Minutes of the AER’s public forum on the transmission determination proposals of SP AusNet and VENCorp
Thursday 10 April 2007 (10:00am to 1:45pm)
ARAB Bank Building – Melbourne
Attendees:  The meeting was attended by 39 registered attendees including AER staff.

Summary of forum

A summary of the discussions that occurred at the forum is provided under each agenda item.

1. Opening remarks by the Chair

Steve Edwell (Chair) opened the forum.  He stated that:

· The Australian Energy Regulator would be making transmission determinations for SP AusNet and VENCorp for a six year period under the National Electricity Rules (NER).  These are the first transmission determinations made by the AER under the new Chapter 6A of the NER, noting that the Victorian jurisdictional derogation in Chapter 9 of the NER makes some specific provisions for the application of Chapter 6A to VENCorp.

· This forum is not a part of the formal consultation process prescribed in Chapter 6A of NER, but follows from the success of a similar forum held as part of the AER’s assessment of Powerlink’s revenue application last year.

· The AER’s First Proposed Submission Guidelines will apply for this transmission determination.  Consultation on the guidelines is ongoing, and this forum was not convened to discuss the Submission Guidelines themselves.

· The AER received SP AusNet’s revenue proposal and proposed negotiating framework and pricing methodology on 28 February 2007, and VENCorp’s revenue proposal and proposed negotiating framework on 1 March 2007 (noting that VENCorp’s proposed pricing methodology will not be submitted until 31 May 2007).  The AER requested and received additional information from SP AusNet and VENCorp on 1 May 2007.  

· The AER is currently assessing the proposals.  While the AER would not make comments regarding the merits of the proposals at this forum, questions as to process were welcomed.

Mr Edwell provided a brief outline of the AER’s process going forward, noting that:

· Submissions on the applications close on 13 June;

· The AER will publish a draft decision and technical consultant’s report in late August, followed by a pre-determination conference as required under the NER;

· Submissions on the draft decision and technical consultant’s report will close in early December 2007;

· A final decision could be expected in early 2008.

2. Comments and questions to the AER
· David Headberry (Major Energy Users) asked if the AER would be engaging a technical consultant, and if the consultant’s report would be released for public comment before the AER’s draft decision.  The Chair advised that the AER would engage a consultant, but, given the very tight time-frames specified in the NER, it is likely to be more appropriate for the consultant’s report to be released with the AER’s draft decision.  This would still allow interested parties to fully and transparently consider both the consultant’s views and the way and the extent to which these views have been taken into account by the AER in its draft report. 

· Mr Headberry raised the issue of pricing consistency across the NEM, and asked how pricing methodologies for SP AusNet and VENCorp would be brought into line with the AER’s final pricing methodology guidelines when they are released later this year.  The Chair noted that the transitional arrangements in the NER reflect the fact that transmission determinations for SP AusNet in particular and VENCorp would be undertaken before the final pricing methodology guidelines could be completed, and that the AER was mindful of the need for consistency.  Tom Hallam (SP AusNet) added that the requirement to adhere to the pricing principles in the new Chapter 6A would go a long way to achieving a consistent result across the NEM.  

3. Presentation by SP AusNet
The Chair invited Charles Popple (SP AusNet) to present SP AusNet’s transmission determination proposal to the forum.  SP AusNet’s presentation is available on the AER’s website.  During the presentation Mr Popple made the following additional points:

· SP AusNet has made a number of ‘one off’ permanent savings due to the merger of its distribution and transmission business units and the subsequent management company structure.  This has resulted in efficiencies across the business and lower prices for consumers.

· SP AusNet’s long-term business plan centres around a high degree of reliability across the network on a sustainable basis.  This is the driving force behind the capital expenditure program.  Early privatisation of the Victorian transmission system and good investment has created lower prices for consumers.  SP AusNet’s current application will maintain low prices in Victoria.  

· Tom Hallam (SP AusNet) noted during the presentation that SP AusNet’s Operating Expenditure is significantly higher than other TNSP’s due to the Easement Land Tax of approximately $80 million per year.  Tom noted the tax is a complete passthrough therefore consumers are charged the actual amount of the tax and that it is completely cost neutral for SP AusNet.

4. Comments and questions on SP AusNet’s proposal
· Mr Headberry stated it was his understanding the smelter levy was scheduled to end in 2015, and asked if SP AusNet’s forecasts reflected a similar end to the easement tax.  Mr Hallam responded that his understanding was that the easement tax was permanent, and that he has no information from the Victorian Government that would suggest that the easement tax would be phased out.
· Mr Headberry asked why SP AusNet had moved from the standard five-year regulatory period to a six-year period in its proposal.  Mr Popple noted that SP AusNet is engaged in both electricity transmission and distribution, and in gas distribution, and explained that the six-year period was designed to stagger regulatory determinations across SP AusNet’s business areas.
· Peter Brook (Energy Australia) enquired why SP AusNet’s entire self insurance valuation had been provided to the AER in confidence, when Energy Australia had made part of its self insurance valuation public.  Mr Hallam responded that SP AusNet had made an internal decision to keep the valuation confidential, as the report included an analysis of business risk.
· Matt Cooper (Energy Australia) also asked if the labour cost escalators in the BIS Schrapnel Report submitted by SP AusNet (Appendix F to SP AusNet’s revenue proposal) flowed through to SP AusNet’s capital expenditure forecasts.  Mr Hallam referred the forum to the SKM report submitted in support of SP AusNet’s revenue proposal (Appendix C), and advised that labour costs were indirectly incorporated into SP AusNet’s capital expenditure forecasts, and were not a discrete component.
· John Dick (Energy Action Group) asked if the renewable energy targets have changed the flow of energy across the transmission network, and if this change is reflected in the capital expenditure planning.  Mr Popple responded that these targets are likely to have an effect over the very long term therefore the capital expenditure forecasts for the forthcoming regulatory period do not account for these changes.  
· Given the absence of any specific mention by SPAusNet regarding their service standard proposals in their presentation, the Chair invited Mr Popple to comment on how SP AusNet would manage service standards in the Victorian transmission network throughout its forecast capital expenditure program.  Mr Popple noted the benchmark service levels in the network services agreement between SP AusNet and VENCorp (the Availability Incentive Scheme – AIS), and confirmed that the AIS will continue into the next regulatory period.  Mr Popple also noted the AER’s annual reporting requirements.  On behalf of SP AusNet, Mr Popple expressed his support for strong incentives and the concept of market-based incentives and the associated exposure.  Mr Popple noted that, together, the AER and AIS schemes place approximately three per cent of SP AusNet’s regulated revenue at risk.
· The Chair also asked Mr Popple to comment on the processes SP AusNet had used to identify key cost pressures that would impact on SP AusNet’s expenditure in the forthcoming regulatory period, and whether they would prevail.  In relation to capital expenditure, Mr Hallam referred the forum to the SKM report submitted in support of SP AusNet’s revenue proposal (Appendix C), noting that while SP AusNet expected prices to remain high, and to increase markedly in the near term, this would not be maintained indefinitely.  In relation to operating expenditure, Renate Tirpcou (SP AusNet) referred the forum to the BIS Schrapnel Report submitted in support of SP AusNet’s revenue proposal (Appendix F), noting SP AusNet’s concerns in regard to the Access Economics report commissioned by the AER as part of its review of Powerlink’s revenue cap.
5. Presentation by VENCorp
The Chair invited Louis Tirpcou (VENCorp) to present VENCorp’s transmission determination proposal to the forum.  VENCorp’s presentation is available on the AER’s website.
6. Comments and questions on VENCorp’s proposal
· Mr Headberry enquired as to the amount of capital expenditure supporting very low output generation (eg wind farms), and whether Victorian consumers were paying the “hidden cost” associated with the need to augment networks to accommodate full output from low availability generators.  Mr Tirpcou referred Mr Headberry to VENCorp’s connection augmentation guidelines, which provide that where an augmentation to the shared network is required to facilitate a connection the applicant pays for the costs of connection.

· Mr Headberry noted that Victoria operates as the transportation hub for electricity within the NEM, and that flows into Victoria do not necessarily benefit Victorian consumers.  Mr Headberry asked whether other jurisdictions would be required to contribute to associated augmentation costs, and expressed concern that Victorian consumers are being charged for providing a transportation service to other NEM participants.  Joe Spurio (VENCorp) clarified that the key driver for VENCorp’s planned augmentation expenditure is to meet Victorian demand, rather than provide a transport service between NEM regions.  Mr Spurio also clarified that there are provisions in the NER which allow for jurisdictions to compensate an adjoining region for use of their transmission networks. 

· Jennifer Harris (Powerlink) raised a question regarding VENCorp’s depreciation and use of a 30 year asset life in its forecast of planned augmentation charges for the forthcoming regulatory period, when other TNSPs use a 45 year asset life.  Mr Tirpcou noted that VENCorp does not own any transmission assets, and had applied the 30 year asset life in its revenue proposal only to generate a forecast of augmentation charges for the purposes of this review.  Mr Tirpcou confirmed that actual charges within the regulatory period would reflect contracts settled within the period, and would not strictly follow the forecast charges in VENCorp’s proposal.

7. Closing remarks

The Chair thanked SP AusNet and VENCorp for their presentations, and attendees for their input.  Feedback on the usefulness of the forum and the merits of holding such forums in future reviews was invited.

Mr Headberry noted that in his opinion public forums of this nature are very beneficial especially for consumers and user groups.
