmania. 

TasNetworks’ position on this matter is explained in more detail in the TSES that accompanies this 

TSS. 
 

 

Small business customers will continue to access ToU consumption tariffs on an opt-in basis during 

the 2019-24 regulatory period, as they do currently, with demand based ToU network tariffs also 

available on an opt-in basis for both small businesses and residential customers through their 

retailer. 
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Our network tariffs and charging structures 

The following diagram (Figure 1) provides a summary of the tariffs, tariff structures and charging 

parameters that will apply to  standard control services for each tariff class during the 2019-24 

regulatory period.  Further detail on our tariffs and customer eligibility is provided in Appendix A: 

Network tariffs for 2019-24. 

Indicative prices for our tariffs during the 2019 to 2024 regulatory period can be found in the 

Indicative Pricing Schedule included at Appendix B: Indicative Prices for 2019 – 2024 in this TSS. 

Figure 1 Tariff classes, structures and charging parameters 
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4 Assignment to network tariff classes 

Because we have multiple tariff classes, and multiple tariffs within each tariff class, we must have a 

series of eligibility criteria that determine which tariffs apply to a given type of customer or from 

which range of tariffs they may choose (through their retailer).   

Customers are assigned to at least one of the following tariff classes: 

 high voltage (HV); 

 irrigation; 

 large low voltage (LV); 

 small low voltage (LV); 

 residential; 

 uncontrolled energy; 

 controlled energy; 

 unmetered;  

 street lighting; and 

 individual tariff calculation (ITC). 

The following sections set out the policies and procedures that we adhere to in assigning customers 

to tariff classes for both standard control and alternative control services (see Section 5 for more 

information about alternative control services). 

Assignment of existing customers to tariff classes 

A customer will be taken to be assigned to the tariff class to which we were charging that customer 

immediately prior to 1 July of any regulatory year if they: 

 were our customer prior to 1 July that year; and 

 continue to be our customer as at 1 July. 

Assignment of new customers to a tariff class 

If we become aware that a business, organisation or person is to become our customer, then we 

determine the tariff class to which the new customer will be assigned by considering one or more of 

the following factors: 

 the forecast/expected nature and extent of the customer’s usage, or the typical usage by 

customers in the same customer class; 

 the nature of the customer’s connection to the network; and 

 whether remotely read interval metering or other similar advanced metering technology has 

been installed at the customer's premises. 
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In addition to the above requirements, when assigning a customer to a tariff class we ensure that: 

 customers with similar connection and usage profiles are treated equally; and 

 customers who have micro embedded generation facilities are not treated any more or less 

favourably than customers with similar load profiles without such facilities. 

Assigning a network tariff to a new connection 

The process for assigning a network tariff to a new connection is usually instigated by the receipt of a 

transaction from the metering provider appointed by the customer’s retailer to install the customer’s 

meter. That transaction will detail the new meters and registers for the new National Metering 

Identifier (NMI) assigned to the connection, along with the customer’s requested network tariff(s). 

For each NMI TasNetworks validates the customer’s eligibility for assignment to the requested 

tariff(s) against the following set of attributes: 

 connection type (high or low voltage) 

 metering type (basic, interval or unmetered) 

 nominated connection purpose (residential, business, irrigation etc.) 

In the case of a high voltage business customer that either the TAS15 or TASSDM network tariff has 

been nominated, TasNetworks also takes into account the  expected maximum demand of the 

connection when assessing the customer’s eligibility to be assigned to the requested network tariff. 

If the customer is found not to be eligible for the network tariff nominated by the metering provider, 

TasNetworks will assign the customer to the alternative tariff deemed the most appropriate based on 

the above criteria, potentially in consultation with the customer or their retailer. 

Reassignment of existing customers to another tariff class 

We may reassign a customer to another tariff class if the existing customer’s load characteristics or 

connection characteristics (or both) change such that it is no longer appropriate for that customer to 

be assigned to their current tariff class.  Should a customer no longer have the same, or materially 

similar, load or connection characteristics as other customers in the customer‘s existing tariff class, 

we may also reassign that customer to another tariff class. 

In cases where a tariff class is abolished, we will notify the affected customers of this and reassign 

them to a new tariff class. 

Reassigning an existing customer to a different network tariff 

Customers may also seek a network tariff reassignment.  To do so, they must: 

(a) be eligible for tariff reassignment; 

(b) provide TasNetworks with one month’s written notification; and 
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(c) pay any applicable tariff alteration fee.2 

A tariff reassignment request initiated by a customer may be made either: 

 through the customer’s retailer, in which case the retailer notifies TasNetworks via a Service 

Order Request, or; 

 through TasNetworks, where TasNetworks will advise the customer’s retailer. 

Requests for tariff reassignment are evaluated using the same eligibility criteria used to assess 

network tariffs requested for new connections. 

 

The impact of tariff assignment and reassignment on customers 

The assignment or reassignment of a residential or small business customer to a particular network 

tariff does not necessarily translate to a change in the retail electricity tariff applying to that 

customer.  This is because, rather than billing customers directly, TasNetworks – like network 

operators elsewhere in Australia – charges electricity retailers for their customers’ access to and use 

of the network. 

The assignment or reassignment of a customer to a network tariff determines what we charge 

retailers when we bill them for their customers’ connections and the delivery of electricity.  The tariff 

component and prices which most customers see on their bills, however, reflect how their retailer 

packages its input costs for particular customers, including energy costs, the cost of providing retail 

services – and network charges. 

Reassigning a customer to different network tariff may not, therefore, change the retail tariff applying 

to the customer, unless the retailer offers a retail tariff underpinned by that network tariff which it 

can apply to the customer.  This is one of the reasons that we are working closely with retailers to 

encourage them to base some of their retail tariffs for residential and small business customers on 

some of our newer time of use consumption and demand based tariffs.  This will ensure that our 

more cost reflective network price signals actually reach end users. 

For example, Aurora Energy has been offering retail standing offers to residential and small business 

customers since July 2016 which are based on consumption based time of use network tariffs (TAS93 

and TAS94 respectively) and since then, more than 3,000 residential customers and over 4,000 small 

businesses have made the switch to these two retail tariffs.  This means that there are now 7,000 low 

voltage customers on more cost reflective network pricing than there were two years ago. 

Customers who are reassigned to another network tariff must remain on the ‘new’ tariff for a 

minimum of 12 months, unless otherwise agreed with TasNetworks. This condition prevents 

customers from taking advantage of seasonal variations in both their load profile and network tariffs 

by changing network tariffs in order to avoid contributing towards the cost of the network in a way 

that reflects their usage over a full 12-month cycle. 

                                                           
2  TasNetworks’ fee-based services tariffs for tariff alterations are discussed in TasNetworks’ Ancillary Services 

– Fee Based Services Application and Price Guide. 
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Objections to proposed assignments and reassignments 

Working in conjunction with a customer’s retailer, we will notify customers in writing of the tariff class 

to which they have been assigned or reassigned, prior to the assignment or reassignment occurring.  

Any notification will inform the customer that they may request further information from us and that 

they may object to the proposed assignment or reassignment. 

If we receive a request for further information about a tariff assignment or reassignment from a 

customer, then we will provide such information unless we consider the requested information is 

confidential. 

The notices we provide to customers about tariff assignments or reassignments will: 

 include a copy of our internal procedures for reviewing objections and a link to where they can 

find such information on our website; 

 inform the customer that if an objection is not resolved to their satisfaction then they are 

entitled to escalate the matter to the Energy Ombudsman Tasmania; and 

 advise the customer that if their objection is not resolved to their satisfaction after escalating the 

matter to the Energy Ombudsman Tasmania, then they are entitled to seek a decision by the AER 

via the dispute resolution process available under Part 10 of the National Electricity Law. 

If a customer makes an objection to us about a proposed tariff assignment or reassignment, we will 

conduct a reassessment of the customer’s circumstances against the criteria used to assign customers 

to a tariff class (see above), and notify the customer in writing of our decision and the reasons for that 

decision. 

Assessing and reviewing the basis on which a customer is charged 

There are three ways a customer can be assigned to a tariff which we explain below: 

1. The customer is initially assigned to a tariff based on the nature of their use, connection and 

metering characteristics. 

2. We may initiate a reassignment if a customer’s nature of use, connection or metering 

characteristics change. 

3. A customer’s retailer can request a change in tariff.  The trigger for such a request is often a 

customer requesting a change to their retail tariff (e.g. the customer requests a change to a 

demand based time of use retail tariff). 
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TasNetworks initiated reassignment 

We review the assignment of customers to our tariff classes as part of the annual process of 

developing tariffs for regulatory approval.  We have set procedures and criteria3 to determine when it 

may be appropriate for a customer to be reassigned to a different tariff or tariff class, or where the 

basis of the customer’s demand charges should be amended.  This change is usually the result of 

changes in the customer’s energy consumption, expected maximum demand or connection 

characteristics.  These procedures ensure the customer’s underlying tariff is appropriate to their 

assumed usage or load profile. 

Retailer initiated reassignment 

In addition to this annual review process, customers (or a customer’s retailer) can request that we 

review and change a tariff in the event of variation to the customer’s usage or load profile.  Provided 

we agree to a change in tariff, this change can take effect during a regulatory year.  We use the 

procedures and criteria discussed above to determine if it is appropriate to change the tariff assigned 

to a customer. 

The charging parameters within our tariffs do not alter as the customer’s usage or load profile varies.  

Should a customer’s usage or load profile vary, the customer may either manage their usage in 

response to the price signals inherent in the tariff, or request to be reassigned to an alternative tariff 

where applicable. 

This provides an effective system for assessing and reviewing the basis on which a customer is 

charged. 

Assignment process  

The assignment processes are also discussed in the Network Tariff Application and Price Guide; 

Metering Services Application and Price Guide; Public Lighting Application and Price Guide; and 

Ancillary Services Application and Price Guide. 

These guides are updated annually to reflect any changes to our tariffs and charges approved by the 

AER through the annual pricing proposal process, and are available on our website at: 

http://www.tasnetworks.com.au/our-network/network-revenue-pricing/distribution-fees-and-tariffs 

 

                                                           
3 See our Network tariff application and price guide 
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Public lighting services overview 

Only the alternative control service component of public lighting tariffs is discussed in this section. 

This is because the final tariff for the provision of public lighting services comprises a charge for the 

provision of a standard control service as well as an alternative control service. The delivery of 

electricity to public lights requires the use of the distribution network, which is a standard control 

service, while the provision, construction and maintenance of the lighting asset is classified by the 

AER as an alternative control service. 

The term “Public lighting services” applies to: 

 the provision, construction, and maintenance of our public lighting assets; and 

 the maintenance of public lighting assets owned by customers (contract lighting). 

This includes the provision, construction, and maintenance of new/emerging public lighting 

technology. 

Public lighting services exclude: 

 the alteration and relocation of public lighting assets, which are provided on an ancillary service 

basis (i.e. as a quoted service); and 

 the installation of contract lights, which is undertaken as an ancillary service (quoted service). 

The provision of public lighting services will be categorised according to the type of lighting fixture 

that is provided and whether we own that light. 

Those lights that are owned by us are referred to as public lighting, while lights that are owned by the 

customer are referred to as contract lighting. 

TasNetworks’ first regulatory proposal, for the 2017-19 regulatory period, was submitted to the AER 

in January 2016, and our public lighting service arrangements and pricing are largely a continuation of 

the agreements and charges that were previously offered by Aurora Energy in its capacity as a DNSP.  

Since then, thorough analysis of the available asset and expenditure data, as well as a review of the 

time and resources being expended by TasNetworks on the delivery of public lighting services, has 

revealed that the public lighting prices currently on offer fall significantly short of full cost recovery. 

Accordingly, to be cost reflective, the prices charged for public lighting services need to increase 

significantly. 

Introducing a significant step change in prices would, however, be inconsistent with our strategy of 

providing predictable and sustainable prices for our customers. TasNetworks is proposing, therefore, 

to use a gradual glide path for public lighting prices spanning the 2019-24 and 2024-29 regulatory 

periods, to transition public lighting to fully cost reflective pricing.  For example, this will see 

(alternative control) public lighting charges for LED14W lights increasing by about 15 per cent in 

2019-20 and then at a rate of CPI plus about 1.7 per cent for the next four years.  The revenue 

foregone during this transitional phase will be absorbed by TasNetworks, and will not be passed on to 

other customers. 

The public lighting services we are proposing to offer our customers and indicative charges are set out 

in the Indicative Pricing Schedule in Appendix B: Indicative Prices for 2019 – 2024. 
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Ancillary services – Fee based services overview 

These services are provided upon request and are typically initiated by way of a service request from 

a retailer. The fee-based services we propose to provide in the forthcoming regulatory period include 

but are not limited to: 

 energisation; 

 de-energisation; 

 re-energisation; 

 meter testing; 

 basic connections; 

 supply abolishment – removal of meters and service connection; and 

 other miscellaneous services. 

In the forthcoming regulatory period, the Power of Choice metering reforms mean that meter 

alterations and renewable energy connections will no longer be offered as a service.  

We are proposing to include under connection services an additional service for providing temporary 

disconnection and reconnection in response to a retailer’s request for an outage. The following 

additional services will also appear as ‘miscellaneous services’, to reflect the AER’s updated 

Framework and Approach paper5: 

 creation of National Metering Identifier (NMI); 

 statutory right – access prevented; 

 network tariff change (back office); 

 emergency maintenance contestable meters; 

 meter recovery and disposal; and 

 the fitment of ‘tiger tails’. 

A full description of our fee-based services is provided in the Alternative Control Services Descriptors 

Paper (TN094) and indicative charges are set out in the Indicative Pricing Schedule in Appendix B. 

Tariff development process 

Metering, public lighting, and ancillary services’ price caps are calculated for each year of a regulatory 

period using a price control mechanism approved by the AER.  The formula for our 2019-24 revenue 

determination is unchanged from the formula approved for our 2017-19 TSS and is as follows: 

i

t

i

tt

i

t

i

t AXCPIpp   )1()1(1  

Table 5 details the price cap parameters that apply when calculating the tariffs. 

                                                           
5  AER, Framework and approach, TasNetworks electricity transmission and distribution, Regulatory control period 

commencing 1 July 2019, July 2017. 









Page 31 of 96 

Indicative prices for quoted services 

The labour rates used in determining quoted services are set out in the Indicative Pricing Schedule in 

Appendix B. The labour rates and the formula for application of quoted services are the only element 

that is regulated. Other costs are passed through to customers at cost, and a margin is added to the 

total cost of the service delivery. The inclusion of a margin is consistent with the principle of 

competitive neutrality, which is that publicly owned businesses should not enjoy a competitive 

advantage simply because they are publicly owned. 

While many of our quoted services are not currently subject to competition, this situation may 

change over time. The inclusion of a modest margin will assist in promoting the development of 

competition and ensure fair pricing across all our services. 

This approach has been taken because we are unable to provide a full range of indicative prices for 

quoted services, as by their nature these services are dependent on a customer’s specific 

requirements and cost inputs may vary significantly. It is not feasible, therefore, to set a generic total 

fixed fee in advance for these services. 

Contact details 

If you are uncertain about the network pricing process or the pricing arrangements that may be 

applicable to your circumstances you are encouraged to contact us at: 

Leader Regulation 

PO Box 606 

Moonah TAS 7009 

E-mail: revenue.reset@tasnetworks.com.au 
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Appendix C: Designing cost reflective tariffs 

Our network tariffs are set each year so as to achieve our pricing objectives like cost reflectivity, whilst 

taking into account forecasts of customer numbers, consumption and demand relating to each 

network tariff. 

C.1 Targeting cost reflective tariffs 

We determine the target network tariff parameters by: 

 estimating the total efficient cost ($) for each tariff; 

 estimating the long run marginal cost ($/kVA or $/kW) for each tariff, 

 determining the required long run marginal cost revenues ($) for each tariff; 

 calculating the residual costs ($), this being the difference between the total efficient cost and 

long run marginal cost revenues for each tariff; and 

 allocating the residual costs in a manner which seeks to minimise distortions to the long run 

marginal cost signals.  Residual costs are allocated between the service charge ($) and 

variable charge/s ($).  Allocation is dependent on the characteristics of the tariff.  In terms of 

the demand based time of use tariffs, most of the residual costs are recovered via the service 

charge and the off-peak demand charges. 

The following diagram illustrates the relationship between TEC, LRMC and Residual Costs for each 

network tariff and the general basis on which they are allocated against the different components 

that make up our tariffs. 

 

Note: For tariffs without a demand based charge, the residual cost is equal to the TEC for that tariff. 

 

Our tariffs are designed to meet full cost reflectivity and the Rules’ requirement that tariffs be based 

on long run marginal cost and the recovery of our total efficient costs.  Getting there involves a 

different approach for legacy tariffs compared to new tariffs: 

 Legacy tariffs | Not all of our tariffs currently meet these target parameters and are being 

transitioned to full cost reflectivity over time in order to avoid price shocks for our customers.  

Each year we aim to incrementally transition our legacy tariffs closer to the target tariff 

parameters. 
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 New tariffs | Any new tariffs introduced since the commencement of the National Electricity 

Rules requirements have been designed to immediately reflect the target network tariff 

parameters.  Overall, to encourage customer uptake of our more cost reflective tariffs, these 

new tariffs recover relatively smaller shares of our residual costs than our less efficient legacy 

tariffs.  This is a transitional approach that will be reviewed as the cost reflective tariffs become 

the dominant means of revenue recovery for us. 

The checks and balances that we apply in our tariff setting process include: 

 That overall forecast revenue, when summed across the network tariff classes, is no more than 

the revenue allowance approved by the AER after allowing for any under-or over-recoveries in 

prior years, adjustments for actual inflation and pass-throughs, such as the electrical safety levy; 

 We have considered and managed annual bill impacts on our customers, and ensured the annual 

percentage changes in the tariffs classes are within the side constraints approved by the AER; 

 The revenue for each tariff class lies between the stand alone and avoidable costs for that tariff 

class; 

 The revenue for each tariff is at, or moving towards, recovery of the total efficient cost for that 

tariff; and 

 Where applicable, the peak demand component of the tariff is set at a level to recover the long 

run marginal cost for that tariff. 

This process is demonstrated in the figure below (Figure 2), which shows the anticipated revenue 

flows and customer recovery for the 2019-20 year. 
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C.2 Calculating what cost reflectivity looks like 

Demand charges by reference to LRMC 

We determine the costs to be recovered from a tariff class, and design the charging parameters 

within a tariff, in order to reflect the long term costs while providing effective price signals to our 

customers.  Our network tariffs and charging parameters are designed to recover amounts from 

network tariff classes which are reflective of the costs of providing services to these customers.  Our 

network tariffs will also send pricing signals to customers about the cost of their use of the network 

through the selection of appropriate charging parameters. 

We design our network tariffs to contain a combination of charging parameters in order to reflect 

long run marginal cost and recover the total allowable revenue.  Network tariffs may include: 

 a specified demand charge that may take into account the long term demand peak and provide 

effective pricing signals to customers of excessive load at peak time; 

 an anytime demand charge that is used to take into account short term peaks in demand; or 

 time of use demand charges to take into account the long term demand peak. 

In all cases, the demand charge component of the network tariff is based on the long run marginal 

cost.  We address the requirement for network tariffs to reflect the additional cost of meeting 

demand at times of greatest utilisation of the network by basing our estimate of the long run 

marginal cost on the forecast augmentation and relevant replacement capital expenditure.  This 

expenditure represents the investment in capacity required to meet the peak demand (and in 

updating our LRMC estimates we include a proportion of asset Replacement Expenditure (Repex)). 

To the extent feasible, we have set the demand component of our network charges at, or 

approaching, the long run marginal cost for the relevant tariff class. In the development of our LRMC 

estimates we do not develop separate investment and growth streams for each tariff class directly, 

rather we disaggregate data to enable LRMC to be determined at the tariff level. 

The cost components of the estimates have been developed utilising the ten-year Program of Work 

forecasts, including those projects that are related to augmentation of the network as well as a 

proportion of forecast Repex (and associated incremental opex). 

We then allocate those costs to tariff classes, and then to individual tariffs, using an allocation 

methodology (a reasonable cost allocation methodology) to. 

Our derived LRMC values do not take into account tariff diversity factors. We account for diversity 

when developing the price of any demand based tariff component. The following process is followed 

to calculate a price for the tariff charge parameter by which the LRMC is signalled: 

1. determine the LRMC at a tariff level 

2. calculate the contribution of that tariff towards network peak demand 

3. determine the total amount to be recovered from the tariff with respect to the LRMC signal, 

which is the LRMC value multiplied by contribution of the tariff to system peak (taking into 

account diversity across tariffs) 
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4. divide the revenue in the previous step by the forecast quantity of the tariff charge parameter 

(accounting for diversity within the tariff) to determine price. 

Diversity is accounted for as part of the tariff development process.  Where a tariff has a high level of 

diversity associated with it (for example residential), forecast demand to be billed will be higher and 

the overall price will be reduced relative to the LRMC signal by a greater amount than for a tariff with 

an associated lower level of diversity. We currently have limited data on which to base our diversity 

factors, therefore we may be underestimating the level of residential diversity.  We will analyse this 

further in light of the data provided from the emPOWERing You Trial. 

 Our current estimates of long run marginal cost 

As noted above, it is a requirement that each of our tariffs be based on the long run marginal cost of 

providing our service. Long run marginal cost provides a measure of how our operating and capital 

expenditure will change (in the long run) in response to incremental changes in demand.  Setting 

network tariffs based on long run marginal cost will provide our customers with a cost reflective signal 

that encourages efficient electricity usage. 

We base our long run marginal cost on the average incremental cost method. This approach utilises 

information that is currently available for the revenue determination and planning processes (the 

same program of work underpins our calculations as discussed in our regulatory proposal). The 

approach is also consistent with the approach adopted by other distribution networks and approved 

by the AER, as it is generally considered to be well suited to situations where there is a consistent 

profile of investment over time to service growth in demand.  

The long run marginal cost for each network tariff class has been calculated using a forward looking, 

average incremental cost approach, using the following formula: 

 

𝐿𝑅𝑀𝐶 =
𝑃𝑟𝑒𝑠𝑒𝑛𝑡 𝑉𝑎𝑙𝑢𝑒 (𝑛𝑒𝑤 𝑛𝑒𝑡𝑤𝑜𝑟𝑘 𝑐𝑎𝑝𝑎𝑐𝑖𝑡𝑦 + 𝑚𝑎𝑟𝑔𝑖𝑛𝑎𝑙 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑐𝑜𝑠𝑡𝑠)

𝑃𝑟𝑒𝑠𝑒𝑛𝑡 𝑉𝑎𝑙𝑢𝑒 (𝑎𝑑𝑑𝑖𝑡𝑖𝑜𝑛𝑎𝑙 𝑑𝑒𝑚𝑎𝑛𝑑 𝑠𝑒𝑟𝑣𝑒𝑑)
 

Where: 

 New network capacity is the forecast capital expenditure that we categorise as capital 

expenditure related to demand driven augmentation and replacements. 

 Marginal operating costs is the additional operating expenditure attributable to the incremental 

capital expenditure. 

 Additional demand served is the forecast incremental demand that can be served as a result of 

the above capital expenditure. 

 The present value has been determined for ten year forecasts for the incremental capital 

expenditure, operating expenditure and demand, using the regulated weighted average cost of 

capital as the discount rate. 

The table below sets out the estimated long run marginal cost for each network tariff as at 2019-20.  

We estimate this will increase by inflation in each year over the TSS period. 
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