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| suggest we respond with:

“The government remains firmly committed to meeting our election promise to the people of Townsville. As the
Premier mentioned, this is about keeping our assets in public hands. It's also ahout protecting government jobs in
Townsville at a time when jobs and job security are more important than ever. We owe a huge debt of gratitude to our
power and energy workers. Their job is not nine to five. While we're safely at home during major storms and cyclones,
they're out there working in what can sometimes be difficult conditions restoring vital power supplies to households
across the state. That's happening right now in cyclone and flood-affected parts of the state.”

This email, together with any attachments, is intended for the named recipient{s) only; and
may contain privileged and confidential information. If received in errar, you are asked to
inform the sender as quickly as possible and delete this email and any copizs of this from
your computer system network.

If not an intended recipient of this email, you must not copy, distribute or take any
action(s) that relies on it; any form of disclosure, modification, distribution and /or
publication of this email is also prohibited.

Unless stated otherwise, this email represents only the views o the sender and not the views
of the Queensland Government.

Please consider the environment before printing this email:
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Subject: etu article edits

From: bob NR

To: mangocubeb@yahoo.co.uk; ellen.mcintyre@ministerial.qld.gov.au

Date: Sunday, 1 March 2015, 9:50:37 pm AEST

Mark,

Just a few quick thoughts/edits

bob

On January 31 Queenslanders not only voted for change.docx
3 119.7kB
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Subject:  Fw; etu article edits

From: mangocube6@yahoo.co.uk
To: andrew@etu.org.au
Date: Friday, 20 March 2015, 4:46:41 pm AEST

Hi Andy,

This is good ta go with the following adjustments please;

Add to Simmo to thanks to Stewie,Lara and others.

Also to tidy up the CQ response - the whole system in CQ was restored in only 12 days after being smashed by TCMarcia. It took 23 days post Yasi. A
excelent effart to get 63700 homes restored. so fast.

Ergon and Energex crews invalved.

Alsc an additional reference in passing to TC Nathan where 438 premises affected but ance again Ergan craws on the ground ready and swilt in their
response to help FNQers,

If you could tidy it up a little with these addendums, that would be great Andy. Thanks. And ta far your patfence and persistence!

Mark

On January 31 Queenslanders not only voted for change.docx
& 119.7kB
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On fanuary 31 Queenslanders not only voted for change, they made history.

strQu-eeHs-laHd-erfrmade—h-i&tefy»amd—vated~f-e—r~cﬂhaﬂge.

They They—déd-t—ha&bywotg ing-out a government with the largest political majority in
our nation's history after just one term in office.

But more importantly they They-voted to Create jobs, not slash them. They voted to keep

our public assets, not sell them. They also voted for accountable and transparent

government and to restore frontline services.

There is no doubt that the NotdSale campaign and the campaigning cf many ETU
members in the election over the T2 twelve months leading up to the election had a
significant impact on the result. Well done to Stewie, Lara and everyone who got involived.

'm proud to be part of Annastacia Palaszczuk's' new Labor Gavernment in Queensland -
as -as-the new Member for Yeerongpilly and the new Minisier for Energy ~ and -and-|

look forward to working with you for a fairer, more just Queensland.

Unlike the ousted Newman LNP Government, wa'll) he keeping our election promises,
which means no sell off of our energy generators, CS Energy and Stanwell, and no sell off
of our electricity network distributors and tratismission companies, -Ergon, Energex and

Powaerlink,

Labor's policy is to merge the for-mergers-ef-the two generators into one new
government--owned corporation snd to amalgamate the-amalgarmatien-of-the three
transmission and distribution businesses into one merged network government--owned

corporation,

There will be no forced redundancies. We will manage the —byumaﬂag}ﬁg-t—hestafﬁng

transition through natural attrition and a voluntary separation process.

The government's first priority has been prepariing for and responding to Category 5
Cyclone Marcia's devastating impact on Central Queensland and in particular
Rockhampton, Yeppoon, Biloela, Jambin and Monto.

Fortunately the While-the-cyclone took fortunately-has-takerno lives, But it —t-has been
deavastating for thousands of central Queenslanders, with more than ever 600 houses

made uninhabitable and 63700 homes and businesses left with out power,

Yet, in less than a week, the 939 power workers from Ergon and Energex who have
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converged on CQ have and-reconnected 62500 premises 97%-within a week — 97 per
cent of all those who lost their Dower,

It has been a herculean effort from power crews and support staff from as far as the Gold
Coast, Cairns, Ipswich and Mareeba who have selflessly traveled far and worked long
hours to help the people of Central Queensland.

Please accept my sincere and heartfelt thank you to every worker who has hefped in the
CQ recovery. You have made a difference. It was an honour to meet power workers and
say a few words of thanks on behalf of the Palaszczuk Labor Governtrient at the Saturday
Rockhampton morning muster recently.

I'look forward to working in partnership with you to make our state once again a fair,
inclusive and prosperous state that treats people with respect and listens to their
concerns and feedback.

Warmest wishes,

Mark Bailey

Minister for Main Roads, Road _Ssafety and Ports
Minister for Energy and water Supply
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SubjectGauging Interest in Recent PhD Research Findings for Study of Australian Electricity
Industry Transformation focusing on Monopoly DNSPs

From: p.newbury@business.ug.edu.au

To: paulsimshauser@dews.qld.gov.au
Cc: mangocubeb@yahoo.co.uk
Date: Tuesday, 1 September 2015, 4:57:43 pm AEST

Hi Paul,

We have never actually met, albeit that we share many common connections across hoth industry and academia. |
am making contact on the basis that | have just completed my PhD at UQ which has us&d an evolutionary economics
model (Sectoral Systems of Innovation ) to examine the transformation in the Australian electricity industry, primarily
from the viewpoint of the DNSPs. The research examined the attributes and interglay between 4 core sectoral
elements, namely: 1) technology & knowledge; 2) actors & networks; 3) institetions; and 4) demand. Having
previously worked in senior executive roles in ENERGEX (for 15 years) | was ahi2 to persuade

13 of the Australian DNSPs to participate in the study along with the then Chairman of the AER (Andrew Reeves), the
ENA, the EUAA and CSIRO.

I recently submitted my thesis for examination and so have meved on from the UQ Business School and am now
based at the UQ Global Change Institute (GCl) where | am greparing a research proposal for a joint study of the
Indian electricity system (with the Indian based ‘The Energy & Rescurces Institute (TER!)) using a similar approach to
that adopted in my PhD for the Australian industry. This epportunity has come about after | was approached by the
President of the Australia-India Business Council and invited to visit India to meet with representatives from
government, industry, academia and NGOs in connectioiv with their ambitions to improve the Indian electricity
system. | have recently returned from that visit and thereis considerable interest in India for a joint research project.

Whilst | have some interest in the Indian electiriciiy system and the spin-of opportunities it may present for Qld (e.qg.
export of vocational training, skills and capability development), it has always been my desire to use my industry
experience and research findings to contribute 1o the Qld electricity industry reform and transition process. Therefore,
| am seek to determine whether you expect there may be some opportunities arising in the near term for example, the
merger praject for ENERGEX, Ergon & FPewerlink, the Qlid Productivity Commission review of electricity pricing or
some policy role assisting yourself orlwit! in DEWS.

| have attached two recent conférence papers for your interest, the first was delivered last month at Imperial College
London and the second was récently accepted to the IEEE Conference in Brishane in November. The latter, whilst
brief may be an interesting read from the perspective of the challenges facing ENERGEX and Ergon Energy. These
papers represent only @ smali subset of the broader research which | believe may be of interest.

I'd be keen to get yourthoughts on whether any opportunities that match my skills might arise in the coming months
and would alsc be happy to come in and brief yourself or your DEWS colleagues on the findings from my research,
should there be any interest. I'd also be happy to provide a copy of my PhD thesis once it have the results of the
current external examination process.

| have also copied this email to the Minister whom | have previously been in contact with about these matters.

Kind regards
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Proceedings of 10th Annual London Business Research Conference 10 - 11 August
2015, Imperial College, London, UK, ISBN: 978-1-922069-81-8

Technological Change and the Creative Destruction of
Electricity Industry Monopolies: Sectoral Systems of
Innovation Study

Paul Newbury *

The research applies a sectoral systems of innovation lens to explore the
evolution of sectforal boundaries in a highly regulated industry during a
period of significant technological disruption and change. A qualitative
case sfudy, with data colfected through semi-structured interviews with
representatives across the Australian electricity indusity, supplemented by
participant archival documents and publically available information. The
research findings show that during an extended pericd of stabifity in the
industry, the economic, policy and informal institutions have become
closely synchronised with the traditional technological regime and the
assumptions embedded within those instilutions reflect this. However, a
more recent period of technological {turbulence and disruption has
permanently altered the underlying techniological frajectory of the sector.
The change in technological frajectory has challenged and in some cases
invalidated many of the core assumptions embedded within the
institutional landscape. Ten areas were identified where embedded
assumplions have been shown fo bé invalid or being seriously challenged.
These areas relate to technolagical innovation and adoption, business
models, market structure, compeiftion, customer power, economies of
scale, asset useful life, demand and industry aftractiveness.

JEL Codes: B52, D42 and L94

1. Introduction

Electricity utilities across 'the giobe face an uncertain future as the industry undergoes a
substantial transformaticn driven by a range of factors including the move to low-carbon
energy systems, changing electricity usage patterns, government energy and environment
policies and advances in renewable electricity generation and delivery technologies. The
evolutionary econamics literature describes how ‘creative destruction’ is an ongoing cycle of
innovation and renewal and that disruptive technological change can lead to firms and
industries baing substantially reshaped or eliminated entirely (Schumpeter, 1950). We also
know that paiterns of innovation and market structure are essentially determined by the
nature of the relevant technological regime which are not fixed but change over time
(Nelson and Winter, 1982; Breschi, Malerba, and Orsenigo, 2000).

* Paul Newbury — PhD Candidate, University of Queensfand, Business School
Colin Clark 39 Blair Dr, St Lucia QLD 4072, Brisbane, Australia

Mobile: +61 448 096 164 Email: p.newbury@business.uq.edu.au
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Periodically a disruptive event may occur that changes markets and industries and has a
destabilising effect on established firms who may have difficulties when confronted by
radical change (Christensen, 1997). Incumbent firms often find it difficult to respond to
disruptive technological innovation for a variety of reasons and this phenomenon is
sometimes referred to as the ‘incumbent’s curse’ (Chandy and Tellis, 2000}, ‘innovator's
dilemma’ (Christensen, 1997), the ‘icarus paradox’ (Miller, 1992) or ‘core rigidity’ (Leonard-
Barton, 1992). We also know that whilst some incumbents decline and die, others are able
to adapt and survive (Hill and Rothaermel, 2003; Ansari and Krop, 2012}. This raises
interesting research questions as to why some incumbents decline and die whilst others are
able to evolve, adapt and prosper. With the value of electricity distribution networks
generally measured in the billions and electricity being an essential service, ine question of
incumbent survival is of great significance, not only for the fims themselves, but also for
governments, consumers, business, industry and society in general.

The purpose of the research is to apply a sectoral systems of innovation (Malerba, 2004)
lens to explore the evolution of sectoral boundaries in a highly regulated industry during a
period of significant technological disruption and change... The study explores how the
interplay between the core sectoral elements (knowledge & techinology; actors & networks;
institutions and demand) impacts the patterns of innovation activity and the evolution of
sectoral boundaries. Unlike previous studies, which have examined sectors and
incumbents in fully competitive markets, the research tacgets a sector dominated by firms
who operate in a highly regulated monopoly indusiry structure. Furthermore, the industry

under review is undergoing a period of consideraliie technological change.
2. Literature Review

The primary theoretical frame for this research is ‘Sectoral System of Innovation (SSI),
which is grounded in evolutionary econdniic theory and the innovation system approach
(Malerba, 2005. Malerba (2002, 2005, 2006) argues that innovation within a sector has
relevant systemic features and undergoes processes of change and transformation through
the coevolution of its core elements, namely: technology and knowledge, actors and
networks, institutions and demand. . On this basis, Malerba (2005 p.65) defines a Secforal
Systems of Innovation (SSi) framewark in the following terms:

“Sectoral systems of innovation have a knowledge base, technologies, inputs and a
demand. They are camposed of a set of agents carrying out market and non-market
interactions for the creation, development and diffusion of new sectoral products.
These agents are individuals and organisations at various levels of aggregation, with
specific learning processes, competencies, organisational structure, beliefs, goals and
behaviours. (They interact through processes of communication, exchange,
cooperation; competition and command. Institutions shape their interaction. A sectoral
system undergoes processes of change and transformation through the coevolution of
its varicus eléments.”

Based on this definition, a sectoral system is composed of four main building blocks as
depicted in Figure 1, including:

a) Knowledge & technology. Any sector may be characterised by a specific
knowledge base, technologies and inputs;

b) Actors & networks: A sector is composed of heterogeneous agents that are
organisations or individuals. Agents are characterised by specific learning
processes, competencies, beliefs, objectives, organisational structures, and

2
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behaviours, which interact through processes of communication, exchange,
cooperation, competition, and command;

c) Institutions: Agents' cognition, actions, and interactions are shaped by
institutions, which include norms, routines, common habits, established practices,
rules, laws, standards etc. Institutions range from those that bind or impose
enforcements to ones that are less binding and less formal.

d) Demand: is made up of individual consumers, firms and public agencies, each
' characterised by knowledge, learning processes, competencies and goals, and
affected by social factors and institutions.

Figure. 1: Sectoral Systems of Innovation (SSI) Framewaork.
(Adapted from Malerba, 2004)

-

—"\
Technology & < > Actors &
Knowledge < L Networks
I >

/) /

[ Institutionsﬁ

The sectoral systems of innovation frarriework derives its origins from three areas of
research in economics and innovation gtudies (Malerba, 2005; Malerba and Adams, 2014).
The first is the literature on change and transformation in industries, which includes studies
on industry life cycles (Utterbeck, 1894; Klepper, 1997) as well as broader analyses of the
long-term evolution of industries as found in Schumpeter (1950), and more recent work on
the patterns of innovative activities and technological regimes (Malerba, and Orsenigo,
1996; Dosi, 1997). Schumpeier (1934, 1939) was interested in innovation either as a
process of ‘creative destruction™or as a process of ‘creative accumulation’ (Pavitt, 1984)
and believed innovation wgs closely linked to the emergence, growth and decline of
industries. The second arsa of research in which the sectoral systems approach is
grounded is evolutionary economics theory, which places a key emphasis on dynamics,
innovation processes (‘and economic transformation (Nelson and Winter, 1982).
Evolutionary theory acknowiedges that environment conditions and sectoral context affect
agents’ cognition and behaviour (Dosi, 1997; Metcalfe, 1998; Malerba and Nelson, 2011).
The third theoreticai origin of the sectoral system of innovation framework is the innovation
systems literature,in which relationships and networks are key elements of the innovative
and production processes (Edquist, 1997). The ‘innovation system; approach considers
innovation as an interactive process among a wide variety of actors. It stresses the point
that firms do not innovate in isolation: innovation is seen as a collective process. In the
innovative process firms interact with other firms as well as with non-firm organisations and
their actions are shaped by institutions (Edquist, 1997; Lundvall, 1993).

There is an absence of empirical research into the co-evolutionary processes that occur in
highly regulated industries, particularly those that are subject to technological
discontinuities. This underexplored area in the literature is topical for industries such as the

3
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electricity industry which is facing significant challenges brought about from technological
discontinuities, changing customer preferences, new policy and institutional settings and the
introduction of new entrants to an industry which has historically been devoid of mainstream
competition since the establishment of the first electrical power distribution system in New
York in 1882 (Hughes, 1983).

3. Research Design and Methods

The case method is the most appropriate for studies that ask 'how' and 'why' research
questions (Yin, 2009) and as such was adopted in this instance. Data was collected
primarily via semi-structured interviews with management representatives of 13
Australian electricity Distribution Network Service Providers (DNSPs) along with
representatives from the Australian Energy Regulator (AER;}, tnergy Networks
Association (ENA) and Energy User Association of Australia (EUAA). Interviewees
were asked their opinions and perceptions across a range of topics including: the nature
and significance of challenges facing Australian DNSPs; the readiness of their organisation
to meet the challenges; the extent of any strategic repositioning undertaken or contemplated
by their organisation and the role of innovation in that context; current and anticipated
impacts of emerging technologies; differences between public and private ownership;
business model considerations, the threat of an electricity demand ‘death spiral’ and finally,
the nature and extent of any constraints which they felt may hamper or impede their
organisation in meeting the challenges they face. Archival documents from various sources
were also an important element of the data ocollection and also helped to triangulate
interview data. Data analysis was undertaken to siit through all of the relevant data to
develop an understanding of how the core comperents of the sectoral systems framework
interact and influence firm activities. This was done through a series of steps and involved
preliminary analysis, an initial phase of codiiig to identify broad themes and a second phase
to explore emergent themes more deeply., The analysis process concluded with ‘within-
case’ comparisons across the sector. and ezch of the study participants.

4. Findings and Discussion

The data collected from interviews and other means highlights particular interactions and
events that have been influential in the evolution and reshaping of sectoral boundaries.
Consistent with the transformation of other industries (e.g. telecommunications,
photography, music, automotive etc) the transformation of the Australian electricity industry
cannot be explained be & single event or driver but rather a convergence of circumstances
that challenge pre-existing structures, relationships, technologies and institutional frames
and lead to an evoliition” of sectoral boundaries. Specifically, the evolution of sectoral
boundaries has beer shiaped by the interplay between the core variables in connection with
a number of key arezs including the international climate change agenda, peak demand,
DNSP infrastruciure investments, business models, regulatory frameworks and pricing
structures, consunier behaviour change and the impact of new and emerging technologies.
Each of these iopics is discussed in the following sub-sections along with graphical
representations of the interactions between the core sectoral variables.

4.1 International Climate Change Debate

We start our discussion by focusing on the global climate change debate as a key driver of
change. Whilst this debate began outside the traditional sectoral system in the international
scientific community, it has quickly gained momentum in the media and is now broadly
acknowledged as one of the major challenges facing the planet. The issue of how best to

4
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address this risk and avoid the potential implications of climate change is a key focus on the
international stage and as such, government policies are being developed and
implemented, albeit that there is no universally agreed approach or policy framework.
From a sectoral systems viewpoint, the climate change debate has had a number of
impacts. Firstly, it has led to national and state policy frameworks for energy and the
environment, which seek to reduce carbon emissions and promote desirable behaviours
through a range of incentives and penalties. Examples include signing the Kyoto Protocol,
setting national carbon emissions reduction targets and introducing a range of policy
structures and mechanisms to support the achievement of these targets (.e.g. renewable
energy target, carbon pricing mechanism etc). Whilst international emissions reductions
targets remain intact, the two major political parties in Australia have different policy
approaches to achieve the desired outcomes. As such these institutiona! pelicy frameworks
remain unsettled. The climate change debate has also stimulated sighificant investment
into clean energy technologies by R&D institutions, suppliers, manufacturers and new
entrants and the demand for these technologies, particularly eleciiicity generation via solar
PV is penetrating mainstream customer markets. Similarly, the climate change debate has
also raised consumer consciousness about the potential impacts ¢f climate change and the
need for action. It has also put high emitting industries (e.g: power energy generation and
their owners, on notice that change to current practices are expected. Figure 4.1 provides a
graphical representation of the interactions between core SSivariables described above.

The discussion and diagrammatic representations of key interactions between core sectoral
variables provide insights, which inform the literaturz:

a) Interplay between infernational, national, siafe, sectoral and firm level institutions
reshapes sectoral boundaries:

Figure 4.1 shows the relationship and cascading effect between the various layers of
institutions within the sectoral systen) of innovation.  Specifically, international
institutions (e.g. Kyoto Protocol) triggered policy development at a national and then
statefterritory level, These subsequently flow through to sectoral regulatory institutions
and finally to the firms themselves, whether in the form of formal rules (i.e. strategies,
policies, standards and guideliries; or informal norms, routines and mental modes {e.g.
organisational culture and atiitudes). So whilst the literature indicates that actor’s
actions are shaped by insiitutions, the institutions themselves are also shaped by their
interconnectedness with other institutions.

b)  Direct and indirect ipstitutional impacts:

Whilst formal institutions might set out the ‘rules of the game’ and drive certain
behaviours, we see a number of different types of impacts flowing from institutional
mechanisms in this instance. For example, renewable energy targets, carbon pricing
mechanism and various incentives for distributed renewable energy generation directly
target behaviour change in certain actors. In this instance, the introduction of those
institutional mechanisms also had indirect impacts in the form of sending a clear signal
to investors, new entrants, R&D institutions and the general public that governments
were serious about their commitment to reduce carbon emissions. Consequently, we
have seen considerable investment in R&D for new clean technologies and a flood of
new entrants who see an opportunity to sell energy solutions based on these new
technologies. Media coverage of these institutional mechanisms has also contributed
to raising awareness among consumers about the potential impacts of climate change
and the need to take action to reduce carbon emissions.
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Figure 4.1 — SSI Interactions Relating to Emergence of Climate Change Debate
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Interactions Summary

International scientific community raise awareness via the media about potential
risks to climate change from continued carbon emissions.

National and State governments introduce policies to address climate change,
reduce sarkion emissions and encourage adoption of clean technologies.

Governinent policies aim to influence the behaviour of various sectoral actors
through incentives, penalties and information.

Investment flows into R&D for clean technologies by R&D institutions, suppliers
& new entrants but not by traditional electricity supply chain participants.

Consumers procure new clean technologies (e.g. solar PV, energy efficient
appliances etc) from energy solution providers, suppliers and manufacturers.

@ @ ® @ ® ©

Electricity sourced using distributed renewable generation technologies (e.g.
solar PV & wind) increases, whilst electricity sourced from the NEM decreases.

135-05598 MIN - Page Number 59 of 116




c) Impacits of institutional uncertainty

We know from the literature that sectoral actors interact through processes of
communication, exchange, cooperation, competition and command and these
interactions are shaped by institutions. In the Australian electricity industry context, we
see that the level of certainty, or in this case uncertainty, associated with institutions
can also be influential. For example, the former national government introduced a suite
of initiatives including a Renewable Energy Target (RET), which sought to stimulate
investment in renewable energy generation projects. A change in government in late
2013 led to a review of the RET, with the government publically expressing its desire
to reduce the current target. Uncertainty about the future of the RET has contributed to
a significant decline in investment into clean energy generation projects, despite the
government having made no policy decision as yet.

4.2 Peak Demand and the Infrastructure Investment Megacycle

During a five year period to 2012, in excess of $36B was invested in electricity distribution
network infrastructure, an increase of around 60% on the previous regulatory period.
Simshauser and Nelson (2012) label this as an ‘investment megacycle”. DNSPs had
argued the investment was necessary to replace aging infrastructure and cater for
anticipated growth in consumer demand within the NEM, both total demand and peak
demand. Consumer peak demand for electricity in the NEM had increased significantly
following a rapid penetration of air conditioning from 1989 onwards. This was largely due to
low cost Chinese imports that made air conditioning more affordable to consumers. At the
time, almost all Australian residences used accumulation meters (i.e. not smart meters)
which are typically read manually on a quarterly basis and do not allow for time-of-use
(TOU) tariffs. Time-of-use tariffs would have aliowed ‘demand management’ via a price
signal (i.e. higher tariff) to discourage consumer energy usage during peak periods. Without
smart meters and time-of-use tariffs, DNSPs did what they have always done in the past...
they built more network infrastructure to-cater for growing peak demand. Despite networks
assets being significantly underutilised, the regulatory framework still allowed DNSPs to
pass on the cost of network investm@nis to consumers via increased tariffs. The continued
underutilisation of assets now raises ihe potential for stranded assets and write-downs of
asset values, thus impacting the attractiveness of these businesses to owners, investors
and lenders. Figure 4.2 provides a graphical representation of the interactions between
core SS| variables and provides insights which inform the literature:

a) Formal & informal institutions conlribute to poor investment decisions:

We know the actions of aciors are shaped by institutions (Malerba, 2005). In this instance,
a combination of forimal and informal institutions has led to unintended consequences and
ongoing issues Tor consumers, regulators, DNSPs and others. We know the traditional
response of DNSPs to demand growth is to build more network and there is little risk to the
DNSPs from siichian approach given that eiectricity pricing structures set out the regulatory
framework allow DNSPs to recover the costs of capital investments from consumers over
the life of the asset. This is reinforced in statements by the AER Chairman who describes
the mindset of DNSPs: “...we are from the nefwori service provider, we know what's good
for you, we will build it, get out of our way”. However, the fact that peak demand occurs
rarely and for relatively short periods means that electricity network assets are substantially
underutilised. For example, a senior executive from one DNSP stated: “.../ think it's 13% of
our assets only get used for 30 hours a year, something like that. That's like $600 or $700
million, right. It's a lot of money just fo sit there for 30 hours.” To address peak demand
issues, consumers must be subjectto economic pricing signals (i.e. higher tariffs) to

135-05598 MIN - Page Number 60 of 116



Figure 4.2 — SS| Interactions Relating to the Network Investment Megacycle
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Interactions Summary

Advances in technologies and manufacturing processes lead to low priced air
conditioning units flood into Australia, primarily from China, around 1999.

The number of homes with air conditioning doubles during the period 1999-2007.

The rapid penetration of air conditioners increased NEM total and peak demand.

Increasing demand trend was expected to continue and DNSPs anticipated a need
to augment networks to cater for increased demand, particularly peak demand.

State governments impose network reliability standards and customer service
obligations whicivmust be met by DNSPs. Penalties apply for non-compliance.

Regulatory determination process approval significant DNSP  network
infrastructiure’ investment based on anticipated demand growth, replacement of
aging assets and meet network reliability standards of state governments.

@ @ O e 6

The regulatory framework and determination process allowed DNSPs to pass on
costs of the ‘network investment megacycle’ through increased electricity tariffs.

©)

With AER regulatory approval, DNSPs undertook substantial CAPEX
programmes to strengthen electricity distribution networks. Building network was
the default response by DNSPs facing demand growth but is not appropriate as
the sole strategy to address peak load growth. However, DNSPs had limited
options due to absence of TOU tariffs, smart meters.

©

Underutilised assets raises risk of ‘stranded assets’ & balance sheet write-downs.
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discourage consumption during peak periods, thus reducing the peak and the need for ‘gold
plated’ networks. This is done through time-of-use (TOU) tariffs. Unfortunately, time of use
tariffs require smart meters or interval meters to be installed that record the time of use.
Victoria is the only state to have rolled-out smart meters. Without the proper technological
equipment (i.e. smart meters), the alternative was to build more network but this has led to
significant price rises and underutilised assets.

4.3 Natural Monopoly Regulation, Pricing & Business Models

As has been the case for over 100 years, the business model for electricity DNSPs is based
on making significant long-term investments in electricity network infrastrictire and passing
the costs to consumer over the useful life of the assets. This business models depend on
the ability to achieve economies of scale which have historically existed due to their status
as natural monopolies and the fact that no technically or economicaily feasible alternative
existed for consumers who were essentially captive. This approach was also centrai to the
regulatory institutions that were established to ensure DNSPs did not exploit their monopoly
status to the detriment of consumers. The process for setting prices (i.e. tariffs) involves a
regulatory determination by the Australian Energy Regulator {AER) which allows DNSPs to
earn an approved revenue amount or cap over the 5-year regulatory period. Once a
revenue cap is set, the DNSPs forecast the expected consumiption across the period and
then the price (i.e. unit price per kWh) is derived by dividing the revenue cap by the
expected kWh to be consumed. To protect consumers ftom being exploited, when actual
consumption exceeds forecasts, the DNSPs must reduce prices to ensure they collect no
more than their approved revenue cap. Conversely, should consumption be less than
forecast, DNSPs can apply to the AER to incfease the price to ensure they recover the
approved revenue cap in full. It is this latter peint which is problematic and highlights a
fundamental flaw in the reguiatory framewark. Specifically, based on historical trends over
decades, there was an implicit underlying assumptions that electricity consumption would
always trend upward over the long term and therefore, the ability for DNSPs to adjust prices
upward exists merely as a balancing ini¢chanism to ensure DNSPs to put forward best
estimates of electricity demand rather thanirying to ‘game the system’.

In simple terms, if consumers reduce consumption of electricity sourced from NEM, this in
turn reduces the revenues earned by DNSPs, who simply apply for a price reset to increase
the unit price to ensure recover the full revenue cap amount approved by the AER.
Confronted by these higher prices, consumers either reduce consumption further via energy
efficient appliances, altered usage patterns or by sourcing electricity from an alternate
technology such as distributed renewables (e.g. solar PV). This would later be shown to be
problematic in the face of ‘an extended period of declining electricity demand, as | will
discuss in connection with the electricity ‘death spiral’ scenario. The preceding discussion
and diagrammatic repiesentations (Figure 4.3) of key interactions between core variables
provide insights wiich inform the literature:

a})  SSlapproach useful in highlighting institutional policy faifures:

The sectoral system of innovation approach has been a useful tool in highlighting certain
institutional policy failures within the existing institutional tandscape. The failures stem from
underlying assumptions about the nature of the industry and the interactions between its
actors, which have been embedded within regulatory and firm level institutions. Specifically,
there is an implicit assumption that the natural monopoly status of DNSPs will remain intact
indefinitely and that no disruptive technological event will occur that renders the current
technological paradigm obsolete. Similarly, until recently it was assumed that electricity
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Figure 4.3 — Natural Monopoly Regulation, Pricing & Adjustments
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Interactions Summary

DNSPs are natural monopolies which are subject to regulatory price oversight to
protect consumers from abuge of monopolistic power. DNSPs operate large and
expensive electricity distribution networks which have a 40yr useful life. DNSP
business models rely on economies of scale to spread the fixed costs of building
and maintaining the network across a large base of customers. Economies of
scale have historically axisted due to DNSP status as natural monopolies and the
fact that consumer had ng real alternatives (i.e. captive consumers).

DNSPs submit a reguiatory submission (containing costs data, proposed capital
programs, expected demand etc) to the AER who assess it and make a
determination which allows DNSPs to earn an agreed amount (i.e. ‘revenue cap’)
over the 5-year regulatory period.

The portion ¢of the total electricity price that relates to the DNSP is calculated by
dividing the revenue cap amount by the estimated electricity consumption over the
5 years period. This contributes to the unit price which customers are charged for
electricity consumed.

Annual demand is closely monitored DNSPs as revenues are based on the
electricity consumption of customers. Annual consumption is compared against
forecasts submitted as part of the 5-year regulatory determination process.

If consumption is more than forecast, the unit price can be adjusted downward but
where consumption is less than forecast, prices are increased. The price increase
or decrease adjustments ensure DNSPs earn their AER approved revenue cap.

Pricing adjustments result in increase or decrease in the unit price of electricity.
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demand would always trend upwards and never decline. The evidence we have for this is
twofold.  Firstly, the regulator allows DNSPs to make large investments in network
infrastructure assets on the basis that they will have a useful life of 40 years and continue to
derive an income for the DNSP for the duration of that period. Secondly, the traditional
business model adopted by DNSPs is dependent upon achieving economies of scale in
order for the significant fixed costs of building and maintaining the networks to be spread
across a large customer base. Historically, these economies of scale have been achieved

b)

¢

By DNSPs on the basis of their status as a natural monopoly and the knowledge that
consumers were essentially captive, with no cost competitive alternative existing for
the supply of electricity. Furthermore. since the 1890's the electiicily industry has
evolved on the basis that electricity cannot be stored effectively. (However, advances
in both small and grid scale storage technologies are challenging the fraditional
technological paradigm. Using an SSI approach to analyse the interplay between SSI
core variables, we can see how the decline in demand in the NEM (since 2008) and
the introduction of competition from new enfrants and emerging technologies has
challenged fraditional assumptions. The natural monopoly status of DNSPs is being
eroded by solar PV which is providing a cost competitive alternative for consumers.
Economies of scale are also declining and threaten the sustainability of DNSP
business models. Hence, some of the regulatory mecharnisms that currently exist are
no longer appropriate, particularly the process forapproving capital investment
programs, setting revenue caps and electricity prices

Stranded assef risk fransferred fo consumers:

It is difficult to contemplate another indusiry setting where declining demand leads to
increased prices. This flaw in the regulatory pricing mechanism is articulated by
Energy User Association of Australia (FUAA) Director, who expressed his concern that
DNSPs continued to invest in electricity infrastructure at a time when demand was
declining, effectively meaning that UNSP were “...able fo pass its stranded assef risk
on to consumers.” The Director pboints out that under the current regulatory framework
DNSPs have not been punished for poor investment decisions in the same manner as

would be the case in other industries and investment contexts.
Institutional evolution: The changing role of the Australian Energy Regulator (AER)

A sectoral system undérgoes processes of change and transformation through the
coevolution of its varicus elements (Malerba, 2005 p.65). To date, | have spoken in
some detail about the evolution of sectoral boundaries and how this transition has
been influenced by 4 range of factors. What is apparent from the scenario described
above, and from: discussions with the Chairman of the Australian Energy Regulator
(AER) is that the institutions themselves are evolving in response to the changing
sectoral landscape. For example, the AER exists for the purpose of regulating natural
monopaiy | DNSPs to ensure consumers are protected from an abuse of monopoly
power {g.g. excessive prices; poor customer service). However, the introduction of
competition in the form of distributed renewable energy generation means that
consumers now have choices in sourcing electricity. We have already evidenced this
newfound choice in the rapid penetration of solar PV. Whilst the introduction of
competition is still relatively new, competitive intensity is likely to increase as emerging
technologies mature and become more efficient and cheaper. With the natural
monopoly status of DNSPs expected to gradually erode as competitive intensity
increases, the role of the AER is likely to evolve. Rather than exclusively concerning

I1
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themselves with the regulation of monopolies, the AER will play an increasing role in
managing the transition to a more competitive environment. This is reflected in the
interview comments of the Chairman of the AER who states: “in 10 years we're stilf
going to be bouncing off the walls dealing with new and emerging issues. There are
winners and there are potentially losers. The important thing is to manage the impact
on losers, that is... manage the transition. Because if we don't change, we'll all be
losers.”

4.4 Consumer Choice and the Rapid Penetration of Solar PV

Significant electricity price increases over the last decade have meant that consumers are
faced with a number of choices. They can simply pay the higher prices without changing
their energy consumption patterns or they could adjust their behavistrs to reduce their
usage, adopt energy efficient appliances or seek alternative sources of electricity. With
regards to the latter, coinciding with the upward trend in electricity prices, governments
across Australia introduced a range of mechanisms to reduce consumption and incentivise
the take-up of solar PV. These incentives ranged from rebates and grants to subsidise the
purchase and installation of solar PV as well as feed-in-tariffs {FiTs) that allowed consumers
to sell excess generation capacity back into the grid to earn inncome. With electricity prices
in the NEM trending upwards and an influx of new entrants (i.e. energy solution providers),
the incentives for solar PV proved popular with consumeis and led to the rapid penetration
of solar PV across Australia. The rate of penetration of solar PV systems far exceeded
estimates by AEMO and governments who subsequently ceased incentive schemes or
amended them to be less affractive (i.e. reduce Fit}. Overall, the increase in electricity
demand from renewable sources understandabiy resulted in a decline in the electricity
demand in the NEM. As indicated earlier, the declining trend in NEM electricity demand
triggers a further cycle of price rises, hencé making solar PV even more cost competitive.
Figure 4.4 provides a graphical represeniation of the interactions between core SSI
variables and provides insights which infortnthe literature:

a) Rate of diffusion of new technaolcgies difficult to predict:

Governments and regulatory institutions significantly underestimated the popularity of
solar PV, and consequently did not foresee the impacts that a rapid penetration would
have on demand. For example, in 2011 the AEMO predicted it would take until 2030
before solar PV would diffuse to 30% of residential households across Australia.
Queensland and Swouth Australia have already exceeded 30% in 2014, with
penetration in other states and territories progressing quickly. Similarly, many state
and territory governments introduced incentive (e.g. rebates & feed-in-tariffs) schemes
to encourage adcplion of solar PV. The uptake was so popular that schemes were
quickly removed and feed-in-tariffs reduced. The difficuities in anticipating the
emergence and impact of new technologies is reflected in the interview comments of
AER Chairman who stated that it was not the role of the regulator to try and pick
winners in_terms of emerging technologies but rather to create an environment for
innovation to flourish.
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Figure 4.4 — Rapid Penetration of Solar Photovoltaic Systems
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Interactions Summary

(1) National, State & Territory governments introduce a range of policies to encourage
the adoption clean techhologies, consistent with the target to reduce carbon
emissions.

(2) New policy mechanisms provide a stimulus for new entrants, i.e. Energy Solutions
Providers (ESPs), selling energy solutions based on new clean technologies e.qg.
rooftop Solar PV,

(3) New policy mechanisms, along with the trend of increasing prices for electricity
sourced fromn the NEM, provide incentives for customers to adopt solar PV and
other clean technologies.

(1) These incentives trigger the rapid penetration of rooftop solar PV systems across
Australian residential domestic consumers, particularly in Qld & S.A.

(5) The rapid penetration of rooftop solar PV means that the aggregate demand for
electricity from distributed renewable energy generation technologies increases,
whilst demand for electricity sourced via the NEM declines (i.e. consumers are no
longer 100% dependant on the NEM).

(6) Declining electricity demand sourced via the NEM inevitably triggers further price
increase in accordance with the processes graphically represented in Figure 4.2.3.
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b)  Technology and the rise of consumer empowerment:

For well over 100 years, electricity was almost exclusively delivered via a linear
electricity supply chain by utilities that operated as natural monopolies. Under such
circumstances consumers had little or no bargaining power and no option but to
source their electricity from the electricity network. Whilst the cost of electricity
remained low consumers were generally satisfied with these arrangements. However,
a decade of rising electricity prices coupled with the recent availability of new
technologies (e.g. Solar PV, energy efficient appliances etc) means that for the first
time since the inception of the electricity industry, consumers have choices when it
comes to electricity sourcing decisions. AER Chairman, (2012, p.2) nates that DNSPs
have traditionally been ‘engineering oriented’ rather than ‘custonier oriented’ but new
regulatory reforms will “...give consumers much more power in the regulatory
process.” In fact, a common theme that emerged from’ interviews with DNSP
management was the need to better engage with customeis as part of a transition to
an integrated customer centric model of electricity delivery.

¢) Impact of localised factors on technology adoption and diffusion

Using solar PV systems as an example, we can see hiow new technologies can rapidly
penetrate the Australian market place despite net having been developed or
manufactured in Australia. AER Chairman, notes the rapid adoption of both air
conditioners and solar PV in Australia were heavily influenced by low cost products
manufactured in China and imported to Australla. However, whilst solar PV has
quickly diffused in Australia, the effectiveriess and impact of such technologies varies
depending on localised factors. The Ausiraiian PV Institute suggests the performance
of a solar PV system is impacted by a range of factors including solar radiation and
weather. in simple terms, solar PV technologies are more effective in locations (and
countries) with an abundance of suniight.  Similarly, consumer rooftop solar PV
technologies may be less populaiin communities with high density housing, on the
basis that occupants of high-rise @partments have no rooftop. On that basis, we may
not expect to see solar PV have the same impact on demand in the UK, where solar
irradiation is much less, or in-Hong Kong or Singapore where people predominately
live in high density, high-rise apartments.

4.5 Pending Game Changers: Battery Storage & Electric Vehicles
a) Technological trajecturies, regimes and discontinuities

The idea of technolegical regimes is closely related to the concept proposed by Schumpeter
in Business Cycles (1939), which emphasized the discontinuities associated with the
introduction of radical technologies and the disruptive effects that these may have on the
dynamics of the/whole economy (Castellacci, 2008). Garavaglia et al (2012) suggest the
variables that define a technological regime are indeed fundamental determinants of the
mechanism governing the relationship between market structure and innovation. With this in
mind, the bundling of solar PV and battery technologies represents a new and different
technological regime for electricity delivery on the basis that it allows consumers to service
their electricity requirements without the need to access traditional electricity infrastructure
associated with the linear electricity supply chain model that have existed since the late
1800’s. The solar PV and battery bundle represents competition for the electricity grid and
as such, any market share it attracts will erode the economies of scale that underpin the
business models of incumbent DNSPs.

14

135-05598 MIN - Page Number 67 of 116



b) Adoption of new technologies: Why timing and rate of adoption matter

We have already seen how the rapid and unexpected penetration of both air conditioning
and solar PV has impacted demand. The former drove a sharp increase in peak demand
where the latter led to a decline in demand within the NEM. With this in mind, we shouid
contemplate the potential impacts arising from the availability of low cost efficient batteries.
There is broad consensus that prices for energy storage will fall in coming years, but what is
less clear is how far these prices will fall and how quickly. This is an important debate
because a significant drop in battery prices could have ‘game-changing’ effects across the
industry. Widespread penetration of batteries would support renewable generation to shift
timing of generation export to the grid and allow better management cr reduction of
distribution system peaks and troughs. It will alsc give consumers a levei of independence
from the electricity grid if desired. It will also drive the uptake of electric vehicles. The latter
two points both have significant implications for electricity demand. For example, when
paired with solar PV, batteries provide consumers the ability ‘{o reduce the electricity
sourced from the NEM. Rather than selling excess generation capacity back into the NEM,
the consumer could store the excess in batteries for use in the evening peak period. The
decline in demand during the peak evening period could significantly reduce revenues of
DNSPs and further undermine their business models. It weuld also be a trigger for further
rounds of NEM electricity tariff increases (as described in Figura 4.3).

The availability of more efficient and cheaper batteries will also play a fundamental role in
the diffusion of electric vehicles in the future. In contrast to batteries paired with solar PV
which threatens to reduce NEM demand, the regular recharging electric vehicle batteries is
anticipated to significantly increase demand for electricity sourced from the NEM. With
battery storage technologies likely to impact NEM demand both positively and negatively,
the real issue becomes timing. Whilst most expect the diffusion of electric vehicles to offset
this decline and in fact lead to a rise in electricity demand in the NEM, there is a significant
risk for DNSPs if electric vehicles diffuse slowly. It is unclear how existing electricity supply
chain participants (i.e. generation, TNSFs, DNSPs) would survive were there to be an
extended period of declining demand pricr to an eventual eVehicle lead demand recovery.

4.6 Declining Demand and the Risk of a ‘Death Spiral’ Scenario

We know that a range of factors, including high electricity prices, changing consumer usage
patterns and the rapid penetrationi of solar PV, demand for electricity in the NEM has been
in decline since 2008 with the trend expected to continue at least until 2016. Future
demand is difficult to predict with certainty due to changing usage patterns (residential,
commercial & industrial}, impending regulatory and ftariff (i.e. pricing} reforms, and the
impact of emerging techinoiogies. We have already seen generation businesses retire plant
due to an oversupply of generation capacity. As stated previously, DNSPs and TNSPs rely
on economies of scaie to spread costs across a large number of consumers. With unit
prices (i.e. tariffs) derived by dividing the approved revenue cap by forecast demand, if
demand coniinues to decline, prices will continue to increase. Increased prices provide
further incentives for consumers to reduce consumption or seek alternative sources. This
continuous cycie of demand erosion and price increases is referred to as the electricity
demand ‘death spiral’ and has the potential to significantly impact DNSP business models
which depend on achieving economies of scale (Severance, 2011; Simshauser & Nelson,
2012; Wood, Carter & Harrison, 2013, EEI, 2013). The ‘death spiral' derives its name from
the notion that at some point the business model will be rendered unsustainable (i.e.
business model failure). The electricity death spiral is graphically depicted in Figure 4.6
and shows how actual demand in years 1 to 5 of the regulatory period slowly declines (i.e.
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spirals downward). In response to declining demand the unit price in years 1 to 5 increases
(i.e. spirals upward) as adjustments are made to ensure the total revenue recovered by
DNSPs during the 5 years regulatory period reflects the revenue cap approved by the
regulator at the commencement of the regulatory cycle. A declining demand trend is not
sustainable for DNSPs who must spread their large fixed costs over a maximum number of
customers. Extended periods of declining demand were never anticipated when regulatory
frameworks were designed and implemented and as such, we now have the unusual
situation where, unlike any traditional market based system, the declining demand is
triggering increases in price. The increasing price is allowing electricity supply from new
non-networked technologies more cost competitive in comparison.

Figure 4.6 - Electricity Demand ‘Death Spiral’

Price (DUo0S) . Demand
(Adjusted to ensure full {Electricity Sourced from the NEM)

revenue cap recovery)

Actual Yr 1 " Forecast Yr1

Legend:
RC = Revenue Cap

FD = Forecast Demand
AD = Actual Demand
P = Unit price / kWh (DUGS)

Pricing Adjustments:

P=RC/FD

~ IR ADYn <FD¥n
Then: P at Y1 must 1
So that; 100% RT(Yr 1-5) recovered

Source: Developed by Newbury, 2014

a}l Re-thinking industry attractiveness: An investor perspective

If we think about the Australian electricity industry in terms of Porter's (1990) Five Forces
Model it is apparent that recent developments necessitate a re-evaluation of industry
attractiveness. For example, prior to solar PV, DNSPs were essentially free of competition
and consumers had little bargaining power on the basis that no cost comparable alternative
existed to electricity sourced via the grid. In recent times this has changed and we are
seeing DNSPs shift to a more customer centric mode! in recognition of the increasing
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empowerment of consumers. Barriers to entry that had traditionally underpinned the status
of DNSPs as natural monopolies are eroding with a flood of new entrants selling energy
solutions based on new distributed renewable energy technologies. With the erosion of their
natural monopoly status, DNSP’s now face unsustainable business model risks. Finally, the
availability of efficient and affordable battery technologies will provide a ‘substitute’ to the
traditional model of electricity supply. The battery compensates for the one significant
weakness in solar PV, namely intermittency. On that basis, by bundiing batteries with solar
PV, some consumers will have the ability to disconnect from the electricity grid The
business of electricity distribution now looks far less attractive than it did a decade ago.

5. Summary and Conclusions

The preceding sections have discussed the evolution of the secter in terms of the
interactions between the actors, technologies, institutions and demand within the Australian
electricity industry. If we now raise the level of abstraction to a léss context specific focus
and more theoretical viewpoint it is apparent that the research informs the ‘sectoral systems
of innovation’ literature by highlighting the tensions that arise between technology and
institutions during the transition to a new technological regime. Specifically, the research
suggests that when technological fluctuations and disruptions occur within a sectoral
system, institutions that have traditionally been stable for long periods, all of a sudden can
be vulnerable. Disruptive technologies which challenge iha existing technological paradigm
or regime can have a destabilising effect on instituticns within the sectoral system of
innovation and contribute to a de-synchronisation between these institutions and the
prevailing technological regime. Figure 5 provides a graphical depiction of how during
extended periods of stability in the industry the-economic, policy and informal institutions
closely synchronise with the relevant techriclegical regime and assumptions that are
embedded within these institutions remain_ valid. However, a period of technological
turbulence and disruption can permanently alter the underlying technological trajectory of
the sector. The change in technological trajectory may cause instability in existing
economic, policy and informal institutions wiiich causes them to be out of synchronisation
with the new technological regime. ‘in such instances, a revalidation of assumptions
embedded within those institutions miay he required in order to effect a re-synchronisation.
A period of institutional lag or catch-up can be said to occurs until such time that sectoral
institutions evolve and adjust (i.e. re-synchronise).

Figure 5 - Impacts of Technological Disruption on Sectoral Institutions
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In this industry research context, disruptions to the traditional fechnological regime relate to
advances in distributed renewable electricity generation and storage and other associated
technologies, which are driving the transition from a linear electricity supply chain to an
integrated customer centric electricity supply model. For the purposes of Figure 5,
institutions have been categorised as being economic, policy or informal. Economic
instifutions refer to the economic regulatory framework for monopoly electricity networks,
business models, competitive intensity, asset ownership models (public v private) and
investor industry attractiveness. Policy institutions refer to state and federal government
policies for energy and environment, whilst informal institutions are listed separately to
recognise that firm/organisational level routines, norms and patterns of behaviour also
influence the evolution of sectoral boundaries.

Whenever regulatory frameworks are established it is inevitable ihat judgements and
assumptions are made about the nature of the industry, future’demand, and consumer
usage patterns over the longer term. Consequently, the success of regulatory frameworks
in meeting these objectives is impacted by the judgements and assumptions that are
embedded within these institutions. In this research industry context we have evidenced the
destabilising effect that technological change on sectoral institutions and the way in which
underlying assumptions within those institutional settings are challenged and in some cases
rendered invalid. Some of the key areas where traditional assumptions now appear
questionable include:

Assumption 1: Traditional technological regime to continue indefinitely

Underpinning the traditional electricity” supply paradigm is the assumption that
electricity networks represent the only technical and cost effective way to deliver
electricity to customers, particularly when there has historically been no ability for
consumers to store electrical power,

Assumption 2: Natural monopoly staius of electricity networks to continue indefinitely

Based on the belief that nc costs comparable technology could be developed to
compete with electricity delivery via the traditional linear supply chain it was assumed
that the natural monopely status of electricity distribution and transmission network
operators would continu2 indefinitely, free from competition.

Assumption 3: Contintied Weak Bargaining Power of Consumers

Similar to assuniptien 1 and 2, the lack of a cost comparable alternative to the linear
electricity supply niodel lead to the assumption that consumers would have no realistic
alternatives than to source their electricity needs via the electricity network grid. This
lack of cheice meant consumers had little or no real bargaining power.

Assumption 4: Natural Monopoly Business Model Underpinned by Economies of
Scale

Free from the prospect of competition, natural monopoly network utilities have based
their business model on the ability to realise economies of scale that come with
knowing that consumers have no viable alternatives to source there electricity needs.

18

135-05598 MIN - Page Number 71 of 116



Assumption 5. Investment decisions based on 40-year network asset life

Building upon the preceding assumptions, the economic regulator has approved
significant network infrastructure investments on the basis that such investments will
continue to operate and return revenues over a 40-year useful life. This assumes both
the continuation of economies of scale based on continuing natural monopoly status
and in that regard also assumes the traditional technological electricity delivery model
will continue unchallenged by new technologies.

Assumplion 6: Electricity demand in the NEM would always trend upwards

During the period 1895 to 2008, demand for electricity, delivered via a conventional
linear electricity supply chain grew year upon year. The idea that electricity
consumption could trend downward for an extended number of years was not
contemplated by governments, regulatory bodies, indusiry participants or the
investment community.  Assumptions about continuing demand growth became
embedded in the regulatory framework, investment decision-making and the business
models of the DNSPs. The current decline in electricity demand within the National
Electricity Market (NEM) since 2008 has had signrificant implications across the
industry, for regulators, generators, TNSPs, DNSPs, retailars, owners and investors.

Assumption 7: Assumed rooftop solar PV would have limited consumer appeal

The failure to anticipate the possibility of a‘lchg-term decline in electricity demand in
the NEM was matched by the failure to anticipate the demand for rooftop solar PV
which has penetrated across Australia fai more rapidly than expected. The now
infamous AEMO prediction in 2011 that it would take until 2030 before solar PV would
penetrate to 30% of Australian residences demonstrates the difficulties in predicting
the rate of diffusion for new technologigs) (Queensiand and South Australia are already
approaching 30%).

Assumption 8. Electricity supply and demand must always be balanced in real-time
due to lack of ability to store eleciricity

For over 100 years it has been the case that electricity supply and demand must be
balanced in real time using sophisticated technologies that allow large electricity
generation plants to increase or decrease the flow of electricity through the electricity
network in real-time subject to the usage patterns of consumers. Breakthroughs in
both small scale and grid scale electricity storage technologies is a ‘game changing’
technologies, which invalidates this old assumption and is expected to reshape
electricity delivery and usage into the future.

Assumptiony 9. Continuing industry attractiveness fo investors

The primary reason for the markets’ willingness to provide capital to the utility sector is
the confidence investors place in the regulatory model, and the assumption that
utilities will be allowed (i.e. by regulators) to earn a fair return. Despite having a
reputation as a safe and reliable investment for over 100 years, regulated businesses
are vulnerabie to risks related to business model changes, economic trends and
regulatory policy changes. Disruptive technologies in the electricity industry have
already created adverse impacts on revenues and investor returns and this is likely to
impact the future cost and availability of capital for the electric utilities.
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The inability of key industry stakeholders to anticipate the changing technological landscape
and the impact of new technologies on demand, industry structure, business model
sustainability, industry attractiveness, changing consumer usage patterns, investment
decisions, regulatory frameworks, pricing and alike perhaps reflects upon Nelson and
Winters (1982) idea that learning, behaviour and capabilities of agents are constrained and
bounded by the technology, knowledge base and institutional context in which organisations
act. The challenge to these underpinning assumptions has far reaching consequences for
the future structure of the industry and demonstrates the rigidity of codified institutional rules
in the face of fundamental changes to the existing technological paradigm.

In conclusion, advances in distributed renewable energy generatioii and storage
technologies now provide consumers with choice during electricity sourcing decisions. This
represents competition for DNSPs who have operated as natural menapolies for over 100
years. That competition is eroding the natural monopoly status of DNSPPs and represents a
threat to current DNSPs business models in the medium to longer term. In Schumpeterian
terms, we are seeing the creative destruction of the traditional industry structure and linear
electricity supply chain model and the emergence of a new integrated customer centric
model combining elements of the old and new technologicai regime. Many of the existing
institutions and assumptions that exist within this industry ¢antext, both formal and informal,
are being challenged and are under pressure to evolve; in fact, Schumpeter (1950) himself,
recognises the potential implications of such an event, stating “there is certainly no point in
trying to conserve obsolescent industries indefinitely; but there is a point in frying fo avoid
their coming down with a crash and in attempting to-turn a rout info an orderly refreat”
(Schumpeter 1950, p. 90).
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Abstracr-- The paper preseats sdecled findings for researel
ol sectoral impocts of disraplive technolagical innnvalinn
in the Australian electricity lndusicy, willh pnphasiy wn

manepaly electrieity disteibuilon wtlllties. A gqualitative’

case stady approach was applied with dafa collected ¥in
semti<siruciured imierviews with management
represedtalives of 13 Awstealisn edeetricity disribution
nelwork  service providera. tntervicw data reveals
contraifing views between privote and pubifc  odliy
makagers in feems of the perceived  sigalficance of
chalienges Tucing their orpanlzations amd (he culturyl
preparedness to cespond, Whilsl representatives ol private
utilities expressed conlidence in the cobtoral readiness of
their arganisutions 10 meet the chullenges abead, manager:
representing  public  wilides jdenUfied orpanisational
colteral constrainis ns one of the most sipnifieant
impediments ta the transformation of \heir buwsinessus,
Key coacerns reluled o erguabativeal caliury locloded:
reslstaned (o change: lack of an inosyntive cultures risk
aversinng e prosy Fonclional coltaboration: wnd lack of
crrmerclal focus and perfornmnce driven coliure.

Index Terms—econmmdes of seales electrichy supply Indusiry:
human  vesooree  management:  mnopoly:  feehnobogical
innovating.

L INTRODITUTION

_ Eleomicity wiilities i develeped nusions faee an urcertiin
future &y the industry undergess a substantial transformsdo
drivien by a range of factors ineduding the move ta low-carkon
energy  wysioms, chunging  elettricity  usagel pabems,
govermment encrey snd euviconment poficies and wivances in
remewabie elecinchy gencraden and defivery tochnolomies,
The evolutionary  econemics  Hierture descabes  Bow
‘ereativa destruetion’ is an engeing céele of irnovation and
renewal and that disroptive technodpeicit-change cen lead (o
firms  and Pndustries being  subsiantially reshaped o
climinated entirefy [T We alse krow that patiems of
inpovation and market stracture are gssentially deteomined by
the nafure of the refevant techootomea! tegime which are no
feaed bt change over time | 2[4

L

fonindically o disroptive’ oveni may oecur that chunpes
murkets 2nd indusiries and Rm g destabilising effet on
esightished firms who miay bave diffieultics when confronted
by rudical chunge . fncuzrbent firms ofien fnd it difticult
ty respond W dismuphive techmrlogical ingovation for e vedety

Mark Pateeson
CSIRG
Hrisbane, Auwstralin
c-mad: mark, prdeesopdysindan
of Teasons and this phenomenon issemetimes refemod o gy
tha ‘Incombent’s curse’ [5], ‘nevaies’s diferma’ [41 the
Tearus paradox’ |6 or “eora mizidity’ 7)./ We also knoawy that
whilst some incumbents decline and die, others ane zhle o
silapt and survive §8]. (9) ‘{his rises isteresting research
qeeestions @5 19 why some incumbents decline and die whilst
othoers are zble w1 evolve, pdaps/snd prosper. With the velue
of eleginictly distriburion neiwerks sencrilly measured. in the
billions snd efectricily betmig an essentiul vervice, the guestion
of incumbent survivalis of great significance, mot only for the
sy shemselves. bet slto for sovemmeonts. consemers,
business, indussiy-ond society in general,

1L TEIEORETHCAL FRAMEWLRE

A Seemrat Svsienis of lmvarion (551

Ehe primary theoretical frume for this research s
‘Bacforal Sratem of Innovehiom (881, which is sroundad in
evetivnary ¢eomvmic theory and tie innovation system
afemeich-fHEL Rheferba [15] — |13} argues that inpovation
whthin o secter s relevint systemie features and undergoes
procesies  of change emd  iransformation through  the
coevelution of s cone  efements, namely: echnoloey end
tnoefedge. actors snd netwoeks, institutions end demand,
CIn thix basis, Malesba 112 p.65) defines a Serlorzl Sysiems
of Inniwation {5511 framewaork in the elowing terms:

“Sactoral syztems af hnovarion have a beowledzs base,
tecinedagies, frpuis and o dermand, They are conposed of
o s of agems carryilg osr sarket and per-marter
interavtions for the cretion, development aad diffiesion of
new secroval products, Theve agey ore individwads amd
orgawisiticns ar wrieas fevels of aggreganion, with
specific fearming provesses, competencies. organisazional
suncrdve, bellels, geals amd bohaviawrs. They inreracy
trough  provesses  of  conmumication.  exchange,
eoeaperaio, corpreriion and command. Phelr nteracrion
ix shaped Dy Instiiurions. A seceoral sysiem wndergoes
pracesses of clieuge ord remgomation tavugh ihe
caevolution of its varioes elemnanzs. ™

Based on this definitien, a seclorsl sysiem s compased of
four mitin huilding blocks as depicted in Figure 1. tnciuding:
i Rnmeledge & welwologe Any sector muy be
chureclerised by o specific knowledse  base,
technmezies and inpols;
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i, Actrs & nenvaskss A secur B8 composed  of
helerorencons agends  thai sre organisations or
individuats. Agents are charsciersed by spesific
leaming  processes.  competencies.  heliefs
objectives. arganisational structunes. and behavioues.
which infcract hroogh processes of communicaticn.
exchange. cooperation, competilion. and commind:

fit. fosmBaions  Agents’  cogmitien,  actions.  and
interactions sre shaped by II'I\‘I]!L]HUH'\ which include
norms.  routings, common  fehits,  estblished
practives. ruies. lawsy. sty I"Iﬂ..LI‘IJ_‘- cie.  [nstituticas
range from thuse Uml hind or impose enforcemems
I3 exmey that are tess hinding and less fermal,

iv.  Demand: is made up of individul consumers. Arms
ard  public  agenvies. cach  charecterived by
knoweledine, tearnng processes, cumpetencies ind
oy, and alfected by social factors waul institutions.

Actors &
Nedwurks

Technolugy &
Kaowledze

luslitgtieas

Fiy Fr Sevierzl Systens il lovazicm (5503 Frosesrk,
Figune in wlapted dne: refemence $140

The gpplication of & 581 Femework also allows mu
t beuter umderstand hoth the forces that drive inkevasye
activilies in their sectors and how these forces chenge-aver
time 15 [t i also a useful ool for analy cumrlcx
iynam becsuwse i1 dakes info gcomemt maltple. sotors,
policy-makers and instifutions at ditterent levels 1161

“The secwcal systems of innovation fremeweek denves ils
urigins Erom three untts of nescarch im econcmics end
inneventivn studics {14), [ES) CThe first iz she fimrzture on
rhmge end pungermation i indusivier) which includs
studies on indwstry fife oyeles [IFE 415 as well as broeder
enalyses of the fong-term evelutionof indestries as found
in Schumpeter [} and mare cecend work on the pudierns. of
innovative actvites ol teensotorical regimes [T95 [2L)
Schumpeter |21}, {22] was interosied dninnavation either i
process of ‘ereative destrucfor) or z= a process of “creative
zccumulaBon’ {23} anil helieved  innowaltion was  closcly
linked 10 the emergence arwth snd decline of indusiries.

‘Fhe second area of research in which ihe seriord systems
epproash is proumded s evefdonary evemanges dieory,
which places # key emphasis on dynamics, inneeation
processes and economic transformation 2}, Bvolwionury
theery  cchnpwledges thal environment  vonditions  and
sectoral context affecl agents’ cogmtion znd behavior [2().
1294 126]. Evolutionary twory siresses majar ditferences in
oppertunity conditions refuted 20 science and technologios.
the knowledse buse underpinning innovafive activitizs, und
also the imstilunenst context. Thus the leaming. behuviour
and capabititics of agenls are consizined and heunded by the
technolomy. an\h:d":_ hase wnd |na1111=lmn.1! centexi i
which fems  ect Hcttrng‘_r'-c)u.a fiemsducing  simifar
wehnologies and  kpowledpe  bases, uiserly simmilar
production activities and embedded in fhe seme institutionl
seiting, share some commen bebavioun! end organi=tiens!
trats and develop @ sintilar mmyeof eaming  patterns.
behaviour dand orgenisational forme £2]Li5]

Fhe third theorctical gl el ahe sectoral system of
inmovation framewerk is the fneovarion systenss literuture, in
which refattonships amdl nerwerks ane key clements of the
inmavative and production proCiEsses 127}. The ‘inmovation

system: spproach considers innovution as wn imfersctive
process ameng i wids Yadety of avters. I stresses the poing

that firms do N innovase i isaiation: irnnvation is seen ss o
cotiective process. In thr innovative process firms intenuwt
with cther firms as wetl s with non-firm argenisations and

thetr actions areshaped by institulions [27]. [*H[

1l BRESEARCIE METHHORS

The/zase metkod s the most spproprisie for studies that
ask 'how uod sy research questlons |29) and a8 such was
silopted 7 this ntanee. Data was collected prinwrily vis
semizstructured fntervicws witl M RageTEnt
represcatitives of EF Austrabian clectricity distribution
nciwork service providers {LNSPsh  Imerviewces were
asked iheir opinions and perceptions seross 1 rege of wpies
inciuding: the nature and stomiticance of chalfenges (zoing
Austrelian [INSPy: the readiness of their arganisation 1o meet
the chaffenges: the extent of any struegic repositioning
urnderiaken or ccmlcmplazrd by their orgunisaticn and the role
of innavasien in that conzext: casment and snticiputed impacts
of emenging lechnologios: differences between public and
private ownership: business medel considerations. the threut
of an alactricity demand *death spiral’ and finally, the nutune
and extent of eny consrainis which they full may bamper or
impade their orgmisitian in mactimg the u.h‘nﬂcn"c:ﬁ they leve.

Archival documents from vardons sources were afso an
important clement of the tata collection aml adso heiped Lo
triangutaze inlerview dane [t apulysts was umlenaken w
sift throurh atl of the relevant daia to develop an
understanding of how the core components of the scegosl
systems framewark intersal and inffusnee Arm sctivilies. This
wus tone through s series of sieps and invedved preliminary
anulysis, an initial phase of cading to Wentify brozl ihemes
aml 1 xecond phise o explure emergent themes more deeply.
The analysis procass conchidad  with  “within-case’
cosmpanisons. with -:'nrlh.wa o sector v firm. m v fiom. and

seugh to contrast Andings for public v private stilities.

135-05598 MIN - Page Number 76 of 116



1V, FINDINGS AND DISCUSSION

A Recagniziag the Inevisaile Traisfonnation

In 212 CS{RO convened the Fature €0d Forum which
assembled more thin 120 reprssentatives of the Aostrudion
clectricity industey, governmient and communily 1o underiske
un cxtensive wholc-of-sysiem  wnazlysis to explore what
Anctaliz's alectnetty svstemn might look likis in 2050 2nd to
urderstand the ssvees amd options that might anse alng 1he
wiy. ‘The mmportance for this imitistive is reflecied in
comments by Mr Yaul Grahem, Chicd Feonomist of the
CRIRG Enerry Fagship §31]:

“The slectricity syvstew fs... mow jucing complex and
meprecedened cluffenges, These chidfenges have ehe
povier ia affeer all finks In the electricity supply chain ot
() ERCONTANE BEW Market SREures, auins. ond Buesiness
wodels so emerge. The fimere is Bhely 0 ook vasey
difiereny from tonday, Avseedlia’s eecriciy loadscaps
will chanpe significandy in the decades wr 2050, and the
arearest cliiages ore fkely to come frang

- erga shifs” browgin en By the advenr of low-csr
electricioy  sonage,  susialoed  fow demand  for
ceatraliy-iupplicd  eleviricly,  omd the need  for
stgntficant greenfiewse gas abatianent.

- consimmer chofre as an outeene of porensial e
baesiness mandels, @ greater degree of cost-refleetivity
in pricing, and Qreater CoNsLr ERgGGENENL.

The fiuure Grid Herum developed fout Seenirics is =
means 1¢ help them explone and debate e potentizl
chatlenges thwr may confront the Aostralion efecidciy
industry in the yean ahead, e seendrics do not epmsent =
consenrsus view of the Tuture but s range of possibilities based
en asspmpions showt how cecfain techeofogies might
advanee snd hew these technologies might be viegwed and
embrxeed by consumners.

B, Perceived Sigaificance of the fudusmry Evolution

karty in esch interview. imierviewees wers asksd shen
views mm the nature and significance of {he cument inddstey
tranzformatien, paeticulary in comparison fothe rue slahioh
change would normally cocur. There was boyad agreement
that DNSPs were freing o pecied of sipnificant {hange and
ransformaton and shis was drivirg majorsstratemc sl
ererutional shifts acrass their bosinesses, The following
romment by ENERGEX CEC, Mr ey Effeney saptures the
exsenee af how DNSPs view the cemedt sectoral ovofusion.

“The indwsiry Ir at such @ crossyvad.. i the nex 19
vears we Witl see guiie o farge troistermation in the way
the ercrgy modal evolves... Thijouney is going 1o be an
enermons challengs.”

Cither typical responses of intervic@nes irclude:
W are in o period af tatersdented change ™.
“Hhe rave of change frguise o bit e thap before”,

T the sexr “Gn ysars we'Fe gomg o have such o
trensformarion”.

“Thic & complersly wmracedamed Wevelibened it o a
wiree

“We're right at d1g frorz end of whim I suggest is ons of
ehe anast signifiany petiody of chovige this indasiry bas
Fircedd o1 o sl

TEven though we are used fo change, the rie af ohange i
samaehar diffevens from what we're used to in the past”.

"Theve's alwavs charger happening bz wor as much az
it we re new seeing .

“there's a bis of a sidal wave ahour s e and a for of
thar ix hecunse of the preswures flany, o ekternd
ervircronent,

In addiion o imerview dete medin comnents LA} by
selected Chicf Lxecutives reinlorse the wgnificance of the
chatlenge tacing DNSPs:

“He sl morply gy wie Bawve pvier dhe fast 300 voaes, Dag't
anderestimate the Mesinesses © ability fo chonpe when we
sew thett heint dr peenr. Wooare slaw et of the Wocks
thowgh.” (Very Elency. CHO ENERGEX)
I diswibuzors don't Ferpond they run the risk of being
Mindsided  md Leveming  incregsiigly  invelevent o
constamers,” tiaut Haligno, CEO Western Posver)

“Undsr pressine Sam weak demand, diswiboors can no

fanger rely op buliding new pales ard wives to cover mare
houses” CHim Koworke, CEO Chipower & Powercor)
I

Whilet 1008Px peneraliy recognise e fondsmental
changés in dhe inilustry amd the need fne their crganisutions o
aljusl aveirdingly, some interviewees rom privately owned
Yicionan DNSPs felt thes Victoran DNSPs were more
aucusiomed to chinge dkan their publically owned peers
baser! on their experiences since privatisation:

Iz Vietoria the level af ehangs lias been Jairly ponsistens
e e pertad ef See fast 1000 20 vears. ™

“The rme af changs, we still eall it evelurdonary, we dow't
beliove Ir's revolwionary.  Se e us the clumoe is
vyoliionary, 3 cersrindy is preater dwm i has heer in the
st renl vears, wuo douhe abour har. B vou stifl hme
Xow core asiets.. that hasn't chamged  So wea eall dhar
evalition raifler than revoluden.”

Victoran based DNSPs bave bien subiect o periods of
ement uphezval staring with the disgaeregation. povadisation
and sade of electricity 3ssets in the Lue 1996, Since the initil
privatisation many DNSPs have clangsd owners a number of
times who cach initiated provesses of  meorganiswion
restruciuning and strateyic repositioning. [n zdiliion. Yictorda
is the oniy state to have compieted a rollout of smart meters
and  inmrodoced  tims-of-use CFOUY fanfs. o swch
circumsiances, it is pissible w zroue thar Victorian DNSPs
are considerahiy moce prepezred for chenge than their
government cwacd eens,
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o Organisedanal Culnrre Considerarions

One of the most revealing insighls to arise our of
discussions with represeotatives of the nstural monepoly
clectricity distribotion neewerk scrvice providers 1ON5Psi
swos the extent up which those interviewed nomtinaied internal
rubiursl barficrs s the most sigeilicant impediment to the
trensfornaiien of their Msinesses. Perhips more iniriguing
was the cansiderable difference beiween the viewy c\pn:w:d
hy intervicwses of publicly and privately ownsd DNSPs.
p.mlmldrlv in terms of sheir assessment of whether their
prounisatens  ore cuburaly  well  positiened for the
translormaizen joumey that by shead. “The feedback obtained
during Interviows was m‘dr:d ard chassificd inlo severnf
categories  ircluding:  resistance o change  and new
technologies: risk loferznce; innovation culture and openness
to new ideas: cross {pnclional cobizboration; commerciat
focus znd performarce culture,

Whilst represeneatives of privapely gwned DNSPs did
raise some ances of cancern, they were generatly confidens in
the cultura] rewdiness of their erganizations 0 overcome 1hese

obstucles.  Expluning this confidence, one interviewer
suggpested  that prvately owned DNSPR. hod  siready

caperienced  perionds of significant change snd  iransition
siace their privatisalion, 1t was areed that enduring previous
neriods of chinge have left privately owned DNSYs coliucily
well prepared tn nivigale the cvolving industry Lindscape.
whilsl recognizing the need for chunﬂu:. nore of ihe
intervicwees representing privatdy owned DNSPs exhibised
any genuine concems sbout cufturel neudiness for change.

In contrast o their privaicly owned peers, the views and
comuments expressed Dy mamgers representing poblicly
owned DNS P fdentify organisutionad cufture relaied dssees as
e significznt challenge for oranisations secking o adjust
the mtslunﬂ industry i.inds.l:upl: There is recognition that
new MEeroLs ‘;mf.;lnr) ereersight atong with pressure from
COMsUMers, owners. governments and media concerning
recent electrcity price increases, is driving rapid change i
the sector. At the same $me, they ane aware thil pew
technologies like solar PV oand batery slorage  provids
ronsumers with choices that wntil recentdy had not exizied,
lhis contest, DNSPs now operaie in & compelitve macker for
the Frst time in the [0+ vesrs,  As one inicrviewse
remarkeld. . von ve naw £or other merliet eniTNS Coming
in and sating vew lumnek ™

There was » general recognition  Leniss  those
inerviewed st compared to privitely owsed DINSPs. the
publically owred DNSPs were [ikaly o he asscased ey less
eificient and less produciive by benchmaiking proposed by
the Austradian Energy Regulaer (AER): All |1uhhcafiy“ owned
DMNSPs in the sewdy acknowledped Zvyneed to lundamentadiy
transform their  busiresses and e way they operie.
Hiraover, many saw cultural crmsteginis s one of the bigaest
obslacles #0 any ormanisuionst - frensformalion. The iu.y
concers ground onganisgtienal culture for pu’hlic utities
refzied rranmn-.: ter chranges; fdek of ar innoverive caliere:
aversion s rsk; turctional collabomtion: leck of
vommercial (i and (§ (writnmance deiven culiore, A sample
of indicative comanenis which rellect the bosdly expressoed
views ure ay folloss

af

b

[

P

di

]

Orrgenisationat culture:

VAl the distribizors hive gora real tranyitionel crossrnad
we are ohout 10 fave buz we won't sucseed unless we
heave the cudiural change.”

“I'ws ok whar ave the things that really you'vs got to
get Fighe?" I ihind; fircrgfall it's dhs culires.

"Tha technical awecs are a challenge bur they are not
insyrmoeiahle .. geaing the vompany ehanging, informed
aed merving ol in the same divecion s challenge.

Resistance 10 chanye:

W hove to fodamenviily ifange Sere biiness nndel
arid fimdamentally chinge she vesisidor culare.

“Fe :zrugg.’a with changs, defbritalv. Vhen if comes to
changs itz zor 7o be ackiowlsdzad o« challange that no

£
nre weants 8 yedertake, Therels a bthfrs..:.rzmcs."

“I think pur business ix o shne-dving dinesaur... we're
asting the dinasma now w besoms a whippss, ™

Innovatinn cuberes;

“We are definitely adinosair rvpe orpanisgtion and we
are firmle enmenchedin pasr sy, Building an
Fzovitive cadliee T 1 GVEEOmReR! 15 10 edsy eesd "

"M ralaticii-to_sxperimeniation... they weanr 19 see o
rrtaranteed dollsyrensrm almost frem oy are i where
ienovarion i concermed that’s not rea]m‘ There’s &
sratesic leap nffaz th tho you'vs got to

Rk aversion:
“Tolerant of Risk? “Ae. Abselaely net”

“Phe st Gue in HF business was coMmseramive...
everLthing sorservative... over reingforces. overbuild and
overspend..

“the bigaer risk for 4s af the mooent B e smiodser
tharsayz ‘dotng whar we 7 always donz 5 safs "

Urnisz-functimnag collaboration:

WA we ol ourselves one business, if { an fhonest,
winld sav ix there are sl facidens, | aeneally bl we
probehiy collaborate beeser with oussiders than whur we
do ingernaliy.

“We Bave regional and skill see vefated sitor.”

“Seay the aptinagl process imelved  one division raking a
Air tie. comt] el ruve divisfons win fie. benefit].. There
would be a lot of friction theva Not sveryones prepared
o taka a hit. There s alot qfone-upmanship. ™

Commervial foeus & performanes culier:

“Irs u sinificen: change e bring mare at o commerciof
mindser ftte decisfon waking or t’lr_’ﬂ- feved, 1 think e
Aorve been rolerune of sloppy proviess.”

“Ths wtiliviez in Victoria feve beet privatised for guite o
long times mnd becausze of thar I wowld sy thew na_p.ra&ap[v
a ot more effielent in eertalf areay dion e e
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V. LCONCLUSINS

Whilst technologicad  discontinuitics  and  dismuplive
innovations can crewte new market oppoenenitcs, they can
alse simulianecasiy damage, desteoy or manslesm densand in
many existing produect markets |8, This can nesulr in
capthlilies mismatch und business modet contlicts thet create
serious challenges in formutating visble strategies 9 deal
with disrsptive lechnologicel innovations [4]. ko is widcly
scknowledged thut incumbent firms fnd & difficult o
respond 1o disruptive technological innovation for o variety of
remsens |17). [52). 334 'This wauld appear o be the case in
this rescarch conte st aiso.

The mscanch has explored the Ausindivn electricity
industry using it cuse stody hused method and sectora! system
of innuvation (8513 lens. One of the key Brdings o emerse
from this comprehensive study i% the  estenr o which
namagersnl  representstives  of  public  wiidities  have
identtiied 1 swite of orpanisationul eulural consiruints ss
being une of the mos sipsificani {mpediments (o the
tranafarmatiog i their businesses.  These colwerns can
be Jwrther calegorised uy relating [o:  resistance fo
cliange; fack of an fanosarive cubture sk sversion
pear cross Junctionat collaboratien: amd a fack of
ceggnereial Tocus sl perfurmance driven caliure, In
contrast §o their public sector peees. representatives of
the prvately wswried distribution utilities cxprosied o
level of optimism and canfidence dn the  cuoltural
readiness of their organsations w adapl aml frospes in
the foce of considerghle disupion and change within
the imdustey.
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Today’s announcement from the Australian Energy Regulator to limit revenue to Government
Owned Corporations ENERGEX and Ergon Energy is obviously good news for electricity
consumers but concerning for some employees within the Queensland Electricity Industry.

Whilst the revenue cuts are not as severe as were first forecast, they come off the back of up to
43% increases that occurred during the Newman regimes time in office, those rises in revenue
need to be taken in that context in relation to today’s announcement.

“All Award/EBA staff have locked in commitments to no forced redundancies and no forced
relocations in their Union Collective Agreement (EBA) In other words, “workers covered by
the Union agreement cannot be forcibly made redundant” Peter Simpson ETU State Secretary
said today.

The Union is currently in consultation with the Government and other stakeholders over the
proposed merger of Government Owned Corporations, in line with ‘the polices Labor took to
the 2015 election.

“We believe that there are massive opportunities to make significant savings in the managerial
ranks, mainly due to the extensive empire building that haz ¢ontinued, unabated over the past
several years in all GOC’s” he said.

“The no forced redundancy commitment is only applicable to Award/EBA staff, not the bloated
senior ranks of current GOC’s. We look forward to working with Government to identify real
savings through the merger process and every EBA employee can sleep tonight safe in the
knowledge that their jobs and conditions are locked in stone, thanks to a great EBA campaign
earlier this year” Simpson said.

For comment:
Peter Simpson State Secretary NR

Stuart Traill ESI Organiser KR
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Minister for Employment and Industrial Relations

Queensiand

soernmen: ~ Minister for Aboriginal and Torres Strait Islander Partnerships

In your eply plisaze guots: 519305,/18, 2912018 Leval g Execulive Building
100 George St Brisbane
GPO Box 611 Brisbane

26 JUN 2[]15 Queensland 400t Australia

Telephene o7 3719 7200
Email treasurer@ministeria.gld.gov.au

Mr Pater Simpson Wehsite www.treasury.qld.gov.au

State Secretary ABM-00 856 020 235
Liectrical Trades Union

PO Box 3520

SOUTH BRISBANE QLD 4101

Dear Mr Sirvipson V?Q’:ﬂe

[ refer to our meeting an 9 June 2015 regarding the proposed Energy Government Owned
Corporations {(GOCs) mergers attended hy rapresentatives fror Ui Electrical Trades Union
and the Austratian Metal Workers Union.

The Palaszczuk Government is in the process of implementing its proposed Energy GOCs
mergers as part of its election commitment to retain Queensland’s income generating assets
in slate hands.

The Govermment will assess a range of options to/maximise efficiencies and get better
returns from state energy assects.

To inform these options, ledal advisors havebeen engaged to provide competition and
structuring advice and another group ofllega! advisors will provide industrial refations advice.

However, the Government is commitied o ongoing discussions with the Clactrical Trades
Union regarding the merger optione. Any changes the Energy GOCs will be based on the
principle of valuntary separatiof.

Consultation will alsa accur undertaken with the Energy GOCs and the Australian Competilion
and Consumer Commiissian.

The Government has alsd established a high level interdepartmiental Steering Committee
and project team todnderiake analysis and provide advice to Government.

If you require furtheninformation or assistance, piease contacl Ms Imogen Beynon, Senior
Advisor - Industiiai-Retations, on (07) 3719 7200.

| trust this fnformation is of assistance.

Yourg sincerely

e

HON. CURTIS PITT MP

Treasurer

Minister for Employment and Industrial Relations

Minister for Aboriginal and Torres Strait [slander Partnerships
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3/28/2018

Print window

Comrade,

You'll get this tonight, after a long day doing a role that should have 3 Ministers (or 2 and
a few Parl Secs) doing it and no doubt throw your hands in the air in exasperation.

That said, fuck it, I've spent the past 5 months or so talking up this Government and our
star recruit, you, telling all and sundry that asked how you were going as our new
Minister, that all was ticketyboo. My pride, given the amount of effort and strings | had
to pull to get you there have all kept me in defence mode, well not tonighi!

That blow up | had with all of you a few weeks ago was systemic of a imuch broader
problem. Straight after the election | joked with a few of our guys about how long it
would take the new crew to convince themselves that they got themselves into Parly and
into the Ministry without any assistance from the Union maovement or in our case the
N4S Campaign. Now we're starting to see lip service in a range of areas and
disappointingly now yours. A classic example being the attached. You were at the
meeting, do you believe that even one sentence of the zitached addresses anything we
asked for at that meeting?

I've copped it from my Organisers and our Eigon Delegates today. Why are we having
to take industrial action against a Government we put there? That's the question I've
copped all fucking day. Why are we now hizading to protected action in the Hydros
another from our boys on a hook up today, a fair question | now have had to concede to
them this afternoon. Tomorrow | have to 3ull up more Ergon depots over this fucking
Select Solutions bullshit that should riever have happened in the first place if a few weli-
placed feet were put on a few very daserving throats when this shit was first raised.
Workers not getting raincoats for fucks sake, working for a GOVERNMENT Owned
Corporation, not being paid correctly etc etc etc, a fucking joke. Ergon are acting this
way because from their point of view nothing has changed, they will continue this sort of
carry on until it does, leaving us to react accordingly.

As you'd recall after yau got the gig, | asked for one meeting, early one morning, where |
gave you our view of the; world on the merger, from there we left you alone. When
Denise came on boaid | thought great, finally we’ll have someone to deal with that can
help us sort this shitfight out without having to annoy the piss out of you, well that's been
a spectacular faijure, she doesn’t return calls half the time and my blokes reckon she
has done sweet fuck all for us since taking on the role, from what I've seen my end |
concur,

Maybe we were spoilt under Beattie, blokes like McGrady who'd pick the phone up to the
respective CEO, in front of the Official and blow his balls off over issues such as we
have had with Select Solutions, blokes like Zackeresen, McCallum etc who were active
participants in ensuring that the GOC'’s in their charge kept to the Labor side of the
fence, maybe we just had it too easy and the current situation is what the new norm will
be?
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any attachment.
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and any attachments are confidential and may be legally privileged and the subject of
copyright. If you have received this e-mail in error, please notify Queensland Treasury
immediately and erase all copies of the e-mail and the attachments. Queensland Treasury
uses virus scanning software. However, it is not liable for viruses present in this e-mail or in
any attachment.
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