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Category analysis data templates
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On 26 September 2013, the AER, as part of its Better Regulation work program, hosted a meeting to discuss the category analysis data templates published with the AER Draft Expenditure Assessment Guidelines on 9 August 2013. The meeting ran from 9:00 am to 1:00 pm and was chaired by Cameron Smith of the AER. A full attendee list can be found in Attachment A. 
This summary outlines the key topics and themes of the meeting, including views expressed at the meeting. The outline broadly follows that of the agenda.
1 Objectives and general comments
The objectives of the workshop were to:
· discuss how the businesses could complete the templates
· discuss comments in response to the Category Analysis Survey and relevant comments in the businesses submissions, and
· where businesses has indicated challenges existed to completing the templates:
· identify what specific issues are; and
· how specific issues can be overcome. 
AER staff indicated at the start of the meeting the objectives above, that the views expressed were AER staff member views, and that minutes and actions would be recorded and published. 
AER staff then worked through each of the key expenditure assessment categories and associated templates.
2 Replacement capex
AER staff initiated the discussion of the repex data requirements by noting the objective in repex is to standardise the asset categories making up the asset groups that NSPs are currently required to report against. 
AER staff then briefly recapped the process so far taken to meet these standardisation objectives.  
AER staff noted that the Issues Paper proposed to maintain the approach of collecting asset volumes and unit costs. NSPs provided feedback on using repex model asset groups used in the AER’s latest determinations. AER staff noted that NSPs generally supported that the asset groups capture material differences in work processes and asset lives. 
AER staff noted the major issues identified at the Issues Paper stage by NSPs were that they should have discretion to classify assets below the asset groups.  Some NSPs indicated a preference for some groups to aggregate into major categories. AER staff noted that after receiving responses to the Issues Paper there was a pre–draft guideline consultation period, where AER staff circulated a “straw-man” outlining standardised asset types, proposing they be on based design specifications materially affecting cost. The repex data template released with the draft guidelines is an illustration of staff’s further reflection on NSP responses to the straw-man.
CitiPower/Powercor commented that it understood the AER’s “straw-man” sub-categories were suggestive rather than prescriptive, and was under the impression that NSPs would retain flexibility to use their own appropriate asset sub-categories.
AER staff provided the following clarifications in response to NSP concerns around the indicative repex templates: 
· NSPs would be requested to provide unit cost data and replacement volumes back-cast for the last five years of historical data and forecast for the five years of the future regulatory period when prepared as part of the determination process. CitiPower/Powercor sought clarification that the purpose of the back-cast data was for applying the repex model. NSPs sought further clarification around the specific 5 years of back-cast data given the transitional period. CitiPower/Powercor asked for clarification that the age profile would be required at the standardised asset category level. CitiPower/Powercor considered adjusting current reporting systems to provide the data would require significant business and operational changes. AER staff undertook to confirm which year age profile data would be required, including as it relates to running the repex model.
· NSPs would have discretion to disaggregate the asset categories at a lower level than those in the template, provided they were transparent in how they did this.
The following key issues were then discussed between AER staff and the NSPs:
· Regarding definitions of high, medium and low ampere rating bands applying to various repex asset categories, AER staff clarified that these bands were not specified on purpose. This was because they considered it likely only a few discrete rating bands applied to each asset type, and NSPs would be in the best position to classify these. NSPs agreed to provide feedback on this approach after consulting with their relevant technical experts. 
· Jemena raised a broad point that providing asset volume information would be less onerous than the unit cost information, especially with the way contracts are structured. NSPs noted that they aggregate large portions of the replacement works into contractual arrangements and hence the splitting of unit costs into asset categories is difficult. Splitting these unit costs into future data templates would require contract renegotiations and changes in asset management practices. NSPs noted historical allocations and assumptions would provide poor quality back-cast data.
· AER staff sought views on a suggestion raised in earlier consultation of including a “distribution substations” group, containing asset categories specific to substations such as transformers and switchgear. NSPs were generally supportive of this approach and agreed to provide feedback on this after consulting with their relevant technical experts.
· United Energy expressed concern with the “pole top structures” asset categories, citing the need for a meaningful definition to apply the category. NSPs noted the unique nature of pole top structures, using the example that some structures include LV switches. These additional characteristics may impact cost but are not differentiated in the AER categories.
3 Demand forecasting 
AER staff noted the indicative templates contained two formats for collecting demand data:
· for demand forecast assessments (tabs 3.1 and 3.2)
· for populating the augex model (tabs 3.3 and 3.4)
The two formats would collect very similar information and may be consolidated to avoid potential duplication. This depends on segments used for demand forecasting purposes being consistent with the segments for the augex model. 
CitiPower/Powercor asked how far back NSPs were expected to provide historical maximum demand data. AER staff stated that NSPs would be required to provide historical demand data for the last five years. If NSPs use a longer time series as the basis for their regulatory proposals’ demand forecasts, however, NSPs would be expected to provide such data at the time of the determination.
CitiPower/Powercor questioned whether the AER expected NSPs to “recreate” the network configuration up to 5 years ago to generate this data. It was noted that this issue would be covered under augex data templates. AER staff considered that NSPs should be able to capture this information in SCADA systems, however CitiPower/Powercor responded that demand data such as co-incident maximum demand data is not captured for business needs, and will involve a time consuming process to re-create this data. This requires analysis of abnormal network operating conditions at the time, or other adjustments required for normalisation. 
In its survey response to the indicative data templates, Jemena stated it does not collect demand data in MVA. At the meeting, Jemena clarified that it collects spatial demand data in MW. AER staff noted that NSPs would be collecting demand data in MVA terms for the purposes of typical network management. CitiPower/Powercor confirmed demand data in MVA terms is the driver for augex projects. Jemena indicated they would confirm its practice, and that demand data in MW can be converted into MVA, however, this may be a labour-intensive task.
CitiPower/Powercor noted winter maximum demand data is not kept for the majority of substations that are subject to summer peaks. CitiPower/Powercor suggested consolidating winter and summer maximum demand data into a single tab, with the ability of NSPs to indicate whether the substation was winter or summer peaking.
CitiPower/Powercor noted the concept of 10% or 50% PoE do not apply to raw maximum demand. AER staff acknowledged the indicative templates require some work and re-formatting to clarify concepts such as those CitiPower/Powercor raised.
When questioned on its forecasting approach, SP AusNet noted it would follow up on whether it could provide the spatial demand data and forecasts being sought, and undertook to provide further information on this subsequent to the meeting.
4 Augmentations capex
AER staff noted the indicative templates would collect augex information for two separate processes:
· To populate the augex model (templates 4.6 to 4.13)
· For asset data analysis (templates 4.1 to 4.5)
AER staff noted that the augex model, by itself, may not be sufficient to assess augex forecasts. Hence, the AER proposes to collect cost information for individual augex projects, including physical metrics, unit costs and volumes for the major assets that comprise augex projects (such as transformers and switches for substation augmentations), and other labour and material costs. 
AER staff clarified that the templates instructions incorrectly ask for projects commissioned in a particular year, whereas they would be requested for the full historical time period (5 years).
CitiPower/Powercor noted their understanding that the augex model requires information on the current state of the network, and hence does not require data backcast for the last 5 years, especially levels of utilisation going back 5 years. AER staff noted some aspects of the augex model rely on historical information for its calculations, however this would be clarified. United Energy sought clarification on the purpose of the different templates with respect to augex assessment. AER staff noted that templates 4.6 to 4.13 were used to populate the augex model, while 4.1 to 4.5 were for the assessment of asset data.
AER staff noted that the purpose of asset data was to develop a type of cost database for benchmarking, and were interested in the appropriateness of the major cost items listed, e.g. poles, towers and cables. In responding to a question from CitiPower/Powercor, AER staff clarified that information for each project for distribution substations and LV feeders would not be requested. For such high volume, low cost projects, DNSPs would be required to aggregate information to a handful of generic activities. The indicative templates, for example, require DNSPs to group distribution substation augex into either “New substations” or “Substation upgrade”. AER staff noted that they would be open to suggestions of more appropriate subcategories. NSPs noted that aggregation of projects would not make the task easier if there was still a requirement to provide the data on capacity change (i.e. this would still need to be determined for each project).
NSPs were asked whether they could provide augex data at this level of disaggregation. CitiPower/Powercor stated they forecast augex projects disaggregated into labour, materials and contracts consistent with distribution price determination purposes, and for standard business processes. Hence this is the disaggregation at which they can report such information. 
AER staff stated their understanding that augmentation of lines (at the transmission and subtransmission levels) and substations (at the transmission, subtransmission and zone substation levels) are often significant projects with material costs. NSPs should therefore be able to disaggregate such costs beyond labour, materials and contracts. For example, NSPs would disaggregate such costs when they are budgeting for such projects, or deriving their augex forecasts for regulatory determinations. SP AusNet stated that backcasting such data would be very resource intensive and will require looking at business cases for projects as a guide to allocation of actuals, as actuals are not captured at this level of disaggregation . CitiPower/Powercor noted its standard business reporting does not provide a breakdown of project costs to the level specified in the indicative templates. It stated that some cost breakdowns would be available for big projects. It was agreed that the NSPs would provide specific feedback on how they can and do break down augex project costs.
United Energy asked about the materiality threshold applying to the breakdown of individual projects versus reporting of average/ aggregated projects at lower levels in the templates. AER staff were open to suggestions on defining a threshold, noting that the templates asked for individual project information at the level of zone substations and above, which they considered to be material.
5 Connections and customer driven works
Connections – Distribution
AER staff outlined the definition of simple connections as a single span of wire connecting the customer’s premises to an existing portion of the network. These projects were expected to represent the majority of connection works performed by DNSPs over a regulatory period. AER staff expected that this connection activity was similar across DNSPs and was amenable to benchmarking. Additionally, AER staff explained that complex connections would be any connection that is not simple, for instance a connection involving the installation of a transformer or any augmentation of the upstream distribution network. CitiPower/Powercor indicated that they currently reported between two and six connection activities that could be mapped to the simple category without much difficulty. However, they stressed that the AER would need to clearly understand each DNSP’s definition of the connection activities which were being mapped. 
SP AusNet indicated distribution connections was an area where it had very limited data on unit costs. CitiPower/Powercor indicated that they would be able to report simple and complex connections by the material, labour and contract categories, as per the indicative template. 
The NSPs sought further clarification of whether simple and complex connection classifications were intended to include both standard and alternative control activities. This would need to be clarified in further discussion between NSP technical staff and AER staff.
CitiPower/Powercor and United Energy indicated that they would not be able to report forecast connections data by location, given the uncertainty about where connections would take place on the network. CitiPower/Powercor indicated that historical data reported by location would be possible to obtain in terms of numbers of connections done by depot. United Energy indicated that historical connection works of the last two years were able to be reported by service region. AER staff stressed that location information would help to understand the locational factors (i.e. distance travelled to works, topography, ground surface etc.) which influence the costs of providing connections services. United Energy indicated that the nature of the connections, rather than the location, was a material cost driver. CitiPower/Powercor also indicated that travel time was not necessarily a factor driving cost of a connection given the use of local service agents, the size and nature of the connection is more a cost driver. It was suggested that location may not be identified as a cost driver for United Energy (given its mostly urban service area) or even within Powercor’s network on average, however this was likely to be a critical factor in future benchmarking studies. This would be the subject of further bilateral discussions between the NSPs’ technical staff and AER staff.
Connections – Transmission
SP AusNet asked for clarification of which services the AER’s templates were intending to capture. AER staff stated that it was only attempting to capture expenditure related to prescribed activities. AER staff noted that in previous workshops other TNSPs had indicated the majority of future connection projects would be connections to the distribution network. SP AusNet noted that each transmission network faced different circumstances, and accordingly, had a different program of connection works. SP AusNet suggested it would be appropriate to discuss Transmission issues, including issues relating to the unique Victorian transmission arrangements on a bilateral basis, rather than at a meeting focused on distribution issues.
Metering – Distribution
All NSPs indicated that expenditure related to metering activities was not split into material, labour and contract categories. Many metering activities were contracted out to third parties and contracts provided little disaggregation. SP AusNet noted it captured cost information against meter replacement and new connection activities. NSPs and AER staff undertook to discuss this further, including the extent to which expenditure stated within contracts can be disaggregated. 
United Energy sought clarification about the definition of meter model within the AER’s forecast expenditure template. AER staff stated that meter model is defined as meter type under the NER. United Energy also asked which metering activities would be captured within the metering template. AER staff explained that the template intended to capture all metering activities (purchase, installation and ongoing maintenance). The NSPs sought clarity about whether the metering expenditure related to standard control or alternative control services. SP AusNet added that testing activity for advanced metering infrastructure (AMI) was made on a different basis than older metering infrastructure. This would need to be discussed further, in particular how AMI services would be regulated into the future and the AER’s definitions of metering activities. AER staff undertook to reconsider the metering template and how it would be amended to accommodate the Victorian AMI program.
6 Non-network expenditure
AER staff indicated the template’s reference to “recurrent” expenditure was used in the context of ordinary English usage of the word and meant expenditure that is ongoing in nature. While personal computers have been identified by the AER, NSPs are free to identify other recurrent expenditures and relevant cost drivers. Recurrent expenditure may be assessed via trend analysis. Material non-recurrent expenditures would likely be assessed by examining business cases. The intent would be all costs would be examined (opex and capex) given the ability to undertake expenditure via either opex or capex in these categories.
AER staff indicated the intention was to collect 5 years of historical information from all businesses and forecast information from businesses at their revenue determinations.
NSPs sought clarification on the opex versus capex information to be collected and fixed versus variable costs. One NSP indicated opex would be reported in overheads as opposed to non-network expenditure.
AER staff indicated the same information is sought in the non-network sheet regardless of whether it is opex or capex (i.e. leased or purchased). In relation to fixed costs, this would include things like annual depreciation or fixed lease payments. Variable costs would be costs that vary with usage. 
NSPs asked for clarification on how depreciation in relation to vehicles would be reported, for example, regulatory versus actual depreciation. 
AER staff indicated that for historical information the AER would want actual depreciation/capital costs over the prior five year period taking into account purchase and sale prices of vehicles. Forecasts depreciation will be estimated.
AER staff clarified mobile plant costs are to be included in the “other” non-network category and currently no utilisation measures are specified, although suggested time rather than distance travelled may be a more appropriate utilisation measure. It was noted that the templates should make it clear where such expenditure is to be captured.
AER staff indicated vehicles were to be allocated between network and non-network and if a vehicle is used for both, it is to be allocated to the category in which it is primarily used.
NSPs indicated historical expenditure on buildings may need to be allocated between categories, for example overhead or corporate expenditures, affecting the quality of data. AER staff indicated that transparency on any allocations would be required. NSPs undertook to provide more information on how they might capture this information.
AER staff indicated the current intention is for businesses to report land and building expenditure related to network operations (i.e. lines and substations) under the major network expenditure categories of augex and repex. 
7 Vegetation  management
AER staff explained that the intention behind the concept of vegetation management zones was to account for differences in costs caused by regulations and volumes of work performed. Collecting data on tree growth rates has been proposed as it was raised in previous workshops as a driver of tree cutting cycles and, by extension, the amount for tree trimming work required to be performed by different NSPs.
United Energy commented that they do not collect data on sunshine exposure, rainfall and tree growth rates, and they do not consider these as part of their business process. They suggested that AER staff reconsider the collection of sunshine data from other agencies such as the Bureau of Meteorology as NSPs would not be able to use such information for their own purposes.
AER staff commented that they have obtained relevant climate data, so one arrangement may be for NSPs to nominate weather stations with data collected to the vegetation management zones they proposed. CitiPower/Powercor and United Energy noted that they also do not collect this information and questioned its usefulness.
Jemena said they collected some data on tree species, but any data on growth rates would be an estimate. When asked, Jemena responded that they did not collect tree growth rates at intervals (e.g. low/high). 
SP AusNet said their vegetation management works were primarily driven by regulatory obligations. They noted that while they collect a greater amount of the data requested in the spreadsheets than other NSPs, they consider that terrain is a more significant driver of costs. AER staff asked if SP AusNet collected information relating to terrain. SP AusNet took this question on notice. United Energy noted that terrain was a factor as it affected the ability to gain access to some lines.
Jemena commented that if the AER were to use information on rainfall and sunshine, they would have to take into account that the correlation between these factors and tree growth rates may not be high. The results should not be given much weight. AER staff noted this feedback.
CitiPower/Powercor commented that their decisions to cut were not based on forecast growth rates. They have set cutting cycles. AER staff asked if the frequency of inspection and cutting cycles were determined by legislation. SP AusNet replied that this was not necessarily the case— tree trimming works have to be performed as required to ensure they are compliant with legislation. 
AER staff asked what NSPs include within their contractual arrangements for vegetation management. United Energy said they look for efficient contract prices based on performance and governance of that performance. They collect data on spans cut and inspections, with inspection work based on their audit regime. NSPs undertook to consider what information in the indicative templates could be obtained from contractual arrangements.
Based on existing contract information, United Energy cannot split their data by the proposed activity categories, and indicated that it may lose some efficiencies from requesting this information. Jemena representatives said they could provide the historical data against these categories but the figures would be estimates.
CitiPower/Powercor noted that they are unlikely in many cases to be able to extend tree clearance cycles due to customer complaints around the aesthetics of trees trimmed. AER staff asked if this was an area where customers were consulted on the cost/ value of NSP activities. United Energy responded that their customers approached the NSP with complaints. 
When asked, SP AusNet indicated they could provide most of the data in the templates. CitiPower/Powercor noted that they will provide more detailed feedback on what data they collect.
8 Maintenance and emergency response
Jemena does not collect Maintenance data in the way envisaged by this template. Jemena is not aware of any meaningful methodology to estimate the type of break-down required. 
CitiPower/Powercor stated that some top-down derivations may be able to be made for current years and for forecasts, as these costs are not specifically captured against the asset class but at an activity level. CitiPower/Powercor does not collect time or other cost elements at an asset level, and so any data provided will have to be derived from aggregate function code activity expenditure. While costs can be arbitrarily mapped into the asset categories, there may be a significant possible error range in terms of the actual cost of any unit/asset and as such it would not be appropriate to benchmark any individual category cost.
United Energy also commented that it currently does not collect maintenance data or make its maintenance budget by asset subcategories, unit costs, etc.
For emergency response data, Jemena does not collect data collected in the way envisaged by this template, and is not aware of any meaningful methodology to estimate the type of break down required. 
CitiPower/Powercor stated that there is no emergency response data related to the asset groups included in the indicative templates, as costs are captured at an activity level. Emergency response activities are mainly labour and minor materials, and there is no business process to allocate each activity to the asset classes proposed. 
AER staff clarified that the emergency response expenditure by cause is not required by asset groups.
9 Overheads
CitiPower/Powercor expressed reservations about the usefulness of reporting overheads within direct cost category templates, as they are also being collected in the overheads template and the doubling up appears to serve no purpose. AER staff noted that this was simply for reconciliation purposes. NSPs noted that full reconciliation would not be possible unless data for each individual project was being requested, noting comments previously about averaging/ aggregating projects for augex data. United Energy sought clarification on the purpose of the different templates with respect to augex assessment. AER staff noted that templates 4.6 to 4.13 were used to populate the augex model, while 4.1 to 4.5 were for the assessment of asset data.
CitiPower/Powercor noted that some projects, for example, fault level mitigation, would not be picked up under the indicative templates. SP AusNet noted that it would be useful for the NSPs to understand if all capex is intended to be captured in the templates.
Jemena commented that only estimates can be made of the requested data that would be signed off by Management. It is further concerned that the estimate may not pass audit.
SP AusNet commented that the template should indicate which line items are non-discretionary and which are discretionary. (e.g. additional line items or different corporate overhead line items).
CitiPower/Powercor made the following comments: 
· Its statutory accounts do not report any overhead categories.
· Does the AER intend for network and corporate overheads to reconcile with those reported in other templates?  If so, then these will need to reflect those costs which are classified as direct and indirect overheads in the RINs.
· Some of the corporate overheads listed in the template are included in its labour rates and therefore captured as a direct cost, e.g. superannuation costs.
· Not known how a related party service is to be reported.  Should all costs be shown to be contract inclusive of margin?  If not, where should margin be included?
· Additional column required for metering services for Victoria or AER should indicate in which column these costs should appear.
AER staff clarified the following:
· For Corporate Overhead line items, NSPs can maintain their current individual expenditure items and these do not have to be the same across NSPs. The AER will benchmark corporate overhead as an aggregate expenditure.
· Related party transactions should be shown with margins and without margins, in separate sheets as currently done by the VIC DNSPs.

10 Action items
Repex
1. AER staff undertook to confirm for which year age profile data would be required, including as it relates to running the repex model.
2. NSPs to provide feedback on ratings bands
3. NSPs to consider the appropriateness of grouping certain assets into a “distribution substation” category
4. NSPs to consider how existing asset records could map to the proposed pole top structures categories
Demand forecasting
5. SP AusNet to provide an update on whether it would have difficulties providing the location specific demand forecasts.
6. AER staff to amend templates to improve their clarity. This includes work on the instructions, and including definitions in the demand sheets, and the formatting of the templates.
Augmentations
7. NSPs to provide comments on appropriate ways to classify high volume, low cost augex such as augex for distribution substations or LV feeders.
8. NSPs to provide feedback on how they can break down augex project costs. In particular, the AER is interested in ascertaining whether NSPs can disaggregate augex project costs into major plant items (for example, transformers in substations, and overhead cable for subtransmission lines), and other labour and materials costs, as proposed in the indicative templates.
9. AER staff to amend templates to improve their clarity. This includes work on the instructions, and including definitions in the demand sheets.
10. AER staff to clarify whether the augex model also requires backcast data for the last five years.
Connections and customer driven works
11. AER staff to clarify whether simple and complex connection classifications were intended to include both standard and alternative control activities.
12. AER staff to arrange discussions with NSPs on capturing location as a cost driver, as a critical factor in future benchmarking studies.
13. SP AusNet to confirm the likely nature of upcoming connection projects.
14. NSPs and AER staff to discuss further the extent to which expenditure stated within metering contracts can be disaggregated.
15. AER staff to discuss with NSPs how AMI services would be regulated into the future and the AER’s definitions of metering activities.
Non-network expenditure
16. NSPs to provide more information on how they might capture historical expenditure on buildings across different categories i.e. as part of direct replacement or augmentation projects versus overhead or corporate expenditures.
Vegetation management
17. NSPs to confirm what information in the indicative templates could be obtained from contractual arrangements.
18. SP AusNet to confirm whether and what information it collects relating to terrain.
19. CitiPower/Powercor to provide more detailed feedback on what data they collect.
Maintenance 
20. NSPs to provide more feedback on what detailed data they collect (by asset groups and subcategories)
21. AER staff to discuss with NSPs mapping their existing maintenance expenditure into Routine and Non-Routine.
Emergency response
22. NSPs to provide more feedback on what detailed data they collect (by causes)
23. AER staff to discuss with NSPs mapping their existing emergency response expenditure into Emergency Response.
Overheads
24. AER staff to ensure templates enable expenditure to be identified as capex or opex
25. AER staff to determine where in the template Metering Services (AMI) should be reported by VIC DNSPs.
Other
26. When issuing the draft RIN, the AER would provide a statement explaining changes with respect to the indicative category templates.
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