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1.2 Error means Jemena draft decision should be reconsidered  

In its Draft Decision, the AER used its benchmarking models to apply a 15% efficiency adjustment to 
Jemena’s base year opex. This is a significant reduction in the funding available to safely, reliably and 
securely operate Jemena’s network which serves more than 360,000 customers. The AER should 
reconsider if a reduction of this magnitude, based on benchmarking results recently found to be in 
error, is in the long-term interests of customers.  

Before reaching its Final Decision, the AER should consider undertaking a benchmarking ‘health 
check’. This could be achieved by engaging a third-party benchmarking expert to conduct a one-off 
review of the framework. Given the seriousness of the error that has been identified, a health check 
would reflect good regulatory practice. If one cannot be completed before the Final Decision, then 
significant weight should be placed on the Cambridge Economic Policy Associates (CEPA) report that 
Jemena provided with its Revised Proposal. We have reviewed CEPA’s analysis and agree with the 
finding that the capitalisation policies of electricity distributors have a material impact on the efficiency 
scores (see section 2 below). The AER should put significant weight on the observation that Jemena’s 
efficiency score would increase 15-17% using their current rather than historical CAM.3 This indicates 
that the opex reductions made in the Draft Decision may be due to Jemena’s accounting decisions 
rather than material inefficiencies in its base year.  

2. CAPITALISATION / COST ALLOCATION 

The AER’s current benchmarking approach does not do enough to adjust for differences in 
capitalisation policies. Significant issues exist which require the AER’s attention. We are pleased to 
see that the AER intends to consult further on this matter over the next 12 months. However, until this 
consultation is finalised, the AER should reconsider using its current benchmarking approach to make 
sizeable adjustments to opex proposals.  

2.1 Frozen 2013 CAMs skew results for all firms in the NEM 

Since the introduction of benchmarking, Powercor and CitiPower have revised their CAMs. The AER 
has in response ‘frozen’ their CAMs based on the policies these businesses had in place in 2013. The 
2013 frozen CAMs are concerning because they: 

• artificially lift the efficiency scores of Powercor and CitiPower; and 

• have NEM-wide effects on every electricity distributors given that all efficiency scores are 
calculated relative to the frontier business i.e. Powercor. 

Out of these, the latter is the most concerning. As observed by the AER, Powercor’s opex is 
significantly lower (19%) under its 2013 frozen CAM compared to its current CAM.4 The use of 
Powercor’s 2013 frozen CAM therefore materially overstates the frontier firm’s level of efficiency, 
against which all other businesses are measured. This negatively skews the efficiency scores of all 
electricity distributors in the NEM. 

2.1.1 Artificially lifts Powercor and CitiPower’s efficiency scores 

In its Draft Decision for Powercor the AER states:5 

The material difference in SCS opex between the 2013 and 2016 CAM raises 
potential concerns as our benchmarking and base efficiency assessment (which is 

 
3  CEPA, The AER’s operating expenditure benchmarking – a review of the impact of capitalisation and 

model reliability, 13 November 2020 (Attachment 05-05 of Jemena’s Revised Proposal). 
4  AER, Draft Decision: Powercor distribution determination 2021-26, September 2020, p. 6-25 
5  AER, Draft Decision: Powercor distribution determination 2021-26, September 2020, p. 6-25 
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The sensitivity of all firms benchmarking performance to Powercor’s 2013 frozen CAM indicates a 
benchmarking health check is needed. This moreover should take place ahead of the AER making 
any sizeable adjustment to base year opex, such as the kind flagged in the Draft Decision for 
Jemena’s 2021-26 regulatory period. If there is insufficient time for a health check to take place, then 
as previously noted the AER should put significant weight on the issues identified by CEPA.6 

2.1.3 Inappropriate comparison point – average comparator capitalisation rate 

To test if differences in capitalisation policies are affecting benchmarking results, the AER’s Draft 
2021-26 Victorian distribution determinations looked at ‘opex/totex’ across the NEM. For ease of 
reference, the AER’s analysis is reproduced in Figure 3 below.  

Figure 3: AER’s analysis of opex to totex ratios, average 2012-18 (frozen 2014 CAMs) 

 

The “customer weighted average – benchmark comparator average” (blue line in Figure 3 above) is 
based on the opex/totex ratios of multiple electricity distributors (Powercor, SA Power Networks, 
United Energy, CitiPower). This is not a valid comparison point since a weighted average of multiple 
firms does not reflect how efficiency scores are calculated in the AER’s benchmarking models. 

As noted in section 2.1.2 above, the efficiency scores of every electricity distributor are calculated 
relative to the most efficient business i.e. Powercor. The capitalisation policies of Powercor are thus 
critical for determining whether there is an issue with differences in CAMs, not the capitalisation rate 
of multiple firms at or close to the frontier. It follows that the AER must shift its focus away from the 
opex/totex ratios of multiple firms, in favour of an approach that considers how opex/totex ratios differ 
to Powercor. 

2.1.4 Opex/totex analysis done in a way that is consistent with benchmarking models 

We have recalculated the AER’s opex/totex analysis using Powercor’s capitalisation policies as the 
appropriate comparison point. In undertaking this analysis, we used the latest dataset published with 
the AER’s 2020 Performance Report. This takes one more year of data into account than in the AER’s 
Draft Decision and excludes capital contributions.7  

 
6  CEPA, The AER’s operating expenditure benchmarking – a review of the impact of capitalisation and 

model reliability, 13 November 2020 (Attachment 05-05 of Jemena’s Revised Proposal). 
7  The 2020 Performance Report excludes capital contributions when measuring capex. This is important 

since capital contributions vary significantly between jurisdictions, particularly in NSW where there are 
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AGD   7.928     

CIT 2.193       

END 3.013     -0.719* 

ENX   6.921*     

ERG   2.786*   1.225* 

ESS     0.577   

JEN     0.383   

PCR   2.220*   -1.153* 

SAP   -6.193     

AND   7.378     

TND 3.398       

UED 3.080 1.564*   

Note *:  the numbers in red have a “t-score” that statistically may not be considered reliable 

 
We note that Economic Insights emphasised the ‘improved… statistical performance of the [Leontief] 
regressions’14 based on 28 of the 52 regressions now have one significant output coefficient, 17 have 
two significant output coefficients and 2 have three significant output coefficients’.15 We believe it is 
important for the AER set out its own views as to whether the updated Leontief regression results are 
statistically significant. 

There is also a risk that the regression analysis could mistake correlation with causation. To mitigate 
against this, the AER may wish to scrutinise the statistical results on economic and engineering 
grounds, potentially as part of a broader benchmarking health check. An analysis of certain 
calculations, such as inconsistent results for ratcheted maximum demand for Ausgrid (7.928) and SA 
PowerNetworks (-6.193), could form part of this review.    

  

 
14  Economic Insights, Benchmarking Report, 2020, p. 123. 
15  Economic Insights, Benchmarking Report, 2020, p. 123. 






