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UnitingCare Australia

UnitingCare Australia is the Uniting Church’s national body supporting community services and advocacy for children, young people, families, people with disabilities and older people.

The UnitingCare network is one of the largest providers of community services in Australia, providing services and supports to more than 2 million Australians each year in urban, rural and remote communities. The network employs 35,000 staff and 24,000 volunteers. 

UnitingCare Australia works with and on behalf of the UnitingCare network to advocate for policies and programs that will improve people’s quality of life. UnitingCare Australia is committed to speaking with and on behalf of those who are the most vulnerable and disadvantaged for the common good. 

Energy is an essential service and with increased costs has become a financial burden on growing numbers of households and consumers in Australia. Uniting care is concerned for these people and advocates strongly for appropriate energy regulation.
Uniting Care Australia’s energy vision is that by 2030 energy in Australia will be plentiful, renewable and affordable for all citizens

Introductory Comments

Uniting Care Australia wishes to commend the AER on the thorough work that has been undertaken in developing this guideline.  We recognise the importance of high quality data that is relevant and applicable to network regulation as a basis for developing sound regulatory practice with good outcomes for businesses and for consumers.  

We are well aware of the detail of work that has been undertaken particularly by network businesses and the AER dealing with the category analysis aspect of developing this guideline. We commend all parties involved for the collegiate manner in which detail has been shared and effort has been made to reach workable understandings of costs and parameters for a large number of categories within network budgets.  

We have also appreciated the work done on more macro forecasting and recognise the importance of good forecasting data in order to deliver sound regulatory outcomes which are in the long term interests of consumers.  We also recognise that the current environment is one of uncertainty and some change; in particular with some current data indicating that aggregate demand for energy from smaller consumers is in decline, although the data about peak demand is less clear cut.  However, factors like this, as well as roof top PV and other changes in energy markets mean that the role of forecasting is ever more important, but the context is one of some uncertainty.  Notwithstanding this uncertainty, we recognise the value of improved forecasting expertise which will lead to greater confidence about key parameters over regulatory periods. Reduced uncertainty reduces risk which reduces costs that end consumers pay.

In discussions about this guideline, we have worked closely with other consumer interests and we support the submission on this guideline made by the Public Interest Advocacy Centre (PIAC).
Guideline Draft
Assessment Approach

Uniting Care Australia is strongly supportive of the general approach that has been taken by the AER as described in the draft guideline.  We recognise the importance of each of the assessment techniques outlined in section 3.3 and supports the AER ability to utilise a range of assessment techniques.

The guideline summaries of the benchmarking techniques are appropriate.  These forecasting techniques being:

· Benchmarking

· Methodology review

· Governance and policy review

· Predictive modelling

· Trend analysis

· Cost benefit analysis 

· Detailed project review

Of these, we believe that the work on forecasting associated with benchmarking, predictive modelling and trend analysis will all be particularly helpful to NSPs’, the regulator and in particular to consumers.  

We highlight the importance of data collected by the AER for forecasting purposes being publically available. This will enhance consumer engagement with regulatory processes and also provide clearer data about relative efficiency of network expenditure.  

Capital Expenditure Assessment Approach

We recognise that new work has been undertaken in considering capital expenditure, in particular with regard to augmentation CAPEX (Augex) and replacement CAPEX (Repex).  We recognise that there are some questions about the development of these models in an environment where demand is static or potentially declining, a very different environment to that which network businesses and the market more generally has confronted over many decades.  We accept that some refinement of these ‘tools’ will occur over time, and are comfortable with this experience based learning.

Operating Expenditure Assessment Approach

We note the use of the “base - step – trend” forecasting approach and recognise the usefulness of this approach.  However, we do have some concerns about the interpretation of revealed cost as the process for determining base OPEX, specifically with regard to interpretations of efficiency of current expenditure.  We are not convinced that current CAPEX or OPEX expenditure is ‘near the efficiency frontier’ (of economic theory) for many network businesses. Baseline data needs to be interpreted very careful in terms of predictions about the relevant efficiency of a business based on revealed costs.  

Information Requirements

We recognise that the new guideline puts some additional burden on both network businesses and the AER to collect, collate and manage new data sets and apply new analytical ‘tools’  However we believe that this is of relatively minor cost and of great benefit to the regulatory process, efficiency of the market and the long term interests of consumers.  

We acknowledge that the draft guideline proposes some new approaches for expenditure forecasting and will require some time to bed down. However, we believe that this investment is very valuable and that the development of the assessment tools over time will add to further market efficiency into the future.  

Transition

Special transition arrangements are not needed for application of this guideline.

Productivity Measures

We note that productivity measures are included in OPEX forecasting but are not included in CAPEX forecasting.  We suggest that there is scope for productivity measures to also be incorporated into CAPEX forecasting techniques.  

An “Aside” - The Nature of Forecasting

We note with interest the following quote from economist, Steve Keen: 

“disequilibrium is so common in real sciences that they don’t even call it that, they call it dynamics.  Any dynamic model of a process must start away from its equilibrium because if you start in its equilibrium nothing happens.  It’s about time that economists woke up to the need to model the economy dynamically.”  

We find this quote and indeed the recent book “Forecast” by Mark Buchanan as providing an interesting perspective for this guideline, namely the view that forecasting on the assumption that markets, including energy markets, trend to equilibrium is flawed.  Therefore, the thinking that markets need to be modelled on a basis of ‘dynamics’ provides some interesting perspective for how future expenditure forecasting may apply in energy markets, particularly as energy markets become more dynamic (probably) rather than moving towards steady equilibrium.  We suggest that this perspective may be worth revisiting in 3 to 5 years, once the initial data sets for expenditure forecasting are established.  

Conclusion 

Uniting Care Australia supports the draft Expenditure Forecast Assessment guideline for electricity distribution with the following riders:

· Cautiously interpreting the efficiency of current revealed costs for NSP’s, within the” base –step – trend” approach.

· Proposing that productivity measures be included in CAPEX as well as OPEX measures.
· Recognising that this guideline requires new tools to be developed, and will improve with time and application. We recognise that this is constructive and helpful.  
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