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1 Introduction 
In December 2011, the Australian Energy Regulatory (AER) published a Consultation Paper on Matters relevant to the framework and approach paper ACT and NSW DNSPs 2014 -2019 – Classification of electricity distribution services in the ACT and NSW (Consultation Paper).This paper sets out Ausgrid’s response to that Consultation Paper.
This submission is structured as follows:

· A high level summary of key issues raised by the Consultation Paper;
· Background to the Framework and Approach process and current service classifications and forms of control for Ausgrid’s services;
· Response to specific questions raised by the AER in its Consultation Paper.

Developing the framework for service classification in NSW will require further work and consultation between NSW Distribution Network Service Providers (DNSPs) and the AER given the possible implications for service classification and regulation flowing from the AER’s proposed connection charging guidelines and the new Chapter 5A of the National Electricity Rules (NER).
This paper sets out our preliminary views on the issues raised by the AER in its Consultation Paper. We are currently reviewing some of the issues raised in more detail with the objective of understanding more fully the potential operational and funding implications of any change in service classification or form of regulation. 

In the meantime, we would be happy to meet with the AER to discuss any aspect of our submission in more detail.

2 Summary of key issues

The main issues arising from the Consultation Paper are:

Connection Services
The AER is proposing a new grouping of services called a “connections service”, comprising services related to various connection assets, along with services that broadly align with our current monopoly services. The AER has also released its draft connections charging guidelines for DNSP comment.
 As service classification may determine the charging regime applicable to connections services in some cases, Ausgrid’s final position on the AER’s proposed connections service classification proposal will depend on the outcomes of our review of the final connections charging guidelines.

Metering Types 5-7 services
We understand the AER may be considering distinguishing metering types 5-7 services from Distribution Use of System (DUoS) services and classifying and regulating these services as alternative control services. Ausgrid’s view is that increasing contestability in relation to types 5-7 metering services should not be a driver of classification in NSW. Given the synergies between metering services and other network services, and the role of metering services as an enabler of demand management and network strategies that maximise consumer welfare in the longer term, metering services types 5-7 should remain a standard control service, charged through DUoS charges.

Miscellaneous and monopoly services 
The AER has asked the NSW and ACT distribution network service providers (DNSPs) to comment on whether these services are appropriately defined and how best to group these services for classification purposes. Ausgrid is currently reviewing the definitions of these services to ensure that all services have been included in the definition and all component parts of each service are identified. In our response to the Consultation Paper, we propose some additional monopoly services to address changes arising from the introduction of the National Energy Customer Framework (NECF) and additional miscellaneous service fees to cover certain B2B service orders from retailers and DNSP costs associated with Retailer of Last Resort (RoLR) events. 
Service groupings for classification purposes

The AER is proposing to group services for the purposes of classification in the following service groups:

· network services

· metering services

· public lighting services

· fee based services;

· connection services; and

· quoted services.

The Consultation Paper indicates that the AER’s preference is to group services in this way for the purposes of applying a common classification to services within each group.
 The possible exception is for services within the “connection services” grouping, which may have different service classifications and forms of control for the various component distribution services comprising that service group.

To the extent that the AER’s proposed service groupings determine a uniform classification of services in those groupings and the form of control to be applied, our view is that it is important that analysis is applied at a sufficiently granular level to ensure that:
· services are appropriately grouped; and 

· the groupings themselves are appropriate (for example “quoted” services and “fee based services” refer to the manner in which a service is charged rather than to the nature or characteristics of the service itself).
Common approach to service classifications across jurisdictions

The AER has also asked for comment on whether there should be a common approach to service descriptions and classifications across jurisdictions. In considering whether to move towards a more national approach to service descriptions, our view is that it is important to ensure that the services provided across each jurisdiction are in fact sufficiently similar to warrant the same classification and form of regulation, particularly given jurisdictional differences. There is a risk that in grouping similar-sounding services and applying a common classification, these differences will not be taken into account. This may have operational implications for the provision and funding of those services.

Ausgrid’s view is that a sufficiently granular analysis of each service needs to be conducted against the relevant NER criteria to determine the appropriate service groupings, classification and form of control for each service.

We cover these issues and others in more detail in sections 4 to 9 below.

3 Background
The Consultation Paper precedes the formal Framework and Approach consultation process which will commence in June this year. The final Framework and Approach Paper published by the AER in November this year will largely determine how services are to be classified and regulated for the 2014-19 period.

Framework and Approach Process

Under the NER
, the AER is required to issue a Framework and Approach Paper for each upcoming distribution determination setting out its proposed approach on service classification and form of regulation for electricity distribution services. The NER require the AER to commence the formal Framework and Approach consultation process for the 2014-2019 regulatory period by 30 June 2012. The AER must publish its final Framework and Approach Paper by 30 November 2012.
The upcoming Framework and Approach process will be the first time the AER has undertaken this process for the NSW and ACT DNSPs. This is because the transitional Rules provisions in the NER largely “deemed” services classification for the 2009-2014 period.
  This meant that in classifying services for the 2009-14 period, the AER largely adopted the service classifications made by IPART for the 2004-09 regulatory period.

The Consultation Paper seeks comments from the NSW and ACT DNSPs on the classification of distribution services for the 2014-19 period as a precursor to the AER’s Framework and Approach process commencing in June this year. 

Focus of Consultation Paper

The AER’s Consultation Paper focuses mainly on services the AER refers to as ‘non-DUoS’ services. Broadly, these are services Ausgrid provides for which costs are recoverable (at least in part) through a charging regime other than distribution use of system (DUoS) charges. Specifically, the AER is seeking comment from the NSW and ACT DNSPs on classification and regulation of:

· miscellaneous and monopoly services;

· emergency recoverable works;

· metering services (types 1-4);

· customer funded connections;

· customer specific services; and

· metering services (types 5-7).
 

The AER’s questions in the Consultation Paper cover the following main themes:

· whether services are appropriately grouped for the purposes of classification and should be classified as standard control services or otherwise;

· whether the adoption of a national approach for classification of services across jurisdictions is desirable;

· whether some of the services are distribution services at all, or should be unclassified;

· whether current definitions of services are appropriate, and if not what the definitions should be;

· the level and extent of competition in the various service markets;

· whether metering services (types 5-7) should be charged as part of DUoS charges;

· whether the control mechanisms currently applied are appropriate and result in cost reflective prices; and

· whether services can be aggregated in various “service groupings” for the purpose of applying a common classification across service groups. 
Ausgrid’s response to the above questions in relation to the services the subject of the Consultation Paper is set out in section 4 to 9 of this paper.

Current classification and regulation of distribution services

Under the NER, there are two main steps to classification of electricity distribution services:

Step 1: Services can be classified as either direct control services or negotiated services, or in the alternative, can be categorised as services the AER chooses not to classify (ie. unclassified and unregulated for the period).

Step 2: Services the AER has classified as direct control services can be further classified as standard control services or alternative control services.

The NER set out criteria the AER must have regard to in classifying distribution services. These include factors such as whether there are clear network externalities (or synergies) between the provision of “core” services and the provision of “ancillary” services, the extent to which any market power possessed by a network service provider is likely to be mitigated by any countervailing market power possessed by a network service user and the form of regulation previously applied to the service
. In its decisions on service classifications in other jurisdictions, the AER has also taken into account the significance of the service in question as a factor in determining classification on the basis that the less significant nature of some services may warrant a less intrusive regulatory approach than some of the core distribution services. Under clause 6.2.1(d) of the NER, the AER must also act on the basis that there is to be no change in service classification unless a different classification is clearly more appropriate.
In determining the further classification of these services as either standard control services or alternative control services, the AER is required under the NER to have regard to additional factors such as the potential for development of competition in the relevant market and how the classification might influence that potential, the possible effects of an alternative classification on administrative costs for the AER, the DNSP and users or potential users and  the extent to which costs of providing the service can be directly attributable to the customer to whom the service is provided. For example, if the service is provided to a small number of customers on a discretionary basis or infrequent basis and costs can be directly attributed to those customers, the service may lend itself to classification as an alternative control service rather than as a standard control service.
 In classifying distribution services that have previously been subject to regulation under the present or earlier legislation, the AER must also act on the basis that, unless a different classification is more clearly appropriate, there should be no departure from a previous classification (if the services have been previously classified). If there has been no previous classification, the classification should be consistent with the previously applicable regulatory approach.
 

Once a service has been classified, the AER will determine the relevant form of control that applies to that service.

Ausgrid’s response 
Our comments on the Consultation Paper and a summary of our proposed response to the AER is set out below. At this stage, our response is necessarily high-level as more work needs to be done to review in further detail the potential implications of any changes in classification and forms of control. Further work also needs to be done to determine the implications for service classification of the draft connection charge guidelines recently issued by the AER and the introduction of the National Energy Customer Framework (NECF).

4 Connection services

The AER has asked for comments from the NSW and ACT DNSPs on the following issues relating to connection services.

	The AER seeks comments on:

A. splitting a new connection into at least four distribution services, and to apply an appropriate service classification and form of control to each component of the connection. 

B. the definition of each of these connection services in NSW and the ACT. 




	Summary Response

1. Ausgrid is open in principle to the idea of splitting a new connection into different distribution services and applying an appropriate service classification and form of control to each component of the connection.
2. In terms of service classification, Ausgrid’s view is:

· Services relating to the design and construction of direct connection assets are fully contestable in NSW and do not need to be regulated.

· For design and construction services in relation to network extensions and augmentations: 

· where the service is performed contestably (by an accredited service provider), that component of the connection service should be an unclassified distribution service; 

· where Ausgrid will not permit the service to be provided contestably for policy reasons (for example, because of impacts on safety, security or reliability of the network), these services should continue to be classified as standard control services. This position is subject to the outcomes of our review of the connections charge guidelines recently issued by the AER.

3. The discussion needs to be focussed on services relating to connection assets rather than the assets themselves. The definitions of the connection asset classes in the Consultation Paper also need further review because they do not align with a technical and operational view of the assets and the definitions are not consistent between the National Energy Retail Law, the NER and the draft connections charging guidelines issued in December last year. 
4. The reference to “design” in the services performed by the DNSP to support contestable connection works, should instead be to the “provision of design information”, as design services are the contestable services performed by accredited service providers.

5. Services to support contestable connections including provision of design information, certification and inspection are currently defined as monopoly services. These services could become part of the new “connection service” proposed by the AER. 

6. Operation and maintenance of assets forming part of the distribution network is a component of network services rather than a component of a connection service and should remain funded through DUoS charges.

7. Ausgrid is proposing a number of new fees to cover NER Chapter 5A and National Energy Customer Framework (NECF) requirements. These are negotiation, preliminary enquiry, site inspection and connection offer (basic or standard). These services would also form part of the support services forming part of the connection service (fees for which would be reflected in the total connection charge). 


Connection arrangements and the roles and responsibilities of DNSPs, ASPs and customers are different in NSW from other jurisdictions, leading to different regulatory arrangements in NSW. There are a number of changes happening concurrently in the connections area, stemming from legislative and statutory rule change associated with the NECF, as well as the AER’s proposals on classification of services and connections charging. As most of these issues are not yet settled, we are still reviewing the potential changes and implications for Ausgrid and its customers. Our current views are set out below.
Components of connection services
The AER proposes, for the purposes of classification, that a typical connection can be separated into at least four separate components on the basis that the services are sufficiently distinct to be classified differently and have different forms of control applied to them. The four components are:
· Direct connection assets – assets that link the DNSPs distribution network to the customer installations. 

· Extensions – an augmentation that requires the connection of a power line or facility outside the present boundaries of the transmission or distribution network owned, controlled of operated by a network service provider

· Shared network augmentation – augmentation of a transmission or distribution system to increase its capacity to transmit or distribute electricity.  

· Administration, design, certification, inspection.

Ausgrid is open in principle to the concept of there being component services forming part of a broader “connection service”, potentially with different classifications and forms of control. However, the asset definitions referred to above will need review as they do not align with a technical and operational view of these assets and are not consistent with definitions used in the NER, the National Energy Retail Law and the draft connections charging guidelines issued in December last year. For example:

· There is likely to be an overlap in practice between “direct connection assets” and “extensions”. The distinction between these two categories of assets in particular is unclear. 
· The reference to “design” services needs to instead be to “provision of design information” services.  Design services in NSW are the contestable services provided mainly by third party accredited service providers in relation to connection works.
The reference to “administration” in the definition of the connection services above should also be changed to “support services” as services supporting contestable connection arrangements often require a high degree of skill and expertise. On this basis, they should be distinguished from services that are administrative in nature.
Regulating services not assets

The AER descriptions are based on describing the asset rather than the service. Under the NER, the AER is required to classify and regulate the service being provided by the DNSP, not the asset.

Ausgrid’s view is that the AER’s descriptions need to be rephrased as provision of services in relation to the design and construction of direct connection assets, extensions and shared augmentation and administrative services relating to that design and construct work. For classification purposes, the components of a connection service could be broadly characterised as:

· support services around the provision of design information, certification and inspection to support the current contestable regime in NSW (currently a standard control service and provided by Ausgrid as monopoly services); and

· design and construct services in relation to network connections (currently provided contestably except where Ausgrid chooses to provide the service itself in its capacity as a DNSP for policy reasons, including concerns about network safety, reliability and security).

Services to operate and maintain the network may be more appropriately included in the “network service” grouping proposed by the AER. In NSW, the contestability arrangements mean that the design and construction of connection assets is contestable but in the majority of cases, customer funded assets become part of the shared network on commissioning and services provided in relation to these assets form part of standard control services. The DNSP incurs the cost of operating and maintaining these assets once they become part of the distribution network. These operation and maintenance costs are part of distribution use of system (DUoS) charges.
  Under the NER
, the DNSP is not entitled to recover from customers any capital costs for assets provided or contributed by a customer. So while the asset forms part of the standard control service to customers, the Rules ensure that pricing arrangements take into account assets contributed by customers.

Classification of Services and Connections Charging Guidelines

In practice, the deeper the design or construct connection service extends into the shared network, the more likely it is in that the work will be performed by Ausgrid
.Work is withdrawn
 from contestability for policy reasons, including concerns about safety and potential impacts on the reliability and security of the distribution network. Where Ausgrid performs the design or construct work in its DNSP capacity, we are not able to seek to recover costs associated with the connection assets directly from customers (on the basis that the customer requiring the connection work should be able to choose their service provider if they are required to fund the connection, including any upstream augmentation).
 

The new connections regime under Chapter 5A of the NER
 appears to provide greater scope for Ausgrid to recover costs it incurs in providing connection services involving network augmentations where the work can only be performed by Ausgrid.

The relevance of service classification for connections charging is that how the relevant network augmentation service performed by Ausgrid is classified may determine the charging approach for that service. Under the AER’s draft connections charging guidelines issued late last year, if the service is classified as a standard control service, Ausgrid may be required to apply the “cost- revenue test” referred to in the draft connection charging guidelines to recover costs from customers for these types of works. If on the other hand, the service is classified as an alternative control service, the relevant form of control will be as set out in the 2014-19 regulatory determination.

Ausgrid is currently conducting a separate review of the draft connections charging guidelines and its implications. Given the apparent inter-dependence between the connections charging guidelines and the Consultation Paper, we will need to finalise our views on both before submitting our response to the formal Framework and Approach Paper to be issued by the AER later this year. Ausgrid’s current view on classification of services in relation to connection works is that:

1. Services relating to design and construction of direct connection assets are sufficiently contestable in NSW that they do not need to be regulated (ie. they should be unclassified).

2. For design and construction services in relation to network extensions and augmentations (as those terms are understood by Ausgrid):

· where the service is performed by an accredited service provider, that component of the connection service should be an unclassified distribution service; and

· where Ausgrid will not permit the service to be performed contestably because of safety concerns or potential impacts on the reliability or security of the network), our proposed approach on classification will depend on the outcomes of our review of the AER’s connection charging guidelines.
3.
Support, provision of design information, certification and inspection services are currently classified as monopoly services and charged on the basis of regulated rates.
 These services potentially could be included as part of the “connection service” grouping proposed by the AER in the Consultation Paper, provided their classification and the form of control applied results in cost reflective prices.

Note that Ausgrid is proposing a number of new fees to cover NER Chapter 5A and NECF requirements. These are to meet the customer specific costs of negotiation, preliminary enquiry, site inspection and connection offer (basic or standard). These services would also form part of any non-contestable support services forming part of the connection service.
	The AER seeks comment on:

C.  The service classification to apply to these services, with the following questions in mind:

· Is the ASP scheme and level of competition in NSW sufficient that the AER does not need to regulate connection services?




	Summary Response

Ausgrid’s view is that the level of competition in NSW, supported by the ASP scheme, is sufficient that the AER does not need to regulate contestable connection services in NSW (meaning these services should be unclassified for the 2014-19 period).


Contestability for connections services in NSW

In NSW, there is a high degree of contestability in connection services, underpinned by an accreditation scheme for providers of these services. 

The NSW Government introduced contestability for certain electricity distribution network connection services in 1995. The Electricity Supply Act 1995 and the Electricity Supply (General) Regulation provide a framework for customers to choose a third party accredited service provider (ASP) to undertake electricity connection works. The Electricity Supply (General) Regulation 2001 covers the accreditation process. The NSW Code of Practice for Contestable Works (Code of Practice) outlines the principles underpinning contestability, the type of work that is contestable and the respective responsibilities of the parties. Works that are contestable under the Code of Practice include major network reticulation work, high voltage sub-transmission and underground residential developments as well as smaller connections.
  
The policy purpose of contestability in NSW is to promote competition and consumer choice. The accredited service providers’ scheme (ASP Scheme) was designed to support this policy objective by providing a mechanism for ensuring that contestable connections works are carried out by competent service providers in a manner that maintains the safety, reliability and security of the electricity distribution network.

The contestability framework in NSW is different from other jurisdictions in that if a customer is funding the design or construction of connection assets, it can choose an ASP to undertake that work.
 The customer contracts directly with the ASP in these circumstances and payment for services is made directly to the ASP under the contract. The DNSP assumes ownership and responsibility for operation and maintenance of assets once they are commissioned and become part of the distribution network. In limited circumstances, Ausgrid provides contestable connection services in an ASP capacity. These services are provided by an internal business unit of Ausgrid that is ring-fenced to ensure competitive neutrality where Ausgrid competes for contestable work. 

Ausgrid reported contestability information to the AER on 15 April 2011 as part of its response to the AER’s Regulatory Information Notice. Of approximately 20,000 connections or changes to services in 2009-10 most of these were carried out by third party accredited service providers.
  Ausgrid’s internal ring-fenced business unit carried out less than 3 per cent of the total number of contestable connection services in Ausgrid’s network in the past two financial years. As described earlier, where contestable work is provided by an ASP, the customer pays the costs of their connection to the ASP and costs are based on prices achieved in a competitive market. 

In 2009, the Better Regulation Office, Industry & Investment NSW and Department of Services, Technology and Administration conducted a review of the operation of the accredited service provider scheme (ASP Scheme Review). The review reported that since contestability was introduced and the ASP Scheme put in place, there has been a significant maturing of the market for electricity distribution network services. The value of contestable works undertaken has increased to an estimated $300 million each year, and there are currently over 1200 accredited service providers.
 In comparing the position in Victoria (which has a limited contestability regime), the review also reported that “the higher level of contestability in place in NSW allows greater customer choice and fosters efficiency in the market for contestable services”. 

In its 2009-14 regulatory proposal, Ausgrid proposed that customer funded connection services be unclassified. The AER did not accept Ausgrid’s proposal but commented that it is prepared to consider a fully developed and detailed analysis prepared by Ausgrid as part of the framework and approach paper process for the 2014–2019 regulatory control period.

In assessing the appropriate classification for a distribution service, the AER is required to have regard to certain criteria in the NER
 including the form of regulation factors in the National Electricity Law (NEL). In classifying distribution services that have previously been subject to regulation under the present or earlier legislation, the AER must also act on the basis that, unless a different classification is clearly more appropriate there should be no departure from a previous classification (if the services have been previously classified).
  
Ausgrid is currently reviewing contestable connections services against the criteria relevant to classification of distribution services in the NER. We will provide that analysis to the AER in our formal response to the Framework and Approach Paper later this year.
	Are there any deficiencies in the NSW scheme which can be addressed by the AER through an alternative service classification or form of control?




	Summary Response

Ausgrid’s view is that there are some clear deficiencies in the NSW ASP Scheme, identified in the review into the ASP Scheme by the Better Regulation Office, Industry & Investment NSW and Department of Services, Technology and Administration referred to above. However, these deficiencies are not matters that can be appropriately addressed through service classification. 


Comments on ASP Scheme

As mentioned above, the policy objective for the ASP Scheme is to support contestability of connection services in NSW by ensuring that connection services are performed in a manner that ensures safety and the reliability and security of the electricity network. The report from the ASP Scheme Review notes that both DNSPs and ASPs have some concerns about the ASP Scheme in its current form. Specifically, these concerns relate to whether the scheme in practice is protecting the reliability and safety of the electricity distribution network as it is failing to ensure that only competent service providers access the network. For example, Ausgrid implemented disciplinary or corrective action on 38 occasions as a result of unsafe practices by external ASP’s, and has implemented a safety forum to establish more effective safety communications with ASPs. Ausgrid is also concerned that a lack of an effective authorisation scheme for Level 3 ASPs to ensure ASPs are competent to design an electricity network means that Ausgrid is used by ASPs as a cheap “checking service”, particularly at the design stage of connection works, at fees that are not cost-reflective. 

Concerns about ASP competency have resulted in DNSPs setting up their own competency processes to supplement the ASP scheme, resulting in a more complex and costly accreditation and assessment framework.
Key recommendations from the ASP Scheme Review include:

· The ASP Scheme should be retained and expanded to include accreditation of individuals in
accordance with competencies set out by the Scheme. Individual accreditation should not be

linked to a company’s accreditation.
· Additional categories of work should be accredited by the ASP Scheme to reflect the range of

work that ASPs undertake.

· Compliance and enforcement activities under the ASP Scheme should be improved by increasing the scope and value of penalties, including financial penalties and introducing a more effective ASP performance management process.
· The ASP Scheme should be operated on a cost recovery basis.

· Industry & Investment NSW should be given responsibility for administering the Scheme.
· The NSW Government and AEMO should develop mutual recognition arrangements for AEMO accredited metering providers and NSW ASPs in relation to meter installation.

· Design certification and inspection of connection work should continue to be undertaken by 
DNSPs.
· DNSPs’ licence conditions should be amended to require DNSPs to justify the scope of any

dedicated connection assets funded by a customer and, if the work is not contestable, any

determination of cost, on request.

· DNSPs’ licence conditions should be amended to require each DNSP to publicly report

performance information.
· Financial penalties should be introduced in NSW where a DNSP fails to meet agreed

timeframes related to design certification and inspection of connection. The AER should be

asked to set these penalties. The penalties should come into force at the same time as the

national connections framework.
· All connection services and planned recoverable works should be contestable. If a DNSP

considers work that a customer pays for is non-contestable, it must justify this decision on

request, including any determination of cost.
· The ASP Scheme should be immediately transferred to Industry & Investment NSW. All

recommendations should come into force by the start of 2011.
Ausgrid’s view is that a change in service classification or form of control is not an appropriate means by which to effect the above recommendations. We do not comment in detail in this paper about the above recommendations because they do not relate specifically to service classification. However, we note the comment that all connection services should be contestable and that if a DNSP considers that work a customer pays for is non-contestable, it must justify this decision on request, including any determination of cost. We comment in more detail on the capital contributions scheme below. As a preliminary comment, Ausgrid’s current practice in relation to connection works funded by the customer is that:

· Only the component of a connection service involving design and construction of connection assets is contestable (ie. the monopoly services supporting connection services are not contestable). 

· If the customer is required to fund work involving the design and construction of connection assets, under section 31 of the Electricity Supply Act the customer may elect its service provider. In these circumstances, the customer engages and pays the ASP directly for the service.

· The customer does not pay for design and construction of connection works where those services are performed by Ausgrid in its DNSP capacity, irrespective of whether those works would otherwise be contestable (ie. if Ausgrid has withdrawn those works, or parts of works from contestability for policy reasons including concerns about safety or possible impacts on the security or reliability of the distribution network). As the customer does not pay for this work, it is not necessary for Ausgrid to provide any determination on cost to the customer.
	Will the shared network augmentation requirement that new connections impose on the network be harder to attribute to an individual customer? 


	Summary Response

Not every new connection will impose a shared network augmentation requirement. There is no reason to expect a new connection will be harder (or easier) to attribute to a particular customer in the future.


The AER has not fully explained the nature of its concern in relation to shared network augmentation. Not every new or altered connection imposes a shared network augmentation requirement on the distribution network and there is nothing to suggest this situation will change. Currently, customers are required to pay for augmentation in very limited circumstances in accordance with the current capital contributions determination (and only if Ausgrid does not do the connections work in its capacity as DNSP).

Current Capital Contributions regime 

In NSW, the circumstance under which a customer pays for capital contributions is in accordance with IPART’s 2002 capital contributions determination.
. The NSW capital contributions regime is summarised below: 

· The general rule is that a customer will pay for the direct costs of establishing the connection up to a defined point of connection to the network. These direct costs are those involved in providing and installing the lines and equipment that are dedicated to that customer. 
· The exceptions where a customer may be required to fund augmentation work is in rural areas and where the customer is a large load customers.  As well as paying connection costs, these customers may be required to contribute to the costs of upgrading network assets within the shared network (augmentation). The Tribunal has defined a large load customer as a customer whose expected demand for electricity is such that the customer would require more than 50 per cent of the capacity of the existing assets to be augmented. If the customer does not elect for the DNSP to do this work in a contestable capacity, the work is carried out by the customer’s chosen ASP and the customer pays the ASP directly for that work.
· For multi-occupant developments the developer is to be considered as a single customer. The developer should pay for all low voltage (LV) assets dedicated to the development. The developer should also pay for any high voltage (HV) assets required to connect that development unless those assets are likely to be shared with other customers outside the development; or are capable of being relocated to serve another customer if they were no longer needed. 
	Currently in NSW, connections requiring augmentation are unregulated and the new connecting customer may be required to pay the full cost of any augmentation to an ASP.  Is this an appropriate manner to charge for augmentation? 


	Summary Response
We suggest that this issue be addressed in the review on connections charging. It is not an issue of service classification. 


We assume that the term “connections requiring augmentation” is referring to dedicated extensions and that the question being asked by the AER is whether it is appropriate for a customer to pay for dedicated connections.
Our view is that this question is more appropriately addressed through the connections charging regime review as it is not a matter for services classification. As previously noted, the AER released its draft connection charge guidelines for electricity retail customers under chapter 5A of the NER late last year.

We make the following comments to clarify the way in which connection services are currently charged:

· Design and construct services in relation to dedicated connection assets are contestable in NSW and the customer engages and pays the ASP directly for these services. These services are currently unregulated.
· The connecting customer may fund a contribution for services involving an extension to the network in only limited circumstances (ie. rural and large load customers only). Where Ausgrid does this work as a DNSP, the customer is not charged for this work (consistent with the Electricity Supply Act)

· Connecting customers do not pay for deep augmentation work done by Ausgrid as DNSP.

5 Miscellaneous and Monopoly Services

	(a) The AER seeks comments on whether:

(b) miscellaneous and monopoly services are appropriately:

· grouped for the purpose of classification; and

· classified as standard control services in the ACT and NSW?




	Summary Response

1. For each of its monopoly and miscellaneous services, Ausgrid seeks a description, grouping, classification and form of control that best facilitates appropriate compensation for that service.
2. Monopoly services could be included as part of the new “connection service” proposed by the AER as they support contestable connection work, provided the classification and form of control applied facilitates appropriate recompense for these services.
3. There is no clear reason to move away from classification of monopoly and miscellaneous services as standard control services. 
4. The services are appropriately grouped according to their definitions. However, the current description of miscellaneous services needs to be expanded to include some additional miscellaneous services we have identified. The description of monopoly services also needs to be expanded to include some new support services arising from the National Energy Customer Framework.


Monopoly services are services that have been developed to support the contestable connection regime in NSW. Under the original IPART definition, monopoly services are services that can only be provided by the DNSP. 

Ausgrid currently offers and provides the monopoly services set out in Appendix G of the AER’s 2009-2014 determination. Broadly, these services are:

· the provision of design information, design certification and design rechecking services in relation to connection works;
· inspection and re-inspection of certain contestable connection works performed by Accredited Service Providers (ASPs);
· re-inspection of installation work in relation to certain customer assets;
· services relating to access permits;
· substation commissioning;
· administration services relating to work performed by ASPs, including processing work;
· notices of arrangement;
· authorisation of ASPs; and
· site establishment services, including issuing of meters and liaising with the Australian Energy Market Operator (AEMO) for the purposes of establishing National Metering Identifiers (NMIs) in market systems and checking and updating network load data.

Miscellaneous services are non-routine services related to the distribution of electricity. A detailed description of these services is set out in Appendix G of the AER’s 2009-2014 determination. They include:

· special meter readings and testing for types 5-6 meters;
· supply of conveyancing information – desk inquiry;
· supply of conveyancing information – field visit;
· off-peak conversion;
· disconnection visits (when payment has been received);
· disconnections at the meter box;
· disconnections at the pole top/pillar box;
· rectification of illegal connections; and

· reconnection outside business hours.

The NER set out criteria the AER must take into consideration in classifying distribution services.
 In deciding to classify a distribution service as either direct control or negotiated, the AER takes into account factors such as whether there are clear network externalities (or synergies) between the provision of “core” services and the provision of “ancillary” services, the extent to which any market power possessed by a network service provider is likely to be mitigated by any countervailing market power possessed by a network service user and the significance of the service in question. From our review of AER decisions, we understand that the AER applies the principle in practice that the less significant nature of some services may warrant a less intrusive regulatory approach than some of the core distribution services. In classifying distribution services that have previously been subject to regulation under the present or earlier legislation, the AER must also act on the basis that, unless a different classification is clearly more appropriate, there should be no departure from a previous classification (if the services have been previously classified). If there has been no previous classification, the classification should be consistent with the previous regulatory approach.

Ausgrid’s view is that the services currently categorised as miscellaneous and monopoly services are distribution services that can be further classified as standard control services on the basis of the NER criteria. We think there are clear synergies between the provision of distribution use of system services and miscellaneous and monopoly services and that there is not a strong enough argument for departing from their current classification as standard control services. We can provide a full analysis on why miscellaneous and monopoly services should be classified as standard control services once our review of these services is complete. In the meantime, we make the following high level comments:

· In the Consultation Paper, the AER has suggested a “connection service” as a potential way of grouping services related to connection assets for classification purposes. The AER proposes that one component of a connection service is “administration, design, certification and inspection” services related to connection assets. Potentially, monopoly services relating to these support aspects of connection services could be grouped as part of the connection service grouping proposed by the AER. However, as mentioned in section 4 above, the reference to “design” should be to the provision of “design information services”. Design services are the contestable services provided by ASPs in relation to connection works.
· As mentioned above, Ausgrid is open in principle to the concept of a “connection service” involving various component distribution services, potentially with different classifications and forms of control. However, we think more work needs to be done by the AER in consultation with the DNSPs to address how these services and the connection assets to which they relate are defined. The categories of connection assets in the Framework and Approach consultation paper do not align with an operational and technical view of connection assets. For example, the distinction between “Extension Assets” and “Direct Connection Assets” is not clear and there is likely to be a degree of overlap in practice. They also do not align with the definitions of connection assets in the National Energy Retail Law, the NER and the draft connections charging guidelines issued in December last year. Better alignment of the regulatory definitions of the various connection assets with the operational and technical definition of these assets will assist in implementing any regulatory changes to the manner in which connection services are provided and funded. 

· Irrespective of how the AER chooses to classify miscellaneous and monopoly services for the next regulatory period, Ausgrid requires that the form of control applied to those services enables Ausgrid to be appropriately recompensed for providing these services. 
· The current description of miscellaneous and monopoly services in general is adequate with the following qualifications:

· the descriptions need to be revised to incorporate new components of the connection service arising from the introduction of NECF (for example, negotiation, preliminary enquiry, site inspection and connection offer services);
· some service definitions may  need minor changes assuming the same fee structure is to be maintained; and
· one monopoly service (re-inspection installation work) is more like a miscellaneous service rather than a monopoly service.
· Ausgrid may propose some additional miscellaneous service fees to cover services that we currently do not charge for, including certain B2B service orders from retailers and DNSP costs associated with RoLR events.

· To the extent that the AER’s proposed service groupings determine a uniform classification of services in those groupings and the form of control to be applied, it is important that sufficient analysis is applied at a sufficiently granular level to ensure that services are appropriately grouped and that the groupings themselves are appropriate.
	Is the adoption of a national approach for treatment of these services desirable with regard to the following questions:

· Are all miscellaneous and monopoly services “distribution services”?


	Summary Response

Ausgrid’s view is that all miscellaneous and monopoly services are distribution services.


Under Chapter 10 of the NER, a distribution service is defined as “a service provided by means of or in connection with a distribution system”. A “distribution system” is in turn defined as “a distribution network, together with the connection assets associated with the distribution network, which is connected to another transmission or distribution system”.

Ausgrid’s view is that based on the above definition, all miscellaneous and monopoly services as currently defined for the purpose of the AER’s 2009-2014 determination are distribution services, as they are services provided in connection with a distribution system.

	· Considering the current grouping of services set out in table 1 – what is the most appropriate grouping for these services – as a whole or individually?


	Summary Response

1. Depending on the form of control applied, monopoly services could be included as part of the new “connection service” proposed by the AER as they support contestable connections work.

2. For each of its monopoly and miscellaneous services, Ausgrid seeks a description, grouping, classification and form of control that best facilitates compensation for that service. Our view is that miscellaneous and monopoly services should remain classified as standard control services; and the current form of control in NSW should continue to apply (with adjustments to the regulated rates and charges so that they are at least cost-reflective), We note that the AER has classified some miscellaneous and monopoly services as alternative control services in other jurisdictions. If this were the case for NSW, Ausgrid’s preference is for these services to be grouped as quoted services (based on our understanding that for quoted services, the AER will determine a time and materials charging regime). However, if the services were to be grouped in this way, Ausgrid would still require the charging regime to enable Ausgrid to at least recover its costs in providing the services.
3. The list for each of the monopoly services and miscellaneous services will need to be expanded to take into account changes arising from the introduction of the National Energy Customer Framework and other distribution services that are not currently charged. 


The AER’s Service Groupings

Table 1 of the AER’s Framework and Approach consultation paper groups distribution services in the following manner for classification purposes:

· Network services;
· Connection services;
· Metering services;
· Public lighting services;
· Fee based services;
· Quoted services; and
· Unregulated services.
The AER states that it considers that grouping similar services and applying a classification for each group as permitted by the NER is a reasonable approach to follow in making classification decisions.
  Ausgrid comments below on the application of this classification approach to services currently described as miscellaneous and monopoly services.

Monopoly Services

Ausgrid’s current view is that monopoly services potentially could be grouped as a component of the connection service for the 2014-19 regulatory period, on the basis that these services can be broadly characterised as support services relating to the provision of contestable design and construction services for connection assets. 

Ausgrid is currently reviewing all support services it currently provides to customers in relation to contestable connection works and any new services relating to connection assets it will be required to provide arising from the introduction of NECF in July 2012.

Our preliminary view is that the introduction of NECF will require Ausgrid to provide a number of new services. The current description of monopoly services will need to be revised accordingly to incorporate these new services. New monopoly services identified so far include:

· negotiation service – for services provided to connection applicants for negotiated connection contracts to cover the direct costs incurred by Ausgrid in assessing the applicant’s application and making a connection offer;

· preliminary enquiry service – for services provided to connection applicants making a preliminary enquiry seeking a written reply for specific advice provided to meet the enquirer’s particular circumstances;

· site inspection service – for site inspection services Ausgrid provides in order to determine the nature of a connection service sought by a connection applicant; and

· connection offer service (basic or standard) – for services provided by Ausgrid in assessing the applicant’s application and making a basic or standard connection offer.

Our final view on any new services required as a result of the introduction of the NECF will be determined after we complete our review of the new regulatory arrangements affecting connection works, including Chapter 5A of the National Electricity Rules and the AER’s draft connection charging guideline issued in December last year.

We are also currently reviewing the current description of monopoly services to ensure all component parts of each service currently defined as a monopoly service are identified and to ensure that the description of monopoly services captures all support services related to connection works.
So far, we have identified that:
· corrective and disciplinary action associated with ASPs’ connection work is not currently funded and is a significant cost to Ausgrid. We are currently investigating whether this issue is a matter that is appropriately resolved by means of service classification; and
· re-inspection (installation work), which is currently defined as a monopoly service, is related to customer assets and derived from safety plan obligations rather than connection obligations. This may be more appropriately categorised as a miscellaneous service.

As mentioned previously in this paper, Ausgrid also notes that the description of “design” services as a component of the proposed new connection service needs to refer instead to the provision of design information (to support contestable design services), rather than the design itself (which is a contestable service provided by ASPs).
Miscellaneous Services
Ausgrid is currently reviewing the current description of miscellaneous services to determine whether it captures all miscellaneous services provided by Ausgrid. Ausgrid has so far identified the following services as potential new miscellaneous services:

· Network tariff changes for customers: When a customer or retailer requests an alteration to an existing network tariff (for example, a change from an Inclining Block Tariff to a Time of Use tariff), Ausgrid conducts tariff and load analysis to determine whether the customer meets the relevant tariff criteria. Ausgrid also processes changes in Ausgrid’s IT systems to reflect the tariff change;

· B2B service orders from retailers to obtain a final read for customer move-outs or to obtain a start read where a customer is moving in to a site that has been vacant. Currently these costs are not recovered. These services are additional to the special meter reading and testing services currently included as miscellaneous services for the current regulatory period;
· Recovery of debt collection costs – dishonoured transactions: Ausgrid currently incurs costs, including bank fees when a network customer’s or ASP’s cheque for the payment of network-related services is dishonoured. These costs are not currently otherwise recoverable.

· Services provided by Ausgrid in relation to the changeover of meters from gross to net as a result of the end of the NSW Solar Bonus Scheme; Ausgrid is currently reviewing the meter supply, installation and data processing and related activities that will be required when the Solar Bonus Scheme ends in 2016 to determine whether any additional miscellaneous fees may be required.

· Services relating to transmission connection applications (for example, carrying out planning studies and analysis).

· Services provided in relation to a Retailer of Last Resort (RoLR) event. Ausgrid is required to perform a number of services as a DNSP when a RoLR event occurs. These include:

· preparing lists of affected sites, and  reconciling data with AEMO listings

· handling in-flight transfers

· identifying open service orders raised by the failed retailer and determining actions to be taken in relation to those service orders

· arranging estimate reads for the date of the RoLR event and providing data for final NUoS bills in relation to affected customers

· preparing final invoices for NUoS and miscellaneous charges for affected customers

· preparing final debt statements

· extracting customer data, providing it to the RoLR and handling subsequent enquiries

· handling adjustments that arise from the use of estimate reads

· assisting the retailer with the provision of network tariffs to be applied and the customer move in process.

As Ausgrid is likely to incur significant costs from a DNSP perspective in responding to and managing ROLR events, we are seeking to recover costs associated with RoLR events through a new miscellaneous service charge covering the above services and other network services Ausgrid provides when a RoLR event occurs. In our view, these charges are consistent with the National Energy Retail Law provisions relating to RoLR cost recovery schemes. In particular, clause 166(3)(b)(ii) contemplates the payment by a RoLR to a distributor of costs associated with service orders that have not been completed as at the transfer date.

· Administration of any “RoLR cost recovery scheme distributor payment determination”.

We may identify other new miscellaneous services as a result of our review. Our final view on the scope of miscellaneous and monopoly services, their classification, form of control and proposed service grouping for the 2014-19 regulatory period will be set out in our response to the formal Framework and Approach paper to be issued by the AER in July 2012.
	· Considering the definitions in Appendices A, B and C, should the AER, in the context of the comparisons set out in Appendix E, move towards a more national approach to these descriptions? If so, which are the more appropriate definitions?


	Summary Response
The AER should not move towards a national approach to these descriptions unless it can be established that the services across each jurisdiction are in fact sufficiently similar at a granular level (and in operation) to warrant the same descriptions. 


National approach to service descriptions

According to Appendix E of the Consultation Paper:

· services currently categorised as miscellaneous services in NSW are described as either “fee-based”, “quoted” or “other” services in other jurisdictions; and

· services currently categorised as monopoly services in NSW are described as either “quoted” services or “network” services (ie. planning and designing the distribution network).

Ausgrid does not have a firm view on how these services should be described or defined at this stage. Our main concern is that irrespective of how services are defined, grouped or classified, Ausgrid is able to be appropriately recompensed for providing these services. In considering whether to move towards a more national approach to these descriptions, it is important to ensure that the services provided across each jurisdiction are in fact sufficiently similar to warrant the same classification and form of regulation, particularly given jurisdictional differences. For example, as discussed above, because of the contestability regime in NSW for connections, monopoly services provided in NSW to support the contestability regime may lend themselves more to the “connections service” grouping than to the “network service” grouping.

The issue of whether any of the services currently defined as miscellaneous and monopoly services should be grouped as quoted or fixed fee services (based on the AER’s proposed service groupings Consultation Paper) depends to some extent on the form of control to be applied and whether that form of control results in cost reflective prices or not. There is also a broader issue of whether “quoted” and “fixed fee” are appropriate service groupings as they relate to the manner in which services are charged rather than the nature of the services themselves. It may be more appropriate to have a category of non-DUOS services described as “other”, or retain a miscellaneous service grouping, with “fixed fee” and “quoted” services being a subset of this category.
For each of its monopoly and miscellaneous services, Ausgrid seeks a description, grouping, classification and form of control that best facilitates appropriate recompense for that service. In terms of the charging mechanism applied for these services, Ausgrid’s preference at this stage is for an agreed labour rate that is cost-reflective.

	Should a national approach and common classification across jurisdictions for similar services be adopted?


	Summary Response

The AER should not move towards a national approach to classification across jurisdictions because services in practice may not be sufficiently similar to warrant the same classification. The AER also needs to take jurisdictional differences into account in classifying services.


National approach to classification

For the reasons stated above, the comparison of services currently described as miscellaneous and monopoly services in NSW needs to be conducted at a sufficiently granular level to ensure that differences in the manner in which those services are provided in practice, together with other jurisdictional differences are taken into account in determining the appropriate classification and form of control. There is a risk that in grouping similar-sounding services and applying a common classification, these differences will not be taken into account, which may have operational implications for the provision and funding of those services.

Ausgrid’s current view on this issue is that a sufficiently detailed and granular analysis against the NER criteria needs to be conducted of each service within the current categories of miscellaneous and monopoly services. An analysis of the costs incurred by the DNSPs in providing these services needs to be conducted in conjunction with the analysis against the NER criteria in order to determine the appropriate service groupings, classification and form of control for each service.
	The AER seeks comments on whether the control mechanism applied to miscellaneous and monopoly services is appropriate and results in cost reflective prices?


	Summary Response

Ausgrid’s investigations so far establish that the current schedule of regulated rates and charges for miscellaneous and monopoly services are not cost-reflective.
We will provide our response on the form of control after we have completed our investigation.


Cost reflective pricing

Miscellaneous and monopoly services are subject to price control in the form of a schedule of regulated fees and charges that form a fixed part of the Weighted Average Price Cap (WAPC).
We are currently reviewing costs Ausgrid incurs in providing miscellaneous and monopoly services and the manner in which these costs are recovered. This will assist us in forming a view as to the appropriate form of control for these services. It will also assist us in determining the appropriate grouping for these services based on the AER’s proposed service groupings (for example, whether services should be grouped as fee-based or quoted services). Our initial investigations indicate that the current control mechanism for miscellaneous and monopoly services does not result in cost reflective prices. For example, we can currently recover only the marginal costs of providing these services through the relevant schedules of rates and fees, despite there being significant fixed costs involved. At this stage, we consider that it is likely to be difficult to set a charge for these costs which accurately reflects the fixed charge component of the total costs involved. If this is the case, it would strongly mitigate against the services being classified as alternative control services.
6 Metering Types 5-7 Services
	The AER seeks comments on whether:

A. metering services (types 5-7) as adopted in the current determinations, are appropriate.

B. The issue of metering services (types 5-7) being charged with DUoS charges is still current

C. Metering services (types 5-7) should be separated from DUoS charges.

D. If metering services (types 5-7) are separated from DUoS charges, what types of service should they be classified as and what control mechanism should be applied?


	Summary Response

Ausgrid’s position is that metering types 5-7 services should remain classified as standard control services in NSW, charged as part of DUoS charges. 

Reasons for maintaining the classification of types 5-7 metering services as standard control services (and charging those services as part of DUoS charges) include:

· Metering services are integrally related to other network standard control services and do not relate solely to a simple metrology purpose (ie. the collection and processing of data for billing purposes). One of the purposes of a metering strategy involving type 5 smart meters is to derive broader network and customer benefits through better management of peak demand and the deferral of capital expenditure. Other technologies, such as load control devices are also used to manage consumer demand at peak times. Capital expenditure deferral can ultimately benefit the broader customer base through lower prices.
· The costs of types 5-7 metering services cannot be accurately unbundled from standard control services and directly attributed to the customer. Depending on the form of control adopted, the charge on the customer’s bill for these services is likely to be a proportional allocation of metering services costs to each customer rather than a price that reflects the true cost of providing the metering service to that customer. As this compromises the effectiveness of any price signals, we do not see the benefits of moving away from the current classification of metering types 5-7 services as standard control services.

· There are significant costs involved in unbundling pricing and classifying metering types 5-7 services as an alternative control service (ie. a mini-determination will be required and changes will need to be made to billing systems). One of the criteria the AER is required to have regard to under the NER in applying a control mechanism to both standard and alternative control services is the possible effects of the control mechanism on administrative costs.
 Ausgrid’s view is that the administrative costs involved in changing the form of control for metering types 5-7 services are very likely to outweigh any potential benefits.
· The goal of furthering contestability should not be a driver or principal driver for classification of these services in NSW. At a high level, the policy is to extend contestability where it would deliver the most efficient outcomes. Our view is that there are numerous reasons why provision of 5-7 metering services by a person other than the DNSP will not meet this efficiency objective including:
· the DNSP is currently the monopoly provider of these services as the Responsible Person for types 5-7 metering installations under Chapter 7 of the NER (ie. under the current regulatory regime, no other registered participant can be the Responsible Person for these installations). 
· in any event, there would be a number of inefficiencies associated with types 5-7 metering services being provided by parties other than the DNSP (for example, loss of economies of scale in meter reading arrangements and meter supply arrangements).

As our view is that metering services (types 5-7) should not be separated from DUoS charges, we do not have a proposal for a different classification or form of control for these services.



Classification and form of control by jurisdiction
In its Consultation Paper, the AER sets out the classification, form of control and reasons for classification for metering services (types 5-7) in each jurisdiction. This information is reproduced below for ease of reference.
Table 1: Classification and form of regulation for metering (types 5-7) services by jurisdiction

	Jurisdiction
	Classification
	Form of Control
	AER Reasons for classification

	NSW
	Direct control – standard control service
	WAPC
	Classified in accordance with the deeming provisions of the transitional Rules.

	ACT
	Direct control – alternative control service
	Total revenue control mechanism
	Maximum allowable revenues is subject to movements in the Consumer Price Index (CPI)

	South Australia
	Direct control – alternative control service
	WAPC
	The classification of metering services and the application of a separate WAPC aims to facilitate competition by reducing the barriers to entry faced by other providers of metering services in the South Australian market.

	Tasmania
	Direct control – alternative control service
	A price cap
	Regulatory barrier exists for businesses to enter this market and provide standard metering services in competition to Aurora.

	Victoria
	N/A

Standard metering services for small customers are comparable to an alternative control service classification given that charges for these metering services were separate to the DUoS charges,
	The AER reviews and approves the budgets and charges for the rollout of AMI according to the 2008 AMI Order in Council.

	Queensland
	Direct control – standard control service
	Maximum allowable revenue
	The maximum allowable revenue is increased each year by the CPI. There is a lack of potential for competition to develop in this market in the regulatory period.


The AER has classified Types 5-7 metering services as alternative control services in other jurisdictions, and is asking the NSW DNSPs to comment on whether metering types 5-7 services should continue to be charged as part of DUoS charges. This raises the question of whether the AER is contemplating classifying metering types 5-7 services as an alternative control service in NSW. 
Given the AER’s stated reasons for classification of types 5-7 metering services in the table above, we assume the reasoning behind any changes to classification currently under consideration by the AER is to develop a competitive market for the provision of types 5-7 metering services in NSW, including by improving price signals by identifying metering services as a separate item on the customer’s bill. Ausgrid’s view is that changing the classification of metering types 5-7 services in NSW from its current classification as a standard control service (charged as part of DUoS) will not achieve the above objective. Further, we think the effect of this change would be contrary to the national electricity objective set out in the National Electricity Law.
 
The national electricity objective is to promote efficient investment in, and efficient use of, electricity services for the long term interests of consumers of electricity with respect to price, quality, reliability and security. In exercising any economic regulatory function or power (including in respect of revenue and network pricing), the AER is required to perform or exercise that power or function in a manner this will, or is likely to contribute to the achievement of the national electricity objective. 

In the Second Reading Speech for the Bill that introduced the national electricity market objective, the Minister explained:

“The market objective is an economic concept and should be interpreted as such. For example, investment in, and use of electricity services will be efficient when services are supplied in the long run at the least cost, resources including infrastructure are used to deliver the greatest possible benefit and there is innovation and investment in response to changes in consumer needs and productive opportunities. The long term interests of consumers of electricity requires the economic welfare of consumers, over the long term, to be maximised. If the National Electricity Market is efficient in an economic sense, the long-term interests of consumers in respect of price, quality, reliability, safety and security of electricity resources will be maximised.”

Ausgrid’s view is that metering is not a stand-alone metrology service that can easily be separated from other standard control services. It is integrally linked to the distribution network as it is a vehicle for network strategies around demand management, network innovation, investment expenditure and pricing that together deliver the greatest possible benefit in the long term interests of consumers and maximise the long-term economic welfare of consumers. For this reason, metering types 5-7 services should remain standard control services, charged as part of DUoS charges. Our detailed reasoning and background on this position is set out below.
Background

Over the past decade, Ausgrid has been installing interval (type 5) meters for replacement and new connections. The primary benefit of installing interval meters is that it facilitates implementation of cost reflective tariffs that signal the additional cost of providing supply at peak times. Currently, there are about 500,000 interval meter installations, and about 2 million type 6 (accumulation) meter installations. 

Ausgrid has also employed customer load control technology to manage customer load, particularly  electric hot water load systems. This requires additional customer load control functionality and metering. The purpose of this technology is to shift load from peak times for these appliances and thereby reduce demand at peak times. 

The services provided by Type 5-7 meters are currently classified as standard control services. The capital and operating costs of providing these services are recovered through annual revenue as part of standard control services. 
Implications of classification of metering types 5-7 as an alternative control service, charged separately from DUoS
One objective of classifying a service as an alternative control service, depending on the form of control adopted, is to ensure that customers pay a cost reflective price for that service, rather than total costs being spread across the customer base. We understand a second objective for the AER may be to facilitate a competitive market in types 5-7 metering services.
Our view is that classification and regulation of metering types 5-7 services as an alternative control service will not assist the AER in meeting these objectives. Further, unbundling metering charges from DUoS and instituting a separate metering charge will not result in beneficial outcomes to customers and as mentioned above, is inconsistent with the national electricity objective. Our reasons are set out below.

1. Identifying service costs for each customer

Ausgrid’s view is that it would be difficult to identify the costs that directly relate to the provision of metering types 5-7 services for a particular customer. In addition to the issues described below regarding the separation of metering services from other standard control services, it is also difficult to unbundle the assets used to provide a metering service from the assets in the regulated asset base (RAB) for standard control services. This is because some assets can serve more than one function across the business (only one of which is metering). From an operating expenditure perspective, Ausgrid would also need to also identify the direct expenditure and overheads that relate to the metering services. 
2. Cost reflective charging
From an economic perspective, the installation of interval meters provides a positive externality to all customers. The benefits of this technology (lower X-factors from lower capital costs) accrue to the whole customer base, including customers with accumulation meters. 

Under an alternative control services regime, depending on the form of control applied, some customers with interval meters could be disadvantaged because they are likely to pay a higher charge for metering services but would not receive the full benefit of those services. In contrast, customers on accumulation meters would effectively benefit unfairly by paying a lower metering charge but still receive the (price) benefit from the capital deferral. This unfairly disadvantages those customers on interval meters.
A more equitable arrangement would be to equitably share the costs of metering across the customer base, reflecting the shared benefits that arise from demand management and lower capital investment. Although this could still be achieved if metering types 5-7 services were classified as an alternative control service, doing so would be inconsistent with the objective of cost-reflective charging for individual customers.
3. Transparency of costs

Ausgrid agrees that transparency of costs
 is a positive outcome for customers and the industry generally. We note that such information provides the AER with information to make a sound regulatory decision on the efficient capital and operating allowance required to provide the services to customers. We consider that this information could be made available to stakeholders through performance reporting and regulatory decision processes, as this would be less administratively complex than applying and implementing a different service classification and form of control.
As mentioned above, it is difficult to accurately identify the full range of costs involved in providing a metering service and directly attribute these costs to the customer. However, we consider that certain costs such as procurement, installation, and meter reading could be included in performance reporting. 

4. Facilitating a competitive market
One of the reasons for classifying and regulating a service as an alternative control service is to facilitate competition in the market for that service through for example, increased price transparency. The AER’s paper refers to the views of a retail stakeholder who considers that the current classification for metering types 5-7 services reduces barriers to competition, as customers are not receiving the true price signal for the service. The assumption underlying this statement is that transparent metering charges facilitate competition if a potential market entrant believes it can offer a lower price. 

There are a number of flaws in the argument that increased competition will lead to greater efficiencies and lower prices in the provision of metering types 5-7 services in a manner that meets the national electricity objective. These include:

· The NER provides that responsibility for metering types 5-7 service is the responsibility of network service providers. The NER provide that the DNSP is the ‘responsible person’ for providing, installing and maintaining type 5-7 meters.
 This means there is a regulatory restriction on increasing contestability for these services. It is already open to DNSPs to engage third parties (registered with AEMO) as the meter provider and the metering data services provider. It is difficult to see how a change of classification would increase the likelihood of increased contestability occurring as the DNSP remains responsible for choosing those providers.
· To the extent contestability prevents or limits a DNSP from selecting the metering technology installed on its network, the DNSP becomes constrained in the demand management strategies available to it. As discussed above, demand management strategies benefit the broader customer base by reducing the costs of providing standard control services. 

· Much of the cost associated with providing metering services is in the process of manual meter reading and data management. There are substantial economies of scale if all meters within an area are read by a common service provider. 
· Competition in the market would also lead to significant inefficiencies if every time a customer moved or changed retailers, the meter needed to be replaced. 

5. Functionality trade-off between standard and alternative control services

There are synergies between metering services and other standard control services that need to be recognised in making any decision on classification or form of control. Ausgrid’s customer load control system requires replacement over the next decade. The likely replacement strategy is to replace the existing system (which includes significant frequency injection equipment mainly located in zone substations) by means of additional functionality in consumer meters. This option would reduce future capital expenditure in major substations (which are part of standard control services) at the expense of increased metering capital expenditure. These trade-offs in capital expenditure across various parts of the distribution system would be difficult to address if metering types 5-7 services were classified as an alternative control service with a different form of control.

6. Administrative burden
The AER has not clearly identified the method by which it would determine the metering charge for customers. In any case, applying a different form of control would result in a greater administrative burden for the reasons provided below. 

· More internal resources required 

Similar to public lighting, significantly more resources would be required to develop a proposal if metering was classified as an alternative control service. For example, Ausgrid would need to undertake significant work in developing cost models, RAB values and tax values to apply in a mini building block determination or to support any alternative form of control. This could be further complicated if the AER decide to apply a building block approach to each type of meter. 

· Difficulty in unbundling existing assets
A key problem would be identifying the asset classes for metering services in the RAB for and determining the value and remaining life of the asset base. For example:
· metering data and other IT systems are an integral part of the metering service, however these assets provide other services such as data for energy forecasts, customer management and planning purposes.

· the frequency injection system that communicates with load control meters is located in zone substations and comprises part of the asset value of zone substations. This value would need to be stripped out of the RAB, and a remaining life calculation would need to be undertaken. 

· Establishing an individual price for the meter

It is unclear how the AER would determine a relative charge for the type of meter installed at the customer’s premises. The AER would need to determine an annual revenue requirement for each type of meter, and divide the costs by the number of meters. If on the other hand, the AER decides to have one charge for all meters, then the effect of this would be to distribute the costs across customers. This would appear to be contrary to the objective of re-classifying the service as an alternative control service, as the effect would be that there would be no direct price signal for the metering technology used. 
For these reasons, Ausgrid considers that the administrative burden of unbundling metering charges from DUoS for metering types 5-7 services exceeds the benefits. We consider the current classification and form of control in NSW to be appropriate. 

7. No real price benefits for customers
Although the X-factors (future price changes) for standard control services would appear to be lower in our regulatory determination if metering costs were excluded from DUoS (because for example, the AER would not include existing and new metering assets in forecasting metering operating expenditure when calculating the X factors), in reality customers would still be required to pay for metering services as a separate charge. In some ways, customers would see this as an increase in the fixed charge for the electricity service. Given the difficulties in establishing the metering charge for specific customers with sufficient accuracy, which compromises the effectiveness of any price signals, we see no discernible benefits or clear reason to move away from the existing standard control service classification for metering types 5-7 services.
We note that before providing our final response on this issue to the AER in response to the Framework and Approach Paper, we will need to discuss the AER’s proposed form of control in more detail. For example, it is difficult to comment fully on alternative forms of classification without further information on:
· whether the AER considers the metering service includes meters on load control appliances, or whether these would be grouped as part of network services on the basis that their purpose is to manage the demand for standard control services;

· whether the control mechanism would facilitate a separate charge for each meter, or whether there would be a fixed charge for each meter installation;

· the methodology to be applied in determining assets in the current regulated asset base that provides a metering service.

8. Synergies with other standard control services

Interval meters provide Ausgrid with increased opportunity to charge cost reflective tariffs to customers. Through such tariffs, Ausgrid signals the cost of supply at peak times, encouraging these customers to shift their energy use to off-peak periods. As a result of lower system peak demand, Ausgrid is able to increase the utilisation of the network, and defer capacity investment in the network. This provides a demand management outcome that reduces the capital costs of providing standard control services, resulting in lower X-factors (ie. meaning lower price increases) for all customers. At the time of our last proposal, Ausgrid forecast that it would reduce capital expenditure by $29 million as a result of installing interval meters to meet replacement and new connections requirements. 

This helps defer increases in capacity investment in the network. The benefit of capital deferral is a reduction to X-factors (meaning lower price increases) for all customers. Customers with interval meters and load control devices are effectively enabling all customers to benefit from lower prices. This is because the total benefits do not accrue directly to the customer
 but are distributed more broadly across the customer base.

We will also prepare a review of metering types 5-7 services against the relevant criteria in the NER before submitting our response to the Framework and Approach Paper. 

We look forward to further consultation with the AER on these issues.
7 Types 1-4 Metering Services

	The AER seeks comments on whether:

A. types 1-4 metering services should be regulated by the AER and if so:
B. the current definitions for types 1-4 metering services are appropriate, and if not, what the definitions should be:
C. the control mechanism adopted

a. is appropriate; and if not

b.  what the control mechanism should be


	Summary Response

Ausgrid’s view is that metering types 1-4 services should be unclassified (meaning unregulated).


Types 1-4 metering services are currently defined to include:

· provision, installation and maintenance of Metering Installations;

· meter reading and the collection, transfer and provision of Meter Data; and

· meter testing and auditing,

in accordance with Chapter 7 of the Code and requirements of the Electricity Supply Act 1995.
Types 1-4 metering services are classified as “unregulated” for the 2009-14 period. This means that they are subject to light-handed regulation insofar as IPART’s Excluded Distribution Services Rule applies. This Rule will not apply to unclassified services in the 2014-19 period.

The AER notes in the Services Classification Consultation Paper that types 1-4 metering services have been contestable since full retail competition was introduced in 2002. Ausgrid notes that Ausgrid has approximately 21,000 metering types 1-4 sites out of 90,000 in the national electricity market. Ausgrid’s position is that given the existence of a fully contestable market, these services should be unclassified and not subject to regulation. Assuming the AER elects not to classify these services for the next period, no form of control will apply.
8 Emergency Recoverable Works
	(c) The AER seeks comments on whether:

(d) Emergency recoverable works are appropriately:

· grouped for the purpose of classification; and

· classified as standard control services in the ACT and NSW?



	Summary Response

Emergency Recoverable Works are not distribution services and should not be subject to regulation under an access regime.


Emergency Recoverable Works are defined as “emergency work undertaken by a DNSP to repair damage to the distribution system of that DNSP where the damage is the consequence of the act or omission of person, for which that person is liable to another (which may include the DNSP) for that damage”. 

Emergency recoverable works are performed by the DNSP to rectify damage to its assets. Ausgrid has various legislative and regulatory obligations to operate the network in a manner that ensures the safe, reliable and secure supply of electricity. Repairing any damage to network assets (including where that damage is negligently caused by a third person) supports Ausgrid in meeting these broader obligations. 
The characteristics of a service include an “offer” by the supplier of those services and “acceptance” of those services by the person receiving those services, usually in exchange for payment to the supplier for providing those services. Ausgrid’s view is that emergency recoverable works do not have the characteristics of a service offering. Ausgrid does not offer an asset repair service to anyone who chooses to damage its network in exchange for payment by the person damaging the network. In damaging the network, the person damaging the network is not acting as a “customer” of Ausgrid in carrying out those activities.
Ausgrid’s view is that Emergency Recoverable Works are better characterised as the activities (rather than service) the DNSP undertakes to repair the network when the network is damaged by activities of a third person. The fact that Ausgrid may seek to recover damages from that third party does not mean that the third party is therefore receiving a “service” from Ausgrid for which payment is required. 
The appropriate mechanism for recovery of costs in relation to emergency works is damages in negligence. The quantum of damages will be determined by application of the relevant legal principles. There is no need for the AER to separately regulate these activities in order to impose a form of control that limits amounts recoverable from third parties, as ultimately, the only damages that are recoverable are those allowed by a Court. In this way, any amount recoverable is subject to judicial scrutiny.

Our view is that Emergency Recoverable Works are not “services”, are not “distribution services” and therefore, should not be subject to regulation under the NER. 
	B. Is the adoption of a national approach for treatment of these services desirable with regard to the following questions:

· Are all emergency recoverable works “distribution services”?




As discussed above, Ausgrid’s view is that emergency recoverable works are not distribution services. They do not have the characteristics of a service offering to a customer and are not “services” at all. They are instead activities Ausgrid undertakes to repair its network in circumstances where the damage is caused by a third party and it is therefore open to Ausgrid to seek to recover some compensation from the third party for costs Ausgrid incurs in repairing that damage. 
	· Considering the current grouping of services set out in table 1 – what is the most appropriate grouping for these services – as a whole or individually?


Table 1 of the Consultation Paper sets out the following service groups adopted by the AER for the purposes of services classification:

· Network services

· Connection services

· Metering services

· Public lighting services

· Fee based services

· Quoted services

· Unregulated services.

As Ausgrid considers that emergency recoverable works are not distribution services, they do not need to be classified under the NER (meaning that none of the above service groupings are applicable).
	· Considering the definitions in Appendices B and C, should the AER, in the context of the comparisons set out in Appendix E, move towards a more national approach to these descriptions? If so, which are the more appropriate definitions?


Appendix E of the Consultation Paper sets out a comparison of how emergency recoverable works are classified across jurisdictions. It is reproduced below for ease of reference.

	NSW Service
	ACT service
	QLD service
	VIC service
	SA service
	TAS service

	Emergency Recoverable Works
	N/A
	Emergency recoverable works are included as part of quoted services
	Emergency recoverable works are included as part of quoted fee services
	N/A
	Emergency recoverable works are included as part of fee based services.


Our view is that emergency recoverable works are not distribution services, and therefore are not capable of regulation under the NER. We note however that:

· The reference to “recoverable” in the definition of “Emergency recoverable works” means that costs are recoverable from third parties in accordance with the principles applicable to recovery of damages in negligence. “Recoverable” in the context of emergency recoverable works does not equate to payment for a service rendered by a DNSP to the person who has damaged its network.
· Including emergency recoverable works in “quoted services” goes some way to acknowledging that the costs are unpredictable and that they can only be determined with any certainty at the time the emergency recoverable works are required because they will depend each time on the type and extent of damage incurred. However, as mentioned above, Ausgrid’s view is that the correct approach to recovering costs in these circumstances is in accordance with the relevant legal principles for recovery of damages. Any other approach risks being inconsistent with these principles.

	· Should a national approach and common classification across jurisdictions be adopted?


Ausgrid’s view is that the AER should adopt the common approach across jurisdictions that emergency recoverable works are not distribution services, and therefore should not be regulated.  

	· Should emergency recoverable works be unclassified?


As mentioned in section three of this paper, in classifying distribution services, the AER must first determine whether services are direct control services, negotiated services, or services the AER chooses not to classify. Services the AER chooses not to classify are unclassified and unregulated for the period.
Ausgrid’s view is that the threshold issue before commencing the classification process is whether the activity in question is a “distribution service” at all within the meaning of Chapter 10 of the NER. As discussed above, Ausgrid’s view is that emergency recoverable works are not a “service” and not a “distribution service”. This means that rather than being “unclassified” (and therefore unregulated for the next regulatory period), emergency recoverable works should be unregulated and not subject to the NER at all (ie. they should not be subject to regulation under an access regime).
	C. The AER seeks comments on whether the control mechanism applied to emergency recoverable works is appropriate and results in cost reflective prices.


Ausgrid’s view is that the control mechanism applied may not be consistent with the approach applicable at law for recovery of damages in circumstances where a third person damages the network.

For emergency recoverable works, the issue of which aspects of costs incurred in repairing the network are recoverable is determined at law. The issue of cost reflective pricing is not applicable in the circumstances.
9 Customer Specific Services

	The AER seeks comments on whether:
A. customer specific services should be regulated by the AER and if so:

B. the current definitions for customer specific services are appropriate, and if not, what the definitions should be

C. the control mechanism adopted:

· Is appropriate; and if not

· What the control mechanism should be


	Summary Response

Ausgrid’s view is that Customer Specific Services are not distribution services and should not be subject to regulation under an access regime.


The AER is seeking comments on whether customer specific services (for example, asset relocation and aerial bundled cable work at the request of a customer) should be regulated by the AER and if so, whether the current definitions and control mechanisms are appropriate.

Customer specific services are any of the following services undertaken at the request of a distribution customer:

· asset relocation works;

· conversion to aerial bundled cable; and

· any other services relating to the connection of the Distribution Customer to a DNSP’s Distribution System, but excludes Private Power Line Inspections, Monopoly Services, Miscellaneous Services and Emergency Recoverable Works. 

Ausgrid’s view is that these services, if undertaken at a person’s request, (whether by a distribution customer or other third party), should not be regulated as they are not distribution services. This position is based on the view that these services are essentially optional services, should not be seen as part of the right of access to a network and should not be subject to regulation under an access regime such that Ausgrid is required to provide these services if requested (ie. Ausgrid should have discretion as to whether it provides these services rather than being required to do so). As submitted in our 2009-14 regulatory proposal, from a policy point of view it is difficult to see why, for example, a DNSP should be required to move its assets that are lawfully placed on land simply because a person (whether or not a network user) requests the DNSP to do so. The DNSP is in no more a monopoly position in this regard than any other asset owner. With any other asset owner, if a person wishes the owner to move its assets, this would simply be a matter for commercial negotiations, which may or may not result in an agreement to move the assets.
Ausgrid also considers that any conversion to aerial bundled cable works undertaken at a third party’s (either a network user or some other person) request are not distribution services as defined under the NER.  “  
Ausgrid also notes that the above definition of Customer Specific Services refers to services requested by a “Distribution Customer”. “Distribution Customer” is defined in the NER to mean a “Customer, Distribution Network Service Provider, Non-Registered Customer or franchise customer having a connection point with a distribution network”. 

Although Ausgrid’s view is that Customer Specific Services are not distribution services capable of regulation under the NER (whether requested by a network user or by some other person), it is clear that the definition limits Customer Specific Services to those requested by network users. Based on this definition, any requests by third parties (other than network users) to undertake asset relocation works, aerial bundled cable works (or the like), cannot be Customer Specific Services.
� Consultation Paper: Matters relevant to the framework and approach ACT and NSW DNSPs 2014-2019 – Classification of electricity distribution services in the ACT and NSW


� This approach is consistent with clause 6.2.1(b) of the NER which provides that the AER may group distribution services together for the purpose of classification and, if it does so, a single classification made for the group applies to each service comprised in the group as if it had been separately classified.


� Clause 6.8.1 of the NER


� Clause 6.2.3B of the NER transitional Chapter 6.


� Although these services are currently classified as standard control services and costs are recoverable through DUoS, the AER has questioned whether this is the most appropriate way for these costs to be recovered.


� NER clause 6.2.2(c)(5)


� NER clause 6.2.1(c)


� NER clause 6.2.2(c)(5)


� NER clause 6.2.2 (c)


� We note that the AER has identified operation and maintenance of connection assets as a network service in its Victorian Distribution Determination.


� Clause 6.21.2


� In its DNSP capacity.


� For any project, work may be only partly withdrawn, so that services provided in relation to that project may be part contestable and part non-contestable.


� Section 31 of the Electricity Supply Act.


� Chapter 5A will come into effect in July 2012.


� Forming a fixed part of the Weighted Average Price Cap (WAPC)


� NSW Government, Code of Practice Contestable Works, April 2007, page 4.





� Section 31 of the Electricity Supply Act NSW


� The number of new connections is based on service line connections not metering point connections.  For example, a block of 100 units would be counted as a single connection rather than 100 connections.


� Better Regulation office, Review of contestable services on the New South Wales electricity network, Final Report, page 3.


� Better Regulation office, Review of contestable services on the New South Wales electricity network, Final Report, page 5.


� NER clause 6.2.1(c)


� NER clause 6.2.1(d)


� Review of Contestable Services on the New South Wales Electricity Network Final Report July 2010, p.2


� IPART, Capital Contributions and Repayments for Connections to Electricity Distribution Networks in New South Wales, 2002.


� NER clause 6.2.1(c)


� NER clause 6.2.1(d)


� National Electricity Rules, Chapter 10


� Consultation Paper: Matters relevant to the framework and approach ACT and NSW DNSPs 2014-2019 p.6


� To the extent these services are distribution services for economic regulatory purposes under clause 6.24 of the NER.


� Made by the AER under Division 9 of Part 6 of the National Energy Retail Law.


� NER clause 6.2.5(c)(2) and clause 6.2.5(d)(2)


� Consultation Paper, p. 18


� National Electricity Law, s.7


� Referred to in Expert Panel on Energy Access Pricing: Report to the Ministerial Council on Energy, April 2006 at p.37.


� Subject to any confidentiality obligations.


� NER clause 7.2.3(i)





� In economics this is termed a ‘positive externality’.
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