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CEO Foreword
Australia’s energy sector is in the midst of an unprecedented
transformation, with a shift from fossil fuels to renewables and from
large scale to distributed generation including rooftop solar panels. In my
view, these challenge the performance of the entire energy supply chain.
Our research confirms that customers have very different expectations of
their energy supply and want to be confident about the energy system’s
performance during this period of transformation.
Rising electricity prices over the past decade have contributed to the erosion of consumer
confidence in all parts of the energy supply chain, including generators, retailers and
network businesses like AusNet Services. While there are many causes of the current serious
affordability problem for consumers, to ensure our industry can deliver services and service
levels that meet customers’ expectations, we will need to work more closely with customers
and communities, particularly at a grassroots level, and with other parts of the energy supply
chain. This Draft Proposal has been developed with this in mind.
At AusNet Services, we have a proud history of acting as a custodian of community assets
that enable a safe and reliable supply of gas and electricity to more than 1.4 million Victorian
customers. It’s a responsibility we take very seriously.
Whilst we have made many improvements in our service delivery, decisions have been made
in conjunction with regulators and other stakeholders but often without direct customer input,
albeit with customers’ best interest in mind.
We are committed to building a truly customer-focused, modern energy business. Throughout
2017 and 2018, we have undertaken more meaningful engagement and research, broadening
the breadth and depth of our understanding of customers’ needs and preferences. We have
taken those needs and preferences into account in our future strategies and plans, which
focus on delivering enhanced customer experience while controlling costs.
For the 2021–25 revenue setting process we have been undertaking a new approach to
ensure our service priorities and expenditure plans are informed by customer needs. With
support from the Australian Energy Regulator and Energy Consumers Australia, we have
established a Customer Forum, comprising highly skilled customer representatives to work
with us to develop a customer-focused proposal. The Customer Forum has also helped guide
a substantial customer research program to gain deeper insights into our customers’ needs
and expectations. This is a different process to the engagement approaches adopted by our
Victorian peers.
In addition to acknowledging the significant commitment and contribution made by the
Customer Forum, I would like to thank our customers and other stakeholders who have given
their time and valuable insights through our many customer research and engagement
processes.
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Feedback from customers and stakeholders through this process has been consistent with
broad community concerns expressed in the media, particularly on affordability of energy
as the number one priority.
While there was general satisfaction expressed by customers with reliability of their energy
supply, there were local reliability concerns in specific areas of the rural network and among
specific customers where supply reliability or quality was an issue. We have also received
strong, broad and consistent feedback from communities that we should support the
continued uptake of distributed renewable energy.
Some of what we heard requires us to take action. For example, arranging a new connection
can be long and bureaucratic, and communications on planned outages or unplanned
blackouts can be inaccurate. Pursuing a claim through our complaints process can be
frustrating and it is not always easy for business customers and councils to find the right
contact within AusNet Services to respond to their issues.
As a business, we are committed to continuing programs and initiatives to increase customer
satisfaction. Building on existing initiatives, we have committed to improve services over the
next couple of years at our cost with a sharper focus on customer experience, whether this
relates to connecting a newly constructed house or making plans when we turn a customer’s
energy supply off for maintenance.
I am pleased to provide this Draft Proposal outlining our plans and proposed expenditures
for the delivery of electricity distribution services over the five-year period from 2021 to
2025. I believe the proposal reflects the customer centric cultural change occurring in
our business. It outlines concrete steps and targets to improve and meet our customers’
service expectations, against which I can be held accountable. The proposal also builds on
the significant improvements to reliability and safety achieved over the past decade, while
reducing costs, thereby reducing the cost of network services.

WE WORK
SAFELY

WE'RE
ONE TEAM

WE DO
WHAT'S
RIGHT

WE
DELIVER

Our values are the
foundation of how we
achieve our business
objectives.

I hope these plans and targets can be further improved by your feedback to this Draft
Proposal, as our customers and stakeholders. The early release of our Draft Proposal provides
an opportunity for you to comment on the detail of our indicative plans for the 2021 to 2025
period well before they are provided to our regulator.
I look forward to hearing from you.

Nino Ficca
Managing Director
AusNet Services
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LOWER PRICES

$38

Draft proposal better
reflects customers’
expectations

From 2020–2021

BETTER
CUSTOMER
EXPERIENCE

Targeting faster
response
Better information
Support customers’
solar and energy
future

LOWER
COSTS

DELIVERING
ON SAFETY

Affordability is our
customers’ primary
concern

Further reducing
bushfire ignition
risk across our
network

Operating costs
cut by $53m
Capital costs
cut by $310m

BALANCING
RELIABILITY
AND COSTS

Customers have
told us reliability
is highly valued
We are balancing
costs and reliability
in consultation with
customers

We are listening to our customers who would like a better
customer experience and more affordable services. We are
working to meet these expectations while balancing reliability
and costs and delivering on safety.
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ROLE OF THIS
DOCUMENT

KEY POINT
This document outlines the
plans and proposed expenditures
for AusNet Services’ electricity
distribution business over the
period from 2021 to 2025.
Importantly, it describes where
we have agreed with an
independent Customer Forum
to consult further prior to
finalising our plans.
It has been prepared to seek
your feedback so that we can
submit a final Proposal to
the regulator that has strong
community support. It is time
now to hear from our customers
and stakeholders on what they
think about our Draft Proposal –
what they like and what can be
improved.

Our electricity distribution
network is a monopoly business.
This means that we don’t have
competitors or compete for
customers like many other
businesses do. It does not make
sense to have more than one
network as costs are much lower
if there is only a single network
in any area.

As we are a monopoly we do not set the
revenue that we collect from customers,
which determines our prices. This is set
independently by a government body, the
Australian Energy Regulator (AER). The
AER’s role is to ensure that our prices reflect
efficient costs and our service levels are in
line with customers' expectations. The AER
sets our revenues in five-yearly blocks. We
are preparing for the next five-year pricing
period, which will extend from 1 January
2021 to 31 December 2025.
This document sets out AusNet Services'
plans for the electricity distribution network
over the period from 2021 to 2025 and the
expenditure that will be required to deliver
these. This document explains what we’re
planning and why. Our finalised plans must
be submitted to the AER by 31 July 2019 for
review and approval.
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We are seeking further feedback
Customers are at the forefront of why we move energy, and we take our relationships
with customers seriously – whether individual customers or communities. We aim to
put the customer at the centre of our planning, decision making and behaviours.
Therefore, before we start talking to the AER about our expenditure and service plans,
AusNet Services wants to hear more from its customers and stakeholders. The early
publication of our indicative plans in this document provides an opportunity for your
feedback on the detail of our plans to shape our final Regulatory Proposal. Throughout
the document we highlight issues where input would be especially helpful and a
consolidated list of our questions is shown in 'Our Questions' to the right. However,
we would welcome feedback on whatever areas of this Draft Proposal are most
important to you.

?
When you see this icon we have
a specific question or issue that
we are seeking your feedback on.

When you see this icon it shows
what our customers have told us
in recent research undertaken
to understand their needs and
expectations.

How to provide feedback
AusNet Services welcomes feedback
from all its customers and stakeholders.
To provide feedback:
Email:
2021-25EDPR@ausnetservices.com.au
Write to:
Manager Economic Regulation
Locked Bag 14051
Melbourne City Mail Centre
Melbourne VIC 8001

Please refer to our website for other ways
to get involved in responding to this Draft
Proposal including customer workshops and
forums. Details and how to register for these
events are on the website.
Your views are important to us and our
response to your feedback will be reflected
in our Final Regulatory Proposal.
You can also engage with us and this
document at:

Web: www.ausnetservices.com.au
We will be accepting feedback until
31 March 2019.

@AusNetServices
@AusNetServices
@AusNet.Services.Energy
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When you see this icon it shows
that we have agreed with our
Customer Forum that we will
consult further on our provisional
agreement with them.

Our questions
The questions included in this document focus on areas where we are particularly interested
in further feedback from customers and other stakeholders. However, we welcome further
feedback on any aspect of our Draft Proposal. The feedback we receive in response to this
Draft Proposal and through our customer workshop sessions will be considered by AusNet
Services when finalising our Revenue Proposal.

1. Improving customer experience:
>> Do you support the proposed customer experience actions?
>> What other service improvement actions could we take that would increase the value
of our services?

2. Incentive to improve customer satisfaction
>> Do you support the principle of an incentive scheme that provides electricity distribution
companies with financial rewards if customer satisfaction improves, and penalises them
if it declines?

3. Extending the use of smart meters to deliver services to customers
>> Would you value the listed services that can be delivered by smart meters?

4. Overall revenue requirement and price path
>> Do you have any comments or feedback on our total revenue requirement?
>> Do you support the proposed approach to adjusting prices over 2021 to 2025, specifically
a reduction from 2020 to 2021, after which base prices would increase with inflation?

5. Operating expenditure proposal for 2021 to 2025
>> Which aspects of our operating expenditure proposals do you support and why?
>> What changes, if any, would you like to see?

6. Capital expenditure proposal for 2021 to 2025
>> Which aspects of our capital expenditure proposals do you support, taking into account
the understanding that reduced expenditure in some areas will result in lower reliability
and that AusNet Services is obliged to spend on certain things because of its statutory
obligations?
>> What changes, if any, would you like to see?

7. Innovation expenditure proposal for 2021 to 2025
>> Do you support the principle that we should spend on innovation to prepare for:
––

even greater levels of solar and battery uptake?

–– future disruption, such as electric vehicles?
>> What (else) do you consider the innovation programs should focus on or deliver?

8. Supporting solar installations
>> There is a trade-off between allowing solar exports to the network (selling back into
the grid) and controlling costs. How do you think this should be balanced?
>> Do you agree with the view expressed by our customers that all customers should
contribute to upgrading the network to support solar exports?

9. Pricing structures
>> Do you support keeping the current cost reflective pricing structures for commercial
and industrial and large business customers?

10. Metering charges
>> Do you have any comments on the proposed metering charges?

FEBRUARY 2019 |
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THE CUSTOMER FORUM
& PRICE REVIEW PROCESS

KEY POINTS
The approach AusNet Services
is taking to develop our plans
for the 2021 to 2025 period
substantially increases the level
of customer involvement. We
have undertaken research to
understand our customers’ needs
and expectations.

“AusNet Services is committed to
empowering communities and their
energy future. The New Reg trial adds
to our existing customer engagement
activities that aim to place customers
at the heart of our decision-making
process by understanding what matters
to them.”
– Nino Ficca, Managing Director, AusNet Services

AusNet Services is undertaking
this trial to negotiate inputs into
parts of our Revenue Proposal
with an independent Customer
Forum. We established the
Customer Forum in March 2018.
It is led by a previous Consumer
Affairs Minister for Victoria, Tony
Robinson.
The Customer Forum is capable of
representing the perspectives of our
customers and has received advice and
support from AER staff. The Customer Forum
is part of a trial being conducted under the
‘New Reg’ approach to electricity network
regulation which is being championed
by energy consumer representatives, the
industry and the AER.
At its heart, the New Reg approach is
about ensuring that customers’ preferences
are recognised as primary inputs in
the development of energy network

In addition, we are trialling
the New Reg process being
developed by the AER and the
ECA, in developing this Revenue
Proposal. As part of this, we have
established a Customer Forum to
analyse our plans, ask questions
of our experts and negotiate
changes on behalf of customers.
We will engage further with our
customers and the Customer
Forum before we finalise our
plans by mid-2019.

businesses’ plans and pricing outcomes.
The Customer Forum is a unique approach
to engagement and negotiation so our
plans reflect customer perspectives in a
far more direct and in-depth way. We will
still apply our expertise in planning and
operating electricity networks. The process
provides much more transparency over how
consumer views have been considered and
reflected in our eventual Revenue Proposal.
Further information about the ‘New Reg’
trial can be found here: https://www.aer.gov.
au/networks-pipelines/new-reg/ausnetservices-trial
The Customer Forum consists of a
Chairperson and four members. The
Customer Forum members were chosen
in an independent and rigorous process,
including through consultation with Energy
Consumers Australia (ECA) and the AER. The
members were selected for their diverse and
complementary skills and experience, their
ability to credibly represent the perspectives
of customers, their understanding of
consumer issues and their analytical ability.
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Left to right standing: Helen Bartley (Forum member), Alistair Parker (Executive General Manager, AusNet Services), John Mumford (Forum
member); Left to right seated: Dianne Rule (Forum member), Tony Robinson (Forum Chair), Nino Ficca (Managing Director of AusNet Services),
Greg Camm (Forum member).

Customer Forum members
Tony Robinson, Chair: Experienced
consumer advocate and previous Victorian
Minister for Consumer Affairs.
Helen Bartley: Experienced market and
social researcher with specific experience in
customer engagement processes for utilities.
John Mumford: Experienced consumer
advocate and financial counsellor. John
and his family run a small beef cattle and
hazelnut farm in South Gippsland and is
a customer of AusNet Services.
Greg Camm: Experienced financial sector
executive and former Director of Yarra Valley
Water, where he had significant involvement
in the Citizens Jury process.
Dianne Rule: Broad experience across
education, publishing, politics and
community projects.
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Role and objectives of
the Customer Forum
The role of the Customer Forum is to ensure
customers’ preferences and priorities are
incorporated into AusNet Services’ 2021 to
2025 regulatory proposal. The objectives of
the Customer Forum are to:
>> Ensure that the needs and perspectives
of our business and residential
customers are considered
>> Demonstrate the transparent
development of our plans for the
2021 to 2025 period
>> Achieve the highest possible customer
focus in our plans.
With these objectives in mind, the Customer
Forum has analysed our plans and
challenged our thinking in several important
areas. In its discussions with us, the
Customer Forum has also taken into account
the findings from our customer research
and its own direct engagement with our
customers.

IN-SCOPE*
(AER Assisted)

• Operating
expenditure
• Major growth
projects (to meet
population growth)
• Customer experience
and hardship
arrangements
• Price path

IN-SCOPE†

(AusNet Services and
Customer Forum agreed)

• Major asset replacement
projects (replacing old
equipment)
• Solar integration
• Innovation expenditure
• Smart metering
• Overall 'reasonableness'
of proposal

OUT OF SCOPE

• All other capital
expenditure
• Rate of return
• Tax allowance
• Opening Regulatory
Asset Base
• Pricing structures

*AER assisting Customer Forum by providing
information and independent advice
†
AER not advising on these topics
Note: Customers are being consulted on pricing
structures. Details of this separate process are
provided on our website here.

Figure 2.1: Scope of customer forum negotiations

The Customer Forum has also had input
into the way we conduct customer research
and engage with our customers, and how
these insights should be used to deliver an
improved customer experience.
The Customer Forum process is open for
scrutiny for those who would like more
information. Additional detail on the
Customer Forum is available on our website,
including the information presented to the
Forum and an overview of the Forum’s
customer and stakeholder engagement
activities. Many interested stakeholders
have had the opportunity to observe and
engage in the Customer Forum sessions
including the AER, the Victorian Department
of Environment, Land, Water and Planning
(DELWP) and a variety of customer
advocates including the Victorian Council of
Social Services and Energy Users Association
of Australia.

Scope of negotiations
AusNet Services, the Customer Forum and
the AER have agreed on which parts of our
revenue proposal for 2021–2025 will be
subject to negotiation with the Customer
Forum. Not every aspect of our plans can be
negotiated. Some are set by our regulators
and can’t be changed, such as what we must
do to reduce the risk of bushfires.
The agreed scope of negotiations (shown
in Figure 2.1 above) covers areas where
the Customer Forum can add most value
by using customers’ perspectives, where
there are choices to be made about whether
to offer a service, what level of service to
provide and how much to spend. Examples
include how we deal with the increasing
amount of solar and two-way energy flows1
on our network, how to innovate to respond
to the rapid external changes in our network,
and the timing of major network upgrades.
The Customer Forum is also negotiating
on how our customers’ service experience

could be improved in ways which are of
most value to customers, such as improving
the accuracy and timeliness of information
customers receive when there are outages.
While we have reached preliminary
agreement with the Customer Forum on
some aspects of our Draft Proposal for
further consultation prior to finalising
our Revenue Proposal, there is potential
for further information to come to light
that may change the positions of AusNet
Services or the Customer Forum. For
example, forecast costs may change (up
or down) during the regulatory process –
including because of changes in regulatory
obligations, such as in the areas of cyber
security and environmental protection,
where new regulations are in the process
of being introduced. Ultimately this means
that while the Customer Forum and AusNet
Services will negotiate in good faith, they
may not be able to reach agreement before
the development of AusNet Services’ final
revenue proposal.

1 In the past electricity flowed in one direction from large centralised electricity generating stations to customers. With our customers adopting solar
and other technologies, electricity also now flows from our customers’ premises into the network. Hence, there are two-way flows.
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Under the regulatory framework the AER
approves the total amount of allowed
capital and operating expenditure, but not
how this will be spent. The networks have
discretion to spend as they choose during
the regulatory period. This means networks
can efficiently reprioritise due to changing
circumstances. The views of the Customer
Forum, and the New Reg process, will inform
but do not limit their discretion.
Ultimately, the AER must decide whether or
not to approve our expenditure proposal.
While the process followed in developing
the Revenue Proposal differs as a result of
the New Reg trial, the National Electricity
Rules fully apply. However, the AER has
agreed to have regard to the Customer
Forum’s report when making its decision.

BOX 1: OTHER KEY CUSTOMER REPRESENTATIVE
GROUPS INVOLVED IN THIS PROPOSAL
AusNet Services’ Customer Consultative Committee (CCC): AusNet Services
established a Customer Consultative Committee (CCC) in 2016 in recognition
of the need to build closer ties to customers as part of responding to the
rapid change in our industry. This is a permanent body that brings the
consumer perspective to our business. The CCC meets four times a year
and engages with all of AusNet Services’ businesses, not just our electricity
distribution network.
The role of the CCC and its members are here. The CCC is also helping us to
develop the plans for the electricity distribution business reflected in this
proposal for the 2021 to 2025 period. We consulted with the CCC on key
decisions relating to the Customer Forum including its membership and
the Customer Forum process. The CCC communicates and engages with the
Customer Forum.
AER appointed Consumer Challenge Panel (CCP): The AER appoints a CCP
to challenge our expenditure proposal and plans. The CCP advises the AER
on whether network businesses’ proposals are in the long term interests
of consumers. Further detail on the CCP is here. The CCP has met with the
Customer Forum to provide guidance based on its previous experience in
energy regulation.
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Further information on the AER’s role in our
Customer Forum process can be found on
the AER’s website.
While we were already taking action to
improve customer experience before the
formation of the Customer Forum, it has
helped us to prioritise and added some new
commitments. We have also been challenged
to provide customers with better value
from what we currently do and to reduce
customer bills.
The outcomes from the first round of
negotiations with the Customer Forum are
summarised in Attachment 1, and discussed
in detail throughout this Draft Proposal.

Next steps for the
Customer Forum
The Customer Forum has prepared a report
on its findings, the process so far and their
input to this Draft Proposal. We encourage
stakeholders to read their report, which has
been published alongside this Draft Proposal.
The Customer Forum helped plan, and will
be closely involved in, the consultation
processes on this Draft Proposal. After this
consultation, the Customer Forum will work
with us to collate the feedback we receive
from stakeholders and to finalise
our proposal.

Price review process
Between now and the end of July 2019
AusNet Services will be actively consulting
on this Draft Proposal which covers all
aspects of our proposed expenditures
and plans, including those that are outside
the scope of our negotiation with the
Customer Forum.
AusNet Services will consider the feedback
that we receive and respond transparently
in our submission to the AER at the end of
July 2019.

JANUARY–MAY 2019
ACTIVE CONSULTATION ON THIS DRAFT PROPOSAL
Workshops / Meetings

EARLY 2019
COMPLETE FINAL CUSTOMER RESEARCH
Agreed with the Customer Forum

FEB–MAY 2019
ASSESSMENT OF FEEDBACK AND RESEARCH
Customer Forum involvement on 'in-scope' topics

MARCH–MAY 2019
FINAL NEGOTIATION WITH CUSTOMER FORUM
Agreeing response to feedback on the Draft Proposal

JULY 2019
SUBMIT 2021–25 PROPOSAL TO THE AER
Customer Forum will also submit an independent report to AER
Figure 2.2: Price review process from January to July 2019

FEBRUARY 2019 |

17

3

OUR CUSTOMERS
& NETWORK

KEY POINT
We’re an important part of
the electricity supply industry,
providing the network that
delivers energy to around
735,000 business and residential
customers in some of the
most bushfire prone areas in
the world. We’re focused on
delivering affordable, safe and
reliable distribution services by
using our expertise, systems and
real time information about what
is happening in our network to
meet our customers’ needs and
expectations.

Corowa

Wodonga

Wangaratta
Benalla
Euroa

Myrtleford
Mt Beauty

NORTH
Mansfield

Seymour

Snowy River
National Park

Wallan

EAST

CENTRAL

Jemena

Lake
Dartmouth

Lilydale
Melbourne

Bairnsdale

Mt Baw Baw

Mallacoota
Orbost

Ferntree Gully
Cranbourne

Traralgon

Sale

Lang Lang Morwell
Leongatha
Wonthaggi

Citipower

Wilsons Prom

United
Energy
Powercor

Figure 3.1: AusNet Services’ Electricity Distribution Service Area
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30%

5%
GENERATION

9%

TRANSMISSION

DISTRIBUTION

ENVIRONMENTAL
PROGRAMS

20%
RETAIL

32%

AUSNET NETWORK

SMART
METERING

4%

Figure 3.2: Cost components of a typical bill

We are one part of the
electricity supply chain
Your electricity bill includes the costs of all
parts of the electricity supply chain, which
includes:
>> Generating electricity, for example from
the large power stations in the Latrobe
Valley and the Snowy Hydroelectric
system and, in future, new renewable
generation, such as the Winton Solar
Farm project, near Benalla
>> Transporting electricity across the
state on the high voltage transmission
network
>> Distributing electricity at low voltages
for use by businesses and households
>> Providing a metering service to measure
the amount of electricity being used by
customers
>> Retailing services, which involve billing
each customer for the electricity they
use.

AusNet Services owns and operates Victoria’s
high voltage electricity transmission system
as well as the electricity distribution network
in the east of the State. However, this Draft
Proposal only relates to the two areas shown
in blue in Figure 3.2. That is, the cost of
operating the distribution network (which
accounts for about 32% of your electricity
bill) and smart metering (which accounts for
about 4% of your electricity bill).

While most of our customers are households
(around 90%), our network also supports
many critical institutions such as rail and
water utilities, universities, hospitals and
diverse industries.

Our customers and
communities

>> In Melbourne, parts of our network
need to expand to support rapidly
increasing populations and associated
infrastructure.

AusNet Services owns and operates one
of the five distribution networks in Victoria.
We deliver electricity to around 735,000
customers, which is 1 in 4 of all electricity
customers in Victoria.2
Our network covers the eastern part of
the State up to the border with New South
Wales. We serve fast growing suburbs
in Melbourne’s north and east, regional
communities and remote customers in the
alpine areas of Victoria. Nearly 60% of our
customers are in rural communities.

As shown in the 'Our Customers &
Communities' figure on pages 22–23,
customers in different parts of our network
have distinct characteristics and energy
needs.

>> In our rural network extending to the
northern and eastern parts of the State,
there are significant towns and many
businesses that are important employers
requiring substantial and reliable
supplies regardless of their regional
location. This includes the alpine resorts,
agricultural businesses and regional
manufacturing businesses such as wood
and paper mills and food processors.

2 Source of customer numbers is the 2017 Economic Benchmarking Regulatory Information Notice (RIN) data. Note that this includes unmetered customers
and de-energised customers.
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>> The heavily vegetated parts of our
network, such as the Dandenong Ranges
close to Melbourne and alpine areas,
contain some of the most bushfire prone
areas in the world. We need to carefully
manage our network in these areas to
keep these communities, our employees
and our assets safe.
>> Many of our customers and communities
are increasingly adopting solar,
particularly in the northern regions
of our network. For example, at
Yackandandah in the north, a substantial
proportion of the community has
adopted solar. These customers and
communities are also using the grid to
export solar power at times when they
don’t need it.

Our distribution services
to customers
The core service of our electricity distribution
network is the delivery of safe and reliable
(i.e. uninterrupted) electricity to our
customers at an efficient cost. Increasingly,
the electricity grid not only delivers electricity
but also receives electricity from customers’
solar installations.
In order to deliver a reliable service we
build and maintain an extensive system of
network assets with a skilled workforce. Our
network covers 80,000 square kilometres
(km) and consists of around 52,000 km of
powerlines and 400,000 power poles.
As part of delivering electricity to our
735,000 customers, we also provide a
range of additional services. These include
connecting new customers and new
solar systems to the network, resolving

customer enquiries, responding to storms
and emergency events, managing and
monitoring the network 24/7, repairing
and replacing network equipment, cutting
vegetation and trees away from lines, and
managing meters and faults. The revenue
required to fund the provision of these
services is included in this Draft Proposal.
To ensure the safety of our network and our
customers, we are currently installing new
technology that rapidly cuts the power to
fallen electricity lines to prevent a fire. This
is a major project to significantly reduce
bushfire risk that has been mandated by the
Victorian Government, and has the support
of Energy Safe Victoria and the AER.3 Our
smart meters also provide a range of safety
benefits to our customers by enabling us to
detect faults and restore power quickly. We
can also alert customers when their solar
panels are not working by analysing the
real-time data that the meters provide.

3 The new bushfire prevention technology being installed is called Rapid Earth Fault Current Limiter (REFCL).
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Whole communities going solar

169

OUR CUSTOMERS
& COMMUNITIES

HOMES

YACKANDANDAH

Totally
renewable

AND COMMUNITY MINI GRID

Wodonga
Yackandandah

Benalla

Seymour

Strong population growth
(north and south-east edge
of Melbourne)

Highest bushfire risk in Australia
(Dandenong Ranges, Yarra Ranges
and alpine areas)

Melbourne

Warragul

Morwell

Wonthaggi

Wilsons
Promontory
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60%
RURAL

735,000
CUSTOMERS

AusNet Services has a
low customer density
on its network of
18.9 customers per km.

LARGE INDUSTRIAL

HOUSEHOLDS

35%
18%

SOLAR

2025

SOLAR INSTALLED BY CUSTOMERS

1,400MW

COMMERCIAL & INDUSTRIAL
CUSTOMERS WITH SOLAR

4%
2018

URBAN

100

90%
HOUSEHOLDS WITH SOLAR

40%

2018

11%

465MW

2025

2018

2025

DELIVERING 20%
OF VICTORIA’S
20%
TOTAL ENERGY
Regional employers require reliable
electricity supplies

(food processors, manufacturers, farms, alpine resorts)

Mallacoota
Bairnsdale
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2.5

"Reliability doesn’t need to
be improved, on a personal
level I’m quite happy with
what I’ve got."

2.0

– Energy vulnerable, residential customer

Interruptions per customer
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Figure 3.3: Total number of unplanned interruptions per customer

"If there is an outage, we
can’t work. There really
[are not] any strategies [to
manage the outage]. Its
just closing the shop."
– Small business customer
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Figure 3.4: …urban customer
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Figure 3.5: …customer on short rural feeder
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Figure 3.6: …customer on long rural feeder

Note: Major storm events are excluded from this data. Short rural feeder lines are <200km in length. Longer rural feeder lines are >200km.

"We don’t get blackouts.
Unless there’s the obvious
– power poles coming
down or something. There
hasn’t been a concern."
– Energy vulnerable, residential customer

Reliable electricity supply
Past network and technology investments
(including smart meters) are helping to
provide a more reliable electricity supply to
our customers (that is, fewer interruptions
due to problems with our network). Our
electricity distribution network achieved
record reliability in 2017 in terms of the
number of unplanned interruptions per
customer. While relatively mild weather
helped deliver this outcome, it also
reflects the significant effort we have put
into improving the network and better
managing our assets and people. This has
been an important achievement given the
practicalities of delivering reliable services in
many parts of our network, particularly parts
with densely vegetated and mountainous
terrain, and the restrictions we face to our
operating procedures due to high bushfire
risk and the need to ensure the network has
flexibility during summer.
While, on average, both our urban and rural
customers are experiencing better reliability
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over time, we know that there is further
improvement needed for some of our
customers, particularly those in rural
parts of our network.
The Customer Forum process has
highlighted the need to improve our
understanding of customers’ reliability
expectations and address these at a more
disaggregated level through increased
engagement. We intend to improve this,
including through:
>> the large business customer liaison and
regular senior management/customer
meetings, including in regional locations
>> improving communication on the cause
of reliability problems and options
available to address them
>> using customer satisfaction data on
unplanned outages to identify customer
groups experiencing a high frequency of
economically damaging outages
>> better describing the customer benefits
of replacement and augmentation works
in published planning documentation.

OUR NETWORK
& SERVICES
DISTRIBUTION
NETWORK

45,000km
OF POWERLINES

420,000
POLES

EACH YEAR

223,000 3,800+ 220km+

POLES & POLE TOP
ASSESTS INSPECTED

35,000

STREET LIGHTS REPAIRED
& MAINTAINED

POLES REPLACED

OVERHEAD CONDUCTORS
REPLACED

6,000

EACH YEAR

CROSS ARMS
REPLACED

12,000

CUSTOMER
SERVICES

NEW CONNECTIONS

>800

20,000+
METERS REPAIRED
& REPLACED

SOLAR ALERTS
SINCE 2017

1.34m 22,000
TEXT MESSAGES TO
CUSTOMERS ABOUT
THEIR ENERGY SUPPLY

BUSHFIRE SAFETY
& VEGETATION
MANAGEMENT

81%
22 REFCLs
OF NETWORK
IS IN HIGH
BUSHFIRE
RISK AREAS

POWERLINE SPANS ASSESSED
FOR VEGETATION

28,000km
IN HIGH BUSHFIRE RISK AREAS

New Rapid Earth Fault Current
Limiters (REFCLs). Technology that
rapidly cuts the power to fallen
electricity lines preventing bushfires

INSTALLED BY 2023

74,000

INCOMING & OUTGOING
CALLS ANSWERED

EACH YEAR

5,000

HAZARDOUS TREES
REMOVED
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BOX 2: USING GRID CONNECTED BATTERIES
TO SIGNIFICANTLY IMPROVE RELIABILITY FOR
REMOTE COMMUNITIES
On the end of a long exposed rural feeder, customers at Mallacoota
experience some of the poorest reliability on our network. In addition, the
local network is challenged by the significant increase in population and
energy use in Mallacoota over the summer holiday period.
AusNet Services will install a large scale battery near Mallacoota in 2019,
making the remote community in far east Victoria one of the first towns in
Australia to have a grid-connected energy storage system included in its local
network. The battery should improve power reliability in Mallacoota by 90%.
The project involves the establishment of a power storage facility – a large
scale battery, generator, and associated equipment – connected to the grid
in Mallacoota. The battery is a lithium ion array with a total storage capacity
of 1MWh. The battery will be charged from the grid, and will then feed power
back into the grid during local outages.
This battery was initially funded by the innovation allowance received
through the AER’s demand management incentive scheme, highlighting the
importance of explicit innovation funding in improving customer outcomes.
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Energy system transition
and changing customer
needs
In the past, customers only purchased
or ‘imported’ electricity from large scale
generators that were remote from their
homes, offices and factories. Now, a growing
number of customers are using solar panels
to generate their own electricity, with surplus
amounts of generation being exported, or
sold back, into the network.
More than 100,000 of our customers already
have solar installations, enabling them to
generate and use their own renewable
energy. As well as individual customers
making these choices, whole communities
in our network area are seeking to move
collectively to renewable power supplies.
We expect this transition to gather pace
as shown in Figure 3.7, below. According
to extensive research by the CSIRO and
electricity networks4, the next decade
is likely to see a further step change in
customers’ adoption of new technologies.

KEY POINT

Solar generation, batteries, smart appliances,
energy management systems and electric
vehicles will put the customer at the centre
of the electricity supply industry. Our role
is to adapt to make sure we provide the
services that our customers require and
expect from us.

Our network needs to change
the way it operates as
customers continue to invest
in solar generation, battery
technology and electric vehicles.
This changes the nature of
the services we must provide
(electricity now flows both to
customers from the network and
from customers back into the
network). We need to be ready
for the future, but maintain our
focus on affordability, safety and
reliability.

AusNet Services is supporting the changing
needs of our customers and responding
to the changing energy system. We want
to support the new energy solutions being
sought by our customers and meet the
technical challenges and capacity issues for
our network while keeping a strong focus
on affordability, safety and reliability.
Therefore, we are proposing investments in
IT and network innovation and to upgrade
the network, where it is economic, to support
more solar exports. However, unless there is
network investment above that included in
this Draft Proposal, due to technical capacity
considerations, there will remain instances
where solar customers are unable to export.
We are also supporting communities that are
seeking to collectively move to renewables
(see Box 3, page 28, on the Yackandandah
community as one example).

IN-HOME
TEMPERATURE
CONTROL DISPLAY SCREEN

SMART
APPLIANCES

ROOFTOP SOLAR

ELECTRIC
VEHICLE

ELECTRICITY
STORAGE
BATTERIES

SMART METER

Figure 3.7: Energy system transformation

4 CSIRO and Energy Networks Australia 2017, Electricity Network Transformation Roadmap: Final Report.
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BOX 3: TOTALLY RENEWABLE YACKANDANDAH
Totally Renewable Yackandandah is a 100% volunteer run community
group, formed in 2014 with the goal of powering the town with 100%
renewable energy and achieving energy sovereignty by 2022.
In late 2017, Australia’s first community mini grid in Yackandandah was
completed. This involved the installation of different combinations of
rooftop solar systems, battery technology and smart energy monitoring
and management systems – on 169 homes, as well as extensive network
upgrading.
The mini grid is the result of a partnership between AusNet Services
and Totally Renewable Yackandandah and their energy solution partner.
The Yackandandah community has embraced this initiative and won
the sustainable and resilient communities award at the 2017 Banksia
Sustainability Awards.
As a pioneering project it has presented a number of challenges for
our network, including voltage management and solar hosting capacity
challenges. However, the project has provided invaluable experience and
lessons for the future, including by highlighting the technical issues that
can arise in areas with particularly high levels of solar penetration. This has
informed our capital expenditure forecasts related to solar uptake.
In addition, to deal with the increasing number of communities wishing to
explore similar goals to Yackandandah’s, we have appointed a dedicated
community solar connections liaison manager who can advise and guide
community organisations through the technical, connection and cost
challenges that can arise.
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"The decision for
me to get solar is a
combination of economic
and environmental
reasons and the fact
that it now makes good
economic sense to get
solar panels."
– Residential customer

0.0–1.8

1.8–7.3

7.3–11.3

11.3–20.7

Figure 3.8: Maximum demand growth 2019–25 (MW)
Source: AusNet Services

Key trends as we plan
for the future
Significant customer growth

Index (2011=1)

Given that our distribution network includes
urban areas with significant population and
development growth our customer numbers
are expected to continue to rise. This growth
is concentrated in key growth corridors on
the northern and south-eastern fringes of

our metropolitan Melbourne network (see
Figure 3.8). Total customer numbers are
forecast to grow by around 6.5% from 2021
to 2025, which is just over 12,000 additional
new customers each year.
As shown in Figure 3.9 below, residential
and large industrial customer numbers are
expected to grow at around 7% from 2021
to 2025, and small to medium commercial
customers by 1%.
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Figure 3.9: AusNet Services’ customer growth 2011 to 2025 (index)
Source: AusNet Services
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Energy/demand index (2006=1)

Less electricity used overall
but higher peaks in demand

1.06
1.04

Since 2010, the total amount of electricity
consumed by our customers (at all times
of day) has declined due to improvements
in energy efficiency (including more energy
efficient appliances and industrial processes),
adoption of rooftop solar and customers’
responses to higher overall electricity prices.
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Figure 3.10: Energy delivered versus peak demand 2010 to 2018 (index)

Energy/demand index (2019=1)

Source: AusNet Services

1.10
1.08

In contrast, peak demand has grown
significantly more than the overall amount
of energy used by our customers (see Figure
3.10). Peak demand is when the electricity
network is operating near full capacity. In our
network, this typically occurs on five to eight
days a year, for about four hours on very hot
summer afternoons and evenings.
Population growth and increasing air
conditioning load has driven growth in
our peak demand in recent years. We are
required to build a network able to meet this
peak demand (though we also work with
customers to manage their demand to try
to reduce these peaks such as through our
GoodGrid Program)5.
Looking forward, although customer
numbers are continuing to grow, the trend
of reducing consumption will continue,
particularly as solar and battery adoption
rates, and the average size of solar systems,
continue to rise (see Figure 3.11). Widespread
adoption of electric vehicles could quickly
reverse this trend. The likely timing of
larger scale adoption of electric vehicles is
uncertain but could change quickly.
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Figure 3.11: Energy delivered versus peak demand 2019 to 2025 (index)
Source: AusNet Services
Note: The demand forecast reflects a 50% probability of exceedance demand forecast
(i.e. the demand forecast which is expected to be met or exceeded, on average, one year in two).

Reflecting the trends above (energy
efficiency and solar/battery uptake),
demand is expected to continue to grow at a
modest rate concentrated in key population
growth corridors in Melbourne’s north and
south-east (around Clyde North and Doreen).
This is demonstrated in the heat map
shown in Figure 3.8 above, which shows
the expected change in demand across our
network from 2019 to 2025. The red areas in
the metropolitan area are our urban growth
corridors. The areas in orange also have
significant demand growth.

5 Our initial 2017/18 residential customer demand management trial was known as Peak Partners. This has been replaced by our GoodGrid Program.
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Increasing solar

but eventually can only be solved with
further network investments.

The official forecasts of growth in rooftop
solar produced by the Australian Energy
Market Operator (AEMO)6 show significant
growth in the number and capacity of
solar systems. New policies in Victoria (the
Solar Homes Package7) provide residential
customers with additional financial support
to install solar. Hence, these policies are
expected to further increase solar adoption
and the size of solar systems being installed.
The same trend is occurring for commercial
and industrial customers. This is reducing
the consumption of electricity from our
network and increasing customers’ exports
of their excess solar electricity back onto
our network. Hence, two way flows on the
network are expected to increase.

Figure 3.12 below shows the expected
growth in the number of customers with
solar installed taking account of the Solar
Homes Package. The number of solar
customers is expected to more than double
between now and 2025. Given the size and
mix of solar systems installed, the amount
of installed solar capacity is expected to
triple in size.
This growth will take place over the next
decade. If no network investment was
undertaken, eventually many households
may find that they could no longer feed their
solar energy back to the grid.
AusNet Services is working closely with
the Victorian Government to ensure the
networks can support increased solar
adoption in a cost effective manner and
maintain network reliability and stability.

Number of customers (thousands)

As two way flows increase it can be
increasingly difficult to maintain power
quality. These problems emerge gradually
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Figure 3.12: Forecast solar customer numbers, batteries and electric vehicles
Source: AusNet Services

6 The AEMO solar forecast is available here: https://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/
Electricity-Forecasting-Insights/2017-Electricity-Forecasting-Insights/Key-component-consumption-forecasts/PV-and-storage
7 https://www.solar.vic.gov.au/
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4

UNDERSTANDING CUSTOMER
VIEWS AND EXPECTATIONS

KEY POINT
Because AusNet Services is
trialling the New Reg process,
this Draft Proposal takes into
account significant direct
customer research and
engagement.
Since its establishment, the
Customer Forum has helped
to design our future customer
research program and has
undertaken its own customer
research.

Research to understand
our customer views
Our customers’ views and
preferences are essential to
developing our future plans.
So, we have been listening
to our customers and their
representatives and we have
undertaken customer research,
using a variety of different
methods. Further detail on the
research activities and outcomes
is provided in Attachment 2.
A range of research and engagement was
undertaken prior to the formation of the
Customer Forum, including large customer
and advocate interviews, an in-depth study
of our residential customers’ experience and
a range of on-line and telephone surveys to
understand customer attitudes, perceptions
and satisfaction.

Since its establishment the Customer Forum
has also had the opportunity to guide our
customer research (such as the focus group
sessions and the business survey) and to
undertake its own research.
The full reports for each of the research
activities can be found on our website here.
In addition to these dedicated customer
research activities, AusNet Services
interrogates the data that we receive in the
normal course of providing our electricity
distribution services in order
to gain valuable customer insights.
This includes:
>> Data and feedback from our call
centre interactions with customers
>> Smart meter data
>> Day-to-day interactions our customers
have with AusNet Services staff
>> Connection data and feedback, including
for new customer connections and solar
connections
>> Data from our social media platforms
>> Insights from our regular meetings
with customer advocates and other
stakeholders.
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RESIDENTIAL CUSTOMER
EXPERIENCE

ATTITUDE & PERCEPTION
OF SERVICES

20

900 / 120

Households
(in-depth interviews)

DEEPER ATTITUDE
& PERCEPTION

LARGE CUSTOMER &
ADVOCATE VIEWS

49

Residential / business
(online survey)

Councils, businesses,
advocates, energy groups
(interviews)

BUSINESS ATTITUDE
& PERCEPTION

CUSTOMER SATISFACTION

VALUED
SERVICES

100

Residential customers
(online survey)

GROWTH CORRIDOR
CUSTOMER PERCEPTIONS

68 / 8

200

250

300

Residential / business
(focus groups)

Businesses
(telephone survey)

Residential/ Business
(quarterly telephone survey)

Clyde Nth & Doreen
residents (telephone survey)

Figure 4.1: Customer research and engagement conducted by AusNet Services

Customer views and attitudes were also
sought directly by the Customer Forum.
The Customer Forum visited a range of
communities across our network. Further
detail of these meetings and the views
they heard from customers is provided in
the Customer Forum’s Interim Engagement
Report here.
Many business customers are extremely
sensitive to outages as the disruption it
causes to their operations can have a huge
cost impact and place businesses at risk. This
may have a flow on impact on our residential
customers and rural communities that
rely on these businesses for employment.
Improved communication and opportunities
for low-cost reliability improvements would
be welcomed by these business customers.

34

This is one example of the diversity of our
customers’ needs and preferences. These
different preferences can often be in tension,
particularly with respect to planned outages.
For example, in a community served by the
same part of the network, residents may
prefer an outage during the middle of the
day while they are out at work, while local
businesses or the local school may prefer
weekend outages to avoid shutting down
during business hours. This can make it
difficult to establish the preferred time for a
planned outage to occur.
To improve our understanding of our
customers’ preferences, we have also agreed
with the Customer Forum that:
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>> An ongoing customer research program
will be developed, which will capture
feedback from groups such as life
support and cultural and linguistically
diverse customers.
>> Investments in IT will also allow staff to
consolidate, utilise and leverage the local
knowledge they obtain from their own
interactions with our customer base.
>> Senior management will regularly
meet with customers, including with
rural communities, to ensure their
perspectives are understood at the
highest levels of the organisation.

IMPORTANCE FOR
CUSTOMERS
AFFORDABILITY

OUTAGES

Rising energy
costs and affordability
a key concern for all
customers

Reliable supply with few
outages ranked as most
important service we
provide, particularly by
business

HOUSEHOLDS

BUSINESSES

HOW IS AUSNET
SERVICES RESPONDING

~30%

~40%

Reducing the cost of
building and operating
the network

poor or very poor
affordability/value
for money from electricity

poor affordability/value
for money from electricity

(see Chapter 7)

~78%

~95%

overall satisfaction
with current reliability

consider reliability
important. Some larger
customers highly sensitive*
and less satisfied

Maintaining current levels
of reliability and balancing
costs and reliability
in consultation with
customers
Improving large customer
relationship management
(see Chapters 5 and 7)

CONTROL

NEW TECHNOLOGY

Growing in importance
to manage bills and make
use of new technology

High levels of interest
in installing solar, and
dissatisfaction if restriction
placed on customers’
ability to export solar.
Costs to allow more solar
connections should be
shared by all as solar will
be widespread. This was
not our customers’ view in
the past when solar was
more rare but has changed
as everyone expects to
have solar.

INFORMATION

All customers would value
improved communications,
particularly more accurate
notification of when a
planned outage will start
and the expected time to
fix unplanned outages, but
also information to help
them cut costs

~85%

~70%

claim to actively try to
reduce energy usage.
Complexity results in sense
of powerlessness

reduce energy usage

~60%

~95%

of non-solar customers
are interested in installing
it in the future

have installed solar to save
money/reduce bills

~80%
would be very unhappy
if their solar exports were
limited

Most seeking more detailed
information on outages.

~60%
of solar customers
interested in being notified
when solar not working

Demand management
reward programs for
customers
(see Chapter 8)

Innovation aimed at
improving integration
of solar to allow more
exports
(see Chapter 8)

Strong interest in solar if
have not adopted already.
Increasing interest in new
technology by largest
industrial customers

Most seeking more detailed
and targeted information
on outages.

Improved multi-channel
communication and alerts
supported by IT systems.

~50%

Stronger customer focus.
(See Chapter 5)

of solar customers
interested in being notified
when solar not working

Figure 4.2: Research highlights
*Many business customers are extremely sensitive to outages as the disruption it causes to their operations can have a huge cost impact and place
businesses at risk. This may have a flow on impact on our residential customers and rural communities that rely on these businesses for employment.
Improved communication and opportunities for low-cost reliability improvements would be welcome to these business customers.
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5

WHAT WE ARE DOING TO IMPROVE
CUSTOMER SERVICE & EXPERIENCE

KEY POINT

“Many [customers] were unaware of how
AusNet Services performed on many of its key
roles, but those who did have some insights
were largely positive. Importantly, 97% rated
the company highly (7+/10) for its most core
service of providing a reliable, continuous
electricity supply.”

AusNet Services’ customer
engagement has highlighted
ways to immediately improve
customer service, without
imposing additional cost for
customers. We are therefore
implementing additional
customer-focused initiatives
by the start of 2021 that will
be funded by our business. The
Customer Forum is also working
with us to develop stronger
incentives to improve customer
experience further through the
2021 to 2025 period.

– Newgate Research

Prior to establishing the Customer
Forum, AusNet Services had
already begun to take significant
action to ensure that the way
in which we provide services is
designed with our customers’
experience in mind.
While we have always concentrated on
providing reliable and safe services, our
customer focus is maturing, enabled by
technology, social media and improved
data systems that allow more granular
analysis. We now better understand, and
technological advancements mean we are
better able to respond to, the needs of
different types of customers. For example:
>> For vulnerable customers that have life
support equipment we are improving
our processes and communications to
ensure that they get a priority service
that minimises disruption to their
electricity supply.

>> We have recently appointed a dedicated
business customer manager, a
community liaison manager to work with
community groups seeking to convert
to renewable energy, and a connections
manager to facilitate larger scale
renewable generation connections.
We are also leveraging the technology we
have at our disposal to improve our services
to customers e.g. by providing more and
faster information and by better supporting
our customers’ technology adoption such
as solar uptake. (See Box 4 on page 38 for
more information).

This will then be made available to our
staff in the field to incorporate into planned
outage decisions and customer engagement
activities, our centralised planning teams
to help address local issues when making
network planning decisions, and our
customer call centre to personalise the
response to a customer enquiry.
The Customer Forum has been an important
partner in taking AusNet Services even
further on this customer-focussed path.

We will also make better use of our
established presence amongst our urban
and regional customer base. Approximately
40 field staff are employed to specifically
work with customers on a range of issues
including new and modified connections,
changing the services they receive from
AusNet Services or experiencing reliability
issues. We will develop a database to
consolidate and leverage local knowledge
accumulated through these interactions.
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“Participants prioritised
receiving timely
information about
blackouts and other
supply interruptions,
and implementing
safety measures to
prevent accidents,
bushfires and added
costs. This was followed
in importance by
connecting new and
solar customers.”

BOX 4: AUSNET SERVICES IS ALREADY ACTING TO
IMPROVE HOW WE COMMUNICATE AND INTERACT
WITH CUSTOMERS
AusNet Services has not been standing still, as we understand that we
need to improve how we deliver services to our customers – and we are
not waiting until the next regulatory period (starting in 2021) to deliver.
Our investments in new technology, including smart meters, has helped
us to improve the services we provide.
Our growing number of online tools is simplifying our processes for
customers and shortening the time required to fulfil customers’ needs.
We’ve added a solar pre-approval tool for customers seeking to install solar
systems of less than 15KW, a customer connections calculator which allows
customers to obtain an estimate for connection costs within minutes and an
online tracker to provide updates on the status of their job.

– Newgate Research

We now connect and disconnect customers remotely, which means
responding more quickly to our customers’ requests. The advanced metering
technology also allows us to let customers know if their solar panels are
not working properly. Using smart meter data, in excess of 800 solar alerts
have been sent to customers whose solar systems have stopped functioning,
helping to ensure they are maximising value from their investment.
We’ve enhanced our outbound customer communications, sending more
than 1.3 million text messages to customers about planned and unplanned
outages – a 20% increase in 2017, despite a year of record reliability on our
network; and we have supplemented this with an increased social media
presence.
Our Customer Service Team answered 82% of all fault calls within
30 seconds.
In the online environment, we have enhanced our myHome Energy portal,
which is a user-friendly tool that enables customers to monitor, budget
and download their smart meter consumption data – it also feeds into the
Government’s price comparison website.

AusNet Services will further improve the
customer experience of our services in two
ways. First, AusNet Services will implement
a program of improvements between now
and the end of 2020. Some of these were
delivered in late 2018. These will continue to
deliver customer benefits during the 2021 to
2025 regulatory period at our expense.
Second, we will propose to the AER that a
customer satisfaction incentive scheme be
put in place from 2021 to provide incentives
for customer experience improvements.
This would replace the existing scheme and
would be designed to focus on customers
receiving service improvements they value.
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Agreed customer
experience actions
Nine actions to further improve and
increase accountability for customer
experience have been developed with
the Customer Forum’s input. These build
on existing improvements and will be
delivered between now and 2020.

ACTION
Establishing
a clearer
accountability
for customer

DESCRIPTION

EFFECTIVE
Feb 2019

Implement a major restructure that will:
>> Bring together our field services staff responsible for customer-facing interactions (e.g. new
connections, planned outages) with our customer contact centre.
>> Create a centralised, senior point of accountability within the company for customer experience
outcomes, supported by considerable resources.
>> Involve regular meetings between senior management and regional customers.
>> Include three dedicated staff to manage relationships with our largest business customers,
community renewable groups, and large generators seeking to connect to our network.

Aligning our
incentives with
customer
outcomes

Subject to Board approval and development of appropriate metrics, link employee performance and
bonus outcomes with customer satisfaction outcomes.

Building our
understanding
of our customers’
needs and
expectations

Commence an ongoing research program, including annual surveys and targeted research, to ensure we
have continuous insight into our customers’ needs and expectations, and ensure the insights derived in
the research are used by the business to deliver ongoing customer experience improvements. In
designing the research program, ensure balanced research focus that will improve our understanding
of the differing needs of urban and rural customers, and residential and business customers.

Fixing customer
pain points and
improving the
customer
experience

Work with customers to identify and implement operational and communication changes that address
customer ‘pain points’ associated with solar connections, new connections and outages and result in
tangible improvements to customer experience. Ensure these improvements are communicated clearly
to our customers.

Collaborating with
the community

Work closely with customer representatives to:

May 2019

2019

Delivered from
2018–2020

2019

>> Identify and prioritise ways we can improve customer experience, including through better use of
smart meter data.
>> Improve our understanding of vulnerable customer needs.
>> Help equip community service organisations to assist vulnerable customers.

Making our
organisation
easier to deal with

Ensure our customer contact centre staff are selected, trained and monitored to ensure they provide
empathetic customer service to all customers, and proactively identify and assist hardship customers.

Complete

Taking care of our
most vulnerable
customers

Implement changes to:

Complete

Making our claims
process easier for
all customers

>> Improve restoration times for life support customers, using smart meter data.
>> Provide better communications to life support customers in advance of planned outages
(e.g. SMS, social media, and community messaging channels).
Proactively engage with customer representatives regarding the best approach to advocating for the
needs of life support customers, including the potential establishment of a peak advocacy body.

Ongoing

>> Significantly reduce claim assessment timeframes and customer discomfort by partnering with
contractors that can assist customers on-site with emergency repairs and provide a report to
support their compensation claim.

Complete

>> Provide a voucher for financially vulnerable customers to allow them to purchase a temporary
replacement appliance (e.g. a small heater).
>> Be available for 24/7 phone assistance to help customers complete their claim form.
>> Provide more flexible and timely compensation amounts by paying the higher of market value
or second-hand item, rounding up to the nearest $100 and transferring funds via EFT instead
of cheque.

Holding ourselves
to account

Publish an annual Customer Interactions Report. This report will track the progress of the initiatives
identified above, present results under the Customer Satisfaction Incentive Scheme, and include other
measures that are important to our customers.

Dec 2019

Table 5.1: Actions to improve customer experience
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?
IMPROVING
CUSTOMER
EXPERIENCE
Do you support the
proposed customer
experience actions?
What other service
improvements actions
could we take that
would increase the
value of our services?

Stronger incentives
to improve customer
satisfaction
AusNet Services and the Customer Forum
support the introduction of a Customer
Satisfaction Incentive Scheme. If accepted by
the AER, the Scheme would provide:
>> a financial reward if we meet or exceed
agreed customer satisfaction targets or
>> a financial penalty if we fail to meet the
set standard.
Currently, the AER’s service incentive
scheme provides a financial incentive
to answer customer telephone calls within
30 seconds.
This measure has very limited scope to
measure customer satisfaction with our
services. For example it:
>> only measures how promptly we answer
a call and not the quality of the call
>> ignores forms of communication we
have with our customers other than
via telephone
>> excludes a variety of other services
that we provide that are important
to our customers such as managing
outages, new connections and complaint
resolution.
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Therefore, the concept of a broader incentive
scheme to improve customer experience has
been developed with the Customer Forum.
Figure 5.1 shows potential aspects of
customer satisfaction that could be
measured, which relate to the management
of outages, new connections and complaints.
These services represent the most common
and important interactions that customers
will have with our business and are areas
where our customers have told us they
would like to see improvements.
Whether we have improved customer
experience or not, and hence whether we
would receive a reward or a penalty, would
be determined by our customers’ reported
satisfaction with these services.

?
The satisfaction scores would be measured
in quarterly customer satisfaction surveys.
AusNet Services already conducts these
surveys using an independent third party.
The performance targets could be based
on the average satisfaction score for each
service over a three-year period.
The maximum financial reward or penalty
would be the same as under the current
telephone answering scheme that this new
scheme would replace. This is currently 0.5%
of revenue or around $3.5 million each year.

While the details of the scheme would
ultimately be set by the AER, feedback is
sought on the concept of such an incentive
scheme.

INCENTIVE TO
IMPROVE CUSTOMER
SATISFACTION

AusNet Services plans to formally propose
a scheme to the AER in early 2019. The AER
must consult when developing the scheme,
including on how the performance targets
should be set.

Do you support the principle
of an incentive scheme
that provides electricity
distribution companies with
financial rewards if customer
satisfaction improves, and
penalises them if it declines?

CUSTOMER SATISFACTION WITH

INCENTIVE TO IMPROVE CUSTOMER SATISFACTION

Unplanned outages

Incentive to improve the management of unplanned outages for
customers including customer notifications and interactions

Planned outages

Incentive to improve the management of planned outages for
customers including customer notifications and interactions

New connections

Incentive to improve the customer’s connection process

Complaints management

Incentive to improve complaint management processes for customers

Figure 5.1: Customer satisfaction incentive scheme target areas

BOX 5: ENERGY-VULNERABLE CUSTOMER
Sarah* is a sole parent to two children and is recovering from heart surgeries for a condition associated with poor health.
Her younger daughter has both a learning and physical disability. Dealing with energy debts has been stressful for Sarah.
She is able to pay $80 a fortnight but resists demands for higher amounts ‘otherwise we won’t eat’. Sarah experiences
constraints on energy efficiency and potential health impacts. In winter, the home is always ‘icy cold’. To cut her power
costs, she only uses the air conditioner when the kids are home, turns off all her power points and doesn’t use the
television during the day.
This experience highlights the impact of high energy prices on vulnerable customers. An increasing proportion of Victorian
customers now face energy hardship. The number of customers participating in hardship programs increased by 33%
from 2014–15 to 2016–17, to 37,935.†
*Not real name. †Essential Services Commission 2017, Victorian Energy Market Report 2016–17, p. 51. Source: Residential Customer Experience Research

“I am certainly not impressed with the way electricity bills have been going …
everything is going up and our income hasn’t.”
– Energy vulnerable, residential customer
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Customer experience
improvements delivered
by smart metering

"Participants were
essentially unaware of
the benefits of smart
meters and became
highly enthusiastic at the
prospect of using data
to better understand and
reduce their energy bills.”
– Newgate Research

The smart meters installed in Victoria
measure when and how much electricity
is used at your premises in half hourly
blocks, rather than just the total amount
used between manual reading periods e.g.
every three months. Smart meters send this
information remotely, so there is no longer
any need for an electricity meter reader to
manually read your meter.
Smart meters are delivering substantial
benefits to customers including improved
electrical safety and faster, lower cost
services. To ensure customers get the most
value out of their smart meters, we have
an ongoing work program to identify and
progressively deliver additional benefits to
our customers.

However, our customer research indicates
that there is little awareness of the benefits
being delivered by smart meters. It also
revealed that when customers are made
aware of the benefits that smart meters
provide, they place significant value on
them. In future, smart metering will be
a fundamental tool underpinning the
delivery of:
>> improvements in customer experience
(including to support the initiatives
AusNet Services will deliver before
2021) such as the management and
communication of planned and
unplanned outages
>> the innovation programs being delivered
now and planned for 2021 to 2025,
including trialling approaches that
unlock the benefits of solar and battery
technology for customers and the
energy system as a whole

BENEFIT TYPE

SERVICE

DESCRIPTION OF SERVICE

BENEFIT DELIVERED

Keeping you and
your community
safe

Identifying and fixing
potential faults before
they become safety issues

Customers are safer because we can pro-actively identify faults on the
network (low voltage service neutral faults) that can lead to electric
shock, and fix them to avoid any customers being harmed.

Approximately 300
potential electric shocks
prevented since 2013

Keeping your
energy prices
down

Alerts for when your solar
stops working

Customers receive an SMS when their solar system has stopped
exporting to the network so that they get their system reviewed and
quickly resolve the issue. This means they are able to continue
generating electricity to receive the benefits of their feed in tariff and/or
offset their own consumption. We send them another message to notify
them that solar generation has re-started so they are aware that they
are back on. Customers can request this service, it is not compulsory.

In excess of 800 alerts
sent since 2017

Reducing energy theft

Customers save on their bills as we are able to monitor electricity use to
determine if energy is being stolen. Detecting and shutting down these
illegal and unsafe premises allows us to prevent further losses which
would otherwise be paid by all customers.

In excess of $2 million
p.a. of stolen electricity
detected and shut down
since 2015

An online webpage to
allow you to see your
energy use

Customers can access information on when they are using energy to
help manage their consumption using our meter data portal (known as
myHomeEnergy).

750 daily visits during
July 2018. Potential
saving of around $220
per switching customer

This has been integrated into the Victorian Government Energy Compare
website so that customers can use their energy data to get the best deal
from their energy retailer.

Ensure you are
kept informed in
the event of an
electricity outage

Correct mapping of the
customers connected to
our network to
understand who is on and
off supply

Customers receive more accurate notification of outages to help them
plan accordingly. We are working to ensure that our data is constantly
updated and accurate so that we are able to identify which customers
will be off supply when we have a planned outage.

More accurate outage
notifications for
approximately 20,000
customers

Enabling our call centre
staff to better answer
customer queries

When customers call the contact centre to report an issue the team is
able to look up more information about the customer property with
real-time access that allows them to answer customer questions and
queries in a more timely and accurate manner.

More timely and
accurate information
to customers

Table 5.2: Benefits delivered by smart meters
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>> more flexible management of the
network that will save network costs
and allow customers to maximise their
returns from investments in solar panels
and batteries
>> pricing reforms, including fairer, more
cost reflective pricing.
In discussions with the Customer Forum, we
agreed that it was very important to make
customers more aware of the benefits that
smart metering has already delivered and
the future benefits that can be achieved.

We have proposed options to deliver
further benefits and services to customers
from smart meters. The Customer Forum,
supported by research, agrees that our
customers would value the customer
experience improvement provided by these
initiatives and, therefore, derive more value
from the metering charge they pay. The
initiatives, which are categorised by the
nature of the customer benefit they will
provide (e.g. improved safety, reduced bills
etc.), are shown in Table 5.3.

?
EXTENDING THE
USE OF SMART
METERS TO
DELIVER SERVICES
TO CUSTOMERS
Would you value the
listed services that
can be delivered by
smart meters?

The benefits that are currently being
delivered to customers by smart meters
are shown in Table 5.2.

BENEFIT TYPE

INITIATIVE

DESCRIPTION

TIMING

Keeping you and
your community
safe

Prioritising life support
customers in an outage

In the event of an unexpected outage, we will specifically detect when
life-support customers are off supply so that we can prioritise restoring
supply to their property and provide advice to follow their emergency plan in
the event of any delays.

Operational by 2021

Identifying and fixing
potential faults before
they become safety
issues

In addition to regular maintenance and inspection programs, we will be able
to detect if certain areas in the network are at a higher risk of safety issues
such as fires. This allows us to pro-actively investigate and fix potential safety
issues before they occur.

Operational by 2021

Keeping critical
customers on supply in
an outage

In periods where there is high demand on the network, we will keep critical
community infrastructure and customers (e.g. life support customers, traffic
lights, police stations, nursing homes) on supply by selectively reducing
energy to non-critical infrastructure.

Operational during
2021–25

Keeping your
energy prices
down

Notifying you when your
energy use is unusual

Customers will receive a notification when their usage is significantly higher
than normal, so that they are aware that their usage has changed and will
likely impact their bill. This gives customers an opportunity to manage their
consumption and potentially avoid bill-shock.

Operational during
2021–25

Ensure you are
kept informed in
the event of an
electricity outage

Enabling our call centre
staff to better answer
customer queries

When customers call we are able to check in real time if a customer’s meter is
on supply and therefore if the supply issue is caused by an AusNet Services
network outage, or caused within the home or business. This means our call
centre staff can provide timely, accurate information to customers about
whether we are able to fix their supply issue or whether the customer needs
to contact an electrician. This will provide better information to customers in
real time and also reduce the likelihood of wasted truck visits that are paid for
by customers.

Operational by 2021

Detailed view of
customers experiencing
outages

This allows us to detect which individual customers are off supply. This can be
used after a planned outage to ensure all our customers’ supply has been
restored and, if not, who needs assistance.

Operational by 2021

Reducing the
interruption to
your day by
reducing the
length of an
electricity outage

Accurate and quick
response to wire faults

We are able to detect real-time when and where a wire has hit the ground on
our network. This allows us to give specific location information to our trucks
on where the fault has occurred, rather than waiting for customers to call,
thereby improving restoration times.

Operational by 2021

Providing a faster
response to your
solar or battery
application

More accurate
information for
customers on how
much they can export
into the network

This capability will expand our existing solar approval process to provide
customers the ability to obtain a real-time assessment of the amount of solar
and battery storage that can be approved at their property. This will be
integrated with our online connection approval process for all customers.

Operational by 2021

Table 5.3: Potential expansion of benefits and services delivered by smart meters
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6

PROPOSED 2021–2025 REVENUE
& AVERAGE CUSTOMER BILLS

KEY POINT
Like every sustainable business,
we need sufficient revenue to
pay for the assets and expert
staff required to deliver the safe
and reliable electricity that our
customers want. The Customer
Forum has proposed outcomes
that respond to our customers’
affordability concerns, while
largely maintaining reliability
and ensuring safety. We will
test these trade-offs further
with affected customers before
finalising our Revenue Proposal.

“Everyone had an issue
with the price of electricity
and that’s only going to
increase.”
– A customer’s feedback

We recognise our customers’
concerns regarding affordability.
Energy costs account for a higher
proportion of household budget
than in the past, with up to 1/7th
of disposable income for low
income earners being spent on
energy (2018 Q4 Power Price
Scorecard, Australian Power
Project). This emphasises the need
for AusNet Services to continue
our focus on rigorous investment
decisions, and to ensure that we
continue to find ways to improve
the efficiency and effectiveness
of the services we deliver.

In relation to affordability, the Customer
Forum has reviewed specific aspects of
our expenditure plans and provided their
perspective on the balance between costs
and reliability performance. We have agreed
with the Customer Forum that we will test
these price and reliability trade-offs further
with the affected communities before
finalising our Revenue Proposal. Importantly,
our safety obligations will continue to be
met under all scenarios.
We explain below how the various elements
of our Draft Proposal combine to determine
our revenue requirements and what this
means for customers in terms of average
annual bills.
In the next chapter, we provide further
information on our expenditure plans,
so that customers and stakeholders can
understand the choices and trade-offs
that we propose to make in light of our
agreements with the Customer Forum.
As explained above, we have not engaged
with the Customer Forum on all of our
expenditure plans. We welcome feedback on
these areas outside the scope of negotiation
with the Customer Forum so that we can
take into account stakeholder preferences.
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While the revenue included in this Draft
Proposal reflects our latest forecasts, there
will be some changes between now and our
final Revenue Proposal in July 2019. These
changes will be due to:
>> Further customer feedback we receive
>> The outcome of the AER's reviews
of aspects of its revenue setting
methodology, which could have large
effects on our cash flow and therefore
our negotiating positions
>> Necessary refinements to forecast
expenditures based on up-to-date
information
>> Unanticipated changes in government
policy, regulatory obligations or other
developments that will impact us
between now and 2025.

How is our revenue
requirement calculated?
Our total revenue is determined by adding
up different kinds of costs. Broadly, these are:
>> Capital and asset costs
–– Return on investment: the ongoing interest costs and payments
to shareholders.
–– Depreciation: the initial value
of assets returned to debt and
shareholders each year, reflecting
the decline in value of an asset as
it ages, due to wear and tear from
its use.
>> Operating expenditure: the cost of
operating our business and maintaining
our assets.
>> Other expenditure: A range of other
costs such as corporate tax and bonuses
or penalties related to regulated
network incentive schemes.
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%

%
PAST COSTS

FUTURE COSTS
100%

37%

34%
Financing past capital investment

13%
Depreciation of existing assets

Operating expenditure

8%
Financing new
capital investment

8%
Other costs
(including taxes)

Figure 6.1: What makes up our revenue requirement for 2021 to 2025?

Understanding revenue
requirements as past and
future costs
Electricity distribution is a very capital
intensive business. Other industries
commonly thought of as capital intensive
include oil and gas production and refining,
water infrastructure, telecommunications,
railways and airlines.
How we pay for our capital investments is
similar to how our residential customers pay
for their homes. We use a combination of
up-front cash, provided by our investors (like
a deposit) and borrow money using debt
contracts (like a home loan). We have to pay
back this money over a long period of time,
in the following ways:
>> Pay interest on our debt contracts
>> Return funds to investors through
dividends
>> Repay the principal on our debt
contracts.

The revenue we collect from our customers
includes amounts to fund these repayments,
through the financing and depreciation
components of revenue shown in Figure
6.1, above.
By January 2021 the total value of our
investment is projected to be valued at
$4.5 billion ($2020). Over the next five years,
47% of our revenue will be used to pay for
the financing of assets that have already
been bought or built, i.e. things we have
already done.
We can think of this as paying for past
costs.
The remaining 53% of revenue can be
thought of as paying for future costs.
These largely relate to things we plan
to do to operate, maintain and grow our
network, but also includes other costs
such as tax and incentives.
Figure 6.1, above, shows this breakdown
of total revenue into past and future costs.
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Figure 6.2: Total distribution revenues 2016 to 2025 ($M, $2020)
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Figure 6.3: Total distribution and metering revenues 2016 to 2025 ($M, $2020)

Total proposed revenue
Putting together all of the elements of our
proposal, our total proposed revenue for
the 2021 to 2025 period is not substantially
higher than current levels. This is despite
the introduction of new expenditure
commitments we must meet, including new
electricity market settlement rules (which
increases our IT costs) and continuing
investment in bushfire risk reduction.
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Total revenue is forecast to be $3,340 million
($2020) over the period from 2021 to 2025
(see Figure 6.4). This averages $668 million
per annum. This is 2.6% higher than our
expected revenue in the previous five years
from 2016 to 2020 of $3,254 million ($2020).
Over 2021 to 2025 we will receive one-off
incentive payments that are a reward for
achieving efficiency savings of $176 million
($2020). Customers share the benefit
of these efficiency savings through our
lower expenditure forecasts. Without these
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700

Revenue per customer – Before inflation
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Figure 6.4: Distribution revenue per customer (i.e. total distribution revenue divided
by the total number of customers) ($)

payments, our revenue would be 3% less
than in 2016 to 2020.
With revenue for metering and distribution
services added together, revenue in 2021 to
2025 of $3,633 million ($2020) is in line with
than in the 2016 to 2020 period of $3,615
million ($2020) (see Figure 6.3).
The Customer Form has not offered
a definitive opinion on the overall
reasonableness of the Draft Proposal. The
Customer Forum’s interim conclusion is that
AusNet Services Draft Proposal revenue
appears reasonable, noting that:
>> The forecast real price reductions
demonstrate desire to align operations
more closely with customers’ needs and
expectations
>> While there is a strong safety culture
that drives these costs, the safety
expenditure is reasonable given the
geography of the service area and
high bushfire risk
>> AusNet Services is committed to
improving customer service and
experience
>> The Customer Forum has not concluded
its position on some matters including
solar integration expenditure
>> The Customer Forum expects that a
productivity adjustment determined
by the AER will be applied to reduce
operating expenditure. The AER is
consulting on a proposed productivity
adjustment of 1%.

The Customer Forum will review feedback
on the Draft Proposal before forming a final
view on the reasonableness of the proposal.

Customer bills
The Customer Forum has negotiated with
us the pattern of prices, or price path, to
be proposed over the 2021 to 2025 period.
For example, should prices be the same in
each year to recover the total revenue, or
should there be an initial reduction in prices
followed by modest rises over the five-year
regulatory period.
We have agreed with the Customer Forum
to provide a real reduction in revenue
per customer in 2021 (the first year of
the regulatory period), followed by flat
revenue per customer before inflation for
the remaining four years of the regulatory
period, as shown in Figure 6.4.
Under this approach, revenue per customer
before inflation is forecast to decline by
almost 6.5% or $58 between 2020 and
2021 and will then remain flat. After inflation,
customers are likely to see a reduction in
their bill of almost 4.5% (or $38) in 2021,
and then an increase in line with inflation.
This will result in an overall bill increase of
$52 (5.7%) between 2020 and 2025.

?
OVERALL REVENUE
REQUIREMENT AND
PRICE PATH
Do you have any
comments or feedback
on our total revenue
requirement?
Do you support the
proposed approach
to adjusting prices
over 2021 to 2025,
specifically a reduction
from 2020 to 2021, after
which base prices would
increase with inflation?
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7

DELIVERING VALUE IN OUR
2021–25 EXPENDITURE PLANS

KEY POINT
The Customer Forum has
reviewed our operating and
capital expenditure forecasts
and negotiated savings with a
slightly higher risk of outages
than we initially proposed. There
is some evidence that this aligns
with residential customers’
preferences expressed in our
customer research. However,
we agree with the Customer
Forum that this should be tested
through further consultation.

This chapter sets out our
expenditure plans, including
those that have been negotiated
with the Customer Forum.
AusNet Services is working hard to deliver
value to customers by reducing costs
where possible (such as through more
efficient work practices and adopting new
technology), while maintaining the reliability
and safety of our services. Business
customers are particularly focused on
reliability, with 96% describing it as ‘very
important’.
In the current regulatory period from 2016 to
2020, our capital and operating expenditure
is expected to be $267 million ($2020) and
$161 million ($2020) below the allowances
set by the AER. This lower expenditure is the
starting point for developing our plans for
2021 to 2025.

Operating expenditure
Operating expenditure (opex) is the costs
incurred in the operation and maintenance
of our distribution network with key activities
including repairing faults, controlling trees
near powerlines, emergency response
and customer service. In 2021 to 2025 we
forecast that required opex will be $1,229
million ($2020). This forecast amount is
5% or $59 million ($2020) below our opex
allowance in the 2016 to 2020 period.8 This
reflects significant opex cost savings we
have made in recent years, but offset by the
cost of new obligations imposed on us that
will add to our opex costs. This includes new
obligations relating to bushfire safety, to
meet new electricity market settlement rules
and for cyber security.

Figure 7.1 shows for every $100 of opex,
how much is spent on each core network
operation activity. We spend the most
opex to maintain uninterrupted supply
(i.e. reliable supply) to our customers by
removing vegetation, repairing the network
and controlling the network at all times.
We have particular safety obligations,
including to reduce the significant bushfire
risk in our network. Safety expenditure is
therefore the second highest category of
opex.

8 This includes an opex amount associated with smart meters that will be shared between the distribution and metering business.
The distribution business share is forecast to be $32 million ($2020) in total over the 2021 to 2025 period.
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$62
$8
$1
$18
$7
$

Customer
service

Responding to customer enquiries about network
services such as new connection and power outages

Reliable
electricity
supply

Range of core operating and maintenance activities
including clearing vegetation from power lines,
inspecting and repairing the network and providing a
24-hour 7-day a week network monitoring and control

Restoring
power
outages

Restoring power in the event of
unplanned outages and emergencies

Managing
growth

Supporting new connections to the network

Network
safety

Operations and maintenance targeted at safety such
as increase inspections in bushfire areas

Other

Business overheads and support costs

Figure 7.1: For every $100 operating costs on the electricity network ...

With a focus on affordability, AusNet
Services’ proposed operating expenditure
minimises costs while ensuring that we are
able to maintain the reliability and safety
of network services and can manage the
growth in our network.
We have used the AER’s established
approach to forecasting our operating
expenditure, which is called the ‘base-steptrend’ approach. This method starts with our
most recent actual expenditure (our ‘base
expenditure’) and adds the cost of meeting
new obligations (‘step’ changes). The final
stage of the process is to apply a ‘trend’
increase or decrease, which takes account of:
>> Growth in the amount of services that
we have to provide – measured as the
growth in our customer numbers
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>> The expected increase in our labour
costs; and
>> Future productivity improvements
The Customer Forum negotiated each
element of the forecast operating
expenditure. The preliminary agreements
are shown in Table 7.1.
The proposed opex for 2021 to 2025,
compared to historical opex, is shown in
Figure 7.2. While the Customer Forum agrees
in principle with the majority of our forecast
opex, the AER will thoroughly assess the
costs.

OPEX ELEMENT

NEGOTIATION ISSUE

AGREED OUTCOME

Base opex

Which year to use as the
base year

2018 will be used as the base year for the opex forecasts. This year has a lower level of opex due to cost
savings arising from a cost savings program we have been implementing for the last two years. This will
deliver ongoing savings for customers. The Customer Forum accepted the 2018 base year subject to AER
confirmation it represents an efficient year.

Inflation (materials
and labour)

Inflation measure

Inflation measure accepted

Growth

Growth measure

Growth measure accepted

Productivity

How much productivity
growth can be achieved
over 2021 to 2025

The Customer Forum considers that a 1.5% productivity reduction should be applied. AusNet Services
does not agree such an adjustment is warranted but will accept the productivity saving that is set by the
AER9 in its current productivity review. No productivity saving has been included in the forecasts in this
Draft Proposal as the AER is yet to complete their review.

Step changes

Whether to allow step
changes

The Customer Forum agrees that step changes due to new regulatory obligations related to bushfire
safety and electricity market settlement are reasonable.

Trend

The Customer Forum agreed to a modest new opex amount for innovation (see Chapter 8). This amount
is included in this Draft Proposal.
The Customer Forum has provided in principle support to $2.54 million of the $7.85 million step change
for cloud-based IT included in this Draft Proposal. The Customer Forum supported in principle:
>> a Customer Relationship Management (CRM) system costing $2.29 million ($2020), which
will deliver outcomes valued by customers; and
>> an Outage Management System costing $0.25 million ($2020).
The Customer Forum did not have enough information to agree at this stage to the remaining $5.31
million ($2020) of step changes for cloud-based IT systems. This amount is expected to result in lower
capital expenditure either immediately or over the medium term (depending on the system in question),
however, AusNet Services is still developing its forecasts. Estimates of the resulting cost savings are
currently being derived and will be presented to the Customer Forum to inform the second round of
engagement in early 2019. Over the consultation period, the proposed cloud-based IT opex costs have
been refined and reduced significantly to $7.85 million ($2020) for 2021 to 2025 as a slower transition
to cloud-based solutions was preferred.

$M ($2020)

Table 7.1: Customer Forum engagement on 2021 to 2025 operating expenditure
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Figure 7.2: Operating expenditure 2011 to 2025 ($M, $2020)
Note: The base opex amount shown excludes the $32 million ($2020)
of shared smart metering opex.
9 The AER is undertaking a review of the productivity saving amount that should be set for electricity distributors. https://www.aer.gov.au/networkspipelines/guidelines-schemes-models-reviews/review-of-our-approach-to-forecasting-opex-productivity-growth-for-electricity-distributors
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“AusNet Services
improved its productivity
by 13 per cent in 2017,
the most of any DNSP
in the NEM.”
– p.11, AER, Annual
Benchmarking Report, 2018

?
OPERATING
EXPENDITURE
PROPOSAL FOR
2021 TO 2025
Which aspects of our
operating expenditure
proposals do you
support and why?

Each year, the AER compares the costs of the
Australian electricity distribution businesses
and some international distribution
businesses (in New Zealand and Canada).10
Their most recent comparison covers the
period from 2006 to 2017 (Figure 7.3). We
have continued to implement programmes
to reduce our operating costs in recent
years, as keeping costs down requires
constant effort. Further significant reductions
have been made this year (2018). While
the comparison doesn’t show our most
recent cost reductions, it shows our recent
improvements.
AusNet Services ranks ninth most productive
out of the thirteen Australian electricity
distributors in terms of overall and opex
efficiency. AusNet Services’ operating costs
are influenced by factors that are outside
of our control and which do not affect all
distributors similarly, including the rural
reach of our network into mountainous
areas and our costly obligations to manage
high bushfire risk (only faced by one other
network in Australia).

Opex Partial Productivity Index

What changes, if any,
would you like to see?

Comparison of our
operating costs to other
electricity distribution
networks

The AER’s analysis shows that AusNet
Services is an efficient business. It also
shows that we have delivered considerable
efficiency gains in 2017, which is good news
for our customers. The AER’s benchmarking
report also provides confidence that our
forecast operating expenditure for 2021 to
2025 starts with a low cost base year, which
will contribute to achieving affordable costs
for customers going forward.

Capital expenditure
As our assets age, they become more prone
to failure which raises safety issues and
exposes our customers to outages. This
means that we must constantly invest in
the network so that assets are replaced in
a timely way and reliability is maintained. In
addition, we must commit funds to connect
new customers and provide additional
capacity to meet their needs. We also
have a number of ‘non-negotiable’ safety
obligations that require capital expenditure.
The share of our costs going to each of
these activities is shown in Figure 7.4. For
every $100 we propose to invest in 2021 to
2025, the largest amounts will go towards
replacing our aging assets ($33) and to
connecting new customers ($28).
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Figure 7.3: DNSP opex multilateral partial factor productivity indexes, 2006–17
Source: Economic Insights, AER analysis.

10 AER 2018, Annual Benchmarking Report, Electricity distribution network service providers, November.
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33
$15
$28
$7
$10
$3
$4
$

Replacing
aging assets

Replacing assets at the end of their life to maintain
network reliability

Safety

Safety expenditure including ensuring network
safety in our high risk bushfire areas

Connecting
new
customers

Connecting new customers to the network
(excluding customer contributions)

New
network
capacity

Providing required network electricity delivery capacity to
meet growth in customers and demand. This ensure we meet
peak demands on our network

Information
technology

IT supporting sound business innovation
and operation including cyber safety

Smart meter
& Comms

AMI services used by the distribution businesses

Other
capitalised
costs

A range of non-network expenditures such as vehicles,
property and tools

Figure 7.4: For every $100 capital investment on the electricity network ...

AusNet Services is proposing to invest $1,451
million ($2020) over the period from 2021
to 2025 (this amount excludes customer
contributions11). This is a reduction of 18%
or $310 million ($2020) compared to the
2016 to 2020 period expected expenditure.
Average annual expenditure in 2021 to 2025
would also be 20% or $73 million ($2020)
less compared to the 10 years prior from
2011 to 2020. The proposed reduction in
2021 to 2025 reflects:
>> Lower demand growth on our network:
as demand growth is limited to specific
urban growth corridors we do not need
to spend as much on network growth.
>> Finalisation of safety programs: We
have invested significantly to improve
safety through the installation of
bushfire reducing equipment on our
network including technology known
as Rapid Earth Fault Current Limiting
(REFCL) devices. As these programs

are being completed, the same level of
expenditure is no longer required in the
2021 to 2025 period compared to the
current (2016 to 2020) period.
>> Steady IT costs: Our IT costs are in line
with previous periods, excluding the
impact of new regulatory obligations.
Figure 7.4 shows our proposed capital
expenditure compared to our historic
expenditure. It also shows that our actual
expenditure in the 2016 to 2020 period
is expected to be lower than the amount
allowed by the AER. These savings are
passed on to our customers through a
lower asset base than would otherwise
be the case.
The areas of our capital expenditure
proposal that are within the scope of
negotiations with the Customer Forum are
shown for 2021 to 2025.

11 Customer contributions are made by customers connecting to the network including by developers connecting
new housing and electricity generators seeking to connect to the distribution network.
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Figure 7.5: Total capital expenditure (including customer contributions)
2006 to 2025 ($M, $2020)

Proposed capital
expenditure negotiated
with the Customer Forum
The Customer Forum has negotiated with us
on specific aspects of our capital expenditure
program that involve a trade-off between
prices and the services that directly impact
customers. These are:
>> Major network growth projects:
projects to increase the amount of
electricity that can be delivered by the
network in areas where we have strong
customer and demand growth
>> Major network replacement projects:
projects to replace large network
equipment that is at risk of failure due
to its age or poor condition.
We presented the Customer Forum with
scenarios for alternative timing of the
proposed projects and alternative solutions
to network expansion or replacement
(including demand management, the use
of batteries and embedded generation).
All scenarios presented enabled AusNet
Services to continue to meet our safety
obligations, but had varying outcomes for
customers in terms of price and reliability.
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In practice, this might mean that the
Customer Forum could recommend deferring
projects and hence reduce prices for all
customers in the short term. However,
this would increase risks of interruptions
to customers in areas supplied by these
projects subject to negotiation. In addition,
the Customer Forum might recommend
non-network options such as demand
management, embedded generation and
batteries to provide network support and
manage risks in the short term.

Major growth projects
The Customer Forum has considered our two
proposed major network growth projects in
the 2021 to 2025 period. The projects are at
Clyde North and Doreen and would increase
the network capacity to supply the strongly
growing customer base and associated
demand in these areas (shown in Figure 7.6).
The cost of the two projects (in $2020
including overheads) are:
>> Clyde North: Total cost is $7.7 million,
with $0.4 million in 2020 and $7.4
million in 2021 to 2025
>> Doreen: Total cost is $5.1 million
with $4.7 million in 2021 to 2025
and $0.4 million in 2026.

Doreen is experiencing customer growth of close
to 1,000 per annum
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Clyde North is experiencing customer growth of close
to 2,000 per annum

Figure 7.6: Customer growth at Clyde North and Doreen zone substations
Source: AusNet Services

The alternatives discussed with the
Customer Forum to meet the customer
growth needs at these two locations
included a preferred network scenario that
would expand the capacity of the Clyde
North and Doreen zone substations and
a range of alternatives (including delaying
the projects, using generating plant
connected to the distribution network,
battery storage and agreements with
customers to reduce demand at peak times).
The different cost and electricity supply
reliability outcomes associated with these
scenarios are shown in Figure 7.7. This
shows that:
>> Over the long term, the preferred
network expansion scenario is the
lowest cost to customers and equal first
with the generation and battery scenario
for reliability. However, the generation
and battery scenarios are far more costly
>> Deferring the network expansion does
not significantly reduce costs over the
long term, but has a significantly worse
reliability outcome for customers

>> Non-network scenarios either have
higher long-term costs or far worse
reliability impacts.
The Customer Forum sought more
information on many of the inputs and
assumptions used by AusNet Services to
ensure that an appropriate set of scenarios
were being presented to them. This
included the basis of the demand forecasts,
whether options to transfer load to other
parts of the network in the area had been
considered, the scope for additional demand
management by local residential and
business customers, the cost inputs and
the reliability assumptions.
The Customer Forum has agreed to AusNet
Services’ proposed network expansion
projects at Clyde North and Doreen
subject to further independent review of
AusNet Services’ analysis and the range of
alternative scenarios considered. This work
will be undertaken in early 2019.
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1. Do nothing over the 2021 to 2025 period
2. Network expansion by 2023
3. Network expansion by 2024
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5. 20MW of generation
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7. Hybrid option with aggregated contracts for demand
reduction and deferring the network expansion to 2026
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2. Network expansion by 2025
3. Network expansion by 2027
4. 20MW of generation
5. Battery storage
6. Hybrid option with aggregated contracts for demand
reduction and deferring the network expansion to 2026.
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Figure 7.7: Comparison on long term cost and 2021–25 reliability outcomes

Major replacement
projects
The Customer Forum considered the
customer implications of AusNet Services’
nine proposed major replacement projects.
The projects will replace deteriorated
equipment within zone substations. The
deterioration of the equipment over time
raises the risk of a failure and of possible
unplanned interruptions to customersʼ
supply.
The projects are located across our network
as shown in Figure 7.8. The zone substations
supply about 20% of our customers. The
estimated cost of the projects in the 2021
to 2025 period is $102 million ($2020).
AusNet Services’ preferred project timings
are when the benefits (in terms of a reduced
risk of outages and lowering any safety risk
to the public and our employees) exceed the
cost of the project.
While these preferred project timings are
justified under the regulatory framework
and best practice planning principles, these
assume that the value we place on customer
reliability (based on the Value of Customer
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Reliability set independently by AEMO) is
accurate for the customers supplied by each
station. We wanted to test whether this is
the case. Therefore, AusNet Services has
developed six alternatives that have different
costs and reliability outcomes.
The Customer Forum was asked to nominate
an alternative that balances the cost and
reliability impacts in a way that they consider
best reflects customers’ current preferences.
For example, the Customer Forum might
prefer later options if it considered that
customers would prioritise a reduction in
bills, as long as the additional risk of outages
was not too high.
The cost and electricity supply reliability
outcomes associated with each of these
alternatives is shown in Figure 7.9. This
shows that:
>> Over the long term, the preferred timing
of the network replacement alternatives,
which are consistent with the regulatory
framework, best balance cost and
reliability outcomes
>> The use of diesel generation (nonnetwork option) and deferring three
of the projects has the highest longterm cost
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>> Delaying the three lowest risk projects
does not significantly worsen expected
reliability outcomes.
The Customer Forum considered that, as
affordability is currently the primary concern
for most customers, it would be consistent
with customer preferences to explore
deferrals to the timing of projects where the
increase in reliability risk was relatively small.
Reflecting this, we are now seeking views
on the project timings set out below to
ensure they align with the preferences of our
customers. We would still meet our safety
obligations under these revised timings.
>> Defer the Watsonia, Traralgon,
Thomastown and Bayswater projects
by one year
>> Defer Newmerella out of the 2021
to 2025 period
>> Retain the timing of the other four
projects (Maffra, Benalla, Warragul
and Bairnsdale).
This would reduce the expenditure on the
major replacement projects in the 2021 to
2025 period from $102 million ($2020) to
$96 million ($2020).

CUSTOMERS AT
SUBSTATION
Benalla

More than 20,000
15,000 to 20,000
10,000 to 15,000

Watsonia
Thomastown

Less than 10,000

Bairnsdale

Newmerella

Warragul
Bayswater

Maffra

CONSTRUCTION
START DATE

Moe
Traralgon

2024
2023
2022
2021

Figure 7.8: Major replacement projects and timing as proposed by AusNet Services

The Customer Forum also requested that
we be more transparent about how we
determine the priority and timing of our
major replacement projects, as well as what
specific customer benefits each project
will deliver. We agreed with the Forum to
include this in our planning and project
documentation.
If stakeholders agree that these deferrals
reflect customers’ preferences for improved
affordability with a localised increase in
reliability risk and we adopt these timings in
our Revenue Proposal, then the targets set
under the reliability incentive scheme (the
AER’s Service Target Performance Incentive
Scheme) should be adjusted to reflect this.
The adjustment required is 2.45 minutes for
outage duration (SAIDI) and 0.06 for outage
frequency (SAIFI).

PV cost over 50 yr asset life per customer ($/cust)
Total expected outage duration 2021–25 (mins)

The changes to customer bills (cost per
customer) and reliability impact associated
with each replacement project change is set
out in Table 7.2.
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1. Commence the nine replacement projects in 2021
2. Commence the replacement projects in accordance with the preferred timing
3. Delay the three lowest risk projects until after 2025 (Bairnsdale, Newmerella
and Warragul) and use diesel generation to manage supply risk
4. Delay the three lowest risk projects until after 2025 (Bairnsdale, Newmerella
and Warragul)
5. Delay all the nine projects by one year
6. Delay all projects to 2026

Figure 7.9: Comparison on long term cost and 2021–25 reliability outcomes
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REPLACEMENT PROJECT

ORIGINAL

AGREED

CHANGE

Reliability

$/customer

Reliability

$/customer

Reliability

$/customer

Newmerella

97.6

0.3

97.6

0.0

0.0

-0.3

Watsonia

54.1

2.3

69.3

1.0

15.5

-1.3

Traralgon

73.6

1.1

95.1

0.5

21.5

-0.6

Bayswater

69.3

1.4

95.5

1.2

26.3

-0.2

Thomastown

74.3

1.8

115.4

1.7

41.1

-0.1

Table 7.2: Impact on cost and reliability outcomes of project changes
Note: Reliability is measured as total expected outage duration, expressed as the number of minutes each connected customer could expect to be off supply,
during 2021 to 2025. Cost per customer is the revenue associated with the projects (i.e. opex and return on and return of capital, rather than the total capital
cost of delivering the project, which will be recovered over a long period of time) and is an annual average over 2021 to 2025, expressed in nominal dollars.
There is no change to the reliability outcome for Newmerella as the reliability improvement under the original agreed cases occurs after 2025.

Other key elements of our
capital investment plans
Network replacement and
refurbishment (including
major projects)
Network replacement and refurbishment
expenditure is forecast to be $574 million
($2020) over 2021 to 2025. This is 21%
higher than expected replacement
expenditure in the period from 2016 to 2020.
The $574 million includes the $96 million of
expenditure on large replacement projects
negotiated with the Customer Forum12 (as
shown Figure 7.9). The remainder of the
replacement expenditure has not been
negotiated with the Customer Forum.
Separate to the major projects, the increase
in the replacement and refurbishment
expenditure proposed for 2021 to 2025 is
associated with required expenditure on
conductors, cables and switches (which
are used for network isolation).
In the current period (2016 to 2020), the
expenditure on conductor and cables is
related to safety risk reduction programs
(and hence did not appear in this
replacement program).

12 Noting that this reflects the reduced program of projects proposed by the Customer Forum.
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In 2021 to 2025 the conductor and cable
work program is condition related and hence
increases the replacement expenditure
while no longer being included in safety
expenditure.
The volume of condition-based conductor
replacement is increasing due to the
deteriorated condition of assets, particularly
in the alpine areas of the network. The cost
of conductor replacement is also higher in
many areas due to our bushfire regulations
that require conductors to be insulated or
put underground.
With far greater utilisation of the smart
meter communication assets for the
operation of the distribution network and
to better serve customers, a greater share
of these communication costs is included
in the network replacement costs instead
of metering costs.
Due to an increasing risk of failure, there
is also an increase in spending on network
switches.
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Figure 7.10: Replacement capex 2006 to 2025 ($M, $2020)

Network growth (including
major projects)
Network growth expenditure is forecast to
be $127 million ($2020) over 2021 to 2025.
This investment to expand the capacity
of the network is forecast to be 3% lower
compared to 2016 to 2020 expenditure.
The $127 million includes $12.8 million
($2020) for the two projects at Clyde North
and Doreen that have been negotiated and
agreed with the Customer Forum (as shown
in Figure 7.11).
The remaining network growth investment
includes expenditure on the following
programs (these have not been negotiated
with the Customer Forum):
>> Upgrading the network to integrate
solar. This includes $20 million ($2020)
to upgrade the network to allow for
solar exports, where economic, and $4.3
million ($2020) for network sensors.
More detail on these investments is
provided in Chapter 8

>> Work to ensure the REFCL technology
can continue to operate as the network
grows or changes through new
connections, feeder extensions and
undergrounding. This is separate to
the REFCL program which is focused
on the initial construction and operation
of the technology.

Network safety investment
Safety capex (including the REFCL project)
is forecast to be $259 million ($2020) over
2021 to 2025. As shown in Figure 7.12, this is
58% lower than expected expenditure in the
2016 to 2020 period. This does not reflect
a reduction in our commitment to safety or
in safety outcomes. It reflects the fact that
significant investments in required safety
programs will be completed during the 2021
to 2025 period. Network safety investment
has not been negotiated with the Customer
Forum.

>> Expanding the capacity and voltage
management for the low voltage
network, including to address the
impact of solar exports on the network
>> Feeder projects to address the growth
in a limited number of locations
>> Customer quality of supply compliance
programs
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Figure 7.11: Growth capex 2006 to 2025 ($M, $2020)
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Figure 7.13: Information technology capex 2006 to 2025 ($M, $2020)

Information and communications
technology investment
The proposed information and
communications technology (ICT) investment
is focused on gradually modernising our
business tools during normal life cycle
replacements. The investments proposed for
the 2021 to 2025 period improve business
and customer capabilities as follows:
>> improved automation, work collaboration
and communication tools to manage
the network and respond to customers
more efficiently. This will allow for better
communication with customers regarding
outages, voltage and other concerns.

>> improved integration and management
of solar and other distributed energy
resources in our network. This will support
improved reliability while maximising
customers’ solar exports to the grid.
>> increased information and ICT systems
security. This will provide improved
protection of our essential services from
a cyber attack.
Figure 7.13 shows ICT expenditure since
2006. A total ICT investment of $168 million
($2020) is proposed for the 2021 to 2025
period. This is consistent with the 2016 to
2020 period. Average annual expenditure
in 2021 to 2025 is $34 million ($2020),
which is 20% less than the annual average

expenditure of $42 million ($2020) over
the previous 10 years from 2011 to 2020.
The efficient planning and operation of our
network is also increasingly reliant on the
smart technologies in place on our network
(such as meters and switches) that provide
detailed and timely information about the
state and usage of our network. A share of
these smart technology costs (which is not
shown in the base ICT expenditure in Figure
7.13) is forecast to be $51 million ($2020)
in total over 2021 to 2025. These costs have
been shifted from the metering business
costs shown in Chapter 11 and there is no
net increase in costs to the customer.
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8

SUPPORTING ENERGY
TRANSFORMATION & INNOVATION

KEY POINT

“I just know there’ll be big changes.
You’ve only got to look back 20 years
and you wouldn’t believe where we
are now.”

The Customer Forum has
agreed that an amount of
revenue should be provided
for innovation, which will help
support the customer-led energy
transformation. The independent
Finkel review and the CSIRO
support the case for innovation
expenditure.

– A customer’s feedback.

An important element of this Draft
Proposal is our proposed response
to the changing energy system
and how to support the new
energy solutions being sought
by our customers. To develop
this element of our proposal we
sought input from our customers
and stakeholders via the Customer
Forum. We are also learning from
and collaborating with our industry
peers and the CSIRO. Our customer
research is also instructive,
highlighting that 80% of our solar
customers would be very unhappy
if their exports were limited.

Innovation
AusNet Services and the Customer Forum
have negotiated whether an allowance for
innovation expenditure to be included in our
proposal for 2021 to 2025. This will enable us
to better prepare for, and efficiently respond
to, the unprecedented changes already
taking place on our network.
Innovation projects associated with demand
management receive funding under specific
mechanisms.13 These include the Demand
Management Innovation Allowance (DMIA),
which is expected to be around $3.0 million
($2020) over the 2021 to 2025 period.
The proposed increase in funding
negotiated with the Customer Forum is
for innovation projects that are broader
than demand management, but just as
valuable in terms of delivering network
services that customers value and helping
customers to maximise the value from their
own investments in solar and batteries.
AusNet Services initially presented an
increase in innovation expenditure of $11.4
million ($2020), comprising projects and
studies that enable us to keep abreast of
customer needs.

13 Demand management involves working with our customers to reduce their electricity demand.
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“Customers are genuinely excited about decreasing
costs and increasing uptake of small-scale solar
generation, underpinned by financial and environmental
motivators. All participants were surprised by the twoway electricity flow issues facing the network, and
generally unaware of the potential costs of connecting
new solar systems to the grid.”
– Newgate research

The Customer Forum reviewed the innovation
program and has recommended that the
innovation expenditure amount funded
by customers be limited to a $7.5 million
($2020) increase as a more proportionate
level of expenditure. This was based on
customer research that demonstrated
customers did not want to fund innovation
related to the needs of a very small number
of customers expected to adopt electric
vehicles over the 2021-25 period.
AusNet Services remains of the view the case
for investing in innovation for electric vehicles
is strong, given the very significant impacts
that even small numbers of vehicles could
have on the network and on other customers
without electric vehicles. We realise that we
have not been clear enough in conveying
the benefits of this innovation to customers.
While AusNet Services will continue to pursue
research in anticipation of possible higher
electric vehicle uptake or policy change,
we have reduced the amount of dedicated
innovation funding being consulted on in this
Draft Proposal, and would welcome wider
customer views on whether innovation to
prepare for electric vehicle adoption and
other technology and business disruption
would be in a customers’ long term interest
before we finalise our Draft Proposal.

AusNet Services has also agreed with the
Customer Forum that we would continue to
publicly report on and share the outcomes
of the innovation projects in detail to avoid
costly duplication across the industry.
The need for innovation is being seen
across all electricity distribution businesses
in Australia and internationally. It was also
recognised by the recent Finkel Review.
The network businesses in Australia have
worked together with the help of the CSIRO,
to identify innovations needed to benefit
customers in the rapidly changing energy
environment. AusNet Services has developed
innovation project ideas that reflect the
findings of this joint work.14
These potential projects relate to testing
new technologies and approaches that
will take the distribution network from a
statically managed centralised network to a
dynamically managed decentralised network.
The aim is to deliver customer benefits
including:
>> Improved management of the effects of
solar uptake on the low voltage and high
voltage network in order to reduce long
term network costs to all customers
>> Trial of Stand Alone Power Systems in
remote parts of the network to improve
supply reliability, reduce bushfire risk and
reduce costs

>> Leveraging customers’ control over their
energy usage (using solar panels and
batteries) to help reduce total costs to
customers
>> Enhancing data availability to support
customer choice and decision making
and promote non-network solutions.
In agreeing to innovation funding, the
Customer Forum recognised that support
for innovation by electricity networks was
supported by our customer research.
It is also worth noting that the level of
innovation funding being proposed is
modest. International comparisons show
that investment in innovation by Australian
network businesses is extremely low (see
Figure 8.1).
Historically, the regulatory arrangements
in Australia have not provided distributors
with funds to invest in new innovations, as
reflected in Figure 8.1. It is recognised that
regulated network businesses have less
incentive to invest in innovation. For example,
as acknowledged by the AER:15
While incentive regulation is important
for giving effect to the NEO [National
Electricity Objective], we also recognise
that R&D can deliver value to consumers
in the long term, but produce higher

14 Electricity Network Transformation Roadmap, https://www.energynetworks.com.au/electricity-network-transformation-roadmap
15 AER 2017, Explanatory statement, Demand management innovation allowance mechanism, Electricity distribution network service providers, December, p. 9.
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that we should spend on
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–– Future disruption such as
electric vehicles?

What (else) do you consider
the innovation programs
should focus on or deliver?

Figure 8.1: Network R&D funding per capita 2014, USD (2015 prices and PPP)
Source: IEA and United Nations database, Electricity transmission and distribution RD&D funding per capita, USD (2015 prices and PPP),
2014 – as reported by Energy Networks Australia, Network Innovation Discussion Paper, July 2017

costs in the short term. Bearing this in
mind, it is worthwhile acknowledging
that regulated monopolies, like
distributors, naturally have less of
an incentive to conduct R&D than
competitive businesses.
Given the customer-led energy transition that
is currently underway, the lack of incentive
to innovate in areas other than demand
management is problematic. Sub-optimal
innovation expenditure during a period of
transformation could slow its pace, to the
detriment of customers in terms of both price
and the services they are able to access from
the network.
We are pleased that the Customer Forum
has recognised and started to address this
‘gap’ by supporting a modest amount of
innovation expenditure.

Supporting solar
installations
Growing solar capacity in our network
means that two-ways flows are increasing
as customers export surplus solar generation
onto the distribution network. We are
expecting this growth to accelerate in the
next regulatory period.

Our network was originally designed with
the expectation that electricity would flow
in only one direction, which was historically
the case. That is, electricity was delivered
from the large scale electricity generators
and high voltage network, through our
distribution network to our customers’
premises.
At a certain point, investment in additional
and/or higher capacity network equipment
is required to manage two-way flows while
keeping the network safe and preventing
damage to customers’ electrical equipment.
In the 2021 to 2025 period, this is only likely
to be the case in relatively small areas of
our network. In some cases, the costs of
upgrading the local network may be greater
than the benefits to customers of supporting
additional solar in that location.

“By end-2018, the
Australian Energy Market
Commission should review
and update the regulatory
framework to facilitate
proof-of-concept testing
of innovative approaches
and technologies.”
– Finkel Review of NEM Security

There are alternative ways to balance
customer benefits and network costs.
Balancing the expectations of solar and
non-solar customers, and other stakeholders
including the AER and AEMO, is a complex
issue and will require all parties including
the AER, AEMO, the Victorian Government
and our customers to work together during
the transition of our network. Innovation is
key to enable AusNet Services to respond to
the requirements of these parties in a timely
manner.
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?
SUPPORTING SOLAR
INSTALLATIONS
There is a trade-off between
allowing solar exports to the
network (selling back into the grid)
and controlling costs. How do you
think this should be balanced?
Do you agree with the view
expressed by our customers that
all customers should contribute to
upgrading the network to support
solar exports?

In this Draft Proposal we have adopted a
two-pronged approach which maximises the
amount of energy that customers are able
to export onto our network, whilst ensuring
that all customers do not face significant
additional costs:
>> Flexibly manage customers selling solar
energy into the grid at times of network
congestion, to ensure customers get the
most value out of the existing network.
Under this approach, solar customers
would be able to export into network
for the majority of the time, but during
times of congestion they may face
a limit. This approach enables solar
customers to get much more value
out of the network compared to more
inflexible limits, while keeping down
prices for all customers. Enabling this

BOX 6: EXPERIENCE OF AN EARLY ADOPTER
COUPLE WITH SOLAR AND A BATTERY, LIVING
IN A REGIONAL TOWN
Simon and Lara* recently installed a grid-connected 5kW and 7kW battery
system on their home. Their home is larger than usual but only uses 4kW
of electricity per day. They installed excess capacity due to plans to
disconnect from mains gas and install electric heating and cooking
appliances. Having previously lived for 35 years in ‘a substantially selfsufficient’ off-grid home in the country, the couple have ‘self-taught skills’
and strong knowledge of energy technologies and energy efficiency. The
house has little or no exposure to energy bills.
Simon anticipates significant changes in the ways households get and
use energy. He said ‘we’re moving to a distributed network generation system
…we need to be active participants in that’. Simon hopes to be able to ‘trade
battery power’ but said current trading platforms ‘are just not appropriate
for us’. Simon’s motivations are not ‘peer to peer trade on a specific level’
but to sell power locally so ‘it would be used closer to generation source …
that’s important because it avoids waste’. He does not anticipate significant
financial benefits from exporting electricity, even during critical peaks, and
thinks that financial rewards are ‘not adding anything more to our sense of
social responsibility’.
This example reflects the broader findings from customer research that many
considerations, not just financial considerations, are driving customer uptake
of solar and battery uptake and that solar panels are seen as benefiting
the broader community not just individual customers. It also demonstrates
that a grid connection continues to be valued in a solar and storage future
to provide that extra insurance and allow energy to be shared across the
community.
*Not real names
Source: Residential Customer Experience Research
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approach would require investment
in information and communications
technology to more flexibly manage
exports at times when the network
is congested. This will involve around
$1.2 million of IT capex and $4.3
million of network sensors ($2020 plus
overheads). However, our customer
research found resistance to the concept
of export limits. We therefore recognise
that any limitations, even if only at times
of congestion, may not be welcomed by
customers. If this is the case, additional
investment will be required. We are
interested in feedback on this matter.
>> Upgrade the distribution network only
when the benefit of increasing export
capacity outweighs the cost of the
upgrade.
The approach outlined above is likely to
result in constraints in some areas of our
network, which means that some customers
connecting new solar would have their
export capability limited. We appreciate
that this will be a disappointment to those
customers. However, this moderated
approach is consistent with the current
regulatory framework. We are interested in
customer feedback on this issue.
In relation to network upgrades, we have
modelled the impact of increased solar
uptake on our network and identified areas
where constraints are likely to emerge.
Based on this analysis our preliminary
modelling indicates that network
expenditure of $20 million ($2020 plus
overheads) would balance the costs and
benefits.
The price impact of this additional
expenditure, which is included in this Draft
Proposal, is less than $1 per customer per
annum (in $2020), if the cost were recovered
from all our customers. Our research
indicated that customers, including those
without solar, are willing to contribute to
ensuring that solar can be exported to
the grid due to its increased prevalence in
future. An alternative approach would be to
recover the cost from solar customers who
directly benefit from these works. While this
approach is not currently permitted under
the regulatory framework, we would like
to test our earlier research findings and
welcome feedback on this point.
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9

OTHER ELEMENTS OF OUR
2021–2025 REVENUE REQUIREMENT

KEY POINT
Our total revenue requirement
is mostly determined by inputs
that we cannot control, such as
our financing costs. The purpose
of this chapter is to provide
customers and stakeholders with
summary information on each
of the remaining inputs that
determine our revenue.
If our regulator changes these
inputs, the overall revenue
requirement in this Draft
Proposal will change.

Our total revenue requirement is
determined by the ‘building block’
method described in Chapter
6. The majority of our revenue
requirement depends on inputs
that we cannot control, most
notably the value of our existing
assets and financing costs. We
also have limited control over our
operating and capital expenditure,
because safety and performance
considerations mean that certain
activities are non-negotiable.

The purpose of this chapter is to explain
briefly the remaining elements that
determine our revenue requirement.
These have not been negotiated with
the Customer Forum.
To assist customers and stakeholders in
understanding our Draft Proposal in further
detail, Attachment 3 provides additional
information on each of these elements.

Incentive payments
The regulatory framework includes
incentive schemes that offer rewards
or impose penalties so that we find better
ways of delivering services to customers.
The incentive schemes encourage us to be
more efficient, improve service standards,
and better manage network peak demand.
Table 9.1 summarises the schemes that
currently apply and explains how they
benefit customers. These schemes will
apply in addition to the proposed customer
satisfaction small scale incentive scheme
described in Chapter 5.
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SCHEME

HOW IT WILL APPLY

BENEFITS AND IMPACTS FOR CUSTOMERS

Service Levels

Revised scheme excluding the telephone answering
parameter

Financial incentive to maintain and improve service quality
including reliable supply

Operating
efficiencies

Current form will be applied. This shares around 70%
to the customers and 30% to AusNet Services

Incentives for achieving efficient operating costs.
Cost savings are shared with our customers.

Capital
efficiencies

Current form will be applied. This shares around 70%
to the customers and 30% to AusNet Services

Incentives for achieving efficient capital costs.
Cost savings are shared with our customers.

Demand
management
and innovation

New Demand Management Incentive Scheme (DMIS)
and Demand Management Innovation Allowance
Mechanism (DMIAM) will apply

Reduces network costs by encouraging us to invest
in demand management. A key example of demand
management is when we pay customers to reduce their
consumption at peak times.

Reducing fire
starts

2016 Victorian Order

Improves bushfire safety outcomes by incentivising us
to reduce fire ignitions associated with our equipment

Table 9.1: Incentive schemes

Financing costs

Depreciation

AusNet Services has invested significant
funds in the distribution network by
issuing debt and raising capital from its
shareholders. Financing costs, or interest
payments on the debt and returns (including
dividends) to shareholders, form part of the
revenue we need for 2021 to 2025. In this
Draft Proposal, our financing costs reflect
the AER’s Rate of Return Guideline (issued
on 17 December 2018), and a risk free rate of
2.64%, measured over the 60 business days
to 28 September 2018.

In regulation depreciation (also known as
the return of capital) is the amount that a
business returns to its investors each year, in
return for their initial contributions towards
funding the assets.

The AER’s Rate of Return Guideline produced
estimates of our financing costs that are
much lower than historical levels, as shown
in Figure 9.1.
The annual return on capital is calculated
as the rate of return multiplied by the value
of the Regulatory Asset Base (RAB). The
forecast return on capital for the 2021 to
2025 period is shown in Attachment 3.
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In the 2021 to 2025 period, our approach to
depreciating some IT assets (for regulatory
and not accounting purposes) has been
amended in response to questions raised
by the Customer Forum. In particular, the
Customer Forum asked that we extend the
life of some assets, which will result in lower
prices for customers. We have accepted the
Customer Forum’s position in relation to
regulatory depreciation and updated our
estimates accordingly reducing regulatory
depreciation costs by $12 million ($2020).
The forecast depreciation for the 2021 to
2025 period is shown in Attachment 3.
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Figure 9.1: Australia equity risk premiums

Tax allowance

tax allowance in this Draft Proposal uses the
AER’s current revenue model, a corporate
tax rate of 30% and a value of imputation
credits paid to investors of 0.585. It does
not factor in the conclusions of the AER’s
recent Tax Review as details on how it will
be implemented are not yet available. This
will be reflected in our July 2019 Revenue
Proposal.

As an Australian company, AusNet Services
pays corporate tax on its profits, as shown
in Table 9.2. The table shows the tax paid by
AusNet Services' three regulated networks
(electricity transmission and distribution
and gas distribution) and our unregulated
businesses, as we pay tax on a consolidated
basis. This shows that significant tax is
paid, which was in excess of the regulatory
allowance in the period shown.

The forecast tax included in this Draft
Proposal is shown in Attachment 3.

To calculate our revenue requirement, it is
essential to include an allowance for tax. The

2013

2014

2015

2016

2017

TOTAL

Actual tax paid (per
corporate accounts)

40.8

35.4

54.5

141.7

49.4

321.8

Regulatory tax
allowance

54.3

55.0

46.7

55.0

77.2

288.2

Revenue (tax allowance
net gamma)

30.4

32.1

24.1

28.8

40.7

156.2

Table 9.2: Corporate tax paid by AusNet Services Ltd (year end 31 March) – $million nominal
Note: Includes corporate tax paid in relation to unregulated and non-core regulated services.
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10

PRICING STRUCTURES
& AND APPROACH

KEY POINTS
While the level of our prices
are set through the AER’s
determination on our allowed
revenues, pricing structures (or
how a customer is charged for
our services) can impact how our
customers utilise our services.
We need to get our prices right,
so that we provide customers
with the right ‘signals’ about the
costs of using the network at
different times. Some customers
already face higher network
prices when the network is
stressed. Better pricing signals
reduce costs for all customers by
avoiding unnecessary investment
in additional capacity. Extending
this pricing approach to all
customers could be considered
to achieve more cost savings and
keep prices as low as possible.

While the previous chapters set
the total revenue we need to
provide safe and reliable services
to our customers over the 2021
to 2025 period, this chapter
describes the prices that different
customers will pay to generate
these revenues.

The prices paid to the distribution network
form part of the bill received from the
customer’s retailer. Importantly, except for
very large customers, this bill will not show
the distribution prices charged to that
particular customer. It may not even include
the same types of charges (i.e. peak or offpeak) as the retailer will pay the distribution
charge for that particular customer.
While complicated, getting pricing right is
important so that future electricity bills for
all customers can be kept low. If there are
higher prices at the times that the network is
under stress and expensive new equipment
may be needed to increase its size, and
lower prices when the network can easily
cope with being used more, then customers
can make a more informed choice about
when to use the network. This may help
avoid the need for expensive new network
equipment in future.

Transitioning some business
customers to more favourable
pricing structures which will
enable them to save networks
costs and better suit their needs
will also be considered. We will
provide an update on this in our
July 2019 Revenue Proposal.
It should be noted that
customers are being consulted
on residential and small business
pricing through a separate
process that is being run jointly
by all of the Victorian electricity
distributors. Details of this
separate process are provided
on our website here.

As explained below, there are three different
groups of customers that face different types
of pricing.
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Residential and small
business customers

?
PRICING
STRUCTURES
Do you support
keeping the current
cost reflective
pricing structures
for commercial and
industrial and large
business customers?

Residential and small business customers
are those using less than 40MWh a year.
These customers currently pay a fixed
amount per year, plus prices based on the
amount of energy they use over a particular
time period. Some of these customers (42%)
pay different rates at peak and off-peak
times, others pay the same rate whichever
time of day they use energy.
Prices that do not vary between peak and
off-peak periods do not help customers to
make an informed choice about when to
use the network. We are working with the
other four Victorian distribution networks
and a large group of stakeholders to improve
the pricing signals we provide. This is a
complex issue as different customers can
be impacted in different ways, so we are
running a separate, extensive consultation
process. A consultation paper is published
here: Victorian Electricity Network Pricing for
2021 to 2025 (Tariff Structure Statement).

Commercial and industrial
customers
Commercial and industrial customers are
those using between 40MWh and 160MWh
a year. These include cabinet makers, child
care centres, local council offices and local
bank branches. These customers are getting
better pricing, and by 2022 will face a much
lower price when the network can easily
cope, and a much higher price when it is
under stress. They can also choose to have
different prices for peak and off-peak times
if these would prefer.
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Large business customers
Large business customers using over
160MWh a year include smelters, large
factories and transport operators.
These customers can greatly reduce their bill
if they use the network far less on the 5 days
a year when demand is highest (usually very
hot days). They are given 24 hours’ notice
of when these days occur, and may use
electricity from their own generators, or stop
operating, on these days. This pricing has
meant that all AusNet Services’ customers
have saved on their electricity bills, as about
$80 million less has needed to be spent on
new network equipment.
Currently we do not plan to change pricing
for commercial and industrial and large
business customers before 2025. However,
if customers think we should change this
approach, we would like to hear from you.
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11

METERING
SERVICES

KEY POINT
We propose to reduce our
average annual metering
charges in the 2021 to 2025
period to reflect ‘business as
usual’ expenditure plans, now
that the establishment phase
is complete.

AusNet Services is responsible
for metering services provided
to residential and commercial
customers (that is, customers
using <160MWh per annum).
In accordance with Victorian
policy, these customers have
smart meters.

Options for innovative smart metering
services have been negotiated with the
Customer Forum. Agreed initiatives to
maximise the benefits to customers from
the significant investment in smart meters
are shown in Chapter 5.

Metering charges
AusNet Services is proposing an average
metering charge of $78 per customer over
the 2021 to 2025 period (after inflation),
which is a 13% reduction from an average
charge of $89 per customer in the 2016 to
2020 period.16
The reduced revenue is a result of the smart
meter service reaching a more mature stage
and operating at more efficient, businessas-usual cost levels. Capital expenditure is
forecast to be $63 million ($2020) or 22%
less than in the 2016 to 2020 period and
operating expenditure is forecast to be $85
million ($2020) or 37% less expenditure
than in the 2016 to 2020 period.

16 In $2020, the average metering charge per customer reduces from $95 per customer in 2016 to 2020 to $72 per customer in 2021 to 2025.
This is a 24% reduction.
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Our metering business will incur a higher
level of capex in the early years of the 2021
to 2025 period as a result of the requirement
to transition the meter communication
systems from 3G to 4G (in line with the
expected timetable controlled by Telstra).
In relation to operating expenditure, we
propose a reduction which reflects a more
appropriate sharing of systems costs
between the metering and distribution
business, as both business are key users of
the metering and communication systems.
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Figure 11.2: Metering operating expenditure, ($M, $2020)
Note: This figure does not include $32m of metering operating expenditure that is proposed
to be re-allocated to the distribution business

Our proposal does not include the recovery
of remediation costs, which are legacy costs
associated with the original design of the
communications systems. In broad terms,
our proposal is largely business-as-usual,
consistent with other distributors’ charges.
The only items of additional expenditure
are due to external drivers, such as the need
to transition to 4G when the 3G network
is switched off.

Customer Forum view
The Customer Forum believes AusNet
Services’ proposal represents value for
money given the annual average metering
charge is falling and customer benefits
are increasing. The Customer Forum also
considers that improved communication of
metering benefits to customers (as shown
in Chapter 5) is required.
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Note: The remediation costs shown are met by our business. They are not recovered from customers.
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11 APPENDICES

Attachment 1: Summary of Customer Forum Preliminary Agreements

NEGOTIATION TOPIC

PRELIMINARY AGREEMENT REACHED WITH THE CUSTOMER FORUM

NEXT STEPS

Customer experience
and hardship
arrangements

Implementation of several initiatives to improve customer experience by 2020,
such as a better compensation claims management process.

Prior to July 2019, AusNet Services will
propose to the regulator how the new
customer service incentive scheme
would work. The regulator will then
consult on this scheme with
stakeholders. AusNet Services will keep
the Customer Forum updated on the
status of each initiative during 2019.

Publication of a new Customer Interactions Report to monitor and report progress
for each initiative.
Purpose a new customer service incentive scheme from 2021.

Operating expenditure

An opex forecast that:
>> Reflects a 2018 ‘base year’;
>> Includes increases associated with:
––

Regulatory changes.

––

The reallocation of metering costs from the metering business.

––

Growth in labour costs, network size and customer numbers.

––

New IT capabilities that will allow us to better understand and respond
to our customers’ needs.

The regulator will assess the efficiency
of the opex forecast, with particular
focus on:
>> The opex increases associated with
step changes.
>> Whether the forecast should be
reduced to account for expected
productivity improvements.
>> The reallocation of costs from the
metering business.
AusNet Services will provide further
information to the Customer Forum on
the cost savings expected from its
other IT proposals.

Innovation

Funding for innovation projects aimed at meeting changes in technology and
customer needs and expectations, such as trialling ways to maximise customers’
solar exports.

We will finalise our proposal after
further consultation and then the
regulator will determine whether this
expenditure is prudent and efficient.

Metering

Our forecast of metering revenues.

The regulator will assess the efficiency
of the forecast expenditures that
underpin the metering revenue
forecast.

Implementation of several initiatives to improve customer experience by 2021, such
as the ability to detect if a wire has fallen and caused an outage and therefore
reduce outage duration for our customers.

Solar integration

Further discussions will occur in early to mid- 2019, when we expect to have a
better understanding of the impacts of the Victorian Government's Solar Homes
policy on our business and customers.

AusNet Services will provide the
Customer Forum with a revised
position on solar integration, for
its consideration in 2019.

Price path

A profile of price changes that will maximise the network bill reductions we can
offer in 2021, followed by flat bills, pre-inflation.

The regulator will determine whether
this profile is acceptable.

Major network
augmentation projects

Capital expenditure to fund our proposed projects in the growth areas of
Clyde North and Doreen, subject to AusNet Services providing more analysis
of alternatives and further stakeholder consultation and having this externally
reviewed.

The regulator will determine whether
this expenditure is prudent and
efficient.

Test with customers whether deferring five major projects (out of the nine we
proposed) aligns with their preferences. The deferrals would not have unacceptable
safety or reliability implications.

AusNet Services will provide further
information on how it has prioritised
the proposed projects, as well as on the
specific customer benefits the projects
are expected to deliver.

Major network
replacement projects

AusNet Services will conduct this
analysis in early 2019, and present the
findings to the Customer Forum for its
consideration.

The final proposal will be refined
following consultation and the
regulator will determine whether this
expenditure is prudent and efficient.
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Attachment 2: AusNet Services’ customer research activity

RESEARCH ACTIVITY

SAMPLE & DESCRIPTION

Residential customer
experience
January–April 2018

20 households across three categories:
>> Early adopters: those using or preparing to install electricity generation technologies
combined with battery storage in their home.
>> ‘Energy vulnerable’ households: those experiencing (or at evident risk of) hardship,
deprivation or wellbeing aspect associated with energy
>> Other households: those that were not early adopters and did not indicate energy
vulnerability associated with energy
The research followed an ethnographic methodology to investigate residential customers’
experiences and concerns, their understanding of peak demand issues and demand
management initiatives, and their engagement with new energy technologies.

Attitude and Perception of
services
April 2018

Residential (n = 900), businesses (n = 120)

Large customer and advocate
views
January–February 2018

Local Councils (n = 18), Large Businesses (n = 12), Small to Medium Business (n =3),
Customer Advocates (n = 14), Community Energy Groups (n = 2)

Valued services
January 2018

Residential customers (n = 100)

Customer Satisfaction
Commenced January
2018–ongoing

Quarterly sampling of 250 customers (residential and business)

Deeper Attitude and Perception
June 2018

Residential (n = 68), SME (n = 8)

Business attitude and
perception
July 2018

200 small to medium businesses

Growth corridor customer
perceptions

Targeting residential customers in Clyde North (n = 150) and Doreen (n = 150)
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Large scale online survey to understand current uptake and future demand of services
including solar power, battery storage, EVs, power outages and going ‘off grid’.

AusNet Services held in-depth individual stakeholder discussions to explore priorities and concerns.

This was an online survey designed to understand which services customers’ value the
most (and least).

Telephone survey of customers to assess satisfaction across key operational services
(as informed by the Customer Service Survey). The survey also explores underlying drivers
of satisfaction performance.

The study involved a broadly representative mix of customers from a diverse spectrum of demographic and
sociodemographic traits, with primary segmentation by levels of financial vulnerability. The program comprised of 10
focus groups five locations across AusNet Services electricity distribution network (Lilydale, Benalla, Bright, Philip
Island and Sale). The purpose of the groups was to deepen our understanding of customers’ awareness, perceptions,
knowledge and preferences across a range of electricity related issues.

The telephone survey was developed to better understand the issues and challenges facing businesses and their
strategies to address their issues, forms of energy used by the business, information sources and needs, affordability
and perceived value of electricity and overall satisfaction with AusNet Services.

To explore customers’ perceptions of their electricity reliability and potential solutions.
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Detailed customer research insights

CUSTOMER SEGMENT
RESIDENTS

SMALL TO MEDIUM BUSINESSES

LARGE BUSINESSES

>> Customers are concerned about electricity price rises and current
costs.1

>> Energy costs are a key issue or concern
for 14% of business customers.5

>> 67% of customers feel that their electricity bills have increased
in the past two years. Of these, vulnerable households are
significantly more likely to think their bills have increased a lot
(42%) compared to customers with solar panels (28%).2

>> More than half of business customers
believe that their electricity bills have
increased a lot over the past two years.5

>> Electricity costs are
creeping up to surpass
labour costs for many large
business customers. This is
ultimately threatening their
viability in Australia.4

MAJOR THEME: ELECTRICITY PRICE AND AFFORDABILITY

>> 74% of customers think that their electricity provides poor value
for money.2
>> More than a third of customers think that their bills are poor
or very poor in terms of affordability.2
>> Older customers, and those with children, express financial stress
and difficulty in paying their energy bills (over other costs).1

>> A third of business customers think that
their electricity provides poor value for
money.5
>> 38% of business customer rate
electricity as being poor when it
comes to affordability.5

>> Customers, regardless of their level financial stress, voice a concern
for vulnerable community members who were struggling with bills
or thought to be unable to adequately heat or cool their homes.1
>> Customers have some ideas about the cause of electricity price
rises but are usually uncertain.1
>> A high proportion of customers feel that the reason for bill
increases is profiteering electricity retailers and distributors.2

>> The inability to secure
long-term retail contracts
is driving a lot price related
anxiety among large
business customers.4
>> Energy efficiency programs
are a key priority for
large business customers
in attempts to keep
energy costs down. A
handful of large business
customers also motivated
by environmental
considerations to drive
energy efficiency in the
business.4

MAJOR THEME: ELECTRICITY OUTAGES
>> Customers are satisfied with current reliability levels with some
noting improvements in recent years.1,2,3

>> Having a reliable supply of electricity is

>> Customers believe that providing a reliable, continuous electricity
supply is the most important service provided by AusNet Services.
This is because they believe that electricity is fundamental to
living.3

>> Energy supply is a key issue or challenge
facing 15% of business customers5.
Outages have a significant impact on
business customers via food losses,
having to close if a protracted outage,
causes discomfort to customers (lack of
heating and cooling).3

>> Electricity reliability is perceived to be a core service, not a luxury.3
>> Unplanned outages are generally seen as unavoidable by
customers1. However, one outage a year is deemed to be
acceptable by more than two thirds of customers.2
>> Two thirds of customers have experienced a blackout in the past
six months2.
>> The most common reason for contacting AusNet Services is to
get information or updates about electricity outages, and to also
inform AusNet Services of outages.1,3

important to all business customers.5

>> More than two thirds of business
customers (68%) believe that the
outages that they have experience are
unplanned.5
>> 70% of business customers believe that
reliability is the most important factor
influencing their levels of satisfaction
with AusNet Services.5

>> While large business
customers are not
dissatisfied with current
reliability levels, they do
have an increased (and
increasing) concern with
the potential for a greater
frequency of power
outages.4
>> These customers want to
stress to AusNet Services
that they are very sensitive
to outages. They want to
know what improvements
AusNet Services is planning
to make to the network
to ensure continued
reliability.4

Table continued on next page >>
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CUSTOMER SEGMENT
RESIDENTS

SMALL TO MEDIUM BUSINESSES

LARGE BUSINESSES

MAJOR THEME: SENSE OF CONTROL
>> Customers feel a sense of powerlessness when it comes to energy
issues. They find it unnecessarily complex.1
>> Disengaging in the sector is a way of avoiding the feeling of
wasted time when customers cannot be sure that they are able
to negotiate a better deal.1
>> Although customers are disengaged from the sector, 85% actively
try to reduce the amount of energy that they use in the home.1,2

>> More than 70% of business customers
are actively trying to reduce the amount
of electricity that they use2.
>> Less than 10% of business customers
plan to ‘go off the grid’ in the next 10
years2.

>> Less than 10% of customers plan to ‘go off the grid’ in the next
10 years.2
>> Customers with solar panels would be very unhappy if they were
restricted to the time of day (79%) or amount of energy (85%)
that they could sell back into the grid.2
>> On the topic of demand management, most customers prefer
the manual approach over the automated approach (i.e., AusNet
Services controlled). This is because customers feel that under the
automated approach they still have the control and the power.3
>> Customers would like some education material from AusNet
Services on techniques to manage their demand so that they can
do it effectively themselves.3

MAJOR THEME: INTEREST IN NEW TECHNOLOGY
>> More than half (58%) of customers without solar panels are
interested in getting them in the near future2. Social and
environmental benefits are a strong driver for this.3

>> Around 10% of business customers have
installed back-up generation to address
their price and reliability concerns.5

>> More than half of customers (55%) with solar panels are interested
in getting a battery in the future.2

>> Business customers with solar panels
indicated that they did so largely to save
money and reduce their electricity bills.5

>> Approximately a third (27%) of customers are interested in electric
vehicles but price, lack of range and lack of charging stations are
barriers to their purchase in the near future.2,3
>> There is negligible interest among customers in investing in
connecting customers with an electric vehicle to the network.3
>> Most customers are not aware of the network implications
associated with the connection of distributed energy resources
(i.e., solar panels and batteries). Once explained, there is strong
support for modernising the grid to accommodate this technology.1
>> Customers believe that the network augmentation required to
allow customers to feed solar into the grid should be shared by
all customers.3
>> Most customers know that they have a smart meter but few
perceive them to be benefiting them. Most think that they are
of most benefit to electricity companies, like AusNet Services.1
>> Most customers do not think that they could, or would, find their
smart meter data useful. The reasons for this sentiment included
not being interested, not confident in their ability to interrogate the
data, the belief that it is too complicated and that they do not think
it would be worthwhile.1
>> Electricity consumption data from smart meters was of most
interest to customers considering the installation of solar panels
or batteries.1
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>> A large proportion of business customers
(76%) are not aware that they can
access their electricity consumption data
via the myHome Energy Portal. Less than
half (45%) of customers are interested
in accessing the portal.5

>> There has been a
considerable (positive)
attitude shift among
large business customers
towards renewable
technology in recent years.
Many suggested that
considerable electricity
price increases were the
reason for this.4
>> An appetite for
innovation seems to be
a key motivation for the
investment in renewable
technologies among large
business customers.4
>> Regardless of an
increased interest, long
pay back periods remain
a considerable barrier to
the installation of new
technologies among many
large business customers.4

CUSTOMER SEGMENT
RESIDENTS

SMALL TO MEDIUM BUSINESSES

LARGE BUSINESSES

>> Business customers would like to her
more frequently from AusNet Services.
Consistent with residential customers,
business customers are particularly
interested in receiving information
about the reasons for an outage,
network upgrades, different pricing
options available to them and energy
consumption data.2

>> Large business customers
are frustrated with
the lack of proactive
communication from
AusNet Services regarding
outages. They believe that
AusNet Services should be
providing more information
about why outages occur
and what the business is
doing to prevent them in
the future.4

MAJOR THEME: INCREASING INFORMATION NEEDS
>> Customers are generally aware that they are exposed to energy
misinformation and feel unsure about who they can trust.1
>> Customers think that energy bills, the terminology used in the
sector, retail offers and the energy sector structure are too
complicated and would be too time consuming to attempt
to navigate themselves.1
>> There is a general criticism among customers that they only
ever hear from AusNet Services during an outage and that the
information provided is not detailed enough.3
>> Customers would like to hear more frequently from AusNet
Services. They are particularly interested in information about the
reasons for an outage, network upgrades, different pricing options
available to them and energy consumption data.2
>> Most customers (78%) are also interested in hearing from AusNet
Services when their energy consumption is outside normal
patterns.2
>> Almost half (45%) of customers would prefer to be emailed with
information from AusNet Services. Receiving text messages is also
a favourable form of communication among customers.2
>> Customers suggested that AusNet Services should take a multichannel approach to communications. This will ensure that
customers who are unable to access information via one approach
(i.e., email or text message) can be reached by another (i.e., mail).3

>> Most business customers (78%) are
also interested in hearing from AusNet
Services when their energy consumption
is outside normal patterns.2
>> Almost half (45%) of business
customers would prefer to be emailed
with information from AusNet Services.
Receiving text messages is also a
favourable form of communication
among customers.2

>> Large business customers
also think that AusNet
Services needs to be more
proactive, transparent
and strategic in how they
engage with customers,
particularly their large
electricity users.4
>> Large business customers
are heavily reliant on timely
and accurate electricity
consumption data from
AusNet Services.4

1. Residential Customer Experience. Nicholls, L & Strengers, Y. (2018). Understanding diversity in electricity customers: Towards meaningful engagement.
Centre for Urban Research, RMIT University.
2. Attitude and Perception Survey. Quantum Market Research (2018). AusNet Services customer profiles: Full report.
3. Deeper Attitude and Perception. NewGate Research (2018). AusNet Services 2021-25 EDPR customer research: Qualitative research report.
4. Large Customer and Advocate Views. AusNet Services (2018). Understanding the electricity related needs and wants of customers:
A Stakeholder perspective.
5. Business Attitude and Perception. Bartley Consulting (2018). Business customer survey results.
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Attachment 3: Further information on our revenue requirement

As explained in the Draft Proposal, the purpose of this attachment is to provide the forecast information that would ordinarily be provided
in a formal proposal. However, this attachment does not provide the supporting justification that is required in the National Electricity Rules
(the Rules), as the Draft Proposal is not a formal submission under the Rules. Nevertheless, we expect that some customers and stakeholders
may find the information presented below useful in better understanding our Draft Proposal. As noted earlier, the Draft Proposal presents
preliminary forecasts to be consulted on and refined before submission of our Final Proposal in July 2019.
Total Revenue Requirement
The table below shows the composition of our building block revenue requirement for each year of the 2021 to 2025 regulatory period.
NOMINAL $ MILLION

2021

2022

2023

2024

2025

TOTAL

$256.2

$269.3

$280.1

$289.9

$298.9

$1,394.4

$94.7

$112.2

$122.4

$128.9

$140.0

$598.2

Operating expenditure

$241.7

$252.7

$264.0

$276.6

$288.8

$1,323.8

Incentives

$60.4

$62.7

$45.6

$17.0

($4.5)

$181.2

Tax

$16.9

$16.7

$17.0

$20.4

$20.9

$91.9

$669.9

$713.6

$729.1

$732.9

$744.1

$3,589.5

Return on capital
Depreciation

Building block revenue requirement
Demand, energy and customer number forecasts

The following table sets out our forecasts of maximum demand, energy and customer numbers for the 2021 to 2025 regulatory period.
2021

2022

2023

2024

2025

Maximum demand (MW)

1,989

2,016

2,043

2,071

2,098

Change in maximum demand from previous year (%)

1.37%

1.36%

1.34%

1.34%

1.33%

7,314

7,260

7,226

7,196

7,169

Change in energy delivered from previous year (%)

-0.30%

-0.74%

-0.46%

-0.41%

-0.38%

Customer numbers

761,337

773,437

785,520

797,605

809,694

1.6%

1.6%

1.6%

1.5%

1.5%

2021

2022

2023

2024

2025

0.57%

0.85%

1.17%

1.18%

1.18%

0.0%

0.0%

0.0%

0.0%

0.0%

Energy delivered (GWh)

Change in customer numbers from previous year
Labour and materials price forecasts

The table below shows labour and materials price increase forecasts.

% change in labour price in real terms
% change in materials prices in real terms
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Operating and maintenance expenditure forecasts
We used the AER’s “base-step-trend” methodology to derive our forecast operating and maintenance expenditure (opex),
which is shown in the table below.
2020$ MILLION

2021

2022

2023

2024

2025

TOTAL

$209.6

$209.6

$209.6

$209.6

$209.6

$1,048.0

Step changes (see table below)

$3.7

$4.0

$4.0

$4.2

$4.3

$20.2

Trend (output, labour and productivity)

$4.1

$8.4

$13.1

$18.3

$22.8

$66.7

$18.6

$18.7

$18.8

$19.1

$19.2

$94.4

$236.0

$240.7

$245.5

$251.2

$255.9

$1,229.3

Base opex

Bottom-up forecasts
(Metering reallocation, Guaranteed Service Levels,
debt raising costs and innovation expenditure)
Total opex allowance

The following table shows our expenditure forecasts for each step change over the period.
2020$ MILLION

2021

2022

2023

2024

2025

TOTAL

REFCL – step change

$1.6

$1.6

$1.8

$1.8

$1.8

$8.6

IT Cloud Opex – step change

$1.6

$1.6

$1.6

$1.6

$1.6

$8.0

IT Security

$0.2

$0.2

$0.2

$0.2

$0.2

$1.0

5 minute meter data – step change

$0.3

$0.6

$0.4

$0.6

$0.7

$2.6

Total step changes

$3.7

$4.0

$4.0

$4.2

$4.3

$20.2

Note: AusNet Services has not yet negotiated the IT Security Step change with the Customer Forum.

Capital expenditure forecasts
Our gross and net capital expenditure forecast are set out in the table below.
2020$ MILLION

2021

2022

2023

2024

2025

TOTAL

$132.6

$150.9

$151.9

$139.1

$123.1

$697.6

Connections

$93.5

$94.1

$92.8

$90.2

$90.1

$460.7

Augmentation expenditure

$60.1

$33.7

$23.8

$20.1

$30.7

$168.4

Non-network

$61.3

$44.8

$40.6

$45.1

$52.2

$244.0

Capitalised overheads

$34.9

$35.3

$35.2

$35.2

$35.2

$175.8

$382.4

$358.8

$344.3

$329.7

$331.3

$1,746.5

$62.3

$62.8

$61.4

$58.6

$58.2

$320.1

$296.0

$282.9

$271.1

$273.1

Replacement expenditure

Total gross capital expenditure
Customer contributions
Total net capital expenditure

$1,443.2
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Regulatory asset base value
The table below shows how the value of our regulatory asset base (RAB) is set at the start of our 2021 to 2025 regulatory period,
in accordance with the Rules.

NOMINAL $ MILLION

2016

2017

2018

2019

2020

$3,442.1

$3,610.0

$3,807.6

$4,071.3

$4,372.5

$298.2

$331.2

$372.9

$409.7

$312.7

$52.0

$36.9

$73.6

$84.6

$98.4

Forecast straight-line depreciation

($182.3)

($170.6)

($182.8)

($193.1)

($209.2)

Closing RAB

$3,610.0

$3,807.6

$4,071.3

$4,372.5

$4,574.4

Opening RAB
Net capital expenditure
Inflation on opening RAB

Add difference between actual and forecast 2015 net capital expenditure

($46.8)

Add return on difference in 2015 net capital expenditure

($14.7)

Closing RAB (at 31 December 2020)

$4,512.9

The closing RAB at the end of our previous regulatory period (2016 to 2020) becomes our opening RAB for the next review
period (2021 to 2025).
The table below shows how the forecast of our RAB value over the coming period is derived.

NOMINAL $ MILLION
UNLESS STATED OTHERWISE

2021

2022

2023

2024

2025

$4,512.9

$4,755.9

$4,957.6

$5,142.4

$5,315.4

Capital expenditure

$337.7

$313.9

$307.1

$302.0

$319.2

Inflation on opening nominal RAB

$110.6

$116.5

$121.5

$126.0

$130.2

Straight-line depreciation

($205.3)

($228.7)

($243.8)

($254.9)

($270.2)

RAB (end period)

$4,755.9

$4,957.6

$5,142.4

$5,315.4

$5,494.6

RAB (end period) – real $M 2020

$4,642.2

$4,723.3

$4,782.2

$4,824.9

$4,868.3

RAB (start period)

WACC (rate of return) and inflation
The table below sets out the parameters used to estimate the WACC (or rate of return), in accordance with the Rules and the AER’s draft
2018 Rate of Return Guideline. The WACC is expressed in nominal “vanilla” terms, in accordance with the AER’s requirements.
NOMINAL $ MILLION

OUR PROPOSAL

APPLICATION OVER THE 2021–25
REGULATORY PERIOD

Nominal risk free rate

2.64%

Remains constant over the period

Market risk premium

6.10%

Remains constant over the period

0.6%

Remains constant over the period

Return on equity (nominal post-tax)

6.30%

Remains constant over the period

Return on debt (nominal pre-tax)

5.26%

Updated annually

60%

Remains constant over the period

5.65%*

Updated annually for return on debt

2.45%

Remains constant over the period

Equity beta

Gearing
Nominal vanilla WACC
Forecast annual inflation
* Average over the regulatory period.
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Return on capital
The return on capital is calculated by applying the nominal vanilla WACC to the regulatory asset base in accordance with the AER’s post tax
revenue model. This calculation is shown in the table below
NOMINAL $ MILLION

2021

2022

2023

2024

2025

$4,512.9

$4,755.9

$4,957.6

$5,142.4

$5,315.4

WACC (% per annum)

5.68%

5.66%

5.65%

5.64%

5.62%

Return on capital

$256.2

$269.3

$280.1

$289.9

$298.9

RAB for revenue calculation purposes

Depreciation
The table below lists the asset classes and standard RAB lives used in the calculation of annual depreciation.
ASSET CLASS

STANDARD LIFE (YEARS)

Subtransmission

45

Distribution system assets

50

SCADA/Network control

10

Non-network general assets – IT

5

Non-network general assets – Other

5

Non-network – Metering related IT

7

Non-network Leasehold Land & Buildings

5

The table below shows our forecast depreciation for each year of the 2021 to 2025 period.
2021

2022

2023

2024

2025

Straight-line depreciation ($ M 2020)

$200.4

$217.9

$226.8

$231.4

$239.4

Straight-line depreciation (nominal $ M)

$205.3

$228.7

$243.8

$254.9

$270.2

Forecast inflation rate on opening RAB (% pa)

102.5%

105.0%

107.5%

110.2%

112.9%

$110.6

$116.5

$121.5

$126.0

$130.2

$94.7

$112.2

$122.4

$128.9

$140.0

Inflation on the opening RAB (nominal $ M)
Regulatory depreciation (nominal $ M)
Incentive schemes and shared assets

We are subject to two incentive schemes that feed into our revenue requirement for the 2021–25 period:
>> The Efficiency Benefit Sharing Scheme (EBSS), which encourages efficient operating expenditure; and
>> The Capital Expenditure Sharing Scheme (CESS), which encourages efficiency capital investment.
The table below shows the total revenue increments (decrements) applying during the 2021 to 2025 regulatory period, due to the operation of
these schemes in the current (2016 to 2020) period. It also shows the adjustment for shared assets, which arises where regulated assets earn
non-regulated revenue.
2020$ MILLION

2021

2022

2023

2024

2025

TOTAL

Revenue increment (decrement) due to EBSS

$43.4

$44.2

$26.9

$0

($19.4)

$95.1

Revenue increment (decrement) due to CESS

$16.2

$16.2

$16.2

$16.2

$16.2

$81.0

Shared assets

($1.2)

($1.3)

($1.3)

($1.3)

($1.3)

($6.4)

$0.6

$0.6

$0.6

$0.6

$0.6

$3.0

$59.0

$59.7

$42.4

$15.5

($3.9)

$172.7

Demand Management Innovation Allowance
Total revenue increments (decrements)
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Corporate tax allowance
Our proposed allowance for corporate income tax is a benchmark calculated in accordance with the Rules, and reflects our forecast of the value
to investors of franking credits under the imputation tax arrangements that apply in Australia. The table below sets out our proposed corporate
tax allowance.
NOMINAL $ MILLION

2021

2022

2023

2024

2025

TOTAL

Benchmark income tax payable

$40.8

$40.2

$40.8

$49.3

$50.3

$221.4

Less imputation credit value

$23.9

$23.5

$23.9

$28.8

$29.4

$129.5

Tax allowance

$16.9

$16.7

$17.0

$20.4

$20.9

$91.9

X factors, unsmoothed and smoothed revenues
The Rules require us to propose x factors that translate the unsmoothed ‘building block’ revenue requirement to the smoothed revenue, which
are equal with one another in present value terms.
%

2021

2022

2023

2024

2025

3.73%

-1.60%

-1.60%

-1.60%

-1. 60%

2021

2022

2023

2024

2025

TOTAL

Unsmoothed revenue requirements

$ 669.9

$ 713.6

$ 729.1

$ 732.9

$ 744.1

$3,589.6

Smoothed revenue requirements

$ 662.8

$ 689.9

$ 718.0

$ 747.4

$ 777.9

$3,596.0

X factor
NOMINAL $ MILLION

Attachment 4: Glossary
AER

Australian Energy Regulator

CCC

Customer Consultative Committee

CCP

Consumer Challenge Panel

DELWP

Victorian Department of Environment, Land, Water and Planning (responsible for the energy portfolio)

DER

Distributed Energy Resources e.g. rooftop solar, small gas generator

DMIA

Demand Management Innovation Allowance

ECA

Energy Consumers Australia

SAIDI

System average interruption duration index

SAIFI

System average interruption frequency index

STPIS

Service target performance incentive scheme
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