[image: image1.jpg]AUSTRALIAN
— ENERGY
REGULATOR




Expenditure Forecast Assessment Guidelines Working Group meeting No. 10

Summary of meeting – 11 April 2013
Category assessment – Operating expenditure (opex)
Held via video link between AER’s Melbourne and Sydney offices.
On 11 April 2013, the AER, as part of its Better Regulation package, hosted a working group meeting on the development of the expenditure forecast assessment guidelines (the Guidelines). The meeting was chaired by AER Director Lawrence Irlam. A full attendee list can be found in Attachment A. 

This summary outlines the key topics and themes of the meeting, including views expressed at the meeting, without ascribing particular comments to any one individual or organisation. The outline broadly follows that of the agenda.

1
Summary of main discussion

The objectives of the workshop were to:

· discuss the context for benchmarking opex

· discuss potential cost categorisations that better align with cost drivers and provide a framework for volume/trend analysis, unit cost analysis, and benchmarking across businesses, and

· discuss other firm-specific normalisation and supporting data.

This workshop consisted of discussion of the three main categories of opex assessment as proposed by AER staff:

· Maintenance 
· Emergency response 
· Vegetation management  
The discussion covered the working definitions of each opex category above, how NSPs currently report their activities in each category, potential cost drivers, normalisation factors to take into account differences between NSPs, and potential sub-categories that may be useful for expenditure assessment.
2
General matters raised

Opex benchmarking was presented in the context of the revealed cost approach, whereby historic information on recurrent expenditures could be relied upon to assess the efficiency/ reasonableness of forecast allowances. The revealed cost method is preferred by the AER as a light-handed approach; however, this relies on an effective incentive framework. The role of benchmarking (in combination with other techniques) is to support this approach by testing the efficiency of revealed, actual expenditures. Where firms are found to be not responding to incentives, benchmarking can also play a role in informing what efficient expenditure would have been incurred historically or reflected in forecasts. 

AER staff indicated that more information on the interaction between incentives and expenditure setting methods would be discussed at a forum on 29 April. In particular, this forum would cover in more detail the process/ timetable by which opex base year expenditures would be determined efficient or otherwise.
With respect to benchmarking, discussions from previous workshops were repeated, namely the role of benchmarking as one method among many for testing NSP proposals, in particular as a means to focus with more detailed assessment techniques. Benchmarking requires the standardisation of cost reporting across NSPs as well as identification of material drivers or activity volume measures. Issues around clarity in definitions and the need to account for specific NSP characteristics were noted.

AER staff discussed the main points in written submissions to the AER’s December Issues Paper relating to opex category analysis. In response to this, the following opex categories and asked for NSPs’ comments:
· Maintenance

· Routine

· Non-routine

· Emergency Response

· Vegetation Management
AER staff indicated these categories were intended to capture direct expenditures only, not overheads (corporate or network/direct overheads).
Several questions were asked around the distinction between ‘direct overheads’ and direct expenditures. For example, it was questioned whether system control and scheduling/ planning of works would be captured as a direct expenditure item or as overheads. Similarly, accounting practices/ requirements around the reporting of refurbishment were noted. A further question was raised in relation to the capturing of overheads costs incurred by contractors for vegetation management, as well as any other contractors performing opex activities.

It was noted that because of service contracts, some opex categories may not be useful to identifying the impact of step changes, for example, changes to legislative requirements.

It was suggested that activities relating to third-party intervention should be separately identified from asset-related opex drivers, including impacts arising from uncontrollable/ unusual weather conditions.

NSPs queried whether there should be separate categories for ‘Demand Management’ and ‘Self Insurance’. It was noted that the inclusion of premiums as well as gross claims would result in very irregular and potential overstatement of self insurance costs.
Maintenance
NSPs asked the AER to clarify the definition of ‘non-routine’ maintenance. They also noted that a particular task can involve both routine and non-routine maintenance but cost reporting may not be delineated.
With inspection and maintenance cycles, the NSPs noted that inspection cycles for equipment vary (in number of years) and it makes more sense to assess performance and expenditure over the full cycle, which could be longer than the regulatory year or control period. Asset inspection/ maintenance activities are also likely to follow a hierarchy in terms of effort required for particular activities. It was noted that it may be prudent for NSPs to coordinate/ combine maintenance activities rather than adhere to specific/ pre-determined schedules for particular assets or types.
On fault rates, NSPs wanted to clarify the definitions of what is a ‘fault’ and an ‘asset failure’, and because these are output measures, the AER should consider what the relevant service measures are. The role and use of leading indicators was also raised, including information on the nature and severity of defects, condition type and high level asset “health” information, including the risk and market impact of failure.
On expenditure sub-categorisations, NSPs did not raise any concerns on the AER’s proposed sub-categories: 
· ‘routine’ and ‘non-routine’ sub-categories

· routine and non-routine can be distinguished by time base, i.e. if the work is scheduled or not

· ‘inspection’ and ‘maintenance’ sub-categories
Further, the NSPs discussed the following:
· TNSPs asked the AER to clarify the difference between corrective maintenance and emergency response (also commenting that emergency response is a minor cost compared to corrective maintenance)
· whether or not regional location (urban vs rural) and customer or load density are material cost drivers and for which expenditure. NSPs commented that the differences in costs of urban vs rural maintenance could, on average, be minimal.  NSPs did not in general believe that categorisation of expenditure by asset location would add particular value.
· one DNSP agreed with sub-categorising expenditure into asset types (zone substations, distribution centres, overhead or underground lines, etc.) as it currently does
Emergency response

It was noted that DNSPs largely report emergency response expenditure on consistent categories; however, this was relatively difficult to forecast. The amount of expenditure on this item by TNSPs was largely immaterial and included under other, larger expenditure items.

On cost drivers and supporting measures, the NSPs discussed the following:
· the AER should define what is a ‘fault’ (as in comments above).

· the AER should consider emergency response measures together with NSP obligations in STPIS
. One DNSP noted however that there appears to be no correlation between emergency response expenditure and CAIDI
. 
· NSPs do not currently collect measures of severity (by duration or number of customers affected).

· NSPs have found it hard to collect accurate, consistent data on causes of faults (by animals, weather or asset condition).

· Voltage levels do not appear to drive costs although these do drive priorities; costs are driven more by asset types rather than voltages.

· Data on faults due to asset failure by asset type may be difficult to obtain.

· One DNSP noted that in its database, 30 per cent of causes of faults are unattributable to specific causes.

On normalisation factors, NSPs commented that some measures of outage severity may offset each other, e.g. MAIFI
 vs SAIFI
, where installing more reclosers in rural areas results in worsening MAIFI but improving SAIFI.
Vegetation management
NSPs commented that an issue in collection of data is the difficulty in distinguishing between the activities performed by contractors when undertaking maintenance works. Contractors may undertake multiple activities in one trip, for example, tree cutting and trimming of low level growth. This increases the difficulty of calculating a unit cost for each type of activity.
AER staff queried NSPs on including the overhead cost of contractors in the vegetation management category itself (as opposed to being categorised with other overhead costs). NSPs commented that this was sensible, as long as there is consistency in cost treatment. 
AER staff raised the possibility of separating inspection of vegetation from other works that fall under the category.
NSPs commented that the AER had provided a comprehensive list of drivers for vegetation management. Forum participants discussed the role of climatic conditions as a driver, given its impact on vegetation growth rates. Both locational and seasonal timing of climatic effects were discussed. NSPs commented that the timing of heavy rainfall and regrowth may require the need for additional vegetation inspections, depending on how close some areas are to requiring tree cutting/trimming. For TNSPs, it was suggested that data on the size of easements and spans should be captured as a major cost driver in this category.

When asked how to collect data on climatic drivers, NSPs suggested sourcing information from the Bureau of Meteorology or from the Bureau of Resources and Energy Economics. AER staff noted that climatic effects were also under consideration as a normalisation factor. It was also noted that AECOM had prepared a report as part of the last Victorian electricity determination process that may also contain relevant information on climate impacts.
NSPs commented that because vegetation management activities are outsourced to contractors, they are not necessarily in possession of the data at the level of disaggregation under consideration by AER staff. It was also suggested that the contracting firms may not necessarily collect the desired data either, particularly where NSPs contract out work on a ‘per map’ basis. Some TNSPs noted that they contract out a per-unit of work basis.
AER staff queried NSPs on the possibility of providing disaggregated data in this area. NSPs commented that there would be a significant cost incurred if required to do so. AER staff noted that such requirement to provide data would occur over a period of time, with the AER aware that NSPs or their contractors may not collect such data at present. 

One NSP noted in discussion of normalisation factors that costs surrounding customer consultation were not significant, requiring little more than an advertisement in a newspaper of their upcoming works. Another NSP noted that it used to have agreements with local councils before it undertook works within the council’s jurisdiction, but was not certain if this amounted to a material cost.
NSPs repeated that the primary issue in subcategorising vegetation management works is that the data is not recorded at present.
Attachment A: Attendee list

Melbourne office

	Name
	Organisation

	Renate Tirpcou
	CitiPower/Powercor

	Eric Lindner
	SA Power Networks

	Heath Dillon
	Transend

	Eli Grace-Webb
	Jemena

	Charlotte Coster
	SP AusNet

	Lawrence Irlam
	AER

	Anthony Seipolt
	AER

	Jess Manahan
	AER

	Cameron Smith
	AER

	Toby Holder
	AER

	Andrew Ley
	AER


Sydney office

	Name
	Organisation

	Alex Dean
	Ausgrid

	Andrew Kingsmill
	TransGrid

	Ed King
	Ausgrid

	Rick Wallace
	Endeavour Energy

	Terry Holmes
	Essential Energy

	Nicola Roscoe
	Energex

	Matt Le Cornu
	AER


� service target performance incentive scheme
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