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TasNetworks’ approach

The TSBC recognizes TasNetworks positive approach, including:
e application of the efficiency factor to opex
e voluntarily reducing the transmission WACC by 0.25%

e continuing to apply the AER WACC parameters when most other NSPs have
sought higher ones

e placing more of a focus on reducing network charges in the interests of
their customers than other NSPs have been prepared to do

* Leading NSPs in engaging with their customers responding to the feedback
on their Directions & Priorities Paper with modifications to revenue
requirements in their proposal.

A key theme in the TSBC submission is however that there has been excessive
asset investment in the past, and a higher than necessary rate of return, which
can and should be addressed in the next regulatory period.
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2. Small Business Impacts




Small Business Impacts

“We have S1M invested in this business and we make a net profit of around

S$75,000. If our electricity costs are going to go up by 525,000 we will have to
seriously consider why we would continue to hold our capital in this business

for such a /OU5y return”. Launceston Restaurant Owner, March 2017
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Small Business Impacts

Figure 155: Average annual total network charges for distribution customers (June 2019%)

* Price path is flat (good) but could be better (reducing).
e All consumers are still paying too much for past spending

* Previous reductions for small business are mostly due to lower
interest rates (input to WACC), with some tariff re-balancing
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Electricity Costs V Wages Growth
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TasNetworks’ inflated RAB is
costing customers dearly ...

RAB Adjustment (Sm)

2. Amount by which
TasNetworks’ inflated RAB is
increasing smaller customer bills

Customer cost pa ($)

Source: Grattan Institute, Down to the wire, March 2018
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1. Amount by which
TasNetworks’ RAB is over-
valued due to past demand

m Distribution

B Transmission

3. Grattan says “State Govt
to blame.” Recommended
writing down TasNetworks’
assets by the overvalued
amount or giving
customers an equivalent
rebate
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3. Network Investment (RAB)




Why is RAB (assets) important

50% of TasNetwork revenues (which goes into prices) is from RAB X WACC
(return, or profit) — RAB is VERY important

RAB up is Ok if demand is up.
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Why is RAB (assets) important

But.. demand is forecast to be flat:
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Why is RAB (assets) important

And utilization is already down.

Distribution assets - utilisation
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Demand for electricity will remain flat,
but network investment will increase again
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4. Cost of Capital




Cost of Capital

* |t's complicated, but.....
TasNetworks ask for 5.89%, TSBC suggest 4.76%
On a total of $3.8 billion — difference of $43 million per year

Proportion of capital 60% 40%
I X ‘
WACC 4.76
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Hunger for Efficiency Abates

In the past five or so years TasNetworks has had some success in becoming
more efficient through reducing its opex spending (partly due to the Tas Govt
imposed merger)
But its interest in further efficiencies subsides in the next 5 years

— Real distribution network opex falls by a mere $1.2 million (-0.3%)

— Real transmission network opex falls by a mere $1.4 million (-0.7%)
Its distribution network outspends transmission on opex by >2:1

— It has chosen a base year (2017/18) that sets distribution opex spending at a higher level
— lts efficiency factor (0.5-1%) is not as challenging as it could be
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Distribution Capex

Distribution capex ask is up for 2019-24, after falling over the previous ten
years

Mostly due to replacement (renewal) and IT

In a stable network business, TSBC expects replacement and IT
expenditure to be relatively stable. But...

Average distribution capex $ m 2019

What are we missing?

2003-07 2007-12 2012-17 2017-19 2019-24

-

Business Council Gﬂanna Energ

Uniting Small Business Goanna Energy Consulting Pty Ltd Consulting seeee pya 1°



Distribution Assets V Utilization

History to date:

Distribution assets - RAB v utilisation

1800 0.60
1700
1600 0.55
1500 0.50
1400
1300 0.45

1200

1100 0.40
1000 0.35
900

800 0.30

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

B RAB SO00 June 17 == Utilisation

But want to spend more on replacement?
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Distribution IT capex spend

A large increase in overall IT spend is proposed — from $110.5M to $125.9M
Of that — “IT & comms” — goes from $78.5M to $103.8M — a 32% increase

For business systems, customer information systems, enterprise architecture
evolution, etc. Another $103.8M after spending $78.5M!

TSBC position — consumers should not be expected to pay multiple times for
changes in IT direction (several changes already)

Distribution IT capex
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Distribution IT and renewal spend
summary

e Significant increase in IT & comms spend — up 32%.

 Renewal (replacement) expenditure up 53% on an already inflated base —
up $161M over five years

 TSBC does not accept either of those — wants AER to review and reduce
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The sleeper — contingent capex
projects

Total of S935M — on an (inflated) asset base of $3.8B as at 2024.

Second interconnector — TasNetworks share S550M capital, S8M per year
opex

All to be paid for by electricity consumers, when demand is flat
Which means — prices go up
How much?? Not clear which customers will bear the cost

TSBC wants the price implications for small business to be made public as
part of the discussions around the second interconnector, now.
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7. The future network and
prices




The future network and prices

As network and energy prices rise, the cost of the bus has become too
expensive and people are simply choosing to avoid the bus.

Instead they are opting to invest in their own Micro-grid solution whilst in
the short term still expecting the network to carry the peaks and troughs.

The cost of solar, wind, batteries and micro grids will continue to decline

Sellers of these products bear no responsibility for the impacts their
products have on the cost of maintaining a stable network

Very little evidence of how this will be addressed in the TasNetworks
proposal
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8. Small business engagement




Small Business Engagement

TasNetworks are getting better at engagement

Still opportunity for improvement:
— Less advertorial/informercial

— More evidence that what consumers (us) are saying has been heard and acted
on (as happened with revenue)

— More information about new tariffs — how will they work, what can we do to
reduce our bills

TSBC happy to work directly with TasNetworks as well as participate in
(value adding) forums.
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Thank you

JD, RD & MW

(03) 6223 7253

marc@goannaenergy.com.au
WWW.goannaenergy.com.au

General Information Only: Whilst Goanna has endeavoured to
ensure that the information contained within this presentation is
accurate, we do not make any warranties or representations in
relation to the accuracy of the information contained herein.
This presentation is intended as general advice only and is not
intended to constitute personal financial product advice. It is has
been prepared without taking into account the personal
circumstances, financial needs or objectives of anyone person or
organisation. Accordingly individuals or organisations, who seek
to rely on information contained within this presentation, should
undertake their own independent enquiries and seek legal or
financial advice prior to doing so. Examples used in this
presentation are for illustrative purposes only.




