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The objective of the CCP is to:



advise the AER on whether the network businesses’ proposals are in the long-term
interests of consumers; and,
advise the AER on the effectiveness of network businesses’ engagement activities
with their customers and how this is reflected in the development of their proposals.

A sub-Panel of the CCP (known as CCP13) has been established to follow the TasNetworks
Transmission and Distribution Determination for 2019-24. You can find out more about the
Consumer Challenge Panel at www.aer.gov.au/about-us/consumer-challenge-panel
This submission from CCP13 has been informed by participation in a number of customer
engagement events hosted by TasNetworks and from direct discussions with TasNetworks,
its customers and their representatives.
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Introduction
CCP13 commends TasNetworks’ endeavours to engage with customers on the forthcoming
Determination and to present many of the key issues in an accessible and informative
fashion in this Consultation Paper (Paper).
CCP13’s view is that early release of documents such as this Directions and Priorities Paper
is an important element of effective consumer engagement (CE) during the development of
all regulatory proposals. CCP13’s preference is to treat documents such as this, as
preliminary regulatory proposals.
To have the most value, a preliminary regulatory proposal should be comprehensive but
concise and paint a picture of the likely revenues and prices being sought. Importantly, it
should explicitly connect what consumers have told the business and the related elements of
the proposal. The Paper refers to customer quotes and summarises preferences but could
more clearly connect this feedback with expenditure and revenue proposals.
While this Paper seeks to reflect CE up to this point, there is a lot of information provided in
this Paper that has been the subject of no, or at least limited CE, particularly the price path
of rising real network charges over the 2019-2024 period shown in Figure 16.
It is also important to be clear that just because something is mentioned in a preliminary
proposal and no submissions are made on that matter, this does not equate to effective
consultation or engagement or consumer agreement on these often complex issues.
CCP13 expects that there will be further CE on the Paper resulting in changes to the
TasNetworks proposal before it is submitted in January 2018.
In our view, the two major topics for CE between now and the time of submission of the
Regulatory Proposal in January 2018 are:
1. Projected price outcomes that grow in real terms
As discussed further below, our view is that consumers have not expressed a willingness to
accept rising prices.
2. Risks to the outlook as presented by TasNetworks
We would highlight three.
The first is demand forecasts which are a key risk over the 2019-2024 period given the
regulatory framework requires consumers to take demand risk. A State where a small
number of users reliant on international prices for their products consume over 50% of
electricity needs close analysis so consumers understand the implication of the closure of
one or more of these industries.
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The second is the potentially large capital expenditure on contingent projects – if all proceed
then the additional capex is $768m compared with the proposed ex-ante capex of only
$250m. The falling transmission revenue scenarios in Figure 14 (and hence potentially
falling real prices depending on WACC) and the rising overall real network charges in Figure
16 are potentially quite misleading if these contingent projects proceed and transmission
charges rise strongly in real terms.
Finally there needs to be more consultation around the risks from applying the AER 2013
Rate of Return Guidelines - assuming the TasNetworks’ recent Rule Change proposal is
accepted by the AEMC.
Overall, we look forward to TasNetworks’ proposal being finalised with critical input from,
and genuinely shaped by, it’s CE. A proposal that consumers and other relevant
stakeholders could confidently say that contributes to the achievement of the National
Electricity Objective to a greater degree than any alternative proposal.

The following submission provides a brief response to the questions posed by TasNetworks
in the Consultation Paper.
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Responses to TasNetworks Consultation Paper Questions

1.

Overwhelmingly, people have told us that they want the about same reliability for about
the same price, is this consistent with what you think?

CCP13 agrees that consumers, other than those with poor reliability in remote areas, are
generally happy with the level of reliability they receive.
In relation to reliability standards, CCP13 expect the Paper and the Regulatory Proposal to
make reference to the role of OTTER in reviewing and setting reliability standards. Further, it
is our understanding that a number of “poor performing communities” exist (i.e. reliability
standards consistently not met) and that the TasNetworks Transformation Roadmap 2025
sets out to reduce this from 13 communities in 2016 to 0 in 2025 (June 2017, p22).
However CCP13 does not agree with “... for about the same price”. Our observations have
been more of an expectation of lower costs. Further we doubt that most consumers
distinguish between real and nominal price paths and so this expectation is for a fall in
nominal prices.
The Paper states (p12) “One thing is common: our customers are interested in the overall
price of delivered electricity and a reliable supply.” The most important part of the Paper is
shown in Figure 16 which indicates that the overall network charges for residential and small
business customers are likely to increase in real terms as a result of this Regulatory
proposal. This outcome is not what we heard consumers saying they wanted in either the
CE we witnessed or the direct discussions we had with consumers.
Convincing consumers of the value proposition around real price rises will need to be a
major part of forthcoming CE. And this will have to be more than “… you have had real price
falls over the last x years and the real price at the end of 2024 will be a lot less than 2013”.
CCP13 wishes to emphasise that any price increases above CPI need to be rigorously
explained and justified. Consumers reasonably expect real price reductions.
It is noted from Figure 5 that, based on benchmarking to other distribution businesses,
TasNetworks may have the opportunity to fund improved reliability through efficiency gains.
It is hoped that TasNetworks will explain any opportunities it has for improving reliability
outcomes by using cost savings and efficiency gains.
2.

Are there any other key issues or messages that you want us to know about as we finalise
our service and expenditure proposals?

CCP13 reiterates that inclusion in the Paper does not constitute direct Customer
Engagement. For example, the Paper makes the first reference CCP13 is aware of to the
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proposed contingent projects. These are significant potential expenditures and CCP13
encourages TasNetworks to engage consumers on these projects and their potential impact
on revenues and prices.
We would highlight two other issues.
First, CCP13 hope to see a high level of coherence on pricing policy with retailer Aurora.
TasNetworks indicating in its Tariff Structure Statement that it is moving towards a more cost
reflective pricing structure to meet the AER requirements is of little benefit to achieving the
long term interests of consumers if Aurora’s pricing policy does not reflect these cost
reflective network tariffs. While we are cognisant of the constraints on retail pricing under the
Tasmanian Government’s pricing regulations, there needs to be a clear pathway to ensure
those customers not subject to price controls move as quickly as possible towards cost
reflective network pricing.
Second, the discussion of benchmarking in Section 3.3 is disappointing. The Consultation
Paper states (p9):
“…we do however maintain that benchmarking models are imperfect and therefore
caution an approach of using benchmarking results in isolation.”
It would be useful for consumers reading the Paper to be informed about how these
benchmarking results influence the process. It should be clear to consumers that the AER
does not employ an “approach of using benchmarking results in isolation”. Distribution Opex
is the only element of the revenue building blocks directly influenced by the benchmarking
results. Transmission benchmarking does not yet have a direct role in the revenue building
blocks.
The limited data for transmission networks in Figure 5 suggests that TasNetworks is the
most efficient in a sample of 5. However, it is important to be clear that this and the data in
Figure 6 on distribution network performance are indicators of relative productivity, not
absolute productivity. It says nothing about efficiency compared with international
benchmarks – recognising the data limitations in making these comparisons. However, the
largest direct connected customers who consume over 50% of total electricity transferred by
the Transmission Network face international markets where they are judged by international
productivity standards irrespective of their particular local circumstances.
Further the time-series data on distribution productivity in Figure 5 is potentially misleading
by aggregating networks in each State. On a business by business basis, TasNetworks
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distribution productivity is poor relative to others as shown in Figure 2 below from the AER’s
2016 Benchmarking Report1 where TasNetworks Distribution is ‘TND’, the purple line:
 In 2005/6 the first year of the AER benchmarking analysis, TasNetworks is 4th of 13;
 In 2014/5 following a slight improvement in that year, it is 9th of 13
 Productivity in 2015/16 was significantly lower than 2006-2008
The data in Figure 10 (capex) and Figure 13 (opex) shows that that opex and capex levels
in 2014/15 are by far the lowest for the period 2012/13 to 2023/24 and this would have
influenced the improved productivity result in that year. Proposed increased levels of
expenditure during the 2019-24 period may well undermine this recent uptick in results.

3.

Do you share our 2025 vision for TasNetworks? If not, how should it be amended and why?

CCP13 considers that there is a lot to like about the 2025 Vision. At a high level, the 2025
Vision seems reasonable and the detail in the box on page 15 is welcome. However, the
articulation of the vision invites further questions about what it means. For example:
(i)

What does “…helped restore Tasmania’s energy advantage” mean?

(ii)

Commitment to “Productivity targets” is welcome but what are they?

(iii)

What is the relationship with the ENA/CSIRO Network Transformation
Roadmap?

1

www.aer.gov.au/networks-pipelines/network-performance/annual-benchmarking-report-distribution-and-transmission-2016
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It is important that TasNetworks explain how the regulatory proposal will deliver the Vision
given the 2019-24 timing of the proposal and the 2025 Vision. Progress on tariff reform is an
important component of the benefits to consumers presented in the CSIRO/ENA Network
Transformation Roadmap2.
We look forward to CE around the detail of the 2025 Vision which will include a detailed
explanation of its components – what they mean and how they will contribute to achieving
the best proposal for the long term interests of consumers.
4.

Do you agree with our direction and priorities for 2019-24? If not, how should they be
amended and why?

CCP13 comments:


It is not obvious where pricing reform fits in the 5 key areas identified.



Network Utilisation is mentioned several times (p17, “we run our network harder” p17,
p18) but no historical data nor forecasts are provided. CCP13 considers that there is
scope to expand this in terms of actual initiatives proposed for the 2019-24 period.



The Paper did not provide any reference to the other TasNetworks Consultation Paper
released at the same time: “TasNetworks Revenue Building Blocks – Financial Modelling
Consultation Paper (August 2017)”3. In that paper, TasNetworks state “… we propose to
adopt the AER’s approach to setting the rate of return” (p5) and “TasNetworks overall
position is to follow the AER’s Better Regulation Rate of Return Guideline for calculating
WACC” (p6). CCP13 welcome this commitment to adhere to the guidelines and believe
this would be an appropriate inclusion in the Directions and Priorities Paper. We note
that TasNetworks has submitted a Rule Change in relation to the version of the
Guideline that will apply to the Determination and believe that this should also be
explained in the Directions and Priorities Paper4.

5.

Do you have any feedback on our preliminary forecast capital and operating expenditure for
transmission and distribution?

CCP13 comments:


The absence of totals in tabular format (other than the total in Table 1 on page 25) of
these costs makes comparisons difficult.



The paper identifies four Transmission contingent projects with forecast total costs of
$768m (including $458m for BassLink 2.0). This compares to a combined $250m in exante capital expenditure. As noted above, more information could be made available

www.energynetworks.com.au/electricity-network-transformation-roadmap
available from www.tasnetworks.com.au/our-network/network-revenue-pricing/revenue-proposals/revenue-reset-2019-2024/
4 www.aemc.gov.au/Rule-Changes/Application-of-rate-of-return-guidelines-to-TasNet
2
3
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regarding the likelihood of these investments occurring, their benefits to consumers and
the implications for revenues and prices (and the RAB).
6.

What information would you like to better understand in our preliminary forecast capital
and operating expenditure for transmission and distribution?

CCP13 comments:


Data presented in tabular format with definitions of expenditure categories would be
more informative.



Impacts on the RAB.



At 7.1.5, the paper mentions that a number of Rule Changes may add “new obligations
on transmission businesses and affect our operating costs” (p22). The likely scale of
these changes and the implications for both capex and opex in both Transmission and
Distribution could be included. If we treat this as preliminary revenue proposal this would
give greater confidence that the actual proposal will be within an envelope established at
this stage.



Details on the cost savings that have resulted from the combination of transmission and
distribution functions into TasNetworks



More information about the contingent projects – this needs to have much more
explanation given the size of potential contingent projects vs proposed capex in the
revenue proposal ie more information on the “triggers” (p.20) eg
o

for the projects related to wind generation - what level of wind generation is
required to trigger the need for the additional capex requirement drives these
projects - and capex over the 2019-2024 period

o

for the Basslink project – describe the reasons for the choice between whether it
is a merchant interconnector or part of the regulated asset base


7.

Explanations of step change such as the increased IT expenditure evident in Figure 10.
Do you support aligning the timing of our service incentive schemes across transmission and
distribution services?

Unfortunately, the Paper does not explain the implications of this for customers before
asking the above question. The paper should explain why a change would be in the longterm interests of consumers.
8.

Our transmission outage performance has improved over time. Do you support us changing
the measures for big and small transmission outages to provide clearer incentives to
maintain or improve performance?
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Unfortunately, the Paper does not provide enough information on the implications of this for
customers before asking the above question. The paper should present some outage data
and explain why a change would be in the long-term interests of consumers.
9.

Do you have any feedback on our preliminary revenue requirements and indicative pricing
outcomes?

CCP13 comments:


The presentation of outcomes for a range of WACC estimates is useful as it allows
consumers to see the range of possible outcomes over the upcoming regulatory period.
A similar approach with contingent projects included would also be of value to
consumers.



Additional context for the WACC values would also be informative for consumers. For
example, a table comparing historical WACC (actual past and current period – showing
differentiation between transmission and distribution) then showing how that compares
with the high/base/low % in the Figures 14 and 15



In the pursuit of transparency, CCP13 is of the view that all network businesses should
be clear on the contribution reductions in WACC have made to reduced network prices.
In TasNetworks case, looking at Figure 16 – what is the contribution to recent price
reductions of a fall in the WACC (which is outside TasNetworks control) vs the
contribution of matters related to productivity and efficiency and lower expenditure (which
are within TasNetworks control)?



The inclusion in Figures 12 and 13 of expenditure as an ‘orange box’ that “reflects
additional forecast costs that we foresee, but which we propose to absorb through
offsetting efficiency gains” (or “… offsetting efficiency versus productivity gains”) is
confusing and could be explained better.



Figure 16 would have been more informatively presented as a price outcome (i.e.
$/MWh) in order to illustrate the unwinding of cross subsidies between residential and
business customers. At least, the consumption quantities should be stated to allow for
average prices to be calculated.

10.

What information would you like to better understand in our tariff reform plan?

CCP13 comments:


The Tariff Structure Statement (TSS) should demonstrate a consistency with the
TasNetworks Network Transformation Roadmap 2025. It should be demonstrated how
the impact of tariff reform on “Network Transformation” by 2025 will be progressed during
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the 2019-24 regulatory period. It is currently not clear that progress on tariff reform will
be sufficient to fulfil the Roadmap’s vision.


Many of the recommendations made in the AER’s review of the current TasNetworks
TSS warrant a response in the next one (i.e. the TSS to be proposed in January 2018 for
the 2019-24 Period). CCP13 acknowledges that we have been provided a preliminary
response to each of these that indicates progress on most of these recommendations.
Further, many of these recommendations refer to issues of relevance to all Distribution
Network Service Providers (DNSPs) so it would be of value to consumers for
TasNetworks to outline how they are collaborating with other DNSPs on these matters.

11.

Do you support our approach to tariff reform?

CCP13 comments:


A central objective must be transparency of the drivers of costs and their allocation to
different customers. An important aspect of this is for customer representatives to be
able to engage with TasNetworks and Aurora at the same time. CCP13 notes that this
occurred at a recent Pricing Reform Working Group and that further opportunities are
being identified. We would encourage further cooperation.



Tariff reform in Tasmania involves the unwinding of cross subsidies between residential
and business customers – so called ‘rebalancing’ of tariff classes - as well as the
introduction of new types of tariffs for small customers. The Paper could deal more
comprehensively with the issues involved (including political and customer issues). The
pace of tariff reform is being challenged in most jurisdictions, in CCP13’s view it is
preferable for NSPs to be upfront with customers and open about the implications for
Network Transformation. The following diagram from recent customer consultations by
PWC Networks in the Northern Territory is considered a good, simple representation of
their context:
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Source: PWC Networks, August 2017



The impact of network costs Tariff 41 (which has the effect of providing residential
consumers incentives to use electricity at peak demand times) and its future need to be
considered in an open and transparent fashion.

Consumer Challenge sub-Panel 13
8 September 2017
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