19 September 2025

SERGE] |

Senior Analyst | Network Regulation
Australian Energy Regulator
Level 29 135 King Street, Sydney

Re: 2025 DNSP Annual Benchmarking Report — Draft report and results

Thank you for the opportunity to provide feedback on the modelling undertaken by
Quantonomics, which we understand will inform the 2025 Distribution Network Service
Provider (DNSP) Annual Benchmarking Report.

The focus of this submission is the update of the non-reliability output weights performed by
Quantonomics." Evoenergy supports the AER'’s efforts to update the output weights to reflect
the latest economic benchmarking data available to provide the most up-to-date view of the
multilateral total factor productivity (MTFP) and multilateral partial factor productivity (MPFP)
performance of DNSPs. Updating the data used to estimate the output weights is an important
step for the 2025 report.

We note that the output weights were mis estimated by Quantonomics in some of the Leontief
production functions and should be corrected, further detail on this is provided in the appendix.
We also note Quantonomics used data until 2023, rather than 2024 which is available for the
2025 DNSP Annual Benchmarking Report.

While we support the use of the latest available data in benchmarking, given the materiality of
the shift in MPFP/MTFP outcomes resulting from updating output weights for an additional five
years of data, we consider that a review of the process for estimating the output weights should
be added to the AER’s benchmarking developments program to ensure that estimates are
reliable. Material changes in the output weights may be driven by:

e A mis-specification of the Leontief production function used to estimate the relationship
between inputs and outputs for individual DNSPs. In particular, the models do not account
for time-varying inefficiency (the same issue affecting the econometric benchmarking
models) and some potentially relevant output variables (such as for consumer energy
resources); and

e There are few time series observations for each DNSP with which to reliably estimate the
Leontief production functions. As the models are not estimated as panel regressions, all
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data variation is derived exclusively from variation over time (i.e., there is no cross-
sectional variation), which results in poorer model fit.

We encourage the AER to continue its benchmarking development work, and review the
process for updating non-reliability output weights, including model specification to account for
time-varying inefficiency and relevant outputs not currently captured, and consider the
differences in approaches between MTFP/MPFP and the econometric benchmarking models.
We also encourage the AER to review the process for estimating the capital and total cost
output weights, and whether the Leontief cost function specification remains fit for purpose.

We thank the AER for continuing to engage with DNSPs on potential improvements to the
annual benchmarking analysis, and for being transparent in its future plans for benchmarking
development work. If you have any questions regarding our response, please do not hesitate
to contact

Yours sincerely,

Megan Willcox
General Manager Economic Regulation



Appendix: Leontief production functions were mis-estimated

Frontier Economics has identified that Quantonomics did not estimate the Leontief model
correctly in six instances.? Quantonomics uses the nl package in State to estimate each model.
This package requires the user to specify starting values for the solver to iteratively estimate
the coefficients in the regression model. Using a different approach (maximum likelihood
estimation), Frontier Economics identified six models that had materially different coefficient
estimates to the results presented by Quantonomics. When those coefficient estimates were
fed into the n/ Stata package as starting values, the solver identified a different set of estimated
coefficients than results presented by Quantonomics, with an improved model fit (i.e., lower
sum of squared residuals). This means that the Quantonomics estimates were not valid
estimates as they did not minimise the sum of squared residuals.

For example, Quantonomics’ modelling identified energy delivered as the only driver of real
opex for Evoenergy, with a residual sum of squares of 1.318x1079. However, using a different
set of starting values, Frontier Economics identified a better fitting model (with a residual sum
of squares of 1.290x1079) that identified circuit length (rather than energy delivered) as the
relevant driver of real opex for Evoenergy.

In some instances (as in Evoenergy’s case), adopting a model with a better goodness of fit
(using the approach followed by Frontier Economics above) resulted in a change in the output
variable or variables identified by the model as the relevant input driver.

2 These instances were the real opex models for Evoenergy and SA Power Networks, the overhead lines
model for Ergon Energy and AusNet Distribution, the underground cables model for Ausgrid and the
transformers model for TasNetworks Distribution.





