
 

 

 

 

18 February 2022 

Sebastian Roberts 
General Manager 
Network Expenditure 
Australian Energy Regulator 
GPO Box 520 
Melbourne  VIC  3001 

Dear Sebastian 

RE  Submission on the impact of capitalisation on the AER’s benchmarking 

TasNetworks welcomes the opportunity to make a submission to the Australian Energy 
Regulator (AER) regarding the methods being considered by the AER to reduce the impact that 
differences in capitalisation practices may be having on the AER’s benchmarking of distribution 
network service provider (DNSP) operating expenditure (opex). We would also like to 
acknowledge the considerable effort that has clearly been invested in the consultation paper 
released by the AER in relation to this issue. 

The benchmarking of complex and often diverse electricity network businesses is a difficult 
exercise, and no benchmarking technique can hope to incorporate every possible factor that 
might affect a DNSP’s opex. When benchmarking metrics are based, by necessity, on a limited 
range of variables in order to describe attributes that might be considered common to all 
DNSPs, the results produced by benchmarking models will still be sensitive to the models’ 
specifications and affected by extraneous factors. 

For example, while capitalisation practices are not related to the efficiency of opex they can 
have a material impact on the assessment of a DNSPs’ opex efficiency. In this regard, 
TasNetworks supports the AER’s view that capitalisation practices are not presently accounted 
for in the econometric opex benchmarking models. Removing differences in capitalisation 
practices as part of the assessment of DNSP’s opex efficiency would, therefore, be an important 
step forward in terms of the precision of the opex models.  

TasNetworks has reservations about adjusting the raw efficiency scores calculated by the opex 
efficiency models using the opex ratios identified in the consultation paper. Opex/total 
expenditure (totex) ratios are influenced by more factors than just differences in capitalisation 
polices. Analysis has shown a relationship between DNSPs regulated asset base (RAB) as a proxy 






