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Abbreviations

The following table provides a list of abbreviations and acronyms used throughout this document. Defined

terms are identified in this document by capitals.

Term Definition

AA3 Third Access Arrangement Period
AA4 Fourth Access Arrangement Period
AA5 Fifth Access Arrangement Period
AAI Access Arrangement Information
ACCC Australian Competition and Consumer Commission
Access Code Electricity Networks Access Code 2004
ACG Allen Consulting Group
AEMC Australian Energy Market Commission
AEMO Australian Energy Market Operator
AER Australian Energy Regulator
AIC Akaike Information Criterion
AlIP Asset Investment Planning
ALARP As Low As Reasonably Practicable
AQP Application and Queuing Policy
ARDS Rules Engine
ASX Australian Stock Exchange
ATO Australian Taxation Office
BHM Brailsford, Handley and Maheswaran
BTT1 Bus Tie Transformer #1
BTT2 Bus Tie Transformer #2
CAG Competing Applications Group
CAGR Compound Annual Growth Rate
capex Capital expenditure
CGS Commonwealth Government Securities
CRM Customer Relationship Management
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Term Definition
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DGM Dividend Growth Model
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Term Definition

NGL National Gas Law
NGR National Gas Rules
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NQRS Network Quality and Reliability of Supply
NRMT Network Risk Management Tool
opex Operating expenditure
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PFP Partial Factor Productivity
P-P Percentilepercentile
QQ Quartile-quantile
RAB Regulated Asset Base
RBA Reserve Bank of Australia
RPIP Rural Power Improvement Program
SAIDI System Average Interruption Duration Index
SAIFI System Average Interruption Frequency Index
SCADA Supervisory Control and Data Acquisition
SFA Stochastic Frontier Analysis
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Term Definition

Tribunal Australian Competitioffribunal

TRIFR Total Recordable Injury Frequency Rate
TX Transmission

VCR Value of Customer Reliability

VIX Volatility Index

WACC Weighted Average Cost of Capital
WACOSS WA Council of Social Service
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Executivesummary

Western Power connects more than one million Western Australian homebwsidesses to electricity.
We do this through the vast network of poles, wires, substations and meters that we own and operate,
which stretches across the south west corner of our state, bringing people the power they need.

Every five years we undertake i Qa 1y 26y | a Fy 1 00Saa FNNIy3aSySyi

services we offer in relation to transmitting and distributing electricity via our network, and update the
prices we charge for these services. We then submit our plans to the Economic Reglilahority ERA,

who decide how much revenue is required to enable Western Power to operate and invest in the network
during the next five years.

¢t KAA&d R20dzyYSyd LINB @réppsedaccésSairanGehpnt for s Spsiindt This proposal

Ad GKS F2dz2NIK AGSNIdGA2y 2F 2SaidSNYy t26SNDa | 00Saa

The proposal outlines our key activities and investments over the AA4 period, and the network prices we
intend to charge. The proposdka discusses what we have delivered over the previous access
arrangement periodAA3?F YR G KS AYLINR@ZSYSyida ¢S KI @S YIRS G2
bills affordable, while maintaining network safety and reliability.

The AA4 review is an opganity for Western Power to ensure our customers value our services and that
the prices we charge for using the network are reasonable. During the course of developing the proposal,
we have met and talked with customers to test our plans for the AA4 pgesiod to make sure the
investments we make reflect what our stakeholders want. Where possible, we have built this customer
feedback into our proposal, and believe we have developed a suite of access arrangement revisions that
balances price impact with pdent network management, and that the ERA can reasonably approve.

Our proposal

¢KS TAY 2F 2S3aGSNYy t26SNR& !'!n LINRLRalf A& &AYLIX
GKA& @AGK2dzi YIFGSNRFEE & Ay ONBanitd gale sOemmninewoskndn Q St
continue to meet the changing energy needs of Western Australians.

This means our investment proposal and revenue requirement for the AA4 period consider how we can
best provide traditional network services now, and wtta services we offer might look like in the future.
This is particularly important as technology such as battery storage becomes mainstream.

2 Sa0SNYy t26SNDa NB OGSy peBod NIB,§88nillaB> Y I8syntludess,i0P milkoSof ! | n
total capital investment and operating expenditure, comprising operating costsaitea®4 per cent lower

than in the AA3 period Our proposal also includes the introduction of new tariffs and technologytiibt

give customers greater control over their eleécity use.

1 ¢KS 11 LIBNAZR O2YYSYOSR mn Wb &1 26 8@ SN RI BF RRB @va 9B MaF$a 2

STFTSOG doy At GKS 9w! KEa O2arLdENERY & (LEINA OS3 NBYR SHONDLEE SN
NEOASS LINREOSAA A& O2YLE SGST | i@ 6NBAXY didh YNB I GPBNEMIRE 6 VA Y2

HAMT® | 26SOSNE ye | R2dARE$INY Id2 LINAROSa gAftf 0SS T2NBI NR

2 ¢KS !1o LISNAR2R gla m WdZ & Hwnmue (G2 on WdzyS HamT @

3 1 ff Y2ySiGFNER Ol tdSa Ay G(KAA& SESOdziya B a3 d2YiYK-S\N\ED AFANSS  SAlyE GNGBR-df

4 ¢KS oFflryOS 2F GKS bPrtIyyy YAftA2Yy NBOSyYydzS NBIldANBYSyda Ay
58GFrAfa 2F oKIG O2YLINAASE (GKS NB@SydzS NBIdZANBYSyida Aa LINE
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azad AYLRZNIIFIyGfes GKS AYLIOG 2F 2SadSNYy t2gSNRa !
cost of supplying the average residential customer would only incriespaeound $7per year as a result of
the new network prices. This lower than the current rate ohflation.

Our plans for the AA4 period are shaped by improvements made over the AA3 period. The AA3 period saw
Western Power undertake itargestever capital progranreplacing and/or reinforcing more tha2iv0,000
wooden power poles and removing all known high risk overhead customer connections and streetlight
switchwire from the network. We also delivered the Milest Energy Project, constructing a 200 km
transmission line from Pinjar to Eneabba, the largest singléatgpojectin more than 30 years, enabling
mining customers and wind farms to connect to the network.

Service performance also improved overall during the AA3 period, with the network now providing
electricity 99.96 per cent of the time and call centrepense times trackingt 91.8 percent® While there
remain pockets of the network that require further investment, reliability of supply is generally good.
Further, the business has made improvements to its structure and processasing $1481 million

(17 per cent) less expenditure during AA3 than forecast, and reducing fodeaking costs. This means
Western Power ended the AA3 period with a good foundation for starting the AA4 period.

I 18S@ LINI 2F 2SaidSNYy t 2 éhdsibed to st dhtBe BSRsrc8syoimersiWe NS OS
have taken steps to improve our interaction and communication with customers and all our stakeholders,
seeking their opinions on our plans and keeping them informed of our activities. For example, to help

inform the AA4 proposal Western Power conducted a detailed customer engagement program to

dzy RSNARGFYR Odzai2YSND @ASga 2y OdZNNByid LISNF2NXYIyoOS
network service provider. These engagements has helped shape os: plgure ES.firovides an

overview of the customer engagement program.

FigureESL: h @S NIBA Sy 2F 2 SAGSNY t26SNRA Odzad2YSNI Sy3alrasy

e WORKSHOPS SURVEY INTERPRET &  INVESTMENT
CHECK PLAN
Customer Future o
experience  network nm& x <« D
@ @ o 9 110 35 3500 Workshops to Embed insights in to
ATl N e Workshops Participants Interviews Surveys validate insights future investment

affordability  reliability safety plans

Resulted in 15 insights across six themes

(&) Q ® ©

%) o

OVERARCHING o PR O . ACCESS AND NETWORK NETWORK
INSIGHTS EXPERIENCE A AFFORDABILITY  RELIABILITY SAFETY

5 9al0fSRIGRRAGAZ2YIE O2ald 27F adzZllX eAy3 GKS | dSNIF IS NBAARSYGALl
6 t SNDSyi+F3asS 2F Oltta yasgSNBR gAGKAY on &aS02yR&a®
.=§_westernp0wer
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The customer engagement program provided valualsggim on a range of themes from affordability to
network safety. Understandably, our research found that customers are sensitive to price increases. As a
result, we have been mindful of the impact on electricity prices of all our access arrangemening\asio

well as the proposal as a whole.

However, some of the more revealing insights were that customers are generally satisfied with current
levels of reliability and do not necessarily want Western Power to target investment on improving overall
network performance. Another valuable insight was that customers value a safe network but do not want
Western Power to spend more (or less) to improve safety. They would rather Western Power targets safety
expenditure in areas that carry the highest safety risk éikample high bushfire risk areas), where

investment would have the greatest impact.

Forecast expenditure

These findings, along with the full suite of customer insights and stakeholder feedback, has influenced
2 SAGSNY t 26SNNa  SE IA8peHva. iveAaie subdstantally reduged Joredass |
expenditure for AA4, with capital expenditure 8 per cent lower and operating expenditure 24 per cent
lower than what was incurred during the AA3 period.

Our investment during the AA4 period is designeg@iavide services valued by customers and:

maintain the current levels of safety risk

associated with the network . .
FigureES2: Forecast capex by investment outcom

maintain current levels ddervice
performancé
meet forecast growth and demand Gifted assets
9%

satisfy compliance requirements
continue to improve the efficiency of

. Maintaining safety
our operations. 25%

. . Improving efficiency
To achieve these five outcomes, we have of Gperstiohs

designed a capital expendituregpey program s
that has low impact on prices.

Figure ES.2hows the breakdown of how : ess Gageas
forecast capex will be used to achieve the five g growth
investment outcomes listed abovale consider salig 0%
this forecast represents a prudent level of 11%

investment designed to keep the buasiss
2LISNI GAy3 | fo2nénkcednds
efficient longterm asset management practices
in placeto ensure the network remains relevant.

v ¢ KA

Ay Of dZRBANBSKIA BS 4 & BIWS6z4A BYNB YR 6 NI YAY¥AAEA B LIS & 6B NR
Fa OFtt

| O Sy GLIBNIH 2/NRY [ayiONSBaS 1 £ A I K G
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The AA4 capex program builds on the efficieaiggt governancémprovements made over the past five

yearsWS KI @S | fa2 O2yaARSNBR (GKS AYLI OG 2y Odzad 2 YSNE
conditions when developing the AA4 forecast. As a resuriechist capex isignificantlylower

($400million)® than that incurred irthe AA3period.

As always,afety remains a major part our investment focus. Safety expenditure during the period includes
replacing more than 2,100 km of the highest risk overhead conductor, and replacing or reinforcing around
125,000wooden power poles. Our bushfire management pirgs will also continue, focusing on

mitigating safety risks in the areas that need it the most.

Expenditure in growthrelated project remains a large portion of our forecast investment. Even though

overall peak demand growth has slowed in recent yeardspa the network such as Mandurah and
.dzyodz2NBE INB adAftf INRgAYI YdzOK FlFadSNI GKIFy- St aSgK
related investment on these thriving areas, while augmenting tlealfler network to ensure the

1.1million customersonnected to itand the ~96,000 newustomers expected to connect over the next

five years, have a reliable electricity supply.

2 SONB Ffaz2 LI OAy3d YdzOK INBIFGSNI F20dza 2y Ay@Saidys
We propose to upgradand implement new IT and communications systems that will help us operate and
manage the network more efficiently. Most of our investment to improve operations is categorised as
corporate capital expenditure, and includes improvements to our depots, etwark security and control

systems, and the countless other things that support the distribution and transmission networks.

bS¢g (SOKyz2fz23e Aa tA(1Ste (G2 LIlFe | aix3ayirAFiolryid N
overthe comingyears, YR 6 SQNB f221Ay3 G K2 6S Oly FR2LIG SY
customers. At the moment the majority of our expenditure forecast relates to traditional poles and wires
solutions. However, the emergence of battery storage systems, midsognd more advanced distributed
generation systems, means the solutions we actually put in place tomorrow could be quite different to the

plans we have developed today. Our aim will be to adopt innovation network solutions where there is a

clear cost sang or benefit to customers.

During the AA3 period we commenced several tridlemerging technology, ranging from battery storage
trials in Perenjori to testing a standalone power system in Ravensthdimeinformation resulting from
these trials is exemely valuablehelping toinform the type of nometwork solutionsVestern Power
couldoffer to customersWe plan to continue trialhg nornnetwork solutions and technology over the AA4
period, and where practicable, we will implement new technologplate of traditional solutions where it
is safe and more efficient to do so.

2 SAGSNY t26SNDa T2 NS5 Oped of $12058iNdn is Alsd ignBidantdBlgsKR A (1 dzNB 0
($584 million) than during the AA3 period (s&&gureES3)*°.

Actual operating costs for the AA3 periagre $2,389million, which is approximately $2 million less

than the forecast approved by the ERA in its A& sion.Thissavingis primarily the result obur ongoing

work to improve efficiency and reduce the cost of doing business. We commenced a program of operating
cost reviews at the beginning of the AA3 period, looking at ouamiggtional model undergoing amternal
restructure in 2012 and 2013. This ongoing business review continued, gathering pace in 2014 as economic
conditions slowed and State Governmdeatl reforms emerged. The review culminated in Western &@v

9 Ly NBIf G(G(SN¥yasz FR2dzalGAy3a F2NIAYTFELiA2Y D
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Business Transformation Program, which commeno&015 and has helped reducests to a more
efficient and longterm sustainable levels.

CKS o0SySTAla €F 2SaidSNYy t2¢SND
lower operating cos arebeing ] o
passecbn to our customers through FigureES3: AA3 historical and AA4 forecast opex

A A 0N A

at 29 SNJ Wol as ‘éél-r'“w[;_o”"'" -t T
base year level of opex is used to
RSGSNIXAYS 2SaiG SN yswo _\.”
operating costs over the AA4 period. ¢ .
This means thaif the base year is
efficient, forwardlookingcosts will 300.0
be more efficient and network prices

200.0
more affordable.

$ million real at 30 June 2017

100.0
We submit actual base year

(2016/17) costs that are 28 per cent
lower than the 2016/17 operating

é 2 é l:l é. l:l K I l] é S N\B mmm Distribution m Transmission

final access arrangement decision a o= Corporate Non-revenue cap services
the beginning oftte AA3 period.

12/13  13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22

I Non-recurrent costs ——AA3 FFD

Our aim is to continue this trend of improvement over the course of the AA4 period, building more efficient
processes into our business as usual activities. We expect the use of IT systems, data and technology will
play a significant parnithis.

Service incentive framework

Western Power has also used customer insights to inform service level targets for the AA4 period.
Customers have told us they are generally satisfied with the overall service levels but believe a reliable
source of electricity is essential for all customers, therefore we should focus investment on addressing
localised reliability issues. They do notassarily want Western Power to spend more money to improve
network-wide reliability.

S o _ FigureES4: Changes to AA4 service incentiv:
With this in mind, the service incentive framework framework

proposed for the AA4 period is designed to consolidate
the improvements made over the past five years, and
maintain oerall performance at the levels achieved at
the end of the AA3 period. Some pockets of the
network do experience poorer service than others,
particularly at the edge of the grid, therefore we will
target investment to improve performance in those
areas. Hwever, our proposal is that the service
incentive framework be designed to provide an
incentive for Western Power to keep overall
performance at current levels.

AA4

AA3

In most cases the targets in the service incentive
framework for the AA4 period will be setlaigher

standards than during AA3, and will therefore be hardg
to achieve. This is because performance against many

AA4

= Service incentive framework
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than those set in 2012.

We proposehe size of the rewards available to the business will be smaller during the AA4 period. This, in
combination with the harder targets, means Western Power has a strong incentive to maintain

performance at current levels, and not specifically invest teegierformance and receive gains for
improvements our customers have told us they do not consider necessary.

Weighted average cost of capital

The weighted average cost of capitdlACQis the rate of return on investmenttheoreticalcompany
pays (on aveage) to all its security holders to finance its ass€le WACC is multiplied by Western
t 2 ¢ Shfedbase to give a return on assetsbe included in theevenue allowance

The costs of financing the capital investment program is a major contribur I Yy S 62 NJ] 0dz Ay
revenue requirementFor asseintensive businesssuch as electricity networks, the return on assets is

often one of the largest, if not the largediuilding block used to calculate target revenue. During the AA3

period, return on assets accounted f@&1 per cen{$1,380 million real as at June 20B2F 2 SAGSNY t 2 ¢
revenue.

¢KS 21/ / ¢gAftft 3IFAY 0SS 2yS 27T gbldksdufingihe AAZ geBodDa f I N.
However, wherdeveloping the various financial paratees that comprise the WAC@e have been
mindful of the impact of our revenue requirement on customers.

hdzNJ 2!/ / SadGAYIFIGS aidNR1Sa I olttryOS 0SisSSy NBEO2O
AYLI OG 2y Odza (i 2 W& sdariple SHo®WaddopHing 4 fiill&railidghatetagedost of debt

g2dZ R 0SUGGSNI NBFt SO 2SaitSNYy t26SNNa RSodG LIR2NITF2
requirement, which would flow through to higher electricity pricége havetherefore adopted a hybrid

trailing average, which softens the price impact on customers.

In addition to considering the impact on electricity bills, we are also mindful that WACC has historically
been one of the mostontentious areas of an access arrangemeawoippsal, and has been the subject of
many legal and limited merits reviews since 2002 aretherefore proposing a pragmatic and reasoned
approach to estimating the WACC that the ERA can approve.

OurWACC estimating approathbased on that usebly the RAIn its 2016 decision on the access
arrangement fothe Dampier to Bunbury Natural Gas Pipelir(®BNGI. Ourestimate adops broadly the
same method for determining the cost of equity and debt that the ERA appligek i0OBNGP, updating
individual debtand equity parameters to reflect contemporary data. We will, however, continue to monitor
ongoing limited merits and judicial reviews, and modify our proposal to reflect appeal outcomes where
appropriate.

2 SAGSNY t26SNRA SadA Yl m@Bishg & dominal pbsi taxcestoiequityoNg. 20y U >
cent and a nominal cost of debt of 5.32 per cent.
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Time of use tariffs

During the AA4 period Wgern Power is FigureES5: Time of use tariff structure
reviewing the way it charges customers. One

2F GKS (KAy3da 6SONB GRRdMYFe i A& 2FFSNAYI

residential and small business customers the -
. . . means that electricity
option of time of use network tariffs. costs different prices at
. e - different times of the da
A time of use network tariff is where y
customers pay a different prider using «  Peak is when
electricity at different times of the day. electricity costs the
Currently, the majority of residential most
customers pay a flat rate no matter what _
time of day or night they use electricity. A shoulderiis when
electricity costs a bit

time of use network tariff would charge a
higher rate at peak times (typicgllate
afternoon and early evening on weekdays) .  off-peak is when Off- S
and a lower rate at all other times. electricity is cheapest 1S

less than peak

The purpose of a time of use tariff is to

encourage customers to spread their

electricity use over the course of the day. At the moment, residential customers tend theiseost
amount of electricity between:80 PMand 900 PMon a weekday, with usage peaking on the hottest
summer days. We call this the network peak.

Tomake sure the networklcy’ O2 LIS A GK GKS LISF {1 o )yViResté2Poedza G2 Y SN
needsto reinforce and increase the capacity of the netwdfkith a nev substation costing around
$45million'?, investment in increasing network capacity can be very expensive.

Time of use tariffs are a potential alternative to the costly option of increasétgork capacity. By

encouraging customers to use electricity outside of peak times, the tariffs can help reduce the need for
network capacity expansion, which saves customers money over the long term. Time of use tariffs can also
help customers save moneljrectly, as it provides greater opportunity to control costs by making just a few
moderate changes to when and how they use electricity.

Feedback from customers on time of use tariffs has been positive. Customer forums and surveys conducted
during 2016 kBow customers are generally willing to change their electricity usage behaviours upon
understanding the impact of peak demand. There is also appetite for time of use tariffs, particularly among
younger customers.

Western Power proposes to work with Synefggd other residential retailers in the futut® to help
ensurenetwork and retail tariffs are aligned, and customers are fully informed of the benefits of moving to
time of use tariffs.

12 FaSR 2y S&aiGAYFGSR O2ad 2F NBLX I OAy3 GKS al yRAzNI} K &dzo &l G
3 {8ySNH& A4 OdNNByidte (GKS LINKEKOHAIRE (KBGINBGBNI FTYNNNBEARS DA X
283GSNY t26SNI A& O2YYAGGSR (2 62Nl Ay3 Sldadlote 6AGK Lt |

EDM#43728581
Pagexxviii



Advanced metering infrastructure

During the AA4 period, we are progiag to increase the prevalence of advanced metering infrastructure
across the network. Advanced meters are electronic meters that provide a multitude of connection point
interval datasets and redime alarms to Western Power, which can be used to debvemge of customer,
network service and market benefits.

Having remote visibility of data and alarms at the connection point means Western Power can reduce
network and metering costs over time. At the most basic level, advanced metering infrastructure reduces
the cost of meter reading, and other metering serg&eich as renergisation, as these functions can be
conducted remotely, at lower cost and in a timelier manner.

The greatest benefits result from use of the data advanced metering can provide, a particularly data on
asset condition and performance. Fotaenple, advanced metering infrastructure allows us to monitor the
condition and performance of customer service connections, and identify the most prudent and efficient
time to replace and/or repair these assets. This valuable asset data allows us t@stosecks much more
accurately, potentially saving millions of dollars each year, whilst continuing to minimise safety risks.
Advanced metering infrastructure also enables time of use tariffs to be implemented, which as described
above, can help manage timetwork peak and reduce the need for costly network capacity investment. All
these benefits help manage the cost of operating and investing in the network, which translates into lower
network tariffs and more affordable electricity bills for customers.

Western Power is not proposing a widespread-mlt of advanced meters. We consider it more prudent to
introduce advanced metering infrastructure as part of the standard meter replacement program. During
the AA4 period we will install around 355,000 advahogeters, as the default replacement for meters that
are forecast for replacement over the next five years as well as hew connections to the network and
retailer requested replacements (e.g. where a customer installs a solar PV system and requires a bi
directional service)Customers whose meters are not scheduled for replacement during the AA4 period will
have the option to request an advanced meter if they wish, wifee applicablé?

What our AA4 proposal will cost

The AA4 proposal results in targetzenue of ¥,888 million. Though this is a 7 per cent revenue increase in
real terms, the impact on prices is low.

2853GSNy t26SNNna Oz2ada | O002dzyd F2NJ I LILINR E ABddedi St & 2
onan average residential customés | yy dzl £ dzal 3S o Kd\dzNINBofidity ger yeathB dzy R p |
network component ofhe average residential electricity bill will increaseapproximately$37over the

five years of the AA4 period.

4 2 S30SNY t26SNI AA | &a2S ILSNEALYRH Aay?aR SoEL IR SEINSZH [GISD K (1 S v/ SRS RY1S IYCHi
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FigureES6: Estimated impact of revised network charges on the average residential electricity bill

Network component Network component
g of average residential g of average residential
electricity bill electricity hill
2021/22

+57.47 per year

$776.89 [ —

45% 36% of total 19%
electricity bill

Error! Reference source not foungdhows the estimated movements in electricity bills over the AA4 period

AT 2Sa0SNYy t26SNR&a !'!'n LINRLIRalft Aa FLILINRPBSR YR A
average annual usagn each customer class, and relate to the network tariff only. Western Power has no
control over the electricity generation costs or how much of any cost savings or increases are passed on to
the customer by electricity retailers.

TableESL: Estimated annual change in average electricity bills resulting from AA4 proposal, nominal per
cent per annum

Customer type 2017/18 2018/19 2019/20 2020/21 2021/22 CAGF
Residential 0.0% 2.5% 2.0% 1.4% 1.6% 0.9%
Small business 0.0% 4.0% 3.3% 2.7% 2.9% 2.3%
All distribution customers 0.0% 19% 1.0% 0.5% 0.8% 0.3%
All transmission customers 0.0% 9.8% 9.8% 9.2% 8.8% 7.4%
All customers 0.0% 3.0% 2.4% 1.9% 2.1% 1.3%

The estimated impact on residential billai®und +0.Per cent peryear, which is lower than the current
inflation rate. This equates to ancrease of $7.4per year over the AA4 period.

The increase for transmission customers is larger, how&J@llowsannualaverage decreases of around
7 per cent(nominal)in transmission network tariffs over the past five years. We are mindful of the impact
on transmission customers (typically large business and major industrial customers) amquidoged a

.=§_westernpower
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sdution that keeps the transmission prigecrease below 10 per cefmominal)per year. Outransmission

pricing solution involves defang collection of more than $23@illion of transmission revenue for

collection in future access arrangement periods, and bringing forward collection of distribution revenue.
This treatment of deferred revenue helps manage the potential for price shatkriemissiorcustomers,

which otherwise could be as high as 18 per cent per year if we recover forecast transmission revenue in full.
This complex issue and transmission pricing proposal is discumsdethil inChapter 11 and in the

transmission pricing documeptovidedin Attachment10.8

Why our proposal is efficient

> 34 0SNY t 2 6&NGEan accksE arknerie thatFigureES?: FactqrsAdriving WeAstern )
is balanced, reasonable and equitable. We are aware of the tZ2s5NRa STTAC
slower economic conditions in Western Australia compared to
the past highs of the mining boom, and we understand how
price increases can affect customers. We have tateps to
lessen the impact of our activities during the AA4 period,
particularly on residential customers who we know are feeling
the economic impact more than most.

Efficiency drivers

2 SONB R2Ay3 (KAa o0& YI1Ay3
our costs are efficient. A S@& LI NI 2F 2S5aids
corporate strategy in recent years has been to become more
customer focused, and the customer engagement program we
undertook to help inform our plans is one example of that. One
of the most important improvements at Western Pemin
recent times was the whole d@iusiness review undertaken in
light of customer expectations and the changing economic
environment.

¢tKS .dzaAySaa ¢NIYyaTFT2NXIGA2Y = GSNYy t 2
response to the changes that occurred in the energy market ﬂ : ‘ m.i

over the AA3 period. At the beginning of the AA3 period review investiment + reduce costs

(2012/13) substantial energy demand growth was forecast, and

2 Sa0SNYy t26SNR&a 2LISNIGAYy3 YR YIAYGSylyOS LINRBINIY
to a growing customer base.

Overthecours@ ¥ G KS LISNA2RXZ | O2Yo0AylGA2y 2F FIFOU2NBR Ay
new technologies, and changing customer behaviour, meant forecast growth did not materialise. In
FRRAGAZ2YS GKS {GF3dS D2 @SNYYSydalst f@ orgadidatidhalhange. a I NJ

Rather than assume the expenditure program developed as part of the AA3 process would remain the
optimal approach for the period, Western Power commenced a comprehensive review of its operating
costs and investment acities.

The Business Transformation Program has delivered $330 million of recurrent cost savings'to date.
LYLINRGSYSyiGa G2 2SadcsSNy t2¢SNRa +HaasSd adNr GS3aarsas
have rationalised our operating costs to a point where we expect to be able to maintain current service

levels in a more cost effective way. The impaabwf focus on reducing operating costs can be seen if we

5 on WdzyS HamT® ¢KAA AyOfdzRS& o02i0K OFLISE yR 2LISE®
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compare the actual base year opex for 2016/17 with the 2016/17 base year forecast that was approved in
the AAS final decision in 2012.

FigureES8: Efficient base year compared to AA3 further final decision, $ million real at 30 Jur
2017
500
450
400
350
300
250
200
150

S million real at 30 June 2017

100
50

16/17 FFD 16/17 EBY

M Preventive mtce m Corrective mtce B Operations
1 Customer Services = Other M Corporate

Our base year costs have reduced by more than $120 million (28 per cent). This means we begin the AA4
period with a significantly more efficient levefl opex than previously forecast, highlighting the
improvements made over the course of the AA3 period.

The Business Transformation Program will continue into 2018ynaneixpect to achieve further efficiencies

over the course of the AA4 periolllany of these efficiencies will be driven by investment in new

technology, systems, and ongoing changes to our internal processes and asset management approach. This
continued focus on efficiency improvement is what is helping drive our lower opex and capex programs
2O0SN) GKS ySEG FTASS @SINBR® !'a I NBadzZ 6 Odzaid2 YSNEA
efficient.

Summary of AAdarget revenue

Western Power will recover7$888million of revenue via reference tariffs during the AA4 period. This is
$510million (6.9 per cent) more than tariff revenueecovered during the AA3 period.

TableES2: AAA4 target revenue, $ million real at 30 June 2017

Target revenue AA4 period (proposed

Transmissiomariff revenue 1,687.4
Distribution tariff revenue 6,200.3
Total 7,887.7

=§_westernp0wer

EDM#43728581

It's ON Pagexxil



FigureES9: Comparison of target revenue for the AA3 and AA4 periods, $ million real at 30 June 2017
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1. About this submission

. This chapter outlines the structure of traabmissiordocument, its relationship to thev/estern Power

access arrangeme@ 2 NJ 4 KS NB3dz F § SR 2 N YOoandowiigreposedS & 1 SNy t 2
revisions to the access arrangement for the fourth access arrangement period (referred to as the AA4
proposal) weredeveloped. The chapter provides:

an overview of the keflectricity NetworkAccess Cod2004 (Access Codgorovisions relevant to
producingaccess arrangement informatidAAl)

a summary of the approach Western Power adopted, and its key considerations when developing
this initial proposal

a revisions submission date and targeted revisions commencement date for the following access
arrangementperiod AA5)

a summary of the document structure and the information contained in each section

. 2 S3a i S NY adcexswafangieiment defines the pricesms and condions for accessing the Western
Power Network and is subject to periodic review by tBeonomic Regulation AuthoritiZRA.

1.1 Access Code provisions

. In accordance with section 4.48 of the Access Code, this document comprises the AAI for consideration by
the ERA. The AAl is the supporting information required by the ERA to assist in undacsiéfediern

t 26SNRA | O00S&aa FNNIy3aSYSyid FyR GFNBSG NBZSydzS LINE
proposal.

. As required by section 4.2 and 4.3 of the Access Code, the AAI has been written to enable the ERA, Western
Power customers and other intes&d stakeholders to:

understand how Western Power derived the elements that make up the proposed access
arrangement

form an opinion on whether the proposed access arrangement complies with the Access Code

. The AAl includes information on the form of pramntrol, pricing methods, total costs, capacity and
volume assumptions, service standards, incentive rma@ms, and other evidence that demonstratesy
the AA4 proposal complies with the Access Code

1.1.1 Access Code objective
. Western Power operates its nebsk in accordance with the Access Code objective, which is:

to promote the economically efficient:
a) investment in; and
b)  operation of and use of

networks and services of networks in Western Australia in order to promote competition in
markets upstreanand downstream of the networks.

6 [ SOGAQYSOONEOAGE bSiaeNla ! 00845 /2RSS wnnn
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10.

11.

12.

13.

TheAA4proposalisdesigned to ensurg/estern Powecontinuesto satisfy the Access Code objective. We
believe that to do this, Western Power must:

ensure prices are kept to the lowest sustainalelee| for an efficient bsiness

RSEAGSNI I £ S@St 2F aSNBAOS (GKIF{d YSSda 2dzNJ Odza
provide services that are safe, reliable and efficient

adapt tariffs and services to changing market conditions

We have provided evidence to demonstrate how our proposal will deliveetbetcomes over thé&A4
periodand beyond.

While the Access Code objective guides the overall proposal, there are also specific objectives that apply to
certain elements of the AAI. To assist the reader, we have referenced relevant sections of the Adeess C
throughout this document.

1.1.2 Preparing abalanced and reasonable proposal

ThisAA4proposalcovers the fourth acess arrangememteriod’ (referred to as the AA4 periodvhichas
proposed in sectiod.1.5below, will apply for the fiveyear peiod 1 July 2017 to 30 June 2022Ne have
prepared thisAA4proposal using the best and most reliable information available at the time of
submission.

2 S 3G SNy ain &tg Sibhl balancedand reasonable proposal thastisfies the Access Code

objective and manages the price impact on customé&rseAA4 proposal haseen developed to align with

2dzNJ Odza i 2 YSNBEQ SELISOGI GA2ya | YR ajfgeLtdtheRccsy SNHE Y
arrangement are pragmatic, forwatldoking and underpinned by a recent program of efficiency

improvement at Western Power. Most significantly, our proposal results in a smaasein average

network tariffs

We expect the ERA to mala final deision(further final decision) on thé&A4 proposal by mi2018. We
appreciateit will be almost a year into the AA4 period by the time the revised access arrangement is in
place. Thereforén accordance with section 4.6 of the Access Ctiueprices terms and conditions

(including service standarddgfined by the current access arrangement will continue until the ERA makes
its final decisionand the revised access arrangement has commenced

1.1.21 A proposal informed by customer engagement

To ensure the revised access arrangement contstioemeet the Access Code objectjites paramount the
services we provide, and what we spend to provide those services, sffbat our customers need, want
and are willing to pay. It is for this reason thlaé AA4 proposal has been informed doyletailed customer
engagement program.

7 ¢KS FANRG OOS&da I NN yIASYSRAADAINBADER2 Yy 2 nn6EA6SRY D& $H
LISNA2R NBLINBaSyida (GKS F2dzNIK AGSNIGA2y 2F GKS FO00Saa | NNI
8 ¢KS !!ln LISNA2R O2YYSYOSR ™M WdzZ & HWHnanmt YR SYyR& 2y on WdzyS
STFSOUG 9aey i Kt A0 KOG YLE SGSR Al & !0 mNNSAA SIONK @ S& GISWE & SMIBNOS

Ol rA.

O2YLX SGSx I (@ sNB@KY dzS YNEB Ij dfe NBOKS /(B S@A tAty
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14. Between 2015 an@017we conducted a series of customer and stakeholder workshops, which ptbvide
valuable context for our AA4 proposal. Detailed information on the customer engagement program is
providedin Chapter 4Figurel.1 summarsesour ergagement approach.

Figurel.l: Customer engagement program overview

R$ﬁ§?ﬂ'§§“ WORKSHOPS SURVEY INTERPRET 8&  INVESTMENT
CHECK PLAN
Customer Future &
experience network nm‘- [\[/ \\ <« &
@ o 9 110 35 3500 Workshops to Embed insights in to
e @ N Network Workshops Participants Interviews Surveys validate insights future investment

affordability  reliability safety Elans

Resulted in 15 insights across six themes

® (%) o
FUTURE OF THE

OVERARCHING CUSTOMER ACCESS AND NETWORK NETWORK

ELECTRICITY
INSIGHTS EXPERIENCE NETWORK AFFORDABILITY RELIABILITY SAFETY

15. Insights fronthe customer engagement program have shaped our thinking on the services we will provide
and the technology we will invest bver theAA4 period® C2 NJ SEIl YLIX ST Odza (2 YSNA
necessarily want us to improve overall levels of reliability, but they are happy for us to target expenditure
on pockets of the network where reliability is lower than averg@®e all cistomers receive eeliable
source of electricity

16. Customers have also told tisat they would consider newetwork tariff structures such as time of use
tariffs, if more information is provided about how they work and how customers would benefit. Témy al
expect Western Power to invest in new technologies that are effective alternatives to traditietvabrk
solutions.

17. We also engaged with electricity retailers and generators via a series of forums held during 2017.
Generators and retailers provided félgack on the access arrangement and proposed new tariff structures,
which we have taken into account when preparing our AA4 proposal.

18. Commentary on how customer feedback has influencedexpenditure is provided throughout the
operating and capital expeiitdre proposals outlined in this document.

1.1.2.2 A proposal founded on efficiency improvements

19. Over the course of the AA3 period (1 July 2012 to 30 June 2017), we have sought process and productivity
improvements that achieve genuine efficiencies, without conmpiging the quality of service to customers.
As a result, our actual operating and capital costs during the period are substantially lower than the AA3
period forecast.

20. In 2011/12Western Powedeveloped an expenditure forecastrfthe AA3 period. That fomast wadased
on the best information available and market conditions of the tiared wassubjectto a lengthy review

_WBStEfﬂPUWBf
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21.

22.

23.

24.

25.

26.

27.

processwith the ERA and stakeholdeihe expenditure forecastasapproved by the ERA in
November2012.

Western Power commenced the expenditure program for the AA3 period in 2012, and began delivering the
works program as planned. As part of its annual business plapnacgss, Western Power conducts a

review of forecast expendituré@.he purpose of the expeliture review is to test whether proposed

investment plans remain prudent.

Rather than assume the capital and operating expenditure forecasts approved at the beginniraoéss
arrangement periodemain the optimal expenditure profile for the full &wears, we look at changes in the
energy sectoremerging technology, Y R 2 dzNJ Odza i 2 YSNBE Q SELISOGI GAazyas |
accordinglyEarly in the AA3 period it becanskear that forecast growth in electricity consumption was not
materialisng. The WA economy had slowed and energy reforms were being proposed by the State
GovernmentlIn addition, a parliamentary inquiry in to the management of wooden power poles imposed

new requirements on the business, placing greater emphasis on high valssee reinforcement and

renewal.

Western Powerresponded by rehinkingits plans for the AA3 period (and beyond), and looking at ways to
reduce expenditure without compromising safety or quality of service. We also looked at our operations to
understand vinere we could become more efficient, and bring the cost of operating and investing in the
network to a sustainable levelithin the new circumstances

Over the past two years, by improving our asset strategies, procurement processes and work practices, we
have rationalised our operating costs. As such, we expect to be able to maintain current service levels
throughout the AA4 periodiaa more efficient level of expenditure.

Better asset information and refined assumptiamsthe timing of some of our asseeplacement
programs also means weduced our capital expenditure during the AA3 peridd.suchWestern Power
entersthe AA4 period with an investment program that better reflects émergy requirementsind
customer expectations of today.

As a resultwe submit arexpenditure forecast in this AAgtoposal that is credible, represents the lowest
sustainable (longerm efficient) cost, and can be approved by BRA.fiformation on our efficiency
improvements is providedh Chapters 3, 7 and 8.

1.1.2.3 A proposal subjected to rigorous challenge

The information, estimates, and forecasts used in dglproposal have been subject to a rigorous
BSNATFAOF GA2YyR2ZWNPOSAR! YRy P§@L2N) SEIF YL S GKS SELJ
drawnfromWeé& 4§ SNY t 26 SNRa yydzZ f odzaAySaa WNiyeayblsingss LINE C
plan.Figurel.2 summarises the standard tegown ¢ bottom-up ¢ top-down approach we take tbusiness

planning and investment governance.
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Figurel.2: Western Power's business planning approach
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28. Itis important to note that this access arrangement proposal builds on improvements made to business
LINEPOS&dasSa Ay NBOSyid &SINRARI | yRsdaNdkgfaQ KI2ANYeE y205 4
10-Year Business Plan and its annual develaqtriseone example. During the AA3 period we have refined
our asset management system and have a suite of strategic documents that are used to develop our
ongoing plans outside of an access arrangement review. The Network Management Plan and Network
Developnent Plan(see Attachmenti.land1.2respectively are key inputs that are refined and scrutinised
annually, which means the information in this AA4 proposal has already been subject to considerable
challenge.

20. In additionto? S & (i S NJ/ busifegsSshdDaibusiness planning argbvernance practices, odtA4
proposal hadeen subjected to additional scrutiny. Key features of this include that:

forecasts and historical expenditure are based on robust business'tasbih have been
reviewed for compliane with the Access Code objective and smwi6.52 and 6.40 of the
Acces<ode

all relevant drivers of a particular forecast have been taken into account, and the underlying data
used to derive forecasts is provided with this proposal

we have used indeperht expert advice to prepare some of our forecast information

1.1.3 Information used in this proposal

s0. The historical information used in this initial proposal is the most recent actual information available at the
time of developing the submission.

19
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31. A summary of thé&ey assumptionsised in thisAA4proposal is listed below.

operating expenditure base year is set using audited full year 2016/17 actuals

OFLIAGEFE SELSYRAGAINGE T2NBOlFadta KF@S 0SSy RS@SH
energy consmption, and customer number forecasts, adjusted for key changes resulting from

2017 updates

AA3 capital and operating expenditure is reported as audited full 2012/13 to 2016/17 actuals
expenditure forecasts are prepared in real dollars at 30 June 2017

labour input costsare as per the independent expert report, prepared in May 2017

material cost escalation are assumed at O per cent

average labour and ebedded contractor component ofper cent is based on actual data
2014/15 to 2016/17

network metric foecast assumptions are from 2016/17 to 2021/22, for use in operating
expenditure output growth calculations

shared network and corporate costs are allocated as per the cost and revenue allocation method

wherethe WAC@arameters require an averaging petito be used, we have used the 20 days to
30 June 2017

(0p))
Q)¢
[emtN

iSNY t26SNDRA | dzRA G SR anPraviddingtachdentTA v yOA L &l i

32. 2

114 Use of real and nominal dollars
All forecast and past expenditure values are expressed in real dollars at8QJ1i7 unless
otherwise stated
All revenue amounts are expressed in nominal dollars unless otherwise stated

Some tables may not add due to rounding

1.15 Length of the access arrangement period

33. Under section 5.31 of the Access Code, the length of the forthogiaicess arrangement period is
established by Western Power proposing a revisions submission date and a targeted revisions
commencement date for the following regulatory period (AA5).

34. Western Powelproposesthe revisions commencement datéor the revisionsetout in the AA4dproposal
be 1 July 2018

35. Western Powelproposesthat the AAS revisions submission date is 1 March 2G21d the access
arrangementargetedrevisions commencement date is 1 July 2022

s6. This results in a fivgear AA4 periodrom 1 July 2017 to 30 June 2022

37. The proposed revisions submission date for AA5 allows 15 months to condwatdbss arrangement
review proces$or the AA5 period. This should provide sufficient time for the ERA and Western Power to
complete the reviewand implement any changes in preparation for t@mmencemenbdbf AAS.
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1.1.6 Structure of this proposal

38. The structure and content of this proposal is informed by3he! Q& DdzA RSt Ay Sa T2 NJ
Information Capital and operating expenditure forecastsre developed in accordance with sections 4.41,
ndéno FyR podp 2F GKS 9w! Qa FdzARSftAySaod

39. This document (whighalong with the attachments and associated expert repdosns theAA) should be
read inconjunction with theproposedaccess arrangement itself

Tablel.1: Structure of this proposal

Chapter Summary of content

1. About this submission An overview of how this access arrangement revisions

submission was developed, including inputs and assumptio
used inthe various forecasts. This section also defines the
length of the AA4 period, and the AA5 revisions submission
commencement date

. About Western Power

An overview of Western Power network characteristics

. Changes in the energy

A description othanges in the energy market that occurred

market during the AAS period, and how these changes have inform
2 SAGSNYy t26SNRa O00S&aa | NNJ
the Electricity Market Review, emerging technology, and
2 Sa0SNYy t26SNDa ondmddranSa a N
Engagement with A description of the community engagement program Westg

customers, stakeholders
and the community

Power undertook between 2015 and 2017, the results of wh
have informed this access arrangement revisions proposal

. AA3 Review

I RSAONALIiA2Y 2F
expenditure during the AA3 period

2SadSNYy t g

Regulation, incentive
schemes and adjustment
mechanisms

A description of the services Western Power proposes to
provide during the AA4 period, including the regolgtand
incentive mechanisms that will apply. These are the gain sh
mechanism, service standard adjustment mechanisms,
investment adjustment mechanisms, aneHactor. This chapte
Ffa2 AyOfdzRSa 2SaGSNYy t26S)
number forecats

Forecast operating
expenditure

I RSAONALIIAZY 2F 2SadSNYy t 3
expenditure for the AA4 period and the methodology used t
forecast it

Forecast capital
expenditure

I RSAONARLIIAZ2Y 2F 2SA0SNY t 2
for the AA4 period and the methodology used to forecast it

.=§_westernpower
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Chapter Summary of content

9. Weighted average cost of

I RSAONARLIIA2Y 2F 2S8Sa0GSNY t 4

capital the regulatory WACC to apply for the AA4 period. The chap
AyOf dzRSa 2SadSNYy t2¢Sthdaad 2 !

evidence to support these
10. Revenue A descriptiorof the form of regulation thawill apply during the

AA4 period and the revenue building blocks used to determ
GKS !'''n GFNBSGI NBOSyYydzsSod ¢ K}
forecast capital basesquity raising costs, an adjustment for
performance under AA3 period regulatory incentive
mechanisms, and working capital

11. Network pricing

A description of the transmission and distribution network
tariffs that will apply during the AA4 period, includingwhthese
tariffs have been determined and the overall tariff path for th
period

12. Policies and contracts

A description of any revisions to the policies, contracts and
reference services associated with the access arrangement
includes the standard aess contractApplications and
Queueing Policylransfer and Relocation Poli@nd
Contributions Policy

13. Supplementary matters

A list of supplementary matters required by the Access Cod
and how they relate to Western Power

.==_westernp0wer

It's ON

EDM#43728581
Paged



2. About Western Power

40. This chapter provides an overview of Western Power, its services, and the elerasigmission and
distribution) networksit owns and operateswhich for the purposes of the access arrangement is known as
the Western Power Network

2.1 What we do

1. Electriaty is fundamental to the way we all live. At home and at work, in schools and hospitals, in cities and
in the country so much of our lifestyle today and tomorrow depends on a safe and reliable electricity
supply.

a2. At Western Power, we work hard to makeNsB LIS2 L) S OFy O2yl(iAydzS (2 Syzecze
powering an electric car, charging your smart phone, running acoaiditioner, or helping to drive the
economy, our networlconnects Western Australian® the electricity they need.

43. Western Power connecs more than one million homes and businesses acrossdhghsvest of Western
Australia.We own and operat@etworks that comprisenore than 101,000km gfowerlines,more than
816,000 poles, 1980 substations and 260,000 streetlightser anarea larger than the United Kingdom
Ourjob is to grow, maintain and replace these assets prudently and efficiently. We also own aingdtall
readthe meters that measure and record how nfuelectricity our customers use, and provide this
metering data tahe market.

44. We move electricity from place to placghis is called transmission and distributidie do not generate
electricity. We do not sell electricith. dzZNJ & SNIDA 0Sa 02 @0SNJ §KS WYARRE S LJ N
Figure2.1).

45. The electricitycreatedby generators is transported via the Western Power Network to custoniérat
electricity is purchased bylextricity retailersfrom the generators and sold by thetailers to customers.
The retailersare responsible for administering customer accounts and issuing electricity bills to customers.

6.2 3a0SNYy t26SNDa aASNBWAOSa FINB LIAR F2NI SAl (GKS St S
charged b]NB i F A f SNB ® 2 S & G S Nigr aroudds36 pebxeit db thaialicdagel ra3iGentiddy” (
Odzati2 YSNDRa St SOGNROAGE oAff

20 oc LISNI OSyi SEOfdzRS& (GKS GFNARFT SldzatAaaliazy O2ydiNARodziAzy
i KN2AAIK2Z NAT 2y t26SNP ¢KS ¢9/ A& RSaAIAYSR (G2 KSt LI 1SSLI LINAC
ASNISR o0& GKS 2SaiGSNYy t26SNI bSig2Nl YR A& YIFYyRFGSR o0& {
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Figure2.1: Western Power's role in the electricity supply chain
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47. When customers user connect to the Western Power Netwgithey expect theslectricityto be there
when they need itind for it to be deliveredafdy. They also expedthe electricity to be affordable. Thas
why weat Western Power areontinually loolng forways ofoperating our businessmore efficientlyand,
where appropriateapplying new technologg to keep our costs low so customers may benefit from lower
electricitybills from their retailer.

s8. Whilez S & (i S NJ/ ndtwdni S Md3tly used to transmit electricigyeneratedfrom traditionalcentral
energy sources (such as coalgas power stations}his is changing, with more electricity coming from
distributedrenewable power sources such as wind and solar. The cost of these renewable technologies is
declining and customers expect to be able to benefit from them, particularly given the emergence of
battery storageand alternative energgolutions. Part of ourole is to make sure we manage our network
S0 customers can connect to new technoldighey choose to

49. Rather than assume conventional network management (i.e. more poles and wires) is always the answer,
Western Poweconsides options fornon-network soldions, such asmanaging demangelectricity usage)
or structuring tariffsn a way thaoptimisesthe use of our networkiHowever, whergoles and wiregre
the most appropriate solutionwe look at the best method and the most prudent time to installeglace
them. We are always asking ourselves key questions suthiaghe right cost? Who will benefit® the
FaasSia ySSR NBLIX FOAY3IK 2KFEGQa GKS Nral 2F GKAa (S

s0. Put simply, we are responsible fensuringthe network we buildoday meets the energy needs of Western
Australians tomorrow

2.1.1 Our network

s1. The Westen Power Network is the largestectricity network in Western Australia. It forms the vast
majority of the South West Interconnected Netwo&WIN, which together withthe electricity generators,
comprises the South West Interconnected Syst&W($. The Western Power Network reaches as far
north as Kalbarri, east to Kalgoorlie and south to AlbangFagure220 ® LG A& 2yS 2F (KS

.=§_westernp0wer
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isolated networks, and unlike many other networks in Australia, consists of both a transmission and
distribution system.

52. The vast majority of S & (0 S Ny 1.1 Riliod dliiémerare locaed in the Perth metropolitan area, and
the network manages a load that ranges from 1,200 MW overnight to more than 4,000 MW on the hottest
summer day.

53. We build, mantain and operate the network, transportirgjectricity safely, reliably and efficiently.aNalso
invest ininnovaion. Western Poweiconstantly look at new and different ways of using the network and
to understand how new technologigsuch as battery storage and electviehiclesmay affect the network
or provide opportunity to our customers.

Figure2.2: What we do and the gea covered by the Western Power Network

Build !

Maintain ,'I
|

>1,000,000
customers

21.2 Our vision
5. 2 S& G SNY visich:g SNR &
We deliver on the changing engrgeeds of Western Australians, powered by community trust
and the passion of our people.
ss. 10 2Sa0SNY t26SNE 6S dzyRSNBERGIYR GKS SySNH& aSOid2N
prices and the use of technology are evolving, and will haugge influence on the way electricity is

western PUWBI’
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56.

57.

58.

59.

60.

RSEAGSNBR Ay 2dzNJ adFdSe 2KAES | ySig2N] o6daiySaaq
no longer take it for granted that the traditional model of moving electricity from large base load power
stations to a dispersed population will remain theminantway of supplyinglectricity.

Breakthroughs in new technology, distributed storage, and standalone power systeanthe AA3 period

indicate thatthe role of the electricity network may look veR/A F FSNByY G Ay (GKS ¥ dzi dzZNB ¢
for Western Australians to continue to trust us to meet theiangingenergy needs, whatever tise needs

may be.

We arethereforeframing the future of our business@und the following three themes:
1. maximisS GKS @I ftdz2S 2F (2RIFI&8Qa o0dzAaAySaa
2. enhance the value proposition of our network

3. reshape our business
l.alEAYAAS (GKS @ltdzS 2F (2RlIé&Qa odzarySaa
Our business model over the last 50 years has been centred on building a network to transmit electricity
that is generated centrally at large power stations, and distribute it to customers acros@/égstern Power
Network Astechnology changes, this traditional network model may not be the most efficient or prudent
over the long term. W musttherefore keep the cost bmanaging thenetwork efficient and invest
prudentlysothe networkcan complement new nogrid electricityservices such as solar and battery
storage systems. We want emsure customers continue to see and understand the benefits of remaining

connected to our networkparticularly when large usage appliances such as electric vehicles are drawing
nearer) by

improvingbusiness performancand maintaining reliability

improvingthe customer experience
2. Enhancing the value proposition of our Isiness

Western Power must evolve and keep pace with changes to customer preferencagartements in
technology to ensure the network remains relevant and efficient well into the future. We want to evolve
our physical network and take¥a2 NB WY R diiele Wdbffadsolutions based on the needs and
economics of a local area. This might include changing the physical footprint of our network and providing
alternative solutions to customers such as standalone power systems or micro grids. Ouraaim is t

provide incentive for customers feverage the grid for their business models
understand and shape end user perceptions and behaviour

help our customers understand how the grid can benefit them.
3. Reshape the business

Now more than ever, newechnologies are providing energy efficient appliances and new ways for people
to selfgenerateandstore electricity. This has already had an impachetwork electricity volumes, which
have been declining in recent yeaRecognising this, we are loogiat ways for Western Power to meet

the enegy needs of our custometeday, tomorrow andnto the future. Our aim is to:

be innovative irthe way weoperateand manage the business

identify ways to leverage our network, workforce and assewsftizsiently deliver innovative
solutions for customers

EDM#43728581
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61. Further information on how the Western Australian energy market is changing, and how it is shaping our
forward plans, igrovided in Chapter 3.
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3. Changes in the energy market

62. This chapter provides an overviewretent changes in the Western Australian energy market, and how the
changesave impacted Western Power and informed this proposal.

3.1 Technology, customers and reform: an evelnanging environment

6. | dZAG NI £ Al Q& St SOU NImOwajekctrigitg i dccessds beingBansioknega3 A y 3 @
customers embrace new technologies, take control of their energy usenawe towards a sustainable
future.

4. Across the country, mass take of rooftop solar generation is allowing customersk@ange the way they
usethe electricity grid. Industry experts foresee a future whdrg the year 2050customers will generate
up to 45per centof all electricity in Australfd, and advances in energy storage could offer custorasrs
economic alternative to network conneaoh. Network businesseacross the country must move quickly to
adapt andevolve.

e5. Western Australia is no exception to this transformation ! y I f @ 3A & o6& / {Lwh adza3Sa
rooftop solr capacity will triple by 203@ith customers adophg around 2,000MWh of smaHscale battery
storage??

6. Distributed generationcoupled withiinproved energy efficienghave already made a significant impact on
electricity usage volumes in th&estern Power Networkwith 29 per cent® of the load growth forecast at
the beginning of the AA3 period failing to materialés®a average energy consumption declini@dpange is
already uporus.

67. The Western Australian economy helsoslowed dramatically since 2011. ThesBrveBank ofAustralia
has observed thatVesS N}/ ! dzA G N} f Al Q&4 o0dzAaAySaa O2yRAGAZ2Yy A KI O
investment and commodity prices were on the rise, to well below average 6f Htis economic decline
has brought pressuren the electricity sectoto improve productivityandreduce energy pricesVestern
Power has responded to the change in circumstances during the AA3 period and taken it into account in its
plans for the AAgeriod. The impact of the slowdown in growth and the economy is further discussed in
section3.1.1

6s. Emerging technology is an important consideration in 84 proposallin the future, we expect the
electricity grid will play a pivotal role in enabling customers to adopt new technologies such as peer to peer
trading, micro grids, distributed generation and grid scale battery storage systems. This has ahanged
thinkingaround peak demand and the way customers mighttheenetwork in the future The impact of
technology is discussed section3.1.2

6. Changingen&@ e LJ12fAOe Kl a |faz2 akKlLSR 2 Saitdghtet 26 SNDa !
Government launched the Electricity Market Revi@&W@E, which sought to reduce the costs of electricity

20 ¢} 36t §AGNAOAGE bSGE62NY ¢ NI ysa FORYNOYNEBA 20yS (ng22 NI YAl LOYAZAQANG H EA Fw SLI 1
Al RBESSAFY ! dza 6 NI € §6 dei ay2lf & N2 ABii o MIGNAMNABB BB RN & ! dza G NI €

22 SR

2dzNOS !'9ahyY H@p LISNI OSyid NBLINBaSwhamckmmsS BYFOHRES WIES o DiaghDs
S

u

23

OGNROAGe {GFGSYSYylG 2F hLILRNIdzyAGASA 6 p XampHon varz 09 £l S/ARI NIRKGEA
FGSYSyild 2F hLILRNIdzyAGASa d6oXcTtn az2i0d

2 1 dza (NI 9 A2y 2YADE ¢ NKNE A G 2R290IINI YIS DRSO SING/ 2 NJ 0902y 2YAO00 X wSasSND
HAaMc @

EDM#43728581
Pagel5




70.

71.

72.

73.

74.

production and supply, and facilitaenergy marketongterm stability and investment in WA. The EMR
recommended several reforms that significantly immatt S& G SN}y t 26 SNDR& 2LISNI (A 2y

transition to a fully constrained network model

transfer of system managemehinctionto the Australian Energy Market Operaté&x§MQ
a moveto the national economic regulatory framework

introduction ofcontestability in retail and metering services

removal ofbarriers tonetwork connection.

Whileat the time of writing this proposa2 yf @ G KS (NI yaFSNI 27T ageBeiti SNY t 26
function to the AEMO has been implemented, the EMR has sharpened our focus on what the future may

hold. We have incorporated some of the efficiencies and improvements identified during the EMR into this
lln LINRPLRAIFT ® | &dzy Yrthisbropbdal igiokided idsecvaRZ1.3A Y LI OG 2

In light of these challenges, Western Power has revieiiged
investment plans, challenget$ operating cost&nd ha made
transformationalandsustainedmprovements to the way the JOWer
networkis managedOurBusiness Transformation Program, which

commenced ifMarch2016, haslreadyachieved aroun&330million

in saving$® The Business Transformation Program is discuissed

Chapter 5 Chapter 7andbelow in sectiorB.1.4 \

Two ofthe most important drivers of Westerh 2 4 SN A& 2y 3d2Ay3 LI I ya YR Ay@S
economic landscape and electricity demand growth. The slowdown in both demand growth and the

2 Sa0GSNYy !dzAaGNItAlLY SO2y2Ye 2@0SNJ NBOSyd &SI NB KIa
and investment during the AA3 period.

3.11 Changes in forecast growth and the Western Australian economy

The AAJeriodexpenditure forecastvas developed during 2010/11, when the resources sector was
odzzelyd YR FT2NBOIFad SySNHé& RSYIFIYR aINRSGK NBYIAYS
program for the AA3 period wasrsitinised and based on information available at that timegproved by

the ERA aprudent and efficient for the coming years.

As the AA3 period progressgitibecame clear that the landscape was changifayecast growth in
electricityconsumptionbegan to decline. For the first two years of the AA3 period, Western Power
deliveredits forecast expenditure largely approvedin the further final decision of the access
arrangement for theAA3period. However, ly 2014the WA economyhad begu to slowdown, peak
demand growthlattened and average annual consumption per connecti@clined(seeTable3.1
extracted from the2014 Electricity Statement of Opportungigy the Independent Market Operator
(IMO)).

%5 1 { on WdzyS HamT®
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Table3.1: Electricity growth data, 2014 Electricity Statement of Opportunities, Independent Market
Operator

Table 3.1: Key statistics for residential customers, 2008-09 to 2013-14

Average
Residential annual Growth in
Total < S 5 :
Growth in electricity consumption | consumption
number of 3
A connections sales per per
(GWh) connection connection
(kWh)

2008-09 832,192 NA 5,102 NA 6,131 NA
2009-10 845 511 1.6% 5,349 4 8% 6,326 3.2%
2010-11 873,701 3.3% 5,403 1.0% 6,184 -2.2%
2011-12 893,750 2.3% 5,005 -7.4% 5,600 -9.4%
2012-13 899,356 0.6% 5,035 0.6% 5,598 0.0%
2013-14 909,680 1.1% 5,044 0.2% 5,545 -1.0%

Source:  Synergy

75. There are several causes of the decline in growith retail electricity pricesand new techology being
major factors. The IM@ommented in it2014 Electricity Statement of Opportunititaat:

The IMO considers that while recent electricity price increases have contributed to the reduced
average consmption per connection, a significant portion of the reduction is due to customers
taking action such as:

wlLyadlrttAy3a I az2ftFNt+ deadasSyx
wlLyadlrfttAyd Y2NB SySNHe& SFFAOASYG I LILX Al yOSax
w/ KFEy3aAay3a 02yadz¥tLliAzy o0SKIF @A 2 dzNX

76. Put simply, customersave beenaking contol of their energy costs and using less electridky .a result,

Western Power has factored this change in customer behaviour and growth patterns iimeeissment
plans.

77. The completion of severahajor resarces projects also led to changes in préagieconomic conditions in
WA As part ofts annual business planning procés®estern Poweconsideredhe impact ofthe changing
economyon customers, prices and investmeRigure3.1 showssome of oureconomic insights from
2014/15.

%6 t | ASHmne 9f SOGNROAGE {ZOGILEINGSY (i 2F hLILRNIdzyAldASa
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78.

79.

80.

Figure3.1: 2 SAGSNY t26SNRa S$02y2YAO AVAAIAKGAST HAMp

UNEMPLOYMENT RATE HAS GSP* ANNUAL GROWTH RATE
BEEN RISING HAS BEEN FALLING RISK-FREE RATE HAS FALLEN
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Residential population growth slowing Business consumption growth slowing Cost of borrowing (component of

WACC) falling

*GSP = Gross State Product
Source: Forecasts from WA State Budget; U/E and GSP actuals from ABS; risk-free rate from Bloomberg.
It was apparenthe economicassumptions that informed thproposal for theAA3period in 201lwere no
longer accurate anthata A Ay A FA O y i  OKI y 3 fenditireprogré&avierd Mdfiired.2 § S N &

¢KS tFNIAFYSYGFNRE LYILdANRE AyidG2 2SaG§SNYy ZtwhighSNRE Y
concluded in 2012, also influenced3M G SNY t 26 SNDE& SELISYRAGAINBZ LI NI AO
AA3 period.Following the Inquin\Western Power commenced wide scale replacement and reinforcement

of wooden distribution power poles, predominantly in rural areBisis meant that ovexll expenditure

levels remained broadly consistent with the overall forecast for the first two years of the AA3 period, as the
decrease in growtlielated expenditure was offset by higher levels of distribution asset replacement. As

the rural pole replacen® program was completed, expenditure levels in the outer years of the AA3 period

were significantly below forecast.

3.1.2 Impact oftechnology

Rooftop solar generation systems are perhaps the most prominent example of new technologies impacting
network designwith more than200,000installed in the SWIS alonEnergy Networks Austral&atesin its
April 2017 Electricity Network Transformation Road rtiegi:

A future where up to 45% of all electricity is generated by customers inc2a30e opposite
end of he system from its original desigrpresents a very significant range of technical,
economic and regulatory challeng®s.

27 9t SOGNAOAGE EN}YAYAAAA2Y FyYR S5A&GNKOdZEA 2 dROEMYE BENISFAi2 e 2
/| 2YYAGGSSE 02y Of dZRSR HOKMAKHAMHO®
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s1. Solar penetration in Western Australia has already significantly impacted network peak desmitnithe
671 MW of installed rooftop dar generating capacityestimated to have reduced peak demand in 2017
by 265 MW or 7.2 per ceri.

s2. Rooftop solar is also pushing the summer peak further into the evening. Peak demand for th&72016/
summer was 3,670 MW, observed in the 17:00 to 17:30 tgdhterval on 1 March 2017. It was the lowest
summer peak observed in the SWIS since 2009, and the first time since 2007 that peak demand occurred in
March3!

83. However, rooftop solar is not the only technology that will shape the electricity network dfithee.
Battery storagdat an individual and gridcaled level)standalone power systems, electric vehicles and
micro grics are all emerging technologies that have the potential to significantly impact electricity demand
and network designFigure3.2 summarises some of the technologi@srently in operation ounder
development.

Figure3.2: Overview of technology irthe electricity sector

[ _key | Technology
PV Rooftop PV (at the user)

Mature
e Bat Rooftop PV and storage
@ Q Ctrl Rooftop PV, 'smart' storage and control
e SEN @ SPS Standalone power supplies
e @ EE Energy efficiency, energy use

@ TOU Energy efficiency, time of use
EV Electric vehicles
AMI Advanced metering infrastructure

D- DR Aggregated demand response
@ Bat Md @— S-Grid Smart grids
< Co-gen Commercial co-generation
@ @ @ @ SS Solar streetlights

Maturity of technologyin WA —>

] DG Utility-scale renewable generation
DBat Storage in the distribution network
TBat Storage in the transmission network
@ Data Using 'big data' to reduce redundancy
@ M-grid Microgrid systems

Immature DC DC transmission lines

Drn Using drones to manage line inspections
Low High Li dar High resolution satellite photography
Com Community generation models
Impact on current and - tye -
Fin Solar (and storage) financing models
future WA network : - :

Ret Retail model innovation

ss. Emerging technology has a significant influencé & & i S NJ/ plan2 fbr$hi A% period. The most
immediate impact is thaplanned capexn capacityexpansion i§2 per centlower during the AA4 period
thanwhat was forecastor the AA3period. This is predominately driven from the level of uptake of
emerging technology, which has resultechiaximum demand flatteimg and average consumption per
customerdeclining

ss. A secondary impact is the need to research, monitor and apgly technology. While it is clear Western
t 26 SNN& IANRBSGIK SELISYRAGAINE gAft OEa Y2oRBNGDS iisg SN

Hzbn N 191 MT0d NI DdeNIe S YZ i H DS Symiwd®/F mLILI2 NIidzy A G A S a
e {ZiHBd®SRNEYy Wda/B hldldzr i dzy A G A S &

0
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important that we fully understand how technology will impact network assets and the energy solutions we
offer in the future. During the AABeriod, Western Power commenced sevetethnology trialsranging

from battery storagetials in Perenjori to testingtandalone power systegin Ravensthorpe (sefeigure

3.3).

Figure3.3: 2 Sa G SNY t 2 ¢ S NBdorkGaaNdNBrgjdcts y 2 Y

@ Large scale micro grid

Kalbarri

Golden Grove

Perenjori v
Network battery storage s :
& Perenjori b

k ) ) ) i V‘ White Gum Valley‘ He
Residential Micro grid R
White Gum Valley Mandurah 3
Demand management
Yl Mandurah

Stand alone power systems

Ravensthorpe

s6. The information resulting from these trials is extremely valuabédping toinform the type of nometwork
solutionsWestern Powercouldoffer to our customers. BergyNetworksAustraliaconsiderghat Western
Australia is set to lead the ed@d grid energy transformation in the coming decade and beyond as more
customers continel to take up distributed energy resources like solar and batt&&estern Power
concuiswith this view, which is why we plan to continue trialling rogtwork solutions anather
innovative technology over the AA4 period.

s7. In accordance with section 6.4Md 6.41 of the Access Code, Western Power will investigate emerging
technology as potential alternative solutions to network augmentation. This is also consistent with
customer feedback received during our customer engagement progt@mne of the key irights from
customers engaged during the development of this AA4 proposal was:

Customers believe Western Power should use emerging technologies to deliver improved
customer outcome¥'

8s. Subject to section 6.41, we will test whether investments in new techmyaaceed the amount of nen
capital costs that would be incurred by a service provider efficiently minimising Wdstse a net benefit

2 ¢t 35 ot SOGNAOAGE bSig2N] CNEYAFSNHERBOIASUSXRE RY! WY G RARE wSL
3 ¢KS OdalG2YSNI Sy3al3aSYSyid LANZ2INKNEAG! RRaEOdzaaSR Ay [/ KFLIGSNI n
3 [ dz& G 2 Y S NI2AS/AE3IASING/U t12p63S NJ Odza (i 2 YSNBE SV 2AHBKGE FB8ARAEOWn MB @2 NI
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89.

90.

91.

92.

to regulated tariff customers can be identified, the efficient and prudent costs associated with emerging
technology Wi be recovered from regulated revenue.

Thelndependent Review into the Future Security of the National Electricity Mglddy! dza G NI £ A I Q& /
ScientisDr Alan FinkeAO), outlines the importance of encouraging network businesses to pursue non
network solutions:

Network businesses should be rewarded for providing the services that consumers want.
Currently, there are concerns that the regulatory framewaork favours capital investments,
resulting in too much expenditure on network assets and too égfeenditure on nometwork
alternatives.

The regulatory framework should encourage network businesses to utilise new technologies

GKSNBE (KS@& NS OKSIFLISNI (KI W SaidzRiNR Qy & 21132 yiay RO
include purchasing services providgdDERdistributed energy resourcest utilising

individual power systems or microgrids as alternatives to a traditional grid connection.

The AER is currently developing a demand management incentive scheme to provide an
additional incentive for demanside projects, and an innovation allowance for research and
development into nometwork solutions that have the potential to reduce lelegn network
costs. Electricity networks are natural monopolies and are regulated accordingly. Even with
advances inechnology, it is unlikely to be economically efficient for a competitor to duplicate
the assets needed to provide the service. Economic regulation is important for the uptake of
demandside resources because it shapes the incentives and obligationsveorketo provide
services to consumets,

3.13 The Electricity Market Review

The EMR examined the structure of the electricity generation, wholesale, and retail sectors within the
SWISThe review also examined the incentives for industry participants to mdikeeeat investments and
minimise costs.

Duringthe first phaseof the EMRlaunched on 6 March 2014the EMR Steering Committ€@assessed the
strengths and weaknesses of the WA electricity industry structure, market institudizsheegulatory
arrangemens, and examined options for reform. Phas®, which was launched on 24 March 2015, saw
the design andhe implementationplan forelectricity market reforms.

Phasewo proposed four reform worlstreams”:

1. network regulationc¢ looked at transferring economic regulation of Western Power from the
Western Australian regime to the National Electricity Law and Rules

3% t | 3SI MIpWIRSLISYRSY i wS@ASg Ayd2 GKS CdzidaNB {
CAYy1St '$piNKAST KIOANI 2F (GKS 9ELISNI tlySts

3% 1 f ARNGYRFGI DS YSYOSNE AZNBYAAKXKBA BSYI NI YSyi
KGGLIAYKKGOGDPTFAYI yOSOgl 032 3Pl dzxk OYakt dzot A Oyw!
Pt K aSymol aLE

3 Cdzft RSGFAfT & 2F GKS 9aw OMYI soENBAAdYYR 2y
KGGLIAYKKGOGDPTFAYI yOSogl 032 3Pl dzk OYakt dzot A Oyw!
Pt K aSyHol aLE
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93.

94.

95.

96.

97.

98.

99.

100.

2.  market competition¢ looked at removing barriers to entry in the retail and wholesale markets. It
also involved intnducing full retail contestability for residential electricity customers, and
contestable metering services

3. institutional arrangementsg included transferrindhe system management and market
operation functiondrom Western Poweto the AEMO

4. Wholesale Eletricity Market improvementsc looked at reforming the energy capacity market
and potentially introducing securitgonstrained dispatch

Western Power recognised thateenents of all four worlstreams wouldsignificantlyimpact operations fo
the AA4 perid. Therefore in agreement with the State Governmemie commenced making structural
and process changes to accommodate the proposed reforms. Of the proposed reforrdgdlatly
impacted Western Power, only the transfer tiie system managemerftinctionto the AEMChas been
actioned at the time of drafting thiaA4proposal.

Since the change in State Government in March 20i& EMR hasffectively, been on hold while the new
Government considers how and when electricitgrket reforms should procee@herefore, Western

t 26 SNDRA& ! komsideddilyllidsa teforms that have already been implemented at time of writing
and does not explicitly provide for future reforms.

Shouldfurther certainty on key reform topicsuch as full retail contestabyitor metering contestability
emerge during the course of ¢hAA4 proposaleviewprocessWestern Powewill modifyits approach
accordingly.

It is possible that the implementation of Governmdetl energy market reforms during the AA4 period
would requre amendments to the access arrangement to either facilitate the efficient execution of the
reformsor respond to the effects of the reforms. To enableopening of the access arrangement during
the AA4 period in the event of Governmeet energy marketeforms taking place, we propose a specific
trigger event be included in the access arrangemBuetail of the proposed trigger event is provided in
section6.11of thisdocument.

Though the EMR was not implemented in full, the EAdiitieshave added value and set a sound
platform for any future reforms. Indeed, the work Western Power conductesbifaport the reformdas
helped shape thé&Adproposal. Severalocumentsthat were initially developed for submission to the
Australian Energy Regulat®XER under the National Electricity Rules have beepurposedfor the AA4
proposalunder the Accessdde. Other reforms (such as the transfertiogé system managemerftinction)
have directly impacted our AAstoposal The legacy of the EMR work is discussed in the sections below.

Western Power is seekirtg recover a portion of the costs associated witle EMR as an unforeseen event
undersection 6.6of the Access Codél'he EMR was announcedthg State Government in 2014 andhs

not reasonably foreseeable during the development of the revisions for the AA3 period. Aasuch,
provision for costs assated with the EMR were includedinS & (i S N/ AA3pedidsi tdiged revenue.

Our unforeseen everddjustmentis discusseth Chapter 1®f this document.

3.1.3.1 Transfer of'8Bystem managemertto the AEMO

2 Sa0SNYy t 2 deNivdsfurctibr@tiarsiéred 0 the AEMO ord July 2016The change means
Western Power is no longer responsible for system secguntjudinggenerator dispatch, procuring and
dispatching ancillary servicemdload and generation forecasting.

EDM#43728581
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101.

102.

103.

104.

105.

In terms of forwardooking costs, the transfer diie systemoperationsfunctiondoes not materially
AYLE Ol
function was asegregatecentity, funded by its owrallowable revenue process. However, the change does
mean a number of corporate overheads such as building and fleetwdbkts longerbe allocated to
systemoperations functions

3.1.3.2

2

SAaGSNY t26SNDRa T2NBOFad SELISY Ropéramdid T2 NJ i

Transfer to the National Electricity Rules

One of the biggestecommendel changes in the EMR for Western Power was the trarefeconomic
regulationto the AER under the National Electricity Rulagoreparation for the transfemve developed
extensive access arrangement revisions to comply with the new regulatory framedmniever, he
transfer to the national framework did not occur.

While thisAA4proposal has been developed in accordance withAlieess Codaeve have retained a
number of the changethat weredeveloped for the national framework, as we believe theysfatihe
Access Code objectiaand, importantly offer better outcomes for customers.

For example, the national framework requires network operators to provide-yea0 revenue offset when
connecting residential customers. The purpose of the offset iIStONB I a8 S GKS &aAl S 2F (K
contribution. Western Power currently only offers a-{®&ar revenue offset to commercial customers.

There is no offset for residential custome&@nnecting to the Western Power Netwoil/e see the benefit

of providing a revenue offsdb residentialcustomers anchote thatit is something customers have asked

us for in the past. Therefore, this AA4 proposalye propose to offer a Hyear dfset for residential

customers.

Otherelementsof the work conducted fothe transfer to the national framework that are being retained
for the AA4 proposal include:

major event day definitions modifyingthe definition of major event days’hemajor event day
proposal is discussed @hapter 6of this document

advancedmetering - the National Electricity Rulgzovide that advanced meters are the default

asset whemreplacing existingnetersor installing a new metetn most jurisdictions in the

National Electricity Markethe residential electricity retail market é®ntestable. In November

2015,the Australian Energy Market CommissigédEM® O2 Yy RdzOG SR | Wt 26 SNJ 2 7
resulting ina series of changagherebymetering services were also made contestable, with a

view to supporting the efficient rofbut of advanced metering technologffhe AEMC considers:

Improved access to the services enabled by advanced meters will provide
consumers with opportunities to better understand and take control of their
electricity consumption and the costs associated withrthsage decisions.

Western Powedoesnot considelthat the introduction offull retail contestability FR for
residential customerss a prerequisite for advanced meterinthe benefit to consumers arising
from greater control of theielectricityusag would equally apply in a netontestable market.
Theenhanced capability enabled by advanced metering and associated infrastructure to
efficiently manage the network woulasopromote better networkinvestmentand operation.

We proposeadvanced meterbe the default meter for the AA4 periqéor both new and
replacement meters). Wexpect to install approximatel55,000 ovethe next five years as out

Nzt S OK FKUTIS Ik SONGADS BEYKA a93aRA2RbK: AR 11136 ABARAIEA) iR 3
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dated mechanical meters reach the end of their useful limesv connections are established and
custamers require replacement meters

3.1.4 2 SA0SNYy t26SNDa odzaAySaa NI yaF2NXIGAZ2Y

6. 2 SAGSNY t 2¢ S NARming\tBstoma? exde&atich@arket reformand slow economic growth,
was to undertake an hdepth review of its business processes, operating costs paisiness plans.

Figure3.4: Factors driving Western Power's business review

Efficiency drivers Context

Mike Nahan, ...

Mt R, A Nt 14
d ELECTRICITY REVIEW

— Plan to cut
. costs not lift

power prices

ment could erae he subsdy
hout bty increases

VIC

State of the States report: s
‘always going to deteriorate', Mike Nahan says

By Ancrow O'Conoc a0d EXza Laschon
Updated 2 May 2016, 12 56pm

Electricity bills: WA to pay more
WA Budget zo} for power than other states
powerbillsseti

review investment + reduce costs

107. We commenced a program of operating cost reviews at the beginning of the AA3 period, looking at our
organisational modelindergoing arnnternal restructure in 2012 and 2013. This ongoing business review
continued, gathering pace in 2014 as economic conditions slowed and State Govetethezforms
emerged. The réew culminated in Western Pow@mBusiness Transformation Rp@m, which commenced
in 2015 (seé-igure3.5).

.=£_westernp0wer
o EDM#43728581

It's ON Page24



Figure3.5: Business review and Business Transformation Program time li

Business review Benefit realisation

WP identified the need to reduce its cost Testing and prioritisation The Business_

of service . . Transformation Program
Testing rrlethoc!, capablll’gy, targets and has delivered $330 million
expectations with Executive and Board, and of efficiencies to June 2017,

refine into delivery roadmap

Benchmarking and due diligence
National benchmarks, case studies and the ®
analysis of WP data were used to provide

S . . Preparation for delivery
direction on potential areas of improvement

Select delivery partners for
BTP implementation

Gap analysis and idea generation Implementation
Generation of a portfolio of Commence delivery of
initiatives that could meet efficiency initiatives

efficiency targets

Business review . .
kick off Planning Validation Implementation and Delivery

July 2015 August — November 2015 November- February 2015 March 2016 July 2018

108. Thefirst step of thebusiness review was to sttrgets for efficiency improvements. We did this by looking
at our business processes and environment to identify potential efficiency areas. We also looked at other
electricity network businessesnd conducted higtevel benchmarking to give us ardicationof how
Western PoweR @perating costs compares to other distribution network providers.

100. 2 KAt S 2 S3&0G S NYcomEngdSradenaissidayadd Ipidadutiatructure and operating
environmentmeans it idifficult to benchmark our business agairssandalonedistribution networks or
transmissiometworks The benchmarking exercise wasverthelessa useful tool to help set realistic
SELISOGIdA2ya 2F 6KSNB 2 S b&imgovedz2 s SNND& O2aita 2F &s$s

110. Based orthe assessment abur 2014/15 performancé Y R dzaAy 3 (G KS ! 9wQa I yydz f
aguidegS SAGAYIFIGSR GKFIG 2SaiGdSNYy t2¢6SNDa GNIyavYAaaarzy
and productivity comparable witbur interstate counterpartsHowever, our distribution business
compared less favourably with many of the more mature, privately owned distribution busiieghe
National Electricity Market (sdeigure3.6).
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Figure3.6: 2014/15 distribution network service provider benchmarking assessméure Business
Transformation Program)

MTFP assessment of Australian distribution network service providers

Average Average 2014 %
DNSP 2014 Rank - 2014 Score
Rank Score change

. CitiPower 1 1 1.711 1.555 -2.4%
Top

et SA Power Networks 3 1.521 1322 -4.3%

United Energy 2 1.484 1.366 -2.5%

________ A indicative
Ausgrid 10 11 0.986 0.926 -5.8%
@ Ausgri _ _ | | qmmm -efhestenpover  pre-BTP
“Bottom (@) Essential Energy 11 10 0.977 0.928 8.5% position
Quartile”
(@ ActewAGL 12 13 0.952 0.845 -6.0%
(@ TasNetworks 13 12 0.942 0.863 -3.8%

**DNSP MTFP rankings for 2014 and period-average from the AER's ‘Annual Benchmarking Report' for Electricity Distribution Network Service Providers (Nov 2015)

© = Government owned (in 2014)

111. Western Powelused the insights from theenchmarking exercise to support a botteup build of ideagor
potential efficienciesThese ideas were tested and validated with the Executive and Boarthemcefined

into a delivery roadmap.

112. We began implementing the Business Transformation Prognavairch 2016, and witdontinue the
program into 2018. Process improvements are being built into business as usual activities concurrently, and
have resulted in an efficient baseline level of expenditure which we have used to develop forecast costs.

113. To30June 2017the programhasrealised $330 millioin recurringcostsavinggseeTable3.2). The
efficienciegboth realised and forecashiave been built into our operating expenditure forecast for the AA4
period.More detail of the dficiencies achieved via the prograsprovided in Chapters 7 and &f this
document.

Table3.2: Business Transformation Program recurring costs savings bskwtream, $ million real at
30June 2017

Asset management 151.9
Customer funded 12.1
External spend review 44.3
Field force central 19.8
Field force perform 30.5

western PUWBF
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Work stream Savings in recurrent costs realised at 3hé 2017

ICT 11.8
Organisational model 35.6
Shared services 23.8
Total 329.7

114. The Business Transformation Program has enalmdeio rationaliseour operating cost$o a point where
we expect to be able to maintain current service lewela more cost effective waguring the AA4 period.
We have reduced our capital expenditure during the AA3 period, and enter the AA4 period with an
investment program that better reflects thaiture growth of the businessindchanges ircustomer
expectations

=§_westernp0wer
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4, Customers, stakeholders and community engagement

115. This chapter provides an overview of the stakeholder engagement Western Raweecentlyconducted
and how it has informethe AA4 proposal

4.1 Our approach to stakeholder engagement

116. At Western Power we are mindful of the impact our actions have on ouBcdss NB Q@ St SOUG NAR OA G @
aim is to ensure customers are getting value for mogewying for services they will benefit from in the
shortandlongterm.¢ KI 1 Q&4 ¢gK& Ay HampX +a LI NI 2F ZHodabdd2y 324y
organisationwe commenced our engagement program. We math a number of stakeholders including
residential and businegsistomers, communitgroups, customer advocates, retailers and generators
understand what they expect from their electricity network, and whatytlelieve Wester Power should
be investing in. Theustomer engagement prograhasnot only informed this AA4proposal, butwill also
shapeour ongoing customer engagement throughout the AA4 period and beyond.

17. 2 S& G S NY custangeSeNgagement programas designed to:
obtain customer and stakeholder input into our proposed expenditure strategy and plan

be far reachingandrepresent all customer groups

establishanongoingconversation with customers providing feedback on how theiparticipation
has heped influence the AA4 proposal.

obtain customer insight$o integrateinto our business decisiemaking processes

measure the success of engagement through methods including direct feedbaeldaocacy.

118. Development of the customer engagement prograomsisted of five phasesdeFigured.l):

Figure4.1: Customer engagement program development phases

.=§_westernpower

EDM#43728581

It's ON Page28



41.1 Mobilise phase

119. To best understand how investment options are Figure4.2: Western Power customer groups
going to affect a particular type of customee
needed to engaga diverse range of customers
on a variety osubjects Figure4.2 shows our
customer groupsThe first phase involved

identifying customer groups. d

4.1.2 Listen phase T

120. Commencing irseptember 2015the Listen
phaseinvolved meeting and talkingith a variety
of customers tdheartheir views and understand
what they do and do not expect from their
network provider. The objectiwof this stage

wer(% o: ‘ﬂgﬂ?

enable customers to input into Western LK
t 26 SNNA LINR LIRstr&dgy SELISY RA { dzNJ
and forward plan

provide a forum forll customers,
includingunderrepresented groupso
have a voice

0
understandhow customers respond to 7
the idea of tradeoffs when making \ '.

choices around scenarios presented to
them

e

=

provide opportunitesfor customers to express their own priorities

121. We engaged Deloitte tassist with thedelivery ofthe customer engagement prograreloitte has
facilitated customer engagement programs for a number of Australian energy network businesses,
including Australian GaNetworks and SA Power NetworksSf 2 A 1 i SQa NREtS 41 a G2Y

ensure the customer engagement program was conducted in an independent and robust manner

ensure the findings of the customer engagement program weracauirate reflection of
Westernt 2 ¢ S NI & rs Orefgreh@y” S

develop and facilitate workshops with support from Western Power subject matter experts

RSaA3dy I LK2yS adz2NBSe (2 dzy R Smliability ghsafetgza 2 Y S NA
improvements and the tradeffs they are willing to make

reiNHzA 0 + NBLINBaSyidl 0ABS &l Y LiheSvorRshopgabdphoSeNy t 2 4 S
survey.

122. To ensue feedback was collected in a coordinatt consistent format, five research themes were used
to inform the structure of the workshops, phone survey amerviews. The research themes were aligned
(2 2S84GSNY t26SND4& &G NI pupase.ThezhergeS Heipresebtadiabl@ MR Sy G I
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Table4.1: Customer engagement program research themes

Research theme ‘ Description

Customer experience

Customer service, channels and opportunities

The future network

New technologie$ y R

2 S a0 S NYin thefutuge MBcHicitNaR vk

Network safety

2SaliSNYy t26SNna al FSae

aldNI G§S3IAS

Network reliability

The reliability of theNestern Power Network

Access and affordability

Electricity price tariff structure

123. Each customer group requiretifferent methods of engagement to explore the five research theriés.
mixture of quantitative and qualitative engagement methods usedescribed below

Qustomer workshops; workshops were used to explore the opinions and preferences of
residential and small and medium enterprisdMB customers. The workshops also provided a
forum for presenting and gauging customer reactions to the various investment options Western
Powermay consider. This approach enabbedetailed understanding ofthat underpinned the

Odza (2 YSNE Q NI & frdtheg/andScantektyalide theSyfiahiftve survey results

Telephone survey; a phone survey was implemented to capture a statisticallygsgntative

OASG 2F 2SaGSNY t26SNNDa NBaARSY(GALft oudke {a9 O
extrapolated tobetter understandthe opinions and preferencesf a broad sample of Western

t 26 SNRA O0dzad2YSNI ol asSo

Targeted customer interviewg one-on-one interviews wereonducted withother customer

segmentsfor example large commercial customers. Theserviews allowed for irdepth

exploration of the research themes

Qustomer reference grou, this was formed tgrovide peak bodies and other sttkolder
groups withthe opportunity to provide input tdVestern Power on the research objectives and
approachusedin the customer engagement program

Online surveyc a survey available on the Western Power corporate website provided the
opportunity for cistomers not directly recruiteth the engagement prograio provide their
input.

124. Table4.2 presents a summary of the engagement methagsed for each customer group.

Table4.2: Customer engagement methods

Engagement method

Customer group Customer Telephone Customer | Customer Online
workshop survey interviews = reference survey
group
Residents X X X
Small and mediurbusinesses X X X
Large businesses and Government X X

=E_westernp0wer
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Engagement method

Customer group Customer Telephone Customer | Customer Online
workshop survey interviews reference survey
group
Local government X X
Land developers X X
Electricians and service provige X X
Electrical consultants X X
Generators X X
Retailers X X
Peak bodies X X

125. The followingsections describe the engagement methods we used in more detail.

41.2.1 Customer workshops

126. During the listen phasejme customer workshops were held; six with residential customers and three with
SMES® Workshops were hosted across the network to ensure theegaf metropolitan and regional
customers were heard (sdégured.3).

3 1 FANIKSNI p 62N) aK2LJd 6sSNB KStR RdNAy3a (GKS LIXly LKIFasS 27
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Figure4.3: Locations of residential and SMEstomer workshops

Residential workshop

/\ Small/medium enterprise
workshop

127. The workshop structure was consistent throughalltsessionsand aligned to thespecificresearch thems.
Table4.3 summarises the discussionschexercises used to capture customer views.

Table4.3: Workshop structure and content

Section/research  Content Activity

theme

A. Introduction 7 2SaGSNY t26SNDa n/a
1 Role in the electricity supply chain
1 Contribution to electricity prices

B. Customer 1 Customer service 1 Discussion: What is good custome
experience 1 Communication channels and experience to you?
preferences 1 Worksheet: communication channg
preferences

western POWBf
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128.

129.

Section/research  Content Activity

theme
C. The future 1 Traditional network sucture 7 Discussion: Do you use new
network 1 The changing structure of the mode|  technologies?
network 1 Discussion: What are your thought
1 New technologies on new technologies?

1 Discussion: How do you see West
Power operating in the future?

D. Access and 1 Explanation of tariff structures 1 Activity: Which tariff structure do
affordability | ntroduction of time of use tariff you like?
structures 1 Worksheet: What tariff structure
1 Metering should Western Power investigate

1 Worksheet: Which meter would yo
prefer to install?

E. Network 1 Customer reliability expectations |1 Discussion: Who has experienced
reliability 1 Current reliability performance and outage?
network issues 1 Activity: Should Western Power

1 Process to deliver a reliable networi  focus its efforts on reducing the

) ) i ) frequency or duration of outages?
1 Potential projects to deliver a reliabl

network 1 Worksheet: Reliability investment
options

F. Network safety |1 Current commitment to safety 1 Discussion: WeStNY t 2 g S
record

1 Current safety programs
1 Potential bushfire management 1 Worksheet: How should Western
programs Power address bushfire safety?

Residential workshop participants were recruitedorovide a diverse sample grobyased on age,
household income, property ownership, and geography. SME participants necruited based on
industry, number of employees, revenue and geogra$ME vwarkshop participants werenade up of

either the decision makeyor thoseinvolved in decisicsrelating toli K S Sy (iefedtdcityBudply CEach
workshop had at least onattendee (but no more than threeyvith a solar photovoltaic installatiof?

{ ONHzZOGdzNAyYy 3 G(G(KS g2N)] akKz2lLla Ay GKAa ¢gle ff26SR
customer base and would provide reliable feedback.

4.1.2.2 Telehone survey

The phame survey was conducted in November 2015 and was completed by 3,500 customers (2,500
residential and 1,000 SMESs). For plannind gperational purposes, Western Power divides the network
into 15 load areas. Quotas were set to gather a sufficient sampléméiach load area to allow results to
inform2 SAGSNY t 26 SNDA Fdzi dZNB A y B auivaySamile iReSehtads 2 v

T2 N

Y

regional and metropolitan customers, and was designeB® G SNXY Ay S 0dza 12 YSINBE Q G A f f

0 ¢RAAE O2yaraidsSyd 6AGK (KSNEGB YIRS +{ 2L08ydS G NI GA2Yy NI G S

=Sy
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Western Power servasand the tradeoffs they are prepared to maleetween cost and service
performance.Table4.4 shows the regional/metropolitan split of the phone survey sample.

Table4.4: Telephone survey sample

Location Residential customers SME customers

Metropolitan 1,600 643 2,243
Regional 900 357 1,257
Total 2,500 1,000 3,500

130.

ensure answers were comparable across the entire sample.

The 20minute telephone survey consisted of nine sectiofable4.5 belowmaps thetelephonesurvey
sectionsand how they alignetb the workshopsonducted and theesearch themes. It is important to
note all survey respondents were provided with the same leveifofmation2 y

2SalSNYy

Table4.5: Telephone survey sections

Section

1. Screening/
classification

Purpose

Link to workshops

t 26 SN

1

Identification ofthe household/SME
decision makearound electricity choices

High level demographics/firmographics

Captureintentions to take on anypew
electricity relatedtechnology and curren
energy mixused

f

Linked to similar geographic
regions

2. Knowledge
and awarenesy

Current knowledge of WesterfPrower
and the electricity industry

Inform survey respondents of relevant
information to ensure the survesample
was similarly educated

Introduction and awareness
discussion (section A)

3. Segmentation
and attitudinal
guestions

Attitudes towards powemterruptions
and other service expectations

Attitudes towards time of use tariffs

Reliability discussior(section E)
Tariff structure activity (section O

4. Customer

Communication preferences

Customer experience discussior

needs and and communication channels
preferences worksheet (section B)

5. Network 1 Experience and attitudes towards 7 Reliability exercise (section E)
reliability network reliahility

6. Choice task

Understand the tradeoffs customer are

willing to make with regards to price an
NBfAFOATAGRE LINSBTSH
gAftAy3aySaa G2 LI ¢

n/a
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131.

132.

133.

134.

135.

Section Purpose Link to workshops

7. Additional 1 Regional reliability 1 Customer experience discussion

sher\;ices an:l 1 Solar and battery intentions (section B)

the future o . : i i

the network Future customer service exercises |1 Future network discussion

€ networ (section C)
1 Reliability investment options
worksheet (section F)

8. Demographics|1 Additional demographics 1 nla
9. Firmographics|1 Additional firmographics 1 nla

4.1.2.2.1Assessing willingness to pay

It is important forWestern Poweto understandts Odza (i 2 Y S NB Q 4 fof netvofk3et @iy and G 2 LI
reliability and the tradeoffs they are willing to make for potential investments in the network. In particular,

during the customer engagement program we sought to understamdd dza 1 2 YSNBE Q A€ f Ay Ay ¢
improvements in the reliability of their electricityipply. Section six of the phone survey measured

Odza (i 2 Y S NiBasSo payAthough a/cHoice modél.

Choice modelling works by presenting custamwith a series of scenarios. Each scenario presents the
customer withtwo options to choose between. Thesetions require the customer to make a traoé
between them. The optiospresented during the customer engagement program were based on:

duration of outages
frequency of outages
the time of day outages occur

impact on annual electricity bill

Byasking espondents to makehoices between similar situations, customer preferenaagddatbe
ascertained

Each respondent was presented with tevo-choicescenarios and asked to choose one of tilve options.
These scenarios were developed so each respondentalli@sated a completely different set of scenarios,
allowing a large number of combinations to be tested. This method atlowg to statistically analyse how
outageduration, frequency, time ancklated costinformsthe trade-offs customers are willing tmake.

While the choice model provides the best indicatiooafOdzad G2 YSNR Q gAf f Ay3dySaa (2
safety and bushfire mitigatiomuring the workshops and surveys we also sought to understaad

O0dza 12 YSNE Q LINBE T SNEB y 0qiestis i thalidokkghap ahdsirgdgnstom@2wiie & 2
provided with an indicative bill impact to help inform their decisions. These bill impacts were based on the
average bill and cost of an investment option.

StfAYy3 A& (KS AYRIAGRETAGOERGEARS NEILINRSE OKA iR A ¥ 8 &
I NDKQINB TR By OB 8 e | P2 G2V ENF Iy Saa G2 LI 2o
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136. For example, a respondemtasasked to chose between these two scenarios:

1. power outages B times per annumin the afternoon, and lasting less than an hour, with a $25
increaseto yourannual bill

2. power outages & times per annumin the morning, and lasting three to six hours, with a $50
redudion to yourannual bill

41.2.3 Customer interviews

137. During November and December 2015, we conducted 35 interviews with custdrersarge business
and stakeholder groupdhe interviews lasted 45 minutes and were structuredaading tothe workshop
researchthemes. Questions were tailored to tiparticularcustomer group. For example, an inteew with
aland developek y Of dzZRSR Y2 NB jdzSadGdA2ya NBfFGAy3a (42 (GKS 7Tdz
land developmentsTable4.6a dzY Yl NA&dS& (GKS ydzYoSNJ 2F AYyGSNWASga ¥
groups.

Table4.6: Customer interviews No#mber/Deember2015

Customergroup I_\lumb_er o

interviews
Local government 9
Electrical consultant®lectricians and service providers 7
Land developers 3
Large businesses and Government 10
Retailers and generators 6
Total 35
4.1.2.4 Customer reference groups

138. Two workshop with customereference groupsvere held in December 2015. Onéthesewas with
members of the Strategic Reference Group, an existing group established by Western camamising
representatives of the Western Australian property development and construction industry.

139. The othemworkshopinvolvedmembers of our customer reference group. The customer reference group
was established to provide an avenue to identify issues and tesapiproach and findings of thmistomer
engagemenprogram. Customer reference group memberslude

Chamber of Commerce and Industry of Western Australia
Financial Counsellors Association cddérn Australia

St Vincent de Paul Society

Western Australia.ocal Government Association
WesternAustralianFarmers Federation

Western Australian Council of Social SerfMfdCOSS

.=§_westernp0wer
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4.1.2.5 Online survey

140. An online survey was accessible on the Western Power websitertised through a hyperlink on the
website, the surveywasalsoLINE Y2 1 SR AYGSNylFftte (2 SyO2dz2N} IS SYLIX
participate. Participants in the customer reference groups were also given a link to the website to share

with their members.

4.1.3

Interpret phase

. During the mterpret phase Western Poweanalysed the informatioobtained duringhe various

workshops, interviews and surveys, amgkd these talevelop customer insights. The 15 customer insights

that wereobtainedare summarised ifable4.7.

Table4.7: Summary of customer insights

Research # | Insight Comment

theme

Overarching Customesare sensitive to Price is the dominarfactor considered bgustomers

insights price increases when making choices relating to their energyus
Customers are aware of Customers demonstrated a lack of understanding
Western Power but are 2 SAGSNY t NS OEREr ce® f S P
unclear about the role it playg residential customer&new who Western Power wa
in the energy industry onlyl0percen®2 dzf R ARSYy (A Te 2

contribution to their electricity bill.

Customer Cuwtomers want to interact | In the workshops, customers looked for a choice o
experience with Western Power through | mediums through which they can obtain informatio|
multiple channels and interact with Western Power.

Local staff as well as accurat{ Customers expect Western Power to know enougl
and timelysupport is essentia| about them to be able to manage their enquiry
for a positive customer efficiently. Workshop participants shared their
experience frustrations with other service provides who have
offshore @ll centres.
The future Customers believe Western | Workshop attendees wanted to discuss the impact
network Power should use emerging |technologiedike batteries, electric vehicles and oth
technologies to deliver newtechnologeswill have on the networklf it is
improved customer outcomes cheaper to use new technologies to supply electrig
.=§_westernpower
EDM#43728581
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Research # | Insight Comment
theme

6 | Customers want Western at the same or better level of reliability then
Power to play a role in the customers_, support Western Power using those
supply of electricity into the | {€chnologies.
future

Access and |7 | Customers who have been |Customers who participated in workshops that
affordability educated about electricity discussed tariff reform supported time of use tariffg
tariffs are more likely to Customerghat participated in the telephone survey
support a time of use tariff  |which did not provide detailed education on time o
use tariffs, were unclear of the benefits.

8 | Customers who believe they .
are unable to alter their usag¢ Cu_stomes who felt the_y would not be_able to adjus
pattern do not support the thglr usage patterns did not support time of use
implementation of a time of tariffs.
use tariff

9 | Customers who favou time | Customers who supported time of use tariffs were
of use tariff are willing to pay | asked whether they preferred digital meters or
for technology that allows wantedWestern Poweto invest in upgrading every
them to monitor their usage |meter to an adanced meter. When the difference

between the digital meter anddvancedneter were
explained, most participants were in favour of payi
Western Power to install advanced meters across
network.
Network 10 | Customers are accepting of | Although customers would prefer no outages, they
reliability occasional outages accept it is reasonable foramallnumber of planned
and unplanned outages to occur.

11 | Accurate and frequent Customesaccept ®me outages, but value accurate
communication is essential |and frequent information.
during supply interruptions

12 | Longer outages are more The quantitative survey revealed that the length of
disruptive to custorars than |outages was more important to customers than the
frequent (short) outages frequency ofoutages. Workshop participants also

remarked that long outages cause them more
inconvenience.

13 | A reliable source of electricity Customers are generally happy with their own
is essential for all customers, | reliability andare willing to fund the improvement of
and customers are willing to | areas that have belowaverage reliability scores.
spend money to ensure all
people on the networlhave a
reliablesource of electricity

.=§_westernp0wer
EDM#43728581
It's ON Page3s



142.

143.

144,

Research #
theme

Insight Comment

Network 14 | Customers want Western  |WesternP2 g SNR & T2 Odza 2y
safety Power to continue to improve| recognised by customers.

network safety, although are
divided on whether they
should pay for it

Q)¢

Survey respondents supported an increase in safe
spending but were undecided on whether they
should pay for these improveamts.

15 | Customers want to see Workshop participants agredulishfire safety
bushfire safety investment | expenditurecould be more efficiently targeteith
targeted in areas where it hag high-risk regions

the greatest impact

Details of how customer insights were measured and interpreted are provided in the Deloitte reports
provided atAttachment 4.1 An examplef how customer insights were captured and interpreted is
provided below.

41.3.1 Customer insightg example

Customer insigh#13¢ A reliable source of electricity is essential for all custsnaerd
customrers are willingto spend money to ensure that all people on the network have a reliable
source of electricity

Western Poweifound that customers consider a reliable suppletectricity is important and they believe
everyone connected to the network, regardless of their location, should experience an acceptable level of
reliability. Themajority of customers (61 per og feltan increase in their annual bill of $10 was ifistl to
improve the reliability of the electricity supply across remote areab@®Western Power NetwotkThere

was no significant difference between regional and metropolitan responses for residents er SME

However, only 28 per cemtf customers supported an increase to their electricity bill to improve reliability
across the whole network. This suggests customersaaigely satisfied with the current level of service
GKSe@ NBOSAGS YR IINByQi LINBabowBR (G2 LI & F2N aSNDA
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Figure4.4: Customer insights on reliability

I'd be willing to receive a
slightly higher electricity
bill if it meant that the
reliability of the power
network was improved

Degree of justification for
a 510 per annum bill
increase, if it was used to
improve the reliability of
the electricity supply

across remote areas of
Western Australia

[ strongly disagree Disagree Neither agree nor disagree [ Agree [l Strongly agree

145. The workshops allowedestern Poweto explore options for addressing reliability issues across the
network. The costs associated with these optiarese also outlined to customers, who were then asked to
share their preferences for how Western Power could address reliability issues. These options, and the
results are presented iRigure4.5

Figure4.5: Customer preferences on options to address reliability issues

Preferences for reliability investment options

Continue with current
reliability improvement
program

35

Fix the 20 worst reliability
hotspots

71

Fix reliability problems
which have a community
impact

Fix reliability problems - 37
around tourism areas

M First MW Second Third Fourth

52

146. The majority of workshop participants indicated a preference for Wedtewer to target the top 20
reliability hotspots in the network (in addition to the current reliability investment program). Participants

_WBStEI’ﬂPDWEf
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were presented with the estimated cost impact associated with this investment, to understand their
willingness to pay.

147. The full Deloitte report cotaining all customer insights and interpretatiorpiovided inAttachment 4.1

414 Plan phase

14s. During the plan phase, Western Poveralysed the customer insighisquired througtthe listen phase
and began building them intmvestment plants for the AA4 pied. Customer feedbackvas one of many
factors incorporatednto the business as usual planning proces$®e looked abpportunities to address
issues raised by customergmaining mindful of our responsibility to ensure investment is prudent and
efficient.

149. A key part of our customer engagement program was to test the findings fronmtigoret phase with
customers and share an outline of our plans befo@udingthem in theAA4proposal.Once again working
with Deloitte, we arranged a serieswbrkshops with customers during May and J@04.6 wherewe
shared a highlevel overview of how their insights were shaping our plans.

150. A total of60peope drawn from attendees of theidten phase workshops attended tipgan phase
workshops. Deloitte fatifated the discussionsyith Western Power representatives slivagthe proposed
investmentplan withthe participants.Table4.8 presents the topics discussed at twerkshops.

Table4.8: Summary of plan phase workshop topics

Section / research theme

Introduction n/a

Customer engagement program  |n/a

Overarching insights 1 Businessransformation
1 Safety and awareness campaigns

Customer experience 1 Expanding use of digital channels
1 Enhancing call centre capabilities
Implementing a customer management system

=

Future of the electricity network Perenjori low voltage network reinforcement
White Gum Valley residential microgrid project

Kalbarri microgrid feasibility study

= = =4 =

Mandurah demand management

Access and affordability Tariff structure

=a

1 Advanced metering infrastructure

Network reliability 1 Support and improvement of planned outagetification

1 Upgrade of the call centre and social media platforms to
support communication

1 Fixing reliability hotspots

.=§_westernpower
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Section / research theme

t 26 SNRA

LINE LJ2 a

Network safety 1 Proposed fiveyear inspection cycle
1 Implementation of consequence approach to fire preventio
151, 1 02 LR 2 Fustbnief irksihiis iePaft om thphase iprovidedin Attachment 4.1

152.

Theplan phase also included a specific workshop on time of use tartfiis workshogought topresent

customerswith the optionsavailablefor time of use tariffs, and gaugdkeir appetite for adopting tariff
reforms.

153.

F2dzy R

GKFG GKS

FSSRoI O]l LINROS&aa o1 a

preferences. The néstep was tancorporatethe customer insights in thAA4proposal.

4.1.5

154.

Act phase

Theact phase of the customer engagement program is whfestern Powebuilt feedback from

customers into theexpenditure and service level within ti#A4 proposalTable4.9 summarisefhiow we
haveincorporatedcustomer insights intour plans for the AA4 periotf

Table4.9: Summary of howcustomer insights have been incorporated in the initial AA4 proposal

# Insight How we have incorporated this in our AA4 proposal
1 Customer are sensitive t| The price impact on customers, particularly residential and small
price increases businesses, has been considered when developing all proposed
revisions. All expenditure forecasts have been subject tedown
review and assessment to ensure they represent a network Bgsin
efficiently minimising costs.
2 SAGSNY t26SNRa& 2! // LINRLRAIT X
impact on revenue (and therefore prices), has been tested and
moderated to reduce the impact on customers where possible.
2 Customers are aware of| Western Power will continue its customer engagement program
Western Pwer but are |throughout the AA4 period, and remains committed to talking with a
unclear about the role it | listening to all key stakeholders as part of its busireesasual. Ongoing
plays in the energy advertising and public awareness campaigns will also be periodical
industry reviewed and improved.
3 Customers want to Western Power will continue to develop its online and digital
interact with Western | capabilifes, as well as implementing improved customer relationshiy
Power through multiple | management systems.
channels
2 [ dzaG2YSNJ AyaArdakKida yR K2g (KSe& KIQ@S AyTF2N¥SR alLISOATA
2LISNF GAY3I FyR OFLMAGEE SELISYRAGAINBE OKI LISNA 2F (GKA&a R
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#

Insight

Local staff as well as
accurate and timely
support is essential for a
positive customer
experience

How we have incorporated this in our AA4 proposal

Western Power is investing in a new customer relationship manage
system. This will improve the quality and accuracy of information we
can provide to customers.

Western Power proposes customer service standard targets for the
period that are higher than those set for the AA3 period, reflecting ti
progress we have made this respect.

Customers believe
Western Power should
use emerging
technologies to deliver
improved customer
outcomes

Customers wants
Western power tglay a
role in the supply of
electricity into the future

Western Power will continue to engage emerging technology trials,
pursuenon-capital alternative optiorf$ as part of its investment
program. Microgrid and standalone power system technology will
continue to be assessed as economic alternatives to network soluti

Western Power will invest in improvesdipervisory control and data
acquisition SCADMand communications technology tmprove
remote monitoring and control of the network.

Western Power proposes to install advanced meters and associate(
infrastructure as the default meter, thereby enabling innovative tarif
structures and remote reading.

Customers who have
been educated about
electricity tariffs are
more likely to support a
time of use tariff

Western Power proposes a new time of use network tariff for

residential and small buséiss customers. We have found that when t
benefits of time of use tariffs are clearly explained to customers, the
general support it as a tariff option.

Western Power will work with retailers to ensure customers are
properly informed about time of use tifs and understand the
potential benefits. This will enable customers to make an informed
choice on the way they are charged for their electricity use.

Customers who believe
they are unable to alter
their usage pattern do
not support the
implementation of a time
of use tariff

Western Power is committed to periodically reviewing and improvin
YySGg2N] GFNAFTFa (2 SyadNB GKSe

Customers who favour a
time of use tariff are
willing to pay for
technology thatllows
them to monitor their
usage

Western Power proposes to install advanced meters and associate(
infrastructure as the default replacement meter, thereby enabling
innovative tariff structures and remote reading. Approximately 355,(
advanced meters wibe installed during the period.

43
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# Insight How we have incorporated this in our AA4 proposal

10 |Customers are accepting Proposed investment during the AA4 period is designed to maintain
of occasional outages |current overall reliability levels rather than incur additional costs to

improve reliability across theatwork. Investment will be targeted at
pockets of the network that have the poorest reliability.

11 |Accurate and frequent |Western Power will invest in an improved customer management
communication is system, andemains committed to maintaining the current high level
essential during supply |of customer service performance.
interruptions

12 | Longer outages are mor( Western Power will invest in improved SCADA and communicationg
disruptive to custorers | help reduce outagéuration.
than frequent (short) | e will also continue technology trials and implementing innovativel
outages solutions (such as the Kalbarri microgrid) as a way to address relial

issues in regional reliability hotspot areas.

13 |Areliable source of Western Power will target investment in the areas of the network th
electricity is essential for| have the poorest reliability and power quality performanavith a view
all customers, and to providing a reliable source of electricity to all customers. Investm
customers are willing to | will not be designed to improve overall network performance.
spend money to ensure | areas with the highest network security risk will also be targeted.
all people on the networl
have a reliable source of
electricity

14 | Customers want Wester| Western Power willeplace 2,196 km of overhead conductor and
Power to ontinue to replace/reinforcearound 125,00@vood poles Forecast expenditure on
improve network safety, | pole and conductor management is designed to maintain the currer
although are divided on |level safety risk associated with these assets. More efficient asset
whether they should payl management practices and lower replacement volumes means
for it investment inconductor and wood pole magementwill be around 40

per cent lower than during the AA3 period, watimaintaining network
safety risk.

15 |Customers want to see |Western Power willise a risk based renewapproach to manage the
bushfire safety poorest condition assets located in the highest risk ar&adety and
investment targeted in | bushfire management investment will target parts of the network
areas where it has the |where mitigation activities will have the greatest impact.
greatest impact

4.15.1 Retailer, metering andyeneratorforums

155. During the act phase, Western Power undertook extensive engagements on the proposed reforms and held
a series of forums with generators, retailers and other interested stakeholders to share an overview of its
proposed plans for the AA4 period, and tgdliss key topics such as:

potential tariff reforms

advanced metering

.=§_westernp0wer
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the Application and Queueing PoligydP
Generator Interim AccesS(A)

the model Electricity Transfé\ccess Contra¢ETAG
the Transfer and Relocation Policy

the AA4 review process.

156. Generator forum3 May¢ at the May generator forum, customers predominantly shared feedback on the
LINELI2ASR OKlFIy3Sa (42 G4KS !'vtad ¢KSNBE ¢l a 3ISYSNIt ad:
and feedback on the AQP has been factored into the AAggsa. A further round of consultation on the
AQP occurred iAugust and Septembgeand informed the final AQP revisions included in this AA4 proposal.

157. Western Power anthe AEMO have provided regular updates to generators through a series of forums
whereprogress of tie GIAsolution was shared, along with advice of the WEM rule amendments to enable
GIA generators to be eligible for capacity credits. The GIA solution is outside the scope of the AA4 proposal.
Western Powerthe AEMO, and State Government arentinuing consultation and development of GIA.

158. Retailer forum 23 Marclg at the March retailer forum, retailers were broadly supportive of the proposed
IR YOSR YSGUSNAY3I YR GFNATFTF NBF2N¥Yaod wSial AtbSNE 4
increase the fixed component of network tariffs, as this will help ensure behigdneter generators (e.g.
customers with rooftop solar) continue to pay a fair share of network costs. Proposed changes to demand
based network tariffs were also supped. Retailers advised that any new time of use tariffs should be
carefully designed to ensure the charging periods provide appropriate price signals to customers.
Participants were invited to provide feedback and five submissiare receivedA number ofretailers
Ffaz2 (221 dzLJ 2 SAGSNY t 26SNN& 2FFSNI F2NJ FdzNI KSNJ F2

159. Metering forum 30 August; the August forum was open to the public and focused on metetingas
attended by retailers, members of the public, vendors and other interedigkksolders. The forum was
RSAAIYSR (2 LINRPGARS AYyF2NNIGA2Y 2y 2Sa0SNYy t26SND
Level Agreement, and to give participants opportunity to ask questions and provide feed@bhadiorum
also covered an update ond@¢hAA4 proposal, metering services framework and advanced metering
infrastructure.Five submissions were received

160. At the forum, participants were keen to know about the advanced metering program, including
specifications, ability to access/utilise tHata, and the remote capability of the meters and
communication technology. Retailers sought to understand their involvement in advanced metering
implementation and metering contestability. The proposed changes to a fixed standard metering service
fee weresupported.

4.15.2 June 2017 town hall meetings

161. In June 2017 Western Powshared an overview ajur plans for AA4 with customers at a series of town
hall meetings. The purpose of the meetingsvas to ontinue our conversation with customers aimdform
them of our future plans andhow previouscustomer insigts have been taken into account in tAé\4
proposal. Town hall meetings were held in:

Albany(7 June)
Perth(12 June)
Kalgoorlig(13 June)

Bunbury(14 June)

EDM#43728581
Page45




Geraldton(27 June).

162. All five customer town hall eetings were positively received, particulaimKalgoorlieand Geraldton
where customers were encouraged to hear about the work Western Power is doing to impro@Htanl
to allow major customers to connetd the networkmore easily.

163. Customers aall forums were generally satisfied with the information Western Power presented with
regard to the AA4 proposal. Western Power received no specific feedback at the forums on tariff reform or
advanced meters.

164. These meetingsvere the final round obroadcustomer engagement before the AA4 proposal is submitted
to the ERAN October 2017. Howevewestern Powewill continue to liaise with customers and key
stakeholders throughout the AAgroposalreview process, and throughout the AA4 period.

.=§_westernp0wer
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5. Performance duing the AA3 period

165. This chapter sets out how Western Power performed over the five years of the AA3 perd@dl@@o
2016/17).1t summariseshe key customer services outcomes and the investment undertaken to achieve
these outcomes. This chapter alsolflights a number of service improvements made during the AA3
period, as well as improvements to processes and governance.

5.1 Overview of AA3 performance

166. As outlined inChapter 3, the AA3 period has been one of significant change in the Western Australian
energy sector. The past five years have also seen Western Power rise to a number of challenges, addressing
the highest priority public safety risks and becoming more customer focused, while also increasing our
productivity.

167. Key achievements during the AA3 joek include:

aSSiAy3a Odza i eehdvnBevergd®IScRigity and connected customers in a safe,
reliable and affordable manner. In doing so we have improved performance against key reliability
measures and complied with safety obligations settlfier business. We have connected 84 MW

of renewable generation to the network, as well as 129,682 new homes and businesses. The AA3
period also saw Western Power commence a comprehensive customer engagement program,
designed to capture what customers exp&am their electricity network operator.

Becoming more cost efficient actualtotal expenditure was around 1Fer cent less thaitthe
allowances set by the ERA in the AA3 targeénexe. We also commenced a wholebofsiness
efficiency review, culminatinign the Business Transformation Programmich has already
delivered$330 millionof recurring cost savings. We are optimising our asset planning approach,
improving our riskbased asset maintenance and renewal practices and considerirg non
traditional soltions to network challenges, including trials of new technology.

Delivery of major network projectg we have replaced/reinforced more than 270,000 wooden
poles (predominantly in rural areas), areplaced 2,283 km of overheadnductor. In doing so

we have addressed some of the highest priority safety concerns while maintaining the overall
level of public safety risk associated with our network. We have remh@ll known streetlight
switchwire and the highest risk overhead €u® Y SNJ &8 SNIBA OS 02y ySOilAz2ya
network reducing the safety risk to the public. We have continued3hte UndergroundPower
Program inpartnershipwith the State Government and local governmetuseplaceoverhead

power lines with undengpund power infrastructureWe also delivered the MilVest Energy

Project, the largest single capital project in more than 30 years, allowing new mining customers
and windfarms to connect to the SWIS.

168. Figureb.1 summarises some of the key achievements over the AA3 period.
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Figure5.1: Overview of key AA3 achievements
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17% reduction in expenditure compared to AA3 forecast
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More mature risk-based asset renewal approach

Move to risk-based growth planning

2,283 km of overhead conductor replaced
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injury frequency Rate (TRIFR) since 2012

0.3 public safety incident rate — 63% improvement since
2014
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160. Further detail on AA3 expenditure, bosss improvements and service performance is provided in the

following sections.

5.2 Expenditure duringhe AA3period

170. Western Power investd $4,@4 million in capital and incurre#i2 389 million in operating costs to provide
safe, reliable and efficient connection tioe networkduring the AA3 periodlhis isa 17 per cent reduction
in total expenditure compared with what was forecast in the AA3 final decisiorTgeb.1).
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Table5.1: Comparison of forecast and actual expenditure during thA&2\period, $ million real at
30June 2017

Expenditure type 2012/13 2013/14 2014/15 2015/16 2016/17

Operating expenditure

Opex forecast 498.8 501.7 497.7 495.0 507.7 2,500.9
Opex actual 496.8 493.1 465.3 494.2 439.5 2,388.9
$ variance -2.0 -8.7 -32.4 -0.8 -68.2 -112.1
% variance 0% -2% -1% 0% -13% -4%

Capital expenditure

Capex forecast 1,175.1 1,352.5 1,182.4 1,177.7 1,275.2 6,162.3
Capex actué¥ 1,076.2 1,177.5 1,0226 859.0 658.4 4,793.8
$ variance -98.9 -175.0 -159.7 -318.1 -616.8 -1,368.5
% variance -8% -13% -14% -27% -48% -22%

Total expenditure

Total forecast 1,673.8 1,854.2 1,680.1 1,672.1 1,783.0 8,663.2
Totex actuaV 1,573.0 1,670.6 1,4879 1,353.2 1,097.9 7,182.7
$ variance -100.8 -183.7 -1921 -318.9 -685.0 -1,480.6
% variance -6% -10% -11% -19% -38% -17%

171. The lowerthan-forecast expenditure during the AA3 period is a result of the combination of

a conscious effort by the business to reduce operating costs and review its investment approach,
in order to achieve longerm benefits for customers

a slowdown in demand growth and economic activity leading to lower levels of investment in
capacity expasion and customedriven work during the course of the AA3 period.

172. As discussed i@hapter 3, during the AA3 period we commenced the Business Transformation Program,
which saw Western Power begin to implement a suite of structural and procedural changfes.eAd of
June 2017, the program realised $330 milliongiourringcostsavinggseeTableb.2). The Business
Transformation Programwill continue into 2018, and expected efficiencies have been built into our
operatingand capitalexpenditure forecastfor the AA4 period.

#“#¢20Ft SELISYRANEGESy8S0 OdzRA aB NWAYYSE YR ¢9/ o
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Table5.2: Business Transformation Program saviriggecurrent costs aB0 June 201by work stream,

$ million real at 30 June 2017

Work stream Savings in recurrent costs realised at 30 June 2

Asset management 151.9
Customer funded 12.1
External spend review 44.3
Field forcecentral 19.8
Field force perform 30.5
ICT 11.8
Organisational model 35.6
Shared services 23.8
Total 329.7

173. Initiatives arising from the Business Transformation Program include:

depot refurbishment program¢ we have transferred 206 staff, from the Bentley depot to
Jandakot and Balcatta locatidfiso better serve customers. Benefit from efficiencies such as:

i surplus scrap materials and stock was identified totalling $300,000

T revising ow processes to deliver better service to our customers

) operational maintenance and customer funded teams now use the same stores, instead of

running separate stores

T designated areas for recycling

fleet advancements; we have made significant changes to thay we manage and use our light

and heavy fleeto improve driver safety by upgrading or changing light veHithsd exploring
the benefits of telematic¥ such as:

I reaktime asset location dispatch immediate support in the event of an emergency.

I emergency alerts; automatically triggered in the event of a roll over, highpact collision or
engagement of panic button.

i fatigue management monitor and manage the distance and length of trips.

T monitor and measure driving behaviogmake informed decisianregarding driver
education and training.

I geofencing and landmark managemenaccess reports and gdenced locations, such as
sensitive locations and environmentally protected areas

45
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T installing reversing cameras to reduces Spotter requirements for savgrparking and
hooking up trailers as well as reducing potential accidents

conductor sampling and managemenby improving our knowledge and understanding of the
current condition, aging characteristics and remaining life of our conductor assets weeare
able to better influence our decision makin@anning and delivery. This targetsuategy is
anticipated to deliver $15 million recurring savings per year from 2016/17 financial year.

5.2.1 AA3 operating expenditure

174. Operating costs during the AA3 peria@re around$112 million lower than forecast (seBigure5.2). This
is due to efficiencies achieved throughout the business, including those driven by the Business
Transformation Program.

Figureb.2: Comparison of AA3 forecast and actual opex, $ million real at 30 June 2017
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: AA3 Actual: non-recurrent —— AA3 Forecast

175. Opex efficiency initiatives arising from the Business Transformation Program include:

standardishg depot tasks; by changing our scheduling approach, we have reduced the size of
work crews that are sent to jobs (depending on the work activity). This reduces the operating cost
per job, while also freeing up resources to undertake work elsewherepidgsam has achieved

$3 million of savings during 2016/17 and is expected to deliver arowahilion of recurring

savings from 2017/18 onwards

updatedvegetation management strategy we have adopted a riskasedapproach to
vegetaton management acrodsoth the transmission andistribution lines, including
investigation of alternative vegetation management practices and treatment optitims
program has delivered $%illion worth of savings during 2015/16 and is expected to deliver
around $10 mnilion recurring savings per annufrom 2016/17 onwards

HR solutions centre we have launched the setervice portal whereby employees have access
to more automated information and online processing which has increased efficiencies across all
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areas of the busiess. The program has achieved $3 million of savings during 2016/17 and is
expected to deliver around $4 million recurring savings from 2017/18 onwards.

176. Further examples afpex efficiencies achieved (and forecast) via the Business Transformation Pragram a
provided in Chapter 7.

5.2.2 AA3 capital expenditure

177. Over the fve-year period 2012/13 to 206/17, Western Power invested $4million in capital
expendture compared to a forecast $6,26nillion. Figure5.3 provides a comparison afctualand forecast
capexover the AA3 period

Figureb.3: Comparison of AABorecast and actual cape million realat 30 June 2017
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178. Actualcapital investmenbver the AA3 periods 22 per centess than that forecast for AA8riven by:

our risk based approach to asset manageméassed on the likelihood and consequence of
individual asset failure where investmentasoritised to address assets at the highest risk of
failure and greatest consequence. This maturing and innovative approach to asset management
reflects industry best practice anths delivered network management savir@gsoss a number

of capitalexpendture categories

afresh approach t@ontinuous improvementhat lead toour Busiress Transformation
Programwhich has identified a number of process improvements and efficiency initiatives

efficiently minimisingcosts through our approach to cost estirimat, our works optimisation
process, our procurement practices and the competitive tendering of our expenditure delivered
by external parties

optimising investment solutions by considering alternative options in place of like for like asset
replacement okexisting network assets, such as network reconfiguration enabling load transfer

a slowdown in the growth rate gfeak demandollowing eight-years of reasonablystrong
growth
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a reduction in customedriven work compared tavhat wasforecast due to weakeree
economic conditions and a significant slowdown in the growth of the mining sector in Western
Australia

179. Notably, $1,18 million (or & per cen) ofthe lessthan-forecastinvestmentduring the AA3 periotvas in
the growth and pole managemesipenditurecategorieswhich are subject to thenvestment adjustment
mechanismI@AM). This mechanism ensures thahere Western Powedoesnot spend as much as forecast
in these expenditure categorigthe revenue associated with this amount is returnectstomers in the
next access arrangement periothroughthe IAMwe will return$39.5million (in net present value terms
as at 30 June 2017) to customers durihg AA4 period.

180. Table5.3 shows atual capital investment compared to forecast by regulatory category

Table5.3: AAS3 total capital expenditure; major capital projects and progms, $ million real at

30June2017
Expenditure category Forecast Actual $ variance % variance
Transmission
Asset replacement and renew 177.0 185.8 8.8 5.0%
Growth 1,372.7 564.2 -808.5 -58.9%
Compliance 140.4 112.4 -28.0 -20.0%
Improvement in service 83.2 60.2 -23.0 -27.2%
Transmission atal 1,773.2 922.5 -850.7 -48.09%
Distribution
Asset replacement and renew 1,750.2 1,810.1 59.9 3.4%
Growth 1,847.9 1,484.3 -363.6 -19.7%
Compliance 443.5 325.5 -118.0 -26.6%
Improvement in service 35.8 24.6 -11.2 -31.4%
Distribution total 4,077.4 3,644.5 -433.0 -10.6%
Corporate ptal 3115 226.9 -84.7 -27.2%
AAS total capital ependiture 6,1622 4.793.8 -1,368.4 -22.2%
5221 Transmission network outcomes

181. Western Poweinvested $B54 million in transmission growth projects to expand the capacity of the
transmission network thelp us tomeetgrowth indemand and connect neaustomers. This represented
61 per cenbf the total AA3 tansmission capital investment and included:

delivery2 ¥ 2y S 27T éstransridsibonipiejisd thé MidNEst Energy ProjecThis
involved tre construction of a 330 kdouble circuit transmission line moPinjarto Eneabba
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enabling the connection of mining projects and electricity generatwisiding wind farms in
the Mid-West region

established amumber ofnew subgationsto accommodate increasing demand and create
additional feeder capacity to allow for load growth, additional distribution transfer capacity, and
connection of new large ct@mers

connected major customer loa@dsdadditional generation capacigcross the Western Power
network.

182. We also invested B million in transmission nogrowth activities This investmengenerally related to
maintaining the provision of covered sergs to existing customers to ensure the ongoing safe and reliable
operation oftransmission assets.

5.2.2.2 Distribution network outcomes

183. During theAA3period, Western Power invested $14inillion on distribution growth projects to expand
the capacity of the ditribution network to meet growth in demand and connect new customers. This
represented 41 per centf the total investment in htribution capital activities and included:

connectingl29,682new customers to the distribution netwoikcreasing total custmers
connected by approximatell2 per centto more than 1.1 million customers
instaling new feeders and reinforcirexisting feeders to increase capacity, reduce feeder peak
loading and reduce the #sof long duration outages.

184. We invested the remaining9 per cent or $2,160 iiflion on distribution norgrowth activitiesincluding:

replacing82,114 and reinforcin@88,009distribution polegpredominantly in rural areais
accordance with th&nergypafetyOrder 022009 to address urgent safety risks asatsad with
the ageing wood pole network withhte Director of Energy Safety statittgat Energpafetyis
satisfied that Western Power has complied witletOrder as at 31 December 2045

replaced 28,339overhead service connectioand successfully concludedsixyear long
safety driven program to remove all known streetlight switchwire from the netwattucing
the safety risk to the public

completed State Underground Power Progré®PIp projects in partnership with the State
Government and local governmts in a number of metro and rural locations

installed145,516meters for new connections and replac&d9,509existing meters as part of
network maintenance and customer requested services

replaced2,283km of deteriorated overhead lines, reducing the nagn of unassistedailures

commenced standaloneguver systemdrial in Ravensthorpe area.

5.2.2.3 Corporateexpenditureoutcomes

185. In AA3 ve invested $27 million on corporate gpport activities including the followindT investments to
improve the effectivenessfdey operatioml processes and work practices

field mobility services, which provided a mobile solution to the field workforce for distribution
asset maintenance work to support the capture of work status and asset data, enabling real
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186.

187.

188.

189.

190.

191.

time updates to ergrprise systemgesultingin enhanced data management and process
efficiency

the Network Risk Management Tool, which extended prasidevelopment of an
analyticsbased approach to providing risk scores for distribution assets, considering both
likelihoodand consequence of failuregsultingin better investment decisions and capital
management

a holistic inspection and scoping strategy for distribution assets, to combine inspection and
scoping of remediation work and the capture of access informatidhdrsame visit, and
automation of the process for identifying specific assets requiring work, as well as the process
for creating executable work orders

an enhancegrocess for specifying planned work on individual distribution assets, by adopting
the samelogic as the previous initiative to provide a mediienm view (up totwo years ahead)
to correlate planned work against assets

Key depot facilities were upgradéd order to comply with legislative requirements and meet the
operational needs of the busess This included rationalisation &dcilitiesincluding relocation of the
vehicle maintenance facility from Perth Airport depot to Kewdale, relocation of functions from Bentley
depot to Balcatta andandakotand closurdhe of Perth Airport and Bentleleased depots

We also completed the constrtion of a bespoke pole break testdility to assist in the management of

2 SAGSNY t 26 S NDhe testddiliy suppdris the ditdtehic management of wood poles through
a better understanding of poleehaviour and how they degrade with age, which contributes to optimised
replacement and reinforcement works.

Further discussion on capex during the AA3 period, including reasons for variance from forecast, is provided
in the AA3 Capital Expenditure Rep(teAttachment 5.). Further information is available in tHeA3
Capital Expenditure Variance Analysis Repmvided at Confidential Attachme#st2

5.3 Service standard performance

Western Power operates under a revenue cap form of regulalR@venue capegulation provides

certainty of revenue, and offers customers some certainty around network prices. A revenue cap is often
accompanied by a service standard incentive scheme to ensure that services are not compromised in the
pursuit of incentivestoredd® O2adad® 2 SaiGSNYy t26SNDa AyOSyiaAagsS YS
penalise a decline in performance, but also provides an incentive to improve service where it is valued by
customers.

2 Sa0SNYy t26SNRa | 00Saa | NNI y 3 Smanddin twoB&y2ldmeitsi T2 NJ &
1. service standard benchmark§GEB¢ compliance targets set at minimum service levels that must
be achievedThere are no financial rewards or penalties associated with SSB performance

2. the service standard adjustment mechanisr8AM) ¢ the financial incentive scheme to provide
Western Power with rewards and/or penalties for performaiacginst service standard targets
(SST.

The service performance measures in the AA3 incentive scheme cover:

reliability of electricity supplyin the distribution and transmission networkswhich measures
the frequency and duration of network interruptions experienced by customers

EDM#43728581
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security of electricity supplywhich measureghe percentage of time transmission circuits are
available

customer service which measures how well the business engages with customers iioretat
non-technical services includirayich things asall centre performance, notification of planned
outages and timely streetlight repairs.

192. Measures in the incentive framework mustettly relate to one or more of the reference services
provided to customers. Measures should provide information that is meaningful to customers, and be an
accurate reflection of actual performance.

193. During the AA3 period, Western Power achieved 17 odf/obSBs in two out of five years, while achieving
16 out of 17 in the other thredrigure5.4 provides a summary of performance against SSBs.

.=§_westernpower

EDM#43728581

It's ON Pages6



Figure5.4: 2 S GSNY t26SNDa LISNF2NYEyOS 3FAyad !lo {{.a&
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194. Service performance generally improved over the AA3 period. The SSAM, which presents a more detailed
picture of service performance, shows that Western Power exceeded most SSTs during the AA3 period.
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195. Unlike the SSB framework (which is a measafrcompliance), the SSAM provides rewards/penalties for
service improvement/degradation measured against the SSTs set at the beginning of the access
arrangement period. The framework is set to allow the network business to accrue rewards or penalties
agdnst each measure each year, culminating in a net reward or penalty to be added/subtracted from target
revenue in the following access arrangement perieigure5.5sKk 2 64 2 SAGSNY t 26 SNR& LIS
against the 14 measur&dncluded in the SSAM.

Figure55: 2 S GSNY t26SNDa LISNF2NYEyOS 3FAyad !lo {{¢&
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196. The AA3 SSAM was designed so that, on average, performanceexgelet] the SST 50 per cent of the
time, and fall below the SST 50 per cent of the time, the net outcome being that overall service levels are
maintained.
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197. As per the SSAM desigiiestern Power incurred a combination of rewards and penalties against each SST
over the course of the AA3 period. However, performance exceeded the SST more often than 50 per cent of
the time for 11 of the 14 measureghe net result is that customers benefitted from overall service
improvement in most areas of the network, with elilong feeders being the exception. Rural long SAIFI
has improved in the final two years of the AA3 period, meaning customers on these feeders are generally
experiencing fewer outages today than they were at the beginning of the AA3 period.

198. Our strong pefiormance against service incentives results in a net financial reward under the 8SAM
$252million (in present value termsto be added tdarget revenue for the AA4 period. Details of the
SSAM calculation, including penalties/rewards incurred each jgamovided in Chapter 10.

199. The following sections provide a summary of how Western Power has performed during the AA3 period in
the following areas of customer service:
reliability of electricity supply
security of electricity supply
call centreperformance
street light repair
public safety.
200. Note public safety does not feature in the service incentive framework, but is a key indicator of a network
0dza Ay SaaQ hidBe Wastery BoSeb also reports and publishes network safety statistic
a quarterly basisinder regulation 32 of th&lectricity (Network Safety) Regulations 20d/&ich require

Western Power to publish outcomes for the network safety performance incident types specified under
regulation 31 of theElectricity (Network Seafy) Regulations 2015

5.3.1 Reliability of electricity supply in the distribution network

201. Western Power has improved reliability of electricity supply in the distribution network over the course of
the AA3 period and has performed significantly better thamyéded levels in most areas of the network.

202. Reliability is usually described in terms of the duration and frequency of a supply outage. This is measured
by the System Average Interruption Duration Ind8AID) and the System Average Interruption Frequency
Index SAIF).

203. Figure5.6to Figue 5.13 showsperformance in relation to the duratio(SBAIDIRNd frequencySAIFIpf
outageson each of the four distribution feeder types (CBD, urban, rural short, rural.lsiogg, a lower
number represents an improvement in service for these measures.
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Figure5.6: Distribution network reliability, SAIDI CBD
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Figure5.7: Distribution network reliability, SAIF¢ CBD
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204. SAIDI and SAIFI within the CBD has been tracking within the SSB, reflecting the high levels of reliability in
this part of the netwaok. As per the SSAM design, performance has fluctuated above and below the SST
over the course of the AA3 period. Underground cable failures in 2013/14 contributed to an increase in
SAIDI and SAIFI mddh3 period, however overall performance was in linthwargets.
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Figure5.8: Distribution network reliability, SAIDg urban
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Figure5.9: Distribution network reliability, SAIF¢ urban
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205. SAIDI and SAIFI in urbareas of the network have been consistently better than the SST. The high
performance is due to the ongoing works and vegetation management program, combined with favourable
weather and a lower than expected number of vehicles and fauna coming into tovitadhe network.
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Figure5.10: Distribution network reliability, SAIDIK rural short
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Figure5.11: Distribution network reliability, SAIF¢ rural short
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206. As per urban areas of the network, reliability performance on rural short feeders has been good, and
consistently better than the SST.
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Figure5.12: Distribution network reliability, SAIDE rural long

850
800
750

700

1
p A AU AL

500

Minutes off supply

450
Jul-07 Jul-08 Jul-09 Jul-10 Jul-11 Jul-12 Jul-13 Jul-14 Jul-15 Jul-16 Jul-17

—— Actual AA2 SSB&SST——AA3 SSB ——AA3 SST

Figue 5.13: Distribution network reliability, SAIF¢ rural long
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207. Reliability on rural long feeders has generally been better than the SSB throughout the period. SAIDI rural
long performance has been better thahe SSB in all five years. Despite the spikes in SAIDI in October 2013
and February 2015, the rolling average duration of interruptions at year end has been within the minimum
standards. The frequency (SAIFI) of outages on rural long feeders was vwarskealSSB in 2012/13 and
2013/14, due to adverse weather conditions.
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208.

209.

210.

211.

212.

213.

Performance compared to SST for both SAIDI and SAIFI has been worse than the target in most years. This
is because feeders in rural areas tend to be more exposed to lightning andntscaféirds and other

animals contacting overhead assets than feeders located in urban areas. Rural long feeders also tend to
have low levels of redundancy, providilegs opportunity to reroute power while repairs are being carried

out.

Rural long relikility improved towards the end of the AA3 period. In 2015/16 and 2016/17 rural long SAIFI
adzN1J aaSR GKS {{. YR {{¢d ¢KAX2A adpRae® which 2 Sa i SNy
identifies and targets the poorer performing areas of the distribution network. In 2015/16 there was a
concerted effort to improve rural long SAIFI performance by increasing activities such as insulator siliconing
and improving vegetation managemeiContinued high levels of maintenance activity in rural areas will be
required during the AA4 period if the business is to meet its SAIDI and SAIFI rural long targets.

Detailed commentary on SAIDI and SAIFI performance during the AA3 period, inchutieg af outages,
and remedial activities, is provided in Western BoNQ & HAMHK MO (2 HAMCKMT | yydzZ
PerformanceRS L2 NIiaz | @F At o0fS 2y (GKS 9w! Qa ¢gSo6ariasSo

5.3.2 Reliability of electricity supply in the transmission network

Reliability performancén the transmission network hagenerally been strong/Ve achieved all

transmission SSBs in every year except 2015/16, where the failure of two transformers at Muja meant we
did not achieve the average outage duration SSB that year. Performance agagataS3iiixed, with net
performance over the AA3 period in four out of five transmission measures being higher than the target.

The reliability of the transmission network is monitored in terms of duration and frequency, however, the
measures are differertb those used on thelistribution network. The duratiorof outages is measured as
system minutes interrupted on meshed and on ratfiaktworks and an average outage duration measure.
The frequency of outages is covered by two measures: one that recordissthef supply event frequency

of duration longer than 0.1 system minute but less than or equal to 1 minute and one that records loss of
supply evets longer than 1 system minute.

Figureb.14to Figureb.18 showsour performance in relation to théve transmission reliability measures
Notea lower number represents an improvementservice for these measures.

5 aSAKSR ySG62Nl4a I NBE SKSNE (KSNBYAGKE HNERS{BUG2sRFIADHEND
a2dNDSad aSakKSR YS[]QQN.Ié GaLMAOIffe KI gMNRIdZIECRI G KIAS BS F I A& (i M
NBLI ANBR® whRAFt ySiGs2Nla KF@S | A¥FEYII GNILRE A NF RA S K SNB 2 84
t268N) G2¢GF3S tAySad wSRdzyRIyOs {f50Sta GSyR (2 068 268N G
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Figure5.14: Transmission network reliability, loss of event supply frequene®.1and .0
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Figure5.15: Transmission network reliabilityloss of event supply frequencyl
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214. All SSBs relating toss of event supply frequentyave been achieved each year. Performance against the
SSTs has also been gobdss of event supply frequene@.1 has generally traekl better than SST and
represents an improvement compared to the AA2 period.
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Figure5.16: Transmission network reliabilitysystem minutes interruptedneshed
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Figure5.17: Transmission network reliabilitysystem minutes interruptedadial
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215. System minutes interruptechdial andsystem minutes interruptedheshed?! performance has been better
than the SSB throughout the AA3 period. As per the SSAM dsggiemminutes interruptedradial
performance has fluctuated above and below the SST. However, osastdim minutes interrupted

51 ph2iS 224GSY YAydaiSa Ayl SNNHLII SR YS&KSRBKIKE & yw2{ {{.{¢obdzi A&
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meshed reliability has been good, resulting in net financial reward under the SSAM at the end of the AA3
period.

Figure5.18: Transmission network reliability, average outage duration
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216. Performance against the average outage duration SST has been lower than the target in four out of five
years. However, the business has achieved the SSRig year except one (due to the Muja transformer
failures in 2014/15).

217. On the whole, transmission reliability during the AA3 period has been good. We have also introduced
improvements to our planned outages scheduling process, which should help rederega outage
duration.

218. Detailed commentary ofoss of event supply frequencgystem minutes interruptednd average outage
RdzNI GA2Yy LISNF2NXI yOS RdNAyYy3a GKS !'1 o LISNAZRI Aa LN
Service Standard PerformaneeS LI2 NIl a X | @ Af I ofS 2y G4KS 9w! Qa ¢S6aA

5.3.3 Security of electricity supply

219. Security of electricity supply is measured by the percentage of time that transmission circuits are available.
The likelihood of an interruption on the transmission network increagesnacircuits are not available.
During the AA3 period, circuit availability was higher than during the AA2 perioFige®s5.19). Note a
highernumber represents mimprovement in service for this measure.
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Figure5.19: Transmission network security, circuit availability
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200. Circuit availability is directly related to the capital works program. The larger the capited warggram, the
more planned outages of transmission circuits are required to deliver the work and the lower the circuit
availability During the AA3 period, the transmission capital works program was considerably lower than
forecast, primarily due to thddttening of demand growth and with it a reduced need for capacity
expansionWestern Power also commenced its whole of business efficiency review and subsequent
Business Transformation Project, which meant a number of proposed work program®itrer rescoped
or deferred, thereforeoverall circuit availability was high.

534 Call centre

221. 2 S & G S NY call 8estr® pE¥iacimance hamproved throughout the AABeriod. We receive
approximatelytwo million calls froncustomers per annurwith 90 per cenbr more of these calls
responded to within 30 secondBigure5.20 shows our call centre performance owbe AA3 periodNote
ahighernumber represents aimprovement in service for this measure.
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Figure5.20: Call centre percentage of calls responded in <30 seconds
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greder use of communication channels, such as social media and the Western Power website. Our aim is to
offer customers better access to online channels, increasing our level of customer interaction (and
therefore timely reporting of faults) while reducingegmumber of telephone calls we receive.

5.35 Street light repair times

223. Street light repair times were fairly stable during the AA3 period and were an improvement on prior access
arrangement periodsWestern Power isequired to repair any faulty streaight within five dayqon
average) of the fault being reported/detectaén the metropolitan area and within nine dag@n averagejn
remote and rural towns.

224. Figureb.21andFigure5.22 show our street light repair time prmance over the AA3 periotNote a
lower numbe represents aimprovement in service for these measures.

.=§_westernp0wer

EDM#43728581

It's ON Page69



225.

Figure5.21: Street lights,metropolitan repair times
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Figure5.22: Street lights regionalrepairtimes
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Street light repair times have been very good throughout the AA3 period, far exceeding fReTBBHs a

result of the proactive street light globe replacement program, which commenced during the AA2 period,
FYR O2yUAYydzSR dzyGAf wamnkmp® !'a LINL 2F 2SaidSNy t
approach was revaluated and chaged to a predominantly reactive replacement approach managed by

2 p23iS Aa0GNBSOH fA3IKG NBLIANI GAYSE R2 y20 FSIFGdz2NB Ay GKS {{! a
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Western Power internal crews rather than external contractors. This change has helped reduce street light
repair costs, while still remaining well within the SSB.

5.3.6 Safety performance

226. Safetyperformancehas improved throughout the AASeriod. Public impact incidentéreduced from an
average oD.8per month in 202/13to 0.3 per monthin 2016/17(seeFigure5.23).%*

Figure5.23: Public impact incidents
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227. We introduced the public impact incidents measure in 2015/16 as part of@utinually improving
risk-based asset management approa€ihe measure allows us to identify incidents that have resulted in
a major consequence, and direct investment in areas that will mitigate these incidents and provide a
greater benefit to the community.

228. Our key safety programs of pole management, condustanagement, bushfire management and
connection nanagementhave seen significant investment in the treatmentadod poles and the
replacement of overhead distribution conductors in high population or high fire risks zones thiee
consequence of failurevas consideredignificant.

229. Our total recordable injury frequency rat€RIFRalso improved over the AA3 period, falling from 9.8 at
the end of the AA2 period to 3.2 in 2016/17 (degureb.24).
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Figure5.24: Total recordable injury frequency rate
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230. In 2016 we introduced a Step Change Performammprovement Strategy tensure health and safety is
embedded in our leadship,culturalbehavour and business processes. All business leaders and
supervisors took part in eading the Way in Safegtyogram, identifying action® improve safety
performance including eenewed focus on reporting hazardghis has driven the iproving trend in safety
performance over the AA3 period and included the following key initiatives:

Golden Safety Rulesa set of critical controls targeting nine high risk activities specific to our
business, aimed at preventing significant incidents

Workplace Risk Assessment Plgntask specific plans used to identify hazards and put controls in
place for high risk activities

Driver Risk Management Systera framework to manage one of our highest risk activities by
understanding driving behavioursi@ giving our people the tools and knowledge to become safer
drivers.
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231.

232.

233.

234.

235.

236.

237.

238.

6. Services, incentive schemes and adjustment mechanisms

¢CKAa OKFLIISNI LINPGARSE 'y 20SNBASs 2F 2Sa0GSNY t 268

changes Western Power propes for the AA4 period, which are designealignthe incentives with the
service our customers value

This chapter lists the reference services to be delivered by Western Power, and the energy demand and
customer number forecasts that underpin the foast costs of providing those services.

6.1  Overview of services and incentives proposal

Western Power proposes to retain the same reference services as provided during the AA3 period, with the

addition of four new reference services. These are listed below.

D1- Time of use energy (residential) service
D2- Time of use energy (business) service
D3- Time of use demand (residential) service

D4- Time of use demand (business) service.

These new services are designed to give customers greater control over gwiiaity bills, and also help
Western Power mitigate the need for costly capital investment to address the peak desnahé
network. The tariffs associated with these new servicesdiseussed in itapter 11.

The service standard framework establisheaiaimum average level of service that customers should
expect from a network business providing reference services. The framework also includes an incentive
regime designed to promote cost efficiencies, without compromising the level of service, thioaghiél
rewards and penalties.

¢KS YSIadNBE 2F || o0dzaAySaaQa aSNWAOS tS@gSta Aa

reliability of supply; the frequency and duration of network interruptions and provision of
services (e.g. street lighting) experiencedchigtomers

security of supply, the ability of the network to withstand events without interrupting supply to
customers

quality of supply the characteristics of the supply including such things as voltage changes and
harmonic distortions

customer service how well the business engages with customers in relation to thetaohnical
services including, for example, call centre performance, notification of planned outages and
timely street light repairs.

Western Power has used customer insights to informvise level targets for the AA4 period. During the
customer engagement program conducted during 2015 and 2016, customers told us they are generally
satisfied with the overall service levels but believe a reliable source of electricity is essential for all
customers, therefore we should focus investment on addressing localised reliability issues. They do not
necessarily want Western Power to spend more money to improve netwdaik reliability.

Therefore, the service incentive framework proposed for the pédiod is designed to consolidate the
improvements made over the past five years, and maintain overall performance at the levels achieved at
the end of the AA3 period. Some pockets of the network do experience poorer service than others,

EDM#43728581
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particularly at tle edge of the grid, therefore we will target investment to improve performance in those
areas. However, our proposal is that the service incentive framework be designed to provide an incentive
for Western Power to keep overall performance at current levels

239. In most cases the targets in the service incentive framework for the AA4 period will be set at higher
standards than during AA3, and will therefore be harder to achieve. This is because performance against
many of the service measures improved overtBedzNE S 2F GKS !l o LISNRA2RI YSIy
higher than those set in 2012.

240. We propose the size of the rewards available to the business will be smaller during the AA4 period. This, in
combination with the hardetargets, means Western Power hastrong incentive to maintain
performance at current levels, and not specifically invest to raise performance and receive gains for
improvements our customers have told us they do not consider necessary.

Figure6.1: Transition to AA4
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241. In summarywe propose to retain the sanservices, incentives and adjustment mechanisramework
that applied during the AA3 period, with the modifications listeéFigure6.2.
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Figure6.2: Summary ofthe proposed change#o the services, incentive schemes and adjustment
mechanisms framework fothe AA4 period

* Introduce four new reference services to better reflect the costs incurred by Western Power and

Services provide price signals to customers regarding the most efficient times to use the network

* Remove the system minutes interrupted measures as service standard benchmarks
* Clarify the loss of supply event frequency definition
Service
standard
benchmarks

Services

* Calculate the benchmarks using a five-year average to reflect the most recent performance
experienced by our customers

» Set the benchmarks using the average of the 99" (or 1) percentile of the distributions of best fit

» Apply the major event day definition in the same way as other Australian electricity businesses do

» Set the service standard targets using the average of the 50" percentile of the distributions of best fit

* Adjust rural long service standard targets to account for the improvement in service expected from

Service the Kalbarri microgrid project

standard
adjustment
mechanism

* Use the value of customer reliability estimates from the AEMO’s 2014 study, adjusted to apply to WA,
to set distribution reliability incentive rates

* Use updated revenue at risk, weighted to account for the removal of system minutes interrupted and
forecast AA4 revenue, to set the transmission and call centre incentive rates

investient * Remove distribution wood pole management following the completion of the EnergySafety Order

adjustment * Remove the redundant Rural Power Improvement Program

Incentive schemes

mechanism * Include metering in the event customer demand for advanced meters is higher than forecast

: - » Separate the calculation of transmission and distribution service standard performance
Gain sharing

mechanism * Update the network growth escalation and uncontrollable cost input values in the methodology for
assessing opex efficiencies

* Amend the D-factor scheme to allow in-period applications and ERA approval

Unforeseen * Remove the mandated roll out of advanced interval meters as a trigger event

and Trigger * Remove the redundant reference to the carbon pricing mechanism announced in 2011

events * Include a new unforeseen and trigger event relating to ‘Government-led reforms’

Adjustment mechanisms

. * Amend the provisions so Western Power need only report on Technical Rules changes that result
Technical Rules : s : : :
in a material increase or decreases in cost, rather than reporting every single change

242. All other aspects of these incentive and adjustment mechanisms will remain unchanged from the AA3
period. The reason and justification for the proposed amendments are discussed in the following sections.

2432 SAGSNY t 26SNDa &S NI AtE 3A35efiad i Rdcusded in@pheisandthe y OS Ay
associated adjustments tiarget revenue are provided inh@pter 10.

6.2  Regulatory framework

6.2.1  Serviceg regulatory requirements
244. The Access Code defines a covered servica sexvice provided by means of a covered raty including:

(a) aconnection service; or

(b) an entry service or exit service; or
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245,

246.

247.

248.

249.

(c) anetwork use of system service; or
(d) acommon service; or

(e) aservice ancillary to a service listed in paragraphs (a) to (d) above, but does not
include an excluded service.

A covered service can be either a reference service or a@f@nence service. A reference service is
defined as:

a covered service designataed a reference service in an access arrangement under
section5.1(a) for which there is a reference tariff, a standard access contract and service
standard benchmarks.

A nonreference service is defined ascovered service that is not a reference sazvic

An excluded service is one which is declared as an excluded service under sections 6.33 or 6.35 of the
Access Code. To meet the Access Code requirements of an excluded service, the service must face sufficient
competition and the cost of the servicedble to be excluded for price control purposes.

The ERA has not declared any services as excluded services under sections 6.33 to 6.37 of the Access Code.
Further, Western Power does not propose to provideseek to have the ERA determjma@y service st.an
excluded service in AA4.

Sections 5.1 and 5.2 of the Access Code require Western Power to include in our access arrangement one
or more reference services that apply as follows:

5.1 An access arrangement must:

(@) specify one or more reference sees under section 5.2
5.2 An access arrangement must:

(@) specify at least one reference service; and

(b) specify a reference service for each covered service that is likely to be sought by
either or both of:

0] a significant number of users and ajgplints; or
(i) a substantial proportion of the market for services in the covered network;
and

(c) to the extent reasonably practicable, specify reference services in such a manner
that a user or applicant is able to acquire by way of one or more referservices
only those elements of a covered service that the user or applicant wishes to
acquire; and

(d) for the Western Power Network specify one or more reference services such
that there is both:

0] a reference service which enables a user oliegpt to acquire an entry
service at a connection point without a need to acquire a corresponding exit
service at another connection point; and

EDM#43728581
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(i)  areference service which enables a user or applicant to acquire an exit
service at a connection pointthout a need to acquire a corresponding
entry service at another connection point.

6.2.2  Minimum service standardsg regulatory requirements
250. The Access Code requires Western Power to include in its access arrangement SSBs as follows:

5.1 An access arrangementust:

X

(c) include service standard benchmarks under section 5.6 for each reference service;
5.6 A service standard benchmark for a reference service must be:

(a) reasonable; and

(b) sufficientlydetailed and complete to enable a user or applicant to determine the
value represented by the reference service at the reference tariff.

251. Western Power must provide services to its customers that at least meet the SSBs in accordance with
section 11.1 of tB Access Code, and report its performance against the SSBs to the ERA annually.

11.1 A service provider must provide reference services at a service standard at least
equivalent to the service standard benchmarks set out in the access arrangement and
mustprovide norreference services to a service standard at least equivalent to the
service standard in the access contract.
112 ¢ KS 1 dziK2NAGeé Ydzad Y2yAG2NJ IyRZ G €SIFad 2yO0
actual service standard performance agaittat service standard benchmarks.

6.2.3  Service standard adjustment mechanisgregulatory requirements
2. { SOGA2Y cdon 2F GKS 1 O0S&aa / 2RS NBIldzZANBa 2SaidSNy
6.29 to 6.31 of the Access Code provides the follouvinrglation to the SSAM:

629! aaSNIBAOS aillyRINRa FR2dzaldGYSyld YSOKFIYyA&AYE A
RSGIFIATAYy3d K2g (GKS aSNIBAOS LINERJARSNIDA LISNF2NY
against the service standard benchmarks is to be trebtethe Authority at the next
access arrangement review.

6.30 An access arrangement must contain a service standards adjustment mechanism.
6.31 A service standards adjustment mechanism must be:

(@) sufficiently detailed and complete to enable the Authaidtyapply the service
standards adjustment mechanism at the next access arrangement review; and

(b) consistent with the Code obijective.
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6.2.4  Gain sharing mechanismregulatory requirements

253, Under section 6.20 of the Access CRes 4 1 SNY t 2 ¢ S N antid réy@rSditacontaMBNESVE S Y
as follows:

619 ! a3 AY &AKINAYy3I YSOKIyAaYé Ad | YSOKFEYAAYY

(@) in an access arrangement which the Authority must apply at the next access
arrangement review to determine an amount to be included in the target revenue
for one or more of the following access arrangement periods; and

(b)  which operates as set out in sections 6.20 to 6.28.

6.20 An access arrangement must contain a gain sharing mechanism unless the Authority
determines that a gain sharing mechanism is metessary to achieve the objective in
section 6.4(a)(ii).

254, Section 6.21 of the Access Code sets out the objective of the GSM as:

(@) achieving an equitable allocation over time between users and the service provider
of innovation and efficiency gains iraess of efficiency and innovation
benchmarks; and

(b) being objective, transparent, easy to administer and replicable from one access
arrangement to the next; and

(c) givingthe service provider an incentive to reduce costs or otherwise improve
productivity in a way that is neutral in its effect on the timing of such initiatives.

255. The efficiency and innovation benchmarks that are used to determhie@bovebenchmark surplusand
therefore any rewards under the gain sharing mechaniane covered under sections 5.25 and 5.26 of the
Access Code as follows:

5.25 An access arrangement which contains a gain sharing mechanism must, and an access
arrangement which does not contairgain sharing mechanism may, contain efficiency
and innovation benchmarks.

5.26 Efficiency and innovation benchmarks must:

(a) ifthe access arrangement contains a gain sharing mechanism, be sufficiently
detailed and complete to permit the Authority tcake a determination under
section 6.25 at the next access arrangement review; and

(b) LINPGARS Iy 202SO0GAGS aidl yRINR FT2NJ lFaaSaaa
innovation during the access arrangement period; and

(c) be reasonable.

6.26 An abovebenchmark surplus does not exist to the extent that a service provider achieved
efficiency gains or innovation in excess of the efficiency and innovation benchmarks
during the previous access arrangement period by failing to comply with section 11.1.

6.2.5 Invegment adjustment mechanisnt regulatory requirements

256. Section 6.15 of the Access Code requires Western Power to includeesiment adjustment mechanism
(IAM), which adjusts revenue in future access arrangement periods for differences between forecast and
actual capex.
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6.15 If an access arrangement uses the form of price control described in section 6.2(a), then
the access arrangement must contain an investment adjustment mechanism.

257. Sections 6.16 to 6.18 of the Access Code provide further details iroretatthe IAM.

6.16 Without limiting the types of investment adjustment mechanism which may be
contained in an access arrangement, an investment adjustment mechanism may provide
that:

(@) adjustments are to be made to the target revenue for the nex¢ssc
arrangement in respect of the full extent of any investment difference; or

(b) no adjustment is to be made to the target revenue for the next access
arrangement in respect of any investment difference.

6.17 An investment adjustment mechanism must be:

(&) sufficiently detailed and complete to enable the Authority to apply the investment
adjustment mechanism at the next access arrangement review; and

(b)  without limiting this Code, consistent with the gain sharing mechanism (if any) in
the access arregement;

(c) consistent with the Code obijective.
6.18 An investment adjustment mechanism in an access arrangement applies at the next
access arrangement review.

6.2.6  Unforeseen eventg regulatory requirements

258. Section 6.6 of the Access Code provides thatscio&turred during an access arrangement period as the
result of an unforeseen event can be recovered via an adjustment to target revenue in the next period.

6.6 |If:

(@) duringthe previous access arrangement period, a service provider incurred €apital
related costs or nowapital costs as a result of a force majeure event; and

(b) the service provider was unable to, or is unlikely to be able to, recover some or all
of the coss (1 dzy’ NB O 2 @ $mdeRits isBrangedpslicies; and
(c) atthe time of the force majeure event the service provider had insurance to the

standard of a reasonable and prudent person (as to the insurers and the type and
level of insurance),

then subgct to section 6.8 an amount may be added to the target revenue for the
covered network for the next access arrangement period in respect of the unrecovered
costs.

6.7 Nothing in section 6.6 requires the amount added under section 6.6 in respect of
unrecovered costs to be equal to the amount of unrecovered costs.

6.8 An amount must not be added under section 6.6 in respect of caplitaed costs or
non-capital costs, to the extent that they exceed the costs which would have been
incurred by a servicagvider efficiently minimising costs.
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6.2.7  Trigger events; regulatory requirements

259, Section 5.34 of the Access Code provides that an access arrangement can list a number of trigger events
that allow the access arrangement to beapened. These may be eventsattwould result in
WesternPower incurring materially higher or lower costs as a result of an event that has the potential to
occur during the access arrangement period (for example energy sector reforms or a carbon tax).

5.34 Ifitis consistent with th€ode objective an access arrangement may specify one or more
trigger events.

5.35 To avoid doubt, under section 5.34, an access arrangement may specify a trigger event
which was not proposed by the service provider.

5.36 Before determining whether aigjger event is consistent with the Code objective the
Authority must consider:

(@) whether the advantages of including the trigger event outweigh the disadvantages
of doing so, in particular the disadvantages associated with decreased regulatory
certainty; and

(b)  whether the trigger event should be balanced by one or more other trigger events.

6.2.8  Technical Rules changesegulatory requirements

260. Section 6.9 of the Access Code provides that revenue in the next period can be adjusted for unforeseen
costs elating to changes to the Technical Rules.

6.9 If, during the previous access arrangement period, the technical rules for the covered
network were amended under section 12.53 with the result that the service provider, in
complying with the amended techaiaules:

(@) incurred capitairelated costs or nowgapital costs:
()  for which no allowance was made in the access arrangement; and

(i)  which the service provider could not have reasonably foreseen at the time of
the approval of the previous acsearrangement;

and

(b) did not incur capitatelated costs or nowapital costs for which allowance was
made in the access arrangement,

thensubject to sections 6.10 to 6.12 an amount may be added to the target revenue for
the covered network for the next access arrangement period in respect of the costs.

6.10 The amount (if any) to be added under section 6.9(a) must be positive, and th@tamo
(if any) to be added under section 6.9(b) must be negative.

6.11 A positive amount must not be added under section 6.9(a) in respect of aapataid
costs or norcapital costs, to the extent that they exceed the costs which would have
been incurrd by a service provider efficiently minimising costs.

6.12 A negative amount added under section 6.9(b) must have regard to the savings that
would have been made by a service provider efficiently minimising costs even if the
service provider did not actlly achieve that level of savings.
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261.

262.

263.

264.

265.

6.3 Services

6.3.1 Reference services

Western Power proposes to retain the current 17 reference services provided in AA3 as they continue to
accurately reflect our service offerings in AA4. Services are categorised as either:

Distribution servicesg the majority of our customers are connected to the distribution network
and receive a distribution reference service. Their reference service is influenced by the
performance of, and forecast expenditure in both the distribution andgraission network. The
revenue is therefore recovered from both transmission and distribution customers.

Transmission serviceg a small number of large customers and generators are connected directly
to the transmission network and receive a transmissigfierence service. Their reference service

is influenced by the performance of, and expenditure in the transmission network only and the
revenue is therefore only recovered from transmission customers.

Street lightservices ¢ we operate, maintain and prode network access for street lights in the
SWIS. The revenue is recovered from distribution and transmission customers.

2 SA0SNY t26SNRa OKIy3aS (2 metd GeeBapers) evidblashdubservicas (0 K S
to be introduced which give custorreegreater control over their electricity bills, and also help Western

Power mitigate the need for costly capital investment to address the peak demand on the netMark.

propose tointroduce four new referenceerviceghat are enables by advanced meters

D1- Time of use energy (residential) service
D2- Time of use energy (business) service
D3- Time of use demand (residential) service

D4- Time of use demand (business) service.

These services will hgrovided to allresidential and small businesastomersrequesting® a new meter as
advanced meters will now be installed as standditie new tariffghat correspond to these new services
better reflectthe costs incurred by Western Power in providing reference sereaiedwiill provide price
signasto customers regardinthe most efficient times to use the network.

Western Power has consulted with customers, retailers and the State Government to develop these
services. These new time of use reference services will provide customers with the begtiofipdo

manage their own consumption in an efficient and cost effective manner. Our aim is to encourage
customers to change their consumption patterns (where practicable) by shifting their electricity use to
off-peak times. This would potentially decssatheir electricity bills and also allow Western Power to

reduce investment in the network to accommodate peak demand. The rationale and impact of time of use
tariffs is discusseflirther in Ghapter 11.

Table6.1 provides a full list of reference servidést we proposeo offer customers in AA4.

GSNY t268NJAYAGIEEa ty I ROFLYOSR YB§SHRTARSAOSYVEHI
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Table6.1: AAA4 reference services

Service Description Category Revenue cap recovery

Tx= transmission

Dx= distribution

Al Anytime energy (residential) exit service Distribution | Tx and dx
A2 Anytime energy (business) exit service Distribution | Tx and dx
A3 Time of use energy (residential) exit service Distribution | Tx and dx
A4 Time of use energy (business) exit service Distribution | Tx and dx
A5 High voltage metered demand exit service Distribution | Tx and dx
A6 Low voltage metered demand exit service Distribution | Tx and dx
A7 High voltage contragnaximum demand exit Distribution | Tx and dx
service
A8 Low voltage contract maximum demand exit sery Distribution | Tx and dx
A9 Street lighting exit service Street lights | Tx and dx (incl.

streetlight operating ang
maintenance costs)

Al10 Unmeteredsupplies exit service Distribution | Tx and dx
All Transmission exit service Transmission| Tx

Bl Distribution entry service Distribution | Tx and dx
B2 Transmission entry service Transmission| Tx

C1 Anytime energy (residential)folirectional service |Distribution | Tx and dx
C2 Anytime energy (business)-tirectional service Distribution | Tx and dx
@3 Time of use (residential) Hdiirectional service Distribution | Tx and dx
C4 Time of use (business)-tirectional service Distribution | Tx and dx
D1 Timeof use energy (residential) service Distribution | Tx and dx
D2 Time of use energy (business) service Distribution | Tx and dx
D3 Time of use demand (residential) service Distribution | Tx and dx
D4 Time of use demand (business) service Distribution |Tx and a

266. Further information on each of theseference services is provided@hapters 8 and 11
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6.3.2 Non-reference services

267. Where a customer requests Western Power to provide-stamdard services, we can develop a customised
product as a nomeference serviceExamples of nomeference services currently provided by
WesternPower include:

processing and administration fees associated with an application for network access as detailed
in the AQP

network access services with conditions that vary from referencéses, including:

T transmission connectecustomers that have agreed to accept an interruptible service to
avoid paying the cost prohibitive deep connection costs that would otherwise be required to
provide a standard service

T customers with additional network redundancy or bagksupply available wheithey have
paid for increased security and reliabilftyr their connection

i O02yySOlAzya FT2N) gKAOK (GKS Odzad2YSNRa Sl dz LY
which Westen Power has sought an exemption from the ERA, and Western Power is
required to provide additional services

all other services that are not core to the transport of electricity from the supplier to theused
customer, including, for example the elevatiohoverhead lines to allow the transport of high
loads and the provision of pggayment metering services.

268. The specifics of thaon-standardservice andorrespondingariff provided by Western Power is negotiated
with the customer following a request farnonstandard service. The nestandard services we provide
under nonreference service contracts are not listed orgad, other than in the contract. Further, as these
services are customers, thelp not have minimum service standards provided.

6.4  Reportng on the level of service provided to our customers

269. Western Power monitors and reports on a comprehensive range of performance measures. Almost 200 of
these performance measures relate to service standards. The reporting framework is prescribed by a range
of legal instruments, including the access arrangement.

270. Legislative obligations relating to service performance include those contained @ote of Conduct for
the Supply of Electricity for Small Use Customers, H88tricity Industry (Network Qualiand Reliability
of Supply) Code 20@NQRS Codeaand Standing Committee on National Regulatory Reporting
Requirements.

271. Through AA4ve will continueto report publicly on our service performance via the following channels

quarterly reports¢ providing anoverview of our performance during the quarter against the key
performance indicators that are in our Statement of Corporate Iritewhich includes safety,
reliability and financial measures

annualservice standard performance reportsprovidingan overvew of ourperformance
against the service standard benchmarks and targetsur access arrangement

2T m2NABY NBEGSY LTINS YK Sk 2D 2z WK Sy i ANBEROK AN KO 2
GA@Sa YR LISNF2NXYIyOS GFNBSGAa F2NJ GKS &SI Np
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annual reliability and power quality repow ¢ providing information required as part of
Schedulel of theNQRS Code

272. The ERA alsadependentlyreviewsand reports on our service performance inAsnual Performance
Report- Energy Btributors in accordance witlits administration of the electricity licence scheme under
Part 2 of theElectricity Licence A2004 The2017Electricity Distribution Licee Performance Reporting
Handbooldetails the performance indicators that Western Power is required to report annually.

6.5 Determining appropriate service performance measures

273. The access arrangement details each of the speuifionum service standardgVestan Power must meet
during thataccess arrangement period. Under section 5.1 of the Access Gfedgern Power is required to
haveSSBfor each ofits reference servicéé These SSBs are our minimservicestandards.

274, For eactreference servicewe haveproposed measures that are meaningéuld willensure our customers
receive &least a minimunievel of service in relation to security, reliability and quality of supply as well as
customer serviceSSBs fathe AA4periodcover reliability and security agupply for our transmison and
distribution network timely repair of streetights, and call centre performanc®uality of supply is
measured under théletwork Quality and Reliability of Supply C8085F y R NB L2 NI SR Ay 2 Sa
annual Reliabity and Power Quality Report.

275. Western Power proposes 15 measufeswhich there are SSBs across the transmissiordestdbution
network andfor streetlightsfor the AA4 periodTheproposed SSBse summarisedn Figure6.3.

%8 2SA0GSNY t26SNJ KFa I ydzYoSNI 2F RAFTFSNByY G YSI &dzNB &S NIKIOIS Al dLILY
¢KS YSIadaNBa R2 y2i KF@S I RANBOG NBfIFGA2YaKALl gAGK | aiy
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Figure6.3: AA4 proposed service standard benchmarks

Transmission Distribution Streetlights

Loss of supply event frequenaythe System Average Interruption Frequency

frequency of unplanned customer Index (SAIFIg the average number of
- interruption event where the lossof UAYSa | Odzad2 YSNIQ:
e supply is either: interrupted each year for longer than
g 1 >0.landX4 system minutes one .min.ute, attributablg solely to the
9?’- interrupted distribution network. It is measured
LC . . separatelyfor:
1 >1 system minutes interrupted P M
7 CBD 1 urban
¢ rural short . rurallong
Average outge durationg the System Average Interruption Duration  Streetlight repair time¢ the
average duration of all unplanned Index (SAIDI} the total number of average number of business days
outageson the transmission minutes on average that a customer on takento repair a faulty streetlight.
network the distribution network is without It is measurd separately for
c ..
o electricity each year for longer than one 1 metropolitan area
© minute, attributable solely to the ) P
a distribution network. It is measured 1 regional area
separatelyfor:
1 CBD 1 urban
1 rural short 1 rurallong

Circuit availabilityg the percentage of
time the transmission network circuits
are available

Security of
supply

Call centre performance the percentage
of fault calls responded to M0 seconds

Customer
service

276. \We propog to retain the majority of measures fro&A3for which there are SSBs we consider they
appropriately measure the average level of service Western Power provides to its customers. However, we
propose to remove the following two transmissioreasures aSSBs:

radial system minutes interrupted
meshed system minutes interrugd.
277. We also propose to correct the definition of loss of supply event frequgrester than0.1 system minute

to align with the intended application of between 0.1 and less than or equal to one system minute
interrupted.

27s. These points are discussed in flodowing sections.

6.5.1  Removal of system minutes interrupted measures as SSBs

279. Western Power proposes to remove the system minutes interrugtestiial and meshed network
measures aSSBs for the AA4 period. We consider these measures do not provide meaimfogftion
and do not accurately represent the service performance experienced by our customers. Moreover,
transmission network performance is alreadyeced by other transmission measureseaning the system

WEStEI’ﬂPDWBI’
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280.

281.

282.

283.

284.

285.

286.

287.

minutes interrupted measures can be removieoim the service incentive framework without increasing
the risk that customers will experience a deterioration in performance. Therefore we consider there is little
value in retaining these measures during the AA4 period.

Our concerns with the system mitas interrupted measures are discussed in more detail below.

6.5.1.1 The system minutes interrupted SSBs measure overall network performance rather than
the performance in relation to transmission reference services

Sections 5.1 and 5.6 of the Access Code ref@Bs to be specified for each reference sertace,
determine the value represented by the reference service at the reference. tariff

The system minutes interrupte8SBs measure the systawde performance of the transmission network
That is, they measerthe level of performance provided to reference service customers andeafenence
service customers, in aggregate. They do not retleetievel of service providesbecificallyto reference
service customersiNe therefore consider the system minutesdrrupted measures do not meet the
definition of a SSB and should be removed.

6.5.1.2 The system minutes interrupted SSBs ai@ consideredo be statistically sound

When considering stable performance measures ftnansmission network service providers, the
Australian Competition and Consumer CommissidGLexpressed the view thdihe system minutes
interrupted measureis statistically unsound in terms of describing the underlying performance of
transmission networks’ Consequentlyn 2003, i was replacedinder the national transmissioBervice
Target Performance Incentive Scher8d PIpwith the loss of supply event frequency measure.

In its AA3 final decision, the ERA stateatitepted that the System Minutes Interrupted measure has some
less than desable statistical characteristi¢s.

We do not consider that the system minutes interrupted SSBs are statistically sound and therefore do not
provide a reliable representation of transmission services.

6.5.1.3 The performance of the transmission network is alreadgcounted for in other
transmission SSBs

Radial and meshed system minutes interrupted are two of the six measures in the current suite of
transmission SSBs. We consider the remaining four transmission SSBs (loss of supply event frequency >0.1
and >1 systerminute, average outage duration and circuit availability) adequately measure the level of
service provided to our transmission connected reference service customers.

In its AA3 final decision, the ERA agrékh@ Loss of Supply Event Frequency and Awe@@gtage Duration
measures together can provide an equivalent performance measure to System Minutes Inte®tfpted

5% t 1 A8NpYaYAaarzy bSidg2NGQ{ SINNIARSO § it NRSIAERGENT 6@z NI LINB LI NBR
[ 2YLISGAGAZY YR [/ 2y 3dyYaSINNDR YWARGR2Y 6!/ /] 0

0 t | ASCABIKLOAEGAZY 2y t NRLIR2AaSR wS@Aairzya (2 (0KS9OwOPSHES YNNIy I
HAMH®

66t ASCABBOAAAZ2Y 2y t NRPLI2ASR wS@AaAizya (G2 (GKS IOWOESHmE SYRRBNY I
HAMH®

EDM#43728581
Page86



288. We therefore consider that the value of transmission services is appropriately represented by the other
four transmission SSBs.

6.5.1.4 The majorityof transmission customers connected to the radial network are under non
reference service contracts

289. In its AA3 final decisigthe ERAequired Western Power to retain the system minutes interrupted radial
measure in particular, noting that it wasncerné to ensure that there are incentives to maintain radial
networks performance, as these netwotksnlike meshed networksdo not have redundandy
WesternPower currently has an estimated 28 transmission connected customer®fpadsf which are
conneckd to radial networksvith limited redundancySeven of these 1dustomershaveagreed to
Western Power providing a neneference serviceat a lower than standard level of servide avoid the
significant @ep network connection costbey would otherwise have had to pay to receive a reference
servicein rural areas of the networkhat is, there are currently only three customers that are supplied by
radial transmission network and receive a reference service.

200. Moreover, given the reqg EMRand general discussion in the WA energy séttdris reasonable to
assumea fully constrained network and market solutiwill be introducedn the near future This would
see a decline in the number of transmission customers that receive refesmeices when connected to
radial networks. As a result, not only is the measure not particularly meaningful, it will only apply to a very
small number of customers.

201. Western Poweanlsoconsiders the retention of radial system minutes interruptedasure as an SSB
provides a perverse incentive to make significant investments in the transmission radial network where
customers do not value.ff

22001 Y2NB STFAOASY(d yR SFFSOGAOS ¢4l e G2 | RRNBaa (KS
the level of service required is for us to closely measure the relationship with these customers.

6.5.2  Clarification of loss of supply event frequencyeasures

203. For AA3, Western Power set its loss of supply event frequency performance measures based on historical
data for:

loss of supply events greater than 0.1 and equal to or less than one system minute

loss of supply events greater than one system mirffite.

2 t| ASCABIBOAEGAZY 2y t NRLIR2AaSR wS@Aairzya (2 (0KS9wOPSEES YNNIy I
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204. This ensured that the two measures were discrete and did not duplicate the compliance and financial
incentives for those events that were between 0.1 and one system minute.

295. Additionally, they reflected two distinct types of events that occur on the transmission netamrl|
events$’ that result in a loss of supply frequency for 0.1 up to and including onersystinute, and large
event$®that result in a loss of supply frequency for more than one system minute. The use of two discrete
lossof supplyeSy i FNBIjdzSy Oe YSIFadaNBa Aa O02yairadSyd I ONRa:
transmission network s&ice providers to reduce the duration of moderate and small customer
AYGOGSNNHzZLIGA 2y A GKNR®ZAK AYLINRPOSR NBfAFOATAGRE DE

206. Section 4.3.6 of theurrentaccess arrangement states that loss of supply event frequency is applied as
follows:

Over a 12 month period, ¢hfrequency of unplanned customer outage events where loss of
supply:
w Exceeds 0.1 system minutes interrupted and

w Exceeds 1.0 system minutes interruptéd.

297. For AA4 we propose to clarify that the two loss of supply event frequeneasures are independenip
not overlapand reflect different types of eventJ his will ensure that we do not doubt®unt those events
greater than onesystem minute, and maintains focus on both types of events that cause a loss of system
frequency To do this we have proposed amend the access arrangement to specify that loss of supply
event frequency >0.felates to those events where thédss of sipply exceeds 0.1 system minute
interrupted andis equal to or less than one system minutes interrupted.

6.6  Setting the minimum servie standards for AA4

208. When defining the measures and setting targets, we have considered insightstirauastomer
engagement program (discuessin iapter 4). Customers have told they are generally satisfied with
current levels of performance, and do not necessawint Western Power to invesd improve service.
Though there are areas of the network that perform more poorly than others, and Western Power will
target improvementn these areas, there is little appetite among customor Western Power tmvest
more toraise overall service levels.

299. During our customer engagemeraround three quarters of our custonesaid

s00. A lager proportion of customers (86 per cgrdaid
The duration of the outages

we experience are about

The number of outages we _
right.

experienced WNXB I a2y

better thanwe would consider
acceptable.
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so1. Taking these customer insights and our regulatory obligations into consideration, we proposétain
the current average level of service providedéference serviceustomersduring AA4

6.6.1 Service standard benchmarks

s02. Western Power proposes to retaits iapproach to determining its SSBs for the AA4 period, with
refinementsto improve the statistical accuracy of the methodology.

303. Section 5.6 of the Access Code requires our SSBs to be reasonable and sufficiently detailed and complete to
enable a user or gpicant to determine the value represented by the reference service at the reference
tariff. Section 11.1 of the Access Code then requires Western Power to provide services to its customers in
a manner that is at least equivalent to the SSBs.

s04. Over the couse of the AA3 period, Western Power achieved improvements in the majority of its service
performance measures. To ensure that we maintain the average level of service our reference service
customers have received over recent years, Western Power proposgsnge its methodology for setting
SSBgexcept streetights) as follows:

establishing the data series which our SSBs are based using:

T five yearsof data formeasuresrather than three years for SAIDI andBAlnd five years for
all other measures

T aBoxCoxtransformationto determine the probability of a major event dayther than a
normal distribution

T when calculating the major event day threshalde distibution unplanned daily SAIDI
rather than daily SAlIDhcluding all interruptions

usingthe average of th@9" percentile (or ¥ percentile for circuit availability and call e
performance) of the distributions of best fid set our SSBsather than the 97.5 percentile (or
2.5" percentile)

s05. We propose to continue to set SSBs fivest lights to align with the017 Electricity Distribution Licence
Performance Reporting Handbdékrhese requirements have not changed from AA3.

s06. Using this proposed methodology glproposedSSB$or the AA4 periodare the same or more stringent for
the majority ofmeasuresreflecting the improvements our performance in AA3. The exceptica® rural
long SAIDI and SAI&hd averageutage duration TheseSSBs will be set at the same level for each year
because no investment in service improvemens la@en included in the AA4 expenditure forecast.

s07. We do not expect the ERA to make a finatidmnon the revisedroposedaccess arrangement until June
2018 at the earliest.

s0s. As a result, for 2017/18 and until the AA4 period commences we will continugei@te and invest in the
business to meet the curre®A3suite of SSBs. While other aspects of the revised access arrangement such
as target revenue and resulting prices will be adjusted and back dated to 1 July 2017, any revised service
level benchmarkand targets can only take effect from the time the revised access arrangement is
finalised. This is because Western Power would not ltaeepportunity to manage the networRrior to
andduring 2017/18 to comply witinknownSSB 2017/18.
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309. Applying the current suite of SSBs during 2017/18 provides certainty for Western Power and our customers
of the minimum service standards that apply during 2017/18. It also ensures that our AA4 forecast capex
and opex (see Chapters 7 and 8) suifficientto allow Western Power to meet those SSBs.

s10. Table6.2 shows the proposed SSBs.

Table6.2: AA4 proposed ervice standard benchmarks

Performance measure JAVAKC] 2017/18 From

2018/19

Distribution

System average interruption duration index

CBD Minutes 39.9 39.9 372
Urban Minutes 183.0 183.0 1347
Rural short Minutes 227.8 227.8 2263
Rural long Minutes 724.8 724.8 902.9

System average interruption frequency index

CBD Number of events 0.26 0.26 0.23
Urban Number of events 2.12 2.12 1.33
Rural short Number of events 2.61 2.61 2.38
Rural long Number of events 451 451 5.90
Calls responded to in 30 seconds Per cent 77.5 77.5 85.3

Transmission

Circuit availability Per cent 97.7 97.7 9756

Loss of supply event frequency

>0.1land>{ system minutes Number of events 33 33 27
>1system minutes Number of events 4 4 4
Average outage duration Minutes 886 886 1333

Street lighting

Repair times for Perth Metropolitan ar¢ Days 5 5 5

Repair times for major regional towns | Days 9 9 9

s11. Our statistical methodology and software code used to develop our SSBs and SSTs was independently
reviewed by an independent expert, Analytics + Data Science. This technical review found that Western
t 26 SNRA RAAGNRAROdzOA2Y T A dpprapylaiz metkodology Rop thegp@gose @NE LINE & S
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selecting a statistical distribution for setting SSBs and SSTs using a theoretically consistent and industry
A0 yYRIENR | LILINRI OKé¢ ®@ ¢ KS Fdz f proid8ed inStéchrierit 6.2 dzNJ a dF A &

312. The following sections detail each of the proposed changes to setting SSBs for the AA4 period. The
complete methodology is provided A&ttachment6.2

6.6.2  Establishing the data series used to set SSBs

6.6.2.1 Determining the time period for data

s13. For AA4, Western Powéias calculated minimum service standards using ayfea rolling average. This is
consistent with the approach applied for AA3 except for the distribution service standard performance
measures which were based on three years of data. The increase imi@eriod used to set the
distribution service standard performance measures, compared to AA3, will improve the statistical accuracy
of the outcomes.

s14. For the AA3 period, the ERA required Western Power to use three years dababggermine the SSHer
distribution SAIDI and SAIFI measures to reflect:

lower quality data through the AA1 period which the ERA and Western Power agreed was not
statistically robust enough to drive compliance targets
recent improvements in performance that Western Power helieved during the AA2 period
through its targeted reliability improvement program, which the ERA considered should be more
heavily weighted.
5. ¢ KS NBYFAYRSNI 2F 2Sai0SNY t26SNDRa RA&aGNAROdziA2Y YSI
s16. For the AAderiod, we propose to use five years of data to seS&Bs. This is because:
Western Power has focused on maintaining service performance through a relatively stable
average level of nogrowth distribution capex over the last five years

a longer data sées provides more statistically correct outcomes as it provides a better estimate
of the longterm variance

a longer period captures a more even pattern of expenditure and minimises the impact of
abnormal years, which may skew a shorter data set andtieasterly lenient or harsh compliance
targets

the business now has a reliable dataset covering a longer period

five years of data aligns with the length of the access arrangement, and the period of the SSAM
and GSM

using a data series that aligns with thecess arrangement (regulatory) perigadonsisent with
the approach used to determine the equivalent of SST2 byK S NJ “dzinckuélirig bthes & Q
Australian electricity distribution businesses.

6.6.2.2 Determining the probability of a major event day

317. The accesarrangement describes the application of each of the measures and outlines certain events to
be excluded. These exclusidnslude for the distribution measuregvents that are beyond thelectricity

2 p2iS GKIG GKSNB FINB y2 {{. SldAdI{Syia &EaRdRRGOS ARIYE X2 Iy
AAYALFOND SIRINIIDW 18 LyRAAGNE O0bSio2Npwpdd t Ade YR wStAFOAL AL
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distributorQ éontrol such as the effects of transssion network outages and other upstream events. They
also exclude the effects of extreme weather events that have the potential to significantly \&féstern

t 2 6 SN A peyff@riaacg [ide major event dayahless significantly higher expenditure gsefcast to
enable supply to be restored more quickly if such an event occurred

s18. These major event dagixclusions articulated ithe access arrangemense a statistical formula to
calculate a threshold valu€urrently, Western Power uses thestitute of Electrical and Electronics
Engineer§(IEER 2.5 beta methodf to calculate the major event day threshold. This method sets the
threshold at 2.5 standard deviations from the mean value after transforming the daily outage data into a
normal distribution da& stream Where the SAIDI value of a parti@audayexceeds this threshold uze, it
is considered to be a major event day and tlaafrom these days iexcluded from the data set used for
calculating the actual performance

319. The IEEE major event days m&dology is based on studies of the distribution networks of North America,
which assumes the SAIDI follows a normal distribution. During the AA3 period, Western Power strictly
applied this method, and used a normal distribution to determine the probgtilita major event day to
calculate the major event day threshold.

s20. Since the AA3 submission, the Australian Energy Market Commis&diY has reviewed the application
of this method in Australfd. The AEMC considers it appropriate for the AustraliandgnRegulator to
allow network businesses to propose an alternative statistical method for calculating the threshold for
major event day$.

s21. In assessing the service incentive framework, Western Power has completed statistical modelling and
determined thata normal distribution is not the best fit for our SAIDI d&tRather, a BoxCox
transformation is a better fit to our SAIDI data. Wettefore propose to use a B@ox transformation to
adjusttheRI G aSda dzaAy3a I I Yo Robximatenormd distridzfiona 2 G KS& F2

s22. The BoxCox transformation used to determine the major event day threshold is as follows:

p

W QE B T 11 Qed m

1. The current and proposed methods of determining the major event day threshold are proviegline
6.4 andFigure6.5.

73 999 {0 yRIONMR DMBARSE F2NJ 9f SOGNRO ®26SN) 5AaGNRAGdziA2y wStAIlO
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Figure6.4: Current normal distribution Figure6.5: Proposed BoxCox distribution
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s23. Western Power proposes to amend the access arrangement to specify the use of t@@Box
transformation to determine the major event day threshold that applies to the calculation of SAIDI, SAIFI
and call centre performance.

s2a. We have adjusted the historicdata series to also apply the new definition of the major event day
threshold to set the service standard benchmarks and targets for AA4.

6.6.2.3 Eventsconsidered in defining major event days

s25. When calculating the major event day threshold, Western Power praptiseesmove interruptions that are
excluded for the purposes of measuridigtribution reliability.

s26. Thisrelates tointerruptions due to planned outagem the transmission network&vents generation driven
events,under frequency load shedding due to geation shortfalls and faults caused bystomer
equipment.This will ensure alignment between the events excluded in reporting on the SAIDI and SAIFI
measures and the determination of the major event day threshold for SAIDI, SAIFI and call centre
performarce measures.

s27. When benchmarking against historical performance or oftiistribution network service providers, it is
O2YY2y (2 NBY2@9S |ttt S@Syida GKIFG NS 2dziaARS 27F
Distribution Reliability MeasureBjnal Report the AEMGstates:

[wlhen benchmarking the performance of distributors or applying an incentive scheme, it is
common to remove events that are beyond the control of the distributor from the calculation of
the reliability measures. Such eveimslude:

(1) lack d generation or a failure in the transmission network where the distributor can
neither act to reduce the probability of such an event occurring nor manage the
restoration of supply;

(2) to comply with jurisdictional regulations; and

(3) underdirectoF NBY &0l 4GS 2NJ FSRSNIf SYSNEHSyO& &SNIA(

7 (SOGMWBYASD 2F S5AAGNROdzIAZ2Y SwItOAa/osA tph ({eS LAISH YA0dSNS &sn MaAdy | £ wS
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328.

329.

330.

331.

332.

333.

334.

335.

Making these exclusions from AA3 performance means the average number of major event days that
occurred each year during the AA3 period reduces from 4.6 to 3.3 days.

For the purposes of settg theSSBs and SSos AA4, we propose to adjust historical data for the new
definition of excluded events, including the new definition of the major event day threshold. This will mean
that the change in definition will binanciallyneutral. We do noexpect Western Power will receive

financial rewards or penalties in relation to this methodological change.

CKAA FYSYRYSyYy(l gAff FfA3dy 2Sai0§SNYy t26SNDa OF f Odz |
distribution businesses.

6.6.3  Applying the disribution of best-fit to set SSBs

As inthe AA3 period, Western Power hesnsideredhe distribution of besfit to set the SSBr each
measure.

For each combination of performance measure and statistical distribution, we have:

fitted the choserstatistical distribution onto five years of rolling average data using maximum
likelihood estimation

performed a visual inspection of the raw data against the fitted distribution using
quartile-quantile Q-Q) and percentilepercentile P-P) plots

determineR G KS G KS2NBGA Ol f-of-iR dsiditheFAoddmsob @ yigitest 32 2 Ry Sa &
discarded any distributions from further evaluation where theglue from the Andersciarling
test is below a threshold value of 0.05

calculated the relative quality of themaining statistical models via the Akaike Information
Criterion AIQ and ranking the distributions according to their AIC in descending order

calculatedthe 1 per cent, 50 per cent and 99 per cent quantiles from the theoretical distribution
with the lowest AIC value.

When determining the distribution of best fit, we found that a number of distributions veeri®sefit, but
that the 99" percentile’® of each varied significantly.

For exampleFigure6.6 showsthe AIC and 99percentile values for Rural Short SAIDI using Normal and
Weibull distribution&’ since 2012There are four transition points over the historic time period in which
the lowest AIC coulttigger selection of either the normal or th&/eibull distributionsAs a result, it could
be concluded that over time the distribution of best fit will change dirae.

At each of theransition pointsover the historical time perici § KS W(partehiR\@iiesby o ¢
approximately 10 per cent.

% C2NJ RAAONBGS RAAHMNND deBR2 YiSa Gt $I BE 2 WILITBAI SN AAy3 LIS adis» 2 F G KS

7?7 C2NJ KB YF22NNINBfAFIOAfAGE YSFadNBaxr (GKS 2SN 6KS @t dsSx
FyR OFftf OSY(iNBx GKS KAIKSNI GKS @I tdzSz GKS o0 SUHGySRNIGTKSp LIS N.
LISNDSy (R Byliaog8KRI @S dzaASR FT2NJ aSGadAy3a {{.a FT2NJ aayYLIX AOAGe:
g KSNB g:SNJ @ f dzS NERTNNS GUGS ZLI262SNAKNI R SH0@mIS Ry (1 AKESS du
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Figure6.6: AIC calculated on a-gear rolling basis for Rural Sho8AIDI
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s36. This change ithe distributionsof best fitrisks that a small change in the underlying data has a significant
impact on the SSBB1 some cases, shifting from the best to the second best distdbudf fit can result in
a 10 to 2Qper centchange in the proposed SSB.

337. To overcome the volatility introduced by small changes to the data Western Power proposes averaging all
distributions considered to be a good®itin doing so we have:
determined the statistical distribution of best fit
discaded any distributions with an Anderson Darlingadue of less than 5 per cent
sampled the distribution to obtain the 80and 99" percentiles
averaged the results for all distributions with an AIC within 1 per®efithe distribution with
the lowest AC.

s38. We consider the methodology for averaging distributions for AA4 will ensure more accurate estimation of
the probability of these ampliance measures being metovide appropriate incentives for WesteRower
to maintain compliance under the serviceantive frameworkand ensure the setting of more consistent
SSBs over time all else being equal

88 D22R FAU Aada RSOUSN¥YAYSR Fad KI@Aay3a Ly 1L/ 0Otz2asS G2 GKS t26S
2 | GKNBakz2fR (KIG A& (22 KAIK ¢g2dAd R NBadd &G Ay GKS KEdG SoF €
0KS {{. k{9 ¢0laak2RIZ2R/ 61 KS RA&UGNAROdziA2Y 2F o06Said FAle ! GKNBaK
RAAGNAOdzGA2Y 0SAy3d O2yaARSNBRTE yS3aridAay3da GKS NIGA2YyFES F2NJ
LIN2JARSE | RNFICSHISSYNIORFAARSNAYI (22 Ylye FyR (22 FS¢ O
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339.

340.

341.

342,

343.

344,

6.6.4  Applying the99" percentile of the fitted distributionto set our SSBs

Western Power proposes to use the'98ercentileé® of the fitted distribution to set ar SSBs for the AA4
period. This is higher than the 97.percentile used for the AA3 period.

6.6.4.1 It will allow compliance objectives to be met

Western Power has a strong culture of compliance and aims to meet all SSBs in each year. Setting the SSBs
on the tasis of the 99 percentile better aligns with this objective.

By designsetting the SSB from the 97" Hercentileshould result in a 2.5 per cent likelihootlbeing

non-compliant witheach metrigassuming stable performanc8etting the SSBs at the'9percentilewill
AYONBIAS 2SaiSNYy t26SNDa 23S NlrdgdirenfeityuSderkhidecesR 2 F 0 S
Codeand therefore our electricity distribution and transmission licences

6.6.4.2 It will align with customer preferences to maintain servidevels

Western Poweproposes tanaintain current service standards performarmeer the AA4 periodn line
with customer expectationsdf the SSBs continue to be set at the 97p&rcentile, Western Power has an
incentive to improve reliability to ense compliance, which is inconsistent with customer expectations.

As shown irFigure6.7, through thecustomer engagement program, our customargicatedtheir general
satisfaction with the currenteliability performance oftheir electricity suppl§#.

Figure6.7: Customer insight #12 Longer outages are more disruptive to customers than frequent
(short) outages

o said the number of interruptions are
74/) ‘about right’ or relatively short

Which of the following best described
your attitude towards how many power 9.9% 24.5%
outages you experience?

0, said the duration of the interruptions
86%

m Strongly disagree W Disagree MW Neither agree nor disagree m Agree M Strongly agree are ‘about right’ or relatively short

Which of the following best described
your attitude towards how long these EPASE:RES 34.9%
power outages are?

M Strongly disagree M Disagree M Neither agree nor disagree = Agree M Strongly agree

On thebasis that we will maintain the current level of performance on average, we consajgropriate
to choose a percentile valder the SSBhat ensures that we are complian€hoosing a loer threshold
value would increase the risk that, in the absen€éurther investmentip alignment with customer

& LINB@Azdzate y2iSRI ANF yRKIESOFHSGUiAA2AYS 688 NBKFS NIy i KeSS dikdk & S
AYLE AOAGRY K24 SOSNE SHRINNB AWIOdZA dziks BINIA @ HNES A NEERTNDYY GUCES |31 J262SKIBKN
AaSRAGKBRIMONDSY At So
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345.

346.

347.

348.

349.

350.

351.

352.

feedback tamaintainperformance, service standards would not be met and Western Power would be

financially penalised.

6.6.4.3 It will provide more stability for volatile measures

Wherethe performance o measure is relatively consistent over time, the difference betwihenaverage

of the 97.5" percentile of thedistributions of best fitandthe average of th@9" percentile is not material.
Thisimpact is more significant for volatile measures suchBiS SAIDDespite the change, SSBs will be the
same or more stringent for all measures except for rural long SAIDI and SAIFI and average outage duration

for AA4, compared to AA3

6.6.5 Adjustmentfor the retirement of significant generation facilities in the netork

We note that our historical transmission network performance is unlikely to be representative of
performance overlie AA4 period. As discussed ime@ter 8, we are currently considering the impact of the
retirement of a number of generation faciliti¢isat are currently used for network reliability in constrained

areas of the transmission network.

During the AA4 period we are expecting the retirement of the Muja AB, West Kalgoorlie and Mungara
generatorgthat are currently used for security of supglgd network reliability. Thiwill cause additional
pressure on the network in all of our already constrained regional load areas:

North Country
East Country
Eastern Goldfields

Muja (which connects the South West)

We have not had time to fully considerghimpact of these rétements in our investment plate are in
the process of the annual update of ddetwork Development Planvhich will assess and document these
impacts, howevenve anticipate a significant impact on our transmission measures.

6

|
|
2Sa0SNYy t26SNDRa LINRLRZASR

Servie standard adjustment mechanism

{{!a

7
VRSN aSO00GA2y codon 27F (skSBesdaddhGement udk Bobtain a2 SSAMI SNy t 2

LINE A RSE FTAYFIYOAL §

worse than the expected leVef performance (which wexpect to achigee 50 per cent of the time). The
rewards/penalties are awarded in the following access arrangement period via a revenue building block

adjustment.

The following sections discuss the parameters for the S&higmeasuresservice standard targets or

SSTs, the incentive rates and the revenue at risk.

6.7.1 Measures

Western Power proposes that 13 of the 15 proposed AA4 SSBssedtleas SSTs to calculate 88AM.

Aligned with our approach in AA3, street light measurespaoposed be excluded from the SSAMhe
AA4 period
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Page97



6.7.2  Service standard targets

353. Western Power proposes to set its SSTs that apply to the SSAM using a similar method as used for the AA3
period, in that the SSTs are stthe 50" percentile As discusseth section6.6.3 we propose to use the
average of the S0percentile of the distributions of best fit, consistent with the setting of the SSBs

354, This methodmeansthe proposedSST$or the AA4 periodare the same or more stringent than during the
AAS3 period, except for rural long SAIDI and SAIFI, and average outage duration. This reflects the
improvement in service performance (expect for rural long SAIDI and &AdRlyerage outage duration)
over the AA3 period.

355. We have also proposeah adjustment to rural long SAIDI and SAIFI to account foeipected
improvement inreliability performanceassociated withthe Kalbarri microgrid project.

ss6. As discussed in secti@6.1 we propose tocontinue to operate and invest in the business to meet the
current suite of SSBmtil the ERA malkga final decisionon theamendedaccess arrangement?We note
thatin the absence of any new agreed minimum standard, application cA&KRSSBs as an interim
measure is appropriate

357. Thedesign of the SSAM as an incentive regime, with its associated financial rewards and penalties should
be the subject of welineasured and reasoned analysis. It should not be:

a transitional measure, as would be the case with Western Power operating and investing in the
network in line with our proposed AA4 SSAM and the associated SSTs

retrospectively appéd after the point that we would be able to affect the outcome, as would be
the case with the backated application of the AA4 SSAM and the associated SSTs

applied in a context different to the one in which it was intended, as would be the case with the
continued use of the AA3 SSAM and the associated SSTs.

ss8. We therefore propose not to determine SSTs for the 2017/18 year. In practice, this will mean that we will
not receive any SSAM rewards or pay any penalties for the first year of the AA4 periodl édativiue to
apply AA3 SSBs in 2017/18. This will ensurettigatinimum standardsre maintainedand our
customers wilhot beworse-off.

359. The proposed SSTs gnevided inTable6.3.

Table6.3: AA4 proposed service standard targets

Performance measure 2017/18 From 2018/18%°

Distribution

System average interruption duration index

CBD Minutes 20.3 - 17.8
Urban Minutes 136.6 - 108.7
Rural short Minutes 207.8 - 190.4

NBIBIE ¥ IBYSy i O02YY®yOSa 2y 2NJ 6SF2NB wm wdz
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Performance measure AA3 2017/18 From 2018/0%

Rural long Minutes 582.2 - 6756
System average interruption frequency index

CBD Number of events 0.14 - 0.14
Urban Number of events 1.36 - 1.12
Rural short Number of events 2.27 - 2.01
Rural long Number of events 4.06 - 4.67
Calls responded to in 30 secon| Per cent 87.6 - 92.2

Transmission

Circuit availability Per cent 98.1 - 98.5

Loss of supply event frequency

>0.1land>{ system minutes Number of events 24 - 17
>1system minutes Number of events 2 - 1
Average outage duration Minutes 698 - 871

s60. The following sections detail each of the proposed changes to setting SSTs for the AA4 period. The
complete methodology is provided A&ttachment6.2

6.7.3  Adjustment for Kalbarri

s61. In AA4Western Power proposes to spenél.$million to reduce the frequency and duration of outages in
Kalbarri The town of Kalbarri has been identified as a reliability hot spot. It is supplied solely through a
150km, 33kV feeder from Geraldton. In areas sumhKalbarrigenerallyilocatedon the edges of the
network,the cost per customer of improving performance of the network is prohibdive challenging for
it to be funded solely through the SSAM

s62. Through the customer engagemieprogram, our customers saareliable source of electricity is essential
for all customers and [they] are willing to spend money to ensure that all people on the network have a
reliable source of electriciff The majority of our customers (61 per cgtdld us that an increase in their
annual bill of $10 was justified to improve the reliability of the electricity supply across remote areas of
WAS?

8 |/ dzaG2YSNI ASAaASKYT t oSN Odzai2 YSNEESYaAHKGa FB2ORBRAKOW N NB @2 NI
8 [ dzaG2YSNI ASAaAQKYT t oSN Odzali2 YSNEEYaAHKGa FBORBRAKOW N NB @2 NI
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Figure6.8: Customer insight #18 a reliable source of @ctricity is essential for all customers and
customers are willing to spend money to ensure that all people on the network have a
reliable source of electricity

Degree of justification for a $10 per annum bill increase, if it
was used to improve the reliability of the electricity supply  FR:3/NERL AN R 1A
across remote areas of WA

B Strongly disagree M Disagree M Neither agree nor disagree Agree  H Strongly agree

s63. The radial nature of the Kalbarri feeder means supply to the township is inherently less Hgoutowns
or regions with multiple sources of supply. Given the distances fault response staff often have to travel
from Geraldtontherefore,outagesin Kalbarrican last between five and eight hours.

364. As shown irFigure6.9, between November 2014 and November 2015 Kalbarri residents experienced 19
significant power interruptions lasting between 30 minutes and, in the worst case, more than two days.

Figure6.9: Outages impacting 500 or more customers in Kalbarri, time to final restoration, minutes
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s65. A range of potential solutions to the Kalbarri reliability problems have been considered and tested with the
Kalbarricommunity. An October 2016 feasibility study recommended the development of a microgrid.
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366.

367.

368.

369.

370.

371.

372.

373.

The proposedmicrogrid will have a utilinscale battery as the centrepiec&he battery will beharged by a
combinationof network, wind and solar anchn support tle needs of the community during an outage on
the network between Geraldton and Kalbarri

Acknowledging the project is expectedatiect our overaltural network reliabilitywhen in operation
albeit a minor improvement, we have manually reduced iowal long SAIFI and SAIS$ Ty 0.06
interruptionsand5.63systemminutesrespectively®®

Further information on the Kalbarri microgrid project is providie€hapter 8 and Attachmens.3.

6.7.4  Valuing reliability for our customers

Western Power proposes tetain the AA3 methodology for setting the financial incentive rates for the
SSAM, with updates to reflect a more contemporary estimate of the value to customers of a reliable supply
of electricity, using:

value of customer reliability estimates fromth®@ A h Q& wWnamn &dddzReéX | R2dza i S
set incentive ratesor distribution measures

revised weightings for the revenue at risk associated with each transmission measure as a result
of the proposed exclusion of the system minutes interrupted meastn@n the SSAM

the proposed AA4 revenue to determine transmission and call centre incentive rates.

This approach has resulted in lower financial incentive rates thaseapplied in AA3, with the exception
of the loss of supply event frequency measurBsis will result in lower rewards and penalties for the same
change in performance relative to AA3.

6.7.4.1 Distribution network reliability and call centre incentive rates

Western Power proposes to use the value of customer reliabifiGH estimates fromthé 9 ah Qa H A MnN
VCR Final Repéttadjusted to apply in WA, to set the financial incentive rates for our distribution

reliability SSTs. These estimates provide an updated view from the AEMO 2012 afphhath was used

by WesternPower for AA3.

The VCRis8sR (12 NBLINBaSyids Ay R2f€FNI GSNyazx 2dzNJ Odza 2y
electricity. We use the VCR to inform our investment decisions. The VCR acts as a proxy for the value
customers place on an investment to improve reliabilityr@intain average reliability of service levels.

The VCR is applied under the SSAM to calculate the financial incehtavesll apply to Western Power for
eachdistribution reliability measuréo ensure the framework drives economically efficient invmesit in
the reliability of the network.

88 KSasS OFIENRHABISRAZ2Yal p &257 BMHEAISKLIISNFIEANI ¥6S AYLI Oia ol asSr

AaG2NAOFE LISNF2NXIYyOSd ¢KAA A& 2dzNJ OdzNNByid SadAYlFGSd hdzN

RedzaliYSyidi A& adzoeSOG (2 NBOGAaAA2Y TF2tf2Ay3 (GKS O2YLX SGAz2
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http://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/Value-of-Customer-Reliability-review
http://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/Value-of-Customer-Reliability-review

a7a. We propose to use the VCR estimate3atle6.4 to apply to our distributiorreliability measures under
the SSAM. These estates are all significantly lower than those applied in AA3 and will therefore lead to
lower rewards and penalties for the same change in performance relative to AA3.

Table6.4: Value of customer reliability esmates, real $ at 30 June 2017, per kWh

Urban Rural short
AA3 VCR estimates (escalated) 113.7 73.4 71.1 80.8
AA4 VCR estimates 51.0 43.2 41.9 43.1

37s. In September 2014, theAEMOconducted a study to determine the VCR for each customer class for each
jurisdiction in the National Electricity Mark€NEM). As WA is not a participant jurisdiction in the NEM,
GKSNB INB y2 +/w SatAYl (Sa WestdhPolehasiidddfolzReé&vdtopedy (1 K S
its own VCR estimates. In doing so, we have engaged an independent economic consultjrig®yfiergies
Economic Consulting (Synergies) 2 f S@SNIF IS (KS ! 9ahQad aiddzRe G2 GKS

. ¢ KS 1 9ahQa addzRe by judsdotizh forireéSiRential/cugtondets birdzSiENtle VCR
estimates forommercial and industrial stomers.

a7, { @ Y S Nypbrodela t@determining probabilityeightedVCR valuer residential customers was to:
choose a proxy NEM jurisdiction that it caexs best reflects the drivers of value for WA energy
customers
apply the! 9 a hvQR estimatefor the proxy NEM jurisdictiohy:

i dzaAAy3d 2SAGSNYy t26SNNRAE KAAG2NARAOFt Ay dSNNUzLIG A
each customer class based drettime of day, weekday and season

T multiplying the probability of each interruption by the corresponding VCR estimate

s78. Synergiegonsdered South Australia wake mostappropriate proxy jurisdiction for Wasthe underlying
drivers of the VCBstimate inSouth Australia are similar to WA.

a0, { @ Y S Nippfo&h tO determining the VGRtimatesfor commercial and industrial stomers was to
I LILJ & G KS -wideastinaées Hy Buatomer clagairther information on this process is provided
in Attachment6.4.

30 2SS KFE@PS AYyO2NLRNF SR (GKSa$S dzLJRIFGSR x/w SadAaylidSa
2009STPIS Guidelitfe consistent with the apprach adopted for the AA3 perio@he penalty and reward
rates have been calculated using 12 months of oamsion data to 30 June 2017.

ss1. The methodology for calculating the incentive rates for call centre response is consistent with the approach
FR2LIISR F2NJ!'l o YR O2yaaaiS¥ theywhava leeniupdSted!todefle@ta H n N
the forecast A4 revenue and the current level of performance.

382. Table6.5 shows the resultant SSAM incentive rates for the distribution measures.

9 9f SOGNAOAGE RAAGNRAROdzIAZ2Y ySie2N)| S¥SNDEDSIOKIKRY G IRS NBYN B NIDA
2 t | 3S9METAGNRAOAGE RAAGNROdzIAZY YSig2N] &aSNBADS! LINR Jd IRS NBA N ¢ ¢
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Table6.5: SSAM financial incentive rates for AA4 distribution measures, $ real at 30 June 2017

Performance measure AA3 ‘ AA4 proposed

Reward Penalty ‘ Reward Penalty

System average interruption duration index

CBD Minutes $74,774 $74,774 $26,734 $26,734
Urban Minutes $584,170 $584,170 $366,800 $366,800
Rural short Minutes $246,398 $246,398 $114,374 $114,374
Rural long Minutes $71,910 $71,910 $41,958 $41,958

System average interruption frequency index

CBD Number of events $96,015 $96,015 $30,114 $30,114
Urban Number of events $605,308 $605,308  $366,867  $366,867
Rural short Number of events $245,338 $245,338 $117,788 $117,788
Rural long Number of events $112,161 $112,161 $65,982 $65,982
Calls responded to in 30 Per cent -$45,752 -$45,299 -$43,061 -$9,981
seconds

6.7.4.2 Transmission network reliability values

ss3. For theAA3period, Western Power applied a percentage & ievenue at risk to each transmission
measure There were fivdransmission SSTsed in the SSAM calculation. For t&4period we propose
to remove the system inutes interrupted measure as@SB, and therefore also as an SST.

ssa. Western Power proposes to réatate therevenue at risk previously allocated to the system minutes
interrupted measure between the remaining four transmission measaseshown ifmable6.6.

Table6.6: Transmission measure allocation of revenue at rigler cent

Measure AA3 AA4 proposec‘ Difference
System minutes interrupted 10.0 - -10.0
Circuit availability 50.0 50.0 -
Loss of supply event frequenef.land, 10.0 125 +2.5
system minutes

Loss of supply event frequency >1 10.0 125 +2.5
Average outage duration 20.0 25.0 +5.0
Total 100.0 100.0 -

=§_westernpower
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3ss. This reallocation maintains the allocation of the total transmissiaeneie at risk (on@er cent of
transmission revenue) to 5@er cent for security of supply measures (circuit availability) and 50 per cent
for reliability of supply measures (loss of supply event frequency and average outage duration).

ss6. We have applied these weightings taethA4 transmission revenue at risk.

3g7. Table6.7 shows the resultant SSAM incentive rates for the transmission measures.
Table6.7: SSAM financial incentive rates for AA4 distribution measures, $ real at 30 June 2017
Performance measure AA3 ‘ AA4 proposed

Reward Penalty

Penalty ‘ Reward

Circuit availability Per cent -$901,021  -$450,510  -$421,85¢  -$187,492
Loss of supply event frequency

>0.1and>{ system Number of events $40,045 $30,035 $42,186 $52,732
minutes

>1 Number of events $180,204 $180,204 $140,619 $421,856
Average outage duratior Minutes $3834 $2,751 $1,86 $2,909

6.7.5  Capping rewards and penalties under the SSAM

sss. Western Power proposes to retain the total caps on the revenue atridker the SSAMt one per cent of
transmission revenue and five per cent of distribution revenue.

ss9. When compared to AA3, the revenoequirement and therefore, revenuat risk has increased for both
transmission and distributigras shown ifmable6.8. However, as this only caps the to&@hount Western
Power can earn, its financial incentives are driven by the individual incentive rates applied to each measure.
This will mean that it is unlikely Western Power will earn rewards anywhere near the level of the cap.

Table6.8: AA3 andAA4 revenue at risk, $ real at 30 June 2017

AA3 AA4 propose# Change
Transmission $3,180,400 $3,374,84¢ 6%
Distribution $41,381,00( $53,802,089 30%)

390. We propose to retain the approach uses AA3 to fix the revenue at risk at the amount approved by the
ERA in its final decision. This is different to our proposed pricing approach which will updeséutbe on
an annual basis (seén@pter 10). This will provide Western Power with certaiatyut our financial
incentive rewards and penalties through the AA4 period. We do not expect this approach to result in
GAYRTLEE 3L Aya 2N f2a488a a 6S R2y Qi SELISOG 2dzNJ N

6.8 Investment adjustment mechanism

391. The investment adjustment mechanisiAi) provides for an adjustment to target revenue for differences
between actual and forecast capital expenditure in certain expenditure categories. The IAM exists to ensure
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392.

393.

394.

395.

396.

customers do not pay for forecasting erronsthese nominated expenditure categories by providing a
true-up for revenue in the nexdccess arrangemeiperiod.

Western Power proposes to retain the methodology for calculating the IAM. However, we propose to
change the categories of capex under the If&Kthe AA4 period. In summary, we propose to:

remove distribution wood pole management from the IAM

remove the Rural Power Improvement PrograRP(H°3 from the IAM

include distribution metering in the IAM

retain transmission and distribution growth capexhe IAM

retain the SUP the IAM.
Section 6.15 of the Access Code requires Western Power to include an IAM in its access arrangement. It is
to ensure Western Power and its customers remain economically neutral as a result of any differences

between he forecast and actual capex for categories of expenditure that are largely variable and externally
driven.

Each of our proposed amendments is discussed in the following sections.

6.8.1.1 Removal of distribution wood pole management

In its AA3 draft decision, tHERA decidéd2 Sa G SNY t 26 SNDa ¢22R LIRS Yyl 3¢
subject to the IAMo ensure it was appropriately incentivised (even if expenditure was above the AA3
allowance) to meet the Ener@afetyOrder 0:2009% Western Power has now fulfilled itdbligations

under the Energ8afetyOrder and therefore proposes to remove its wood pole management capex from

GKS L!lad®d ¢KA&a Aa O2yaradsSyid gAGK GKS 9w! Qa AydaSyi

¢KS 1 dzi K2NRA (& Qa NXBI dzA NB Y Sy (itheinZesthefit@djustReéht ¢ 2 2 R LJ2 f
mechanism is a oreff and the Authority does not consider that wood pole asset replacement

would be included in the investment adjustment mechanism past the third access arrangement

period®

6.8.1.2 Removal of the RPIP

TheRPIP was retaed in the IAM for the AA3 period, however, no workhia RPIP has been undertaken
since the AA2 period. No wotkder the RPIB forecast for the AA4 period, therefore we propose to
remove it from the IAM.

B ¢KS wtlLte2eAyait e FTdzyRSR 2SaGSNY t 282SNABEWRRE 2K &S LNE @S RINIE &6 iNJ
NEBtAFOATAGE Ay omSA@NIYRINBUEMKAG2HEXKE NBIAAKY & 2F 21 & ¢KS LI
dzy GAET wHAmMn®

% t | ASmebN FROAAA2Y 2y t N2LRAaSR wSgA
Hdal NDK HAMH®

AZ2ya (2 (eReINwODSaa ! NNI

ax

% Ly {SLISY¥SEANSNYNnth26SNI gl a AaadiSREGRGIKK NB/j daANNESRND 6l 8Y 20yy/3S NEHieK S
dzy & dzLJLJI2 NIl SR NHzNJ} f LJ2f Sa gKAOK RAR y20 O2YLX & gAGK NBI dzA NB|
% t | ASCANMIKSOAEGAZY 2y t NRLR2AaSR wS@Aairzya (2 SIKEDNODSWES Y NNSJIY 3
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397.

398.

399.

400.

401.

402.

403.

404.

6.8.1.3 Inclusion of distribution metering

Western Power proposes the distribution metering regulatory category of capex be included in the IAM to
ensure that thedeployment of advanced meters is not unduly constrained by the capex forecast.
Investment in distribution metering is forecastbe $1& million. This includes a total &3 million of
incremental expenditure over three years to move from the current basic meter standard to the advanced
meter standard.

During our customer engagement program, we found that customers who have been edatmteid
electricity tariffs are more likely to support a time of use tdfijfaind customers who support a time of use
tariff are willing to pay for technology that allows them to monitor their uséjeis clear there is some
appetite among customers foildaanced meters, therefore we are proposing a prudent implementation of
advanced meters, installing advanced meters as the standard default fioeteew meters ands old

meters are scheduled for replacement.

However, should Synergy (or other retailershia advent of full retail contestability in WA) decide to
promote the benefits of advanced metering to support its retail product offerings, it is likely that demand
for advanced meters will increase significantly. If demand for advanced meters incréaseshastorical
volumes, Western Power may need to replace up to a further 896,000 meters with smart meters, at an
additional cost of $454 million. Thereforee propose to make distribution metering subject to the IAM to
accommaodate for any large scaleditibnal uptake of advanced metering.

Conversely, should Western Power be unable to implement advanced metering as proposed, for example if
competing requirements mean metering replacement is deferred (as was the case during AA3 with the
EnergywafetyOrden, the IAM would mean customers would be compensated in AA5 for the portion of the
program not delivered.

6.9  Gain sharing mechanism

The GSMrovides a financial incentive to reduce roapital costs or improve productivity over the access
arrangement periodGSM adjustments are only applied if all SSBs are achieved, and is designed to ensure
Western Power only receives a reward where cost savings or productivity improvements do not come at
the expense of lower service to customers.

Western Power proposes tetain the existing GSM in the AA4 period, with two minor amendments. We
propose to calculate the GSM adjustments relating to transmission and distribution service standard
performance separately. We have also updated the inputs used to determine the regrawth factors

and efficiency and innovation benchmarks, which are used to calculate the GSM reward. The proposed
calculations are provided ighapter 10.

6.9.1  Separation of the calculation of transmission and distribution GSM rewards

We proposeo splitthe GSM into two searate mechanisms for the AA4 periq@ne mechanism for
transmission an@ne mechanism for distribution.

Under sections 6.26 and 11.1 of the Access CdaeGEMmust be linked to SSB performance. In the AA3
period, a single GSM appliadross both the transmissioand distribution networksThis means Western

97 / dza G 2 Y S NJ2AS/AAIASING/U t12c63S NJ Odza i 2 YSENB SV aAHAKEE F88RBRANOW N NE B2 NI
%8 [ dz& (G 2 Y S NJ2AS/A3IASNG/U t12063S NI Odza (i 2 YSNBE SV 2AHBKGE FB8ARAEOWn MB @2 NI
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405.

406.

407.

408.

409.

Powerforegaes any rewardor efficiency improvements if customers do not receive the minimum level of
service for each of the SSBs in each year of the access arrangement period

OurLINB LI2aSR F LILINRIF OK gAff 0S O2yaraidtSyid sAdK (GKS 2|
Western Power operates and maintains its transmission network separately from its distribution network.
It has distinct works programdesign and operationaborkforces.

Separating the GSM into transmission and distribution will ensure:

each workforce is held accountable for its own performance

Western Power is provided with an equatentive to achieve efficiencies in both the distribution
and transmission navorks

the incentive to achieve efficiencies in one network is not weakened by poor service performance
in the other network

the current ambiguity regarding the appropriate allocation of GSM rewards between distribution
and transmissiomargetrevenuerequirementsis removed

During the AA3 review process, Western Power proposed to similaitpulgle the performance of each

network under the SSAM. This approach was supported by the ERA, which accepted in its draft decision

that the approach providedamgaa (2 NBY2@S (KS WRmidkyamMAGOSEhizh i& Q Ay
stated:

ddd 2SAGSNY t26SNNRa LINRLRAlIE (2 Y20S (2 + O2Y0)
performance targets to enable it to earn rewards on a tafiggtarget basis. It is reasonable

for Western Power to earn some part of the service standard bonus where it meets some, but

not all of the performance targets?

6.9.2 Updated GSM input values

Western Power proposes to retain its methodology for calculating rewards under the GSM, with updates as
follows:

We propose to calculate the efficiency and innovation benchmarks separately for transmission
and distribution opex categories. This aligns with our proposed GSM calculation methodology (see
section6.9.1).

We propose to calculate and apply the network growth factors separately for transmission,
distribution, corporate and indirect costs and align the adjustment of the efficiency and
innovation benchmarks witbur proposed application of network growth. This is consistent with
our proposed opex forecasting methodology ($éapter7).

We propose to update our uncontrollable opex costs to reflect those forecast for the AA4 period.
This will ensure that Western Rer is not unintentionally penalised or rewarded for forecasting
errors associated with the cost of activities that it cannot influence.

These changes are discussed in the following sections.

9 t | ASCAGIEOA AAZY2 2FR tWSFAaA2ya (2 GKS 1 00Saa 9ONNEFRSEEEE NF 2
HAMH®
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6.9.2.1 Application of network growth factors

410. Consistent with the apprazh adopted forthe AA3 period, we propose to retain the requirement to adjust
the efficiency and innovation benchmarks to account for actual, independently audited growth of the
network, rather than the forecast.

411. We have updated the efficiency and innowsttibenchmarks adjustments to apply separate transmission
and distribution network growth factors. This is consistent with how we propose to apply theriet
growth factors to the transmission and distributierecasts for the AA4 period.

412. Table6.9 shows the transmission and distribution network growth factors that we have used to escalate
the AA4 opex forecasts.

Table6.9: Network growth factors per cent

2017/18 2018/19 2019/20 ‘ 2020/21 ‘ 2021/22

Transmission

Circuit length 0.32 0.33 0.22 0.33 0.32
Ratcheted max. demand 0.00 0.00 0.00 0.00 0.00
Energy delivered 0.30 0.00 2.89 2.50 0.00
Weighted entry anakxit -0.24 -0.73 -0.25 -0.98 0.00
connectionpoint

Transmission wighted average 0.09 -0.11 0.62 0.35 0.09
Distribution

Customers 1.65 1.73 1.69 1.66 1.63
Circuit length 0.91 0.91 0.91 0.91 0.91
Ratcheted nax demand 0.00 0.00 0.00 0.00 0.00
Distribution weighted average 1.21 1.26 1.24 1.22 1.20

413. To adjust the efficiency and innovation benchmarks for actual, independently audited growth of the
network, rather than the forecast, we propose to:

calculate the network growth factors faransmission and distribution, and apply those directly

calculate the weighted average of the transmission and distribution network growth fatiairs
apply to:
I corporate opex using the proportion of corporate opex allocated to each, in accordance with

the Cost and Revenue Allocation Methodology and as reflected in the Regulatory Financial
Statements for the relevant financial year

T indirect costs as the proportion of transmission and distribution total expenditure that
attracts indirect costs, in accordamavith the Cost and Revenue Allocation Methodology and
as reflected in the Regulatory Financial Statements for the relevant financial year.
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414.

415.

416.

417.

=§_westernpuwer

Table6.10shows the weigted average growth factathat we have used to escalate the AA4 corporate and
indirect cost forecasts.

Table6.10: Weighted average networlgrowth factorsfor corporate and indirect costs, per cent

2017/18 2018/19 2019/20 2020/21 2021/22

Corporate 0.91 0.90 1.08 0.99 0.91
Indirect costs 0.93 0.92 1.9 1.01 0.92
6.9.2.2 Adjustments to the efficiency and innovation benchmarks

Consistent with the approach in AA3, we propose to adjust the efficiency and innovation benchmarks for
uncontrollable costs incurred over the AA4 peridtiis will ensure that Western Power is not
unintentionally penalised or rewarded for forecasting es@ssociated with the cost of activities that it
cannot influence.

We have updated the efficiency and innovation benchmarks adjustments to reflect the AA4 forecasts for
our uncontrollable opex.

Table6.11and Table6.12 show the efficiency and innovation benchmarks for transmission and distribution
for the AA4 period, based on the forecast opex, adjusted for uncontrollable costs.

Table6.11: Transmission efficiency and innovation benchmark, $ million real at 30 June 2017

2017/18  2018/19  2019/20  2020/21  2021/22

Totalforecasttransmissionrevenue 93.8 84.2 83.2 84.6 84.6
cap opex

Adjustments:

Superannuation costs for defined -0.05 -0.05 -0.05 -0.06 -0.06
benefits schemes

Energwpafetylevy -1.19 -1.19 -1.20 -1.20 -1.21
ERA costéncl. licence fees and -0.44 -0.30 -0.30 -0.30 -0.44

charges, standing charges, audits an
specific costs)

D-factor project costs - - 8 - -

Unforeseen events - - - - -

Technical Rules changes - - 8 - -

Transmission #iciency and innovation 92.2 82.6 81.6 83.0 82.8
benchmark
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Table6.12: Distribution efficiency and innovation benchmark, $ million real at 30 June 2017

Total forecastdistribution revenue cap
opex

2017/18

292.5

2018/19

268.3

2019/20

266.5

2020/21

272.6

2021/22

274.8

Adjustments:

Superannuation costs for defined
benefits schemes

-0.15

-0.15

-0.15

-0.15

Energyafetylevy

-3.26

-3.26

-3.28

20

=cielt)

ERA costéncl. licence fees and

-1.19

-0.83

-0.83

-0.83

-1.21

charges, standing charges, audits an
specific costs)

D-factor project costs - - - - -

Unforeseen events - - - - .

Technical Rules changes - - = - -

Distribution efficiency and innovation 287.9 264.1 262.3 268.4 270.1

benchmark

6.10 D-factor scheme

418. Western Power proposes to retain theféxtor scheme during the AA4 period with minor administrative
amendments to increase the timeliness of the process, and to provide certainty to Western Power on the
outc2 YSa 2F GKS 9 wldtarpojgcs.SaayYSyid 2F 5

419. The Dfactor allows Western Power to recover an amount through target revenue in the next access
arrangement period in respect of any additional:

opex incurred as a result of deferring a capex profeoing thenextaccess arrangement period

opex incurred in theextaccess arrangement period in relation to demand management
initiatives or network control serviceghere that opex meets the requirements of section 6.40
and 6.41 of the Access Code.

20 INil& !'1o FAYLIE RSOA&A2YE GKS 9w! RSOARSR (2 SEOf dzR

costs from its AA3 opex allowance and instead require these costs to be recovered undeatterf*

During the AA3 period, Western Powecurred costs asociated with two network control services

contracts.

421. There iscurrently some ambiguity about the drafting of tRefactor scheme provisions in thexcess
arrangement.To address these ambiguitied/estern Power proposes to clarify that it is ablesé@kERA

01t ASCAPMSIOA aA2Y 2y t NRPLIRASR wSOAAA2YENY2 t 2K SING DESSiFHPSNOOENKIY 3 ¢

HAOMH D
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approval ofD-factor costsoutside of an access arrangement review prodess during the access

arrangement period)Further,within 25 business day¥ of the receipt of a submissigwe propose to

require the ERA to make a decision on whether thstsof that Dfactor project meethe requirements of
sections 6.40 and 6.41 of the Access Code, and therefore these costs can be added to the target revenue in
the next access arrangement period.

422. The benefits of this change are:

423.

424.

425.

Western Power can invest non-network solutions with greater confidence that the revenue can
be recovered, which in turn increases the power of th&aflor incentive. As a result, customers

are likely to benefit from innovation and demand management activities, which can betaise
mitigate the need for costly capital investment. This is particularly important formeiwork

solutions and demand management solutions that are recurring through the access arrangement
period.

The Dfactor is designed to offset the bias towards eapprojects that the IAM provides. That is, if
the Dfactor did not exist, or did not provide an effective incentive, Western Power would be
incentivised to spend capex (to be adjusted in the following access arrangement period) rather
than opex. This isdzause, without the Bactor, the cost of a nometwork solution over and

above the approved opex forecast could not be recovered from custoraedsyould also reduce
any potential rewards under the GSM. This would incentivise Western Powersdst cape on
major augmentations to avoid the risk of being penaligadhigher than forecast opex

Due to the innovative nature of new naretwork and demand management solutigtisere is a
greater risk around the likelihood of success. Therefore, in the abswrare effective incentive
scheme, network service providers may have a bias towards investment in traditional network
solutions. That is, there will be no incentive to develop capacity innedwork and demand
management solutions.

6.11 Unforeseen and triggeevents

Western Power proposes three changes to unforeseen and trigger events for the AA4 period:

include a new unforeseen and trigger eveeltatA y 3 (12 WYH SRS NIBFW2Wiva Q
remove the mandated roll out of advancedéntal meters as a trigger event

remove the redundant reference to the carbon pricing mechanism announced in 2011.
All other unforeseen events and trigger events will be retained as per the AA3 period.

Section 6.6 of the Access Code allows Western Power to recover prudent and efficexntoapopex
incurred during a previous access arrangement period as a result of a force majeur€%hantare
dzy 6t S (2 0S NBO2OSNBR dzyRS®J 2 SAGSNY t 2¢6SNRA Ay adz

02 ¢KAA OXKYRTNISBY LINPABUSROAGBK AWKS GAYSTFNIYSa F2N GKS 9w! (2
LINELI2 &Lt YSSGa (GKS NB3IdA FG2NB (GSad NBIdzZANBYSyida dzyzRSNJ adz
03 1 yRSNJ GKS ¥ ONISH 5K K 2REWMB yFI RO (F 2WNJ OA ND dzYy &4di | §DB 0 NBR 2y RR (1 KEA QIS
NBF&az2ylrotS IyR LINUZRSY (G LISNER2Y @w2dz R y204 0SS FoftS G2 LINBOSY
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426.

427.

428.

429.

430.

431.

432.

433.

434.

Sections 5.34 and 5.35 of the Access Code allow Western Power or the ERéiffose or more events
in the access arrangement, after which have occurred, require Western Power to submit proposed
revisions to its access arrangement.

Any Governmented reform such as those proposed under the EMR some of which have rebewetty

reaffirmed by the Minister for Enerd$, could have a significaimpacton2 S & (i S NJ/ expehditG&l &

la GKSasS ¢2dAd R 6S YIYyRFGSR | yR fwebdEBibe&progiddwith RS 2 F
the opportunity to recover these costs either:

in-period using the trigger event provision to-open the access arrangement

in the following access arrangement period using the unforeseen event provision.

As it is proposed that advanced meters be subject to the IAM, we consider there is no need to retain a
mandated roll out of advanced meters as an example of a trigger event. Nevertheless, this removal would
not prevent us from using these mechanisms if there was any significant unforeseen costs as the result of a
Governmentled reform.

We have removed theedundant reference to the carbon pricing mechanism that was introduced in 2011,
but retained the broader reference tihe introduction of any scheme or mechanism with respect, directly
or indirectly, to emissions of greenhouse gases

We note that the proision of specific events in the access arrangement are examples only, and do not limit
the application of these clauses.

6.12 Technical Rules changes

Western Power iproposing to retairthe existingTechnical Rules changes provisitor the AA4period
with aminor adjustment to clarify that Western Power will only report on changes where the costs are
material

Sectiosc ®p G2 codmu 2F (GKS 1 00Saa /2RS LINPOGARS | YSOKI
revenue for any differences actualcapex or ope®s againsthe AA4 forecast expenditure required to
meet its Technical Rules obligaticarssing from amendmentduring the AA4 period.

Western Power proposes to amend the access arrangement to clarify that it will report on each change to
the Technical ®&es that result irmaterial changes to the costs incurred or saviaghieved in AA4This is
because we consider that the cost of completing a full-bastefit assessment of eacton-material

change to the Technical Rules as part of an access arrangeavesion submission will outweigh the

benefits. As part of any proposed Technical Ralaendments, we will assess and provide to the ERA the
expected costs and benefits.

6.13 Actual performanceand proposed servicstandards

Figure6.10to Figure6.24 show the service standard benchmarks and targets proposed for the AA4 period
in the context of historical benchmarks, targets and actual performance.
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435. The actual data is presented on the lsasf the changes proposed for the AA4 period unless otherwise
stated.

6.13.1 Distribution measures

Figure6.10: CBD SAIDI
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Figure6.11: Urban SAIDI
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Figure6.12: Rural short SAIDI
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Figure6.13: Rural long SAIDI
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Figure6.14: CBD SAIFI
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Figure6.15: Urban SAIFI
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Figure6.16: Rural short SAIFI
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Figure6.17: Rural long SAIFI
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Figure6.18: Call centré®
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6.13.2 Transmission measures
Figure6.19: Circuit availability
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Figure6.20: Average outage duration

Figure6.21: Loss of supply event frequency >0ahd >KL
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