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energex

positive energy

Mr John Pierce

Chairman

Australian Energy Market Commission
Level 5, 201 Elizabeth Street

Sydney NSW 2000

Dear Mr Pierce

Energex's response to AEMC Consultation Paper - Review of National
Frameworks for Transmission and Distribution Reliability - 12 July 2013

Energex welcomes the opportunity to respond to the Consultation Paper, and
supports the key principles of the Review as outlined by the AEMC.

Over the last 10 years, Energex has made significant improvement to the level of
reliability seen by its customers. Energex strongly supports regulatory
mechanisms that deliver stable and predictable reliability trajectories over a long
period of time, and avoid “boom / bust” investment cycles that appear to be
characteristic of recent times.

The reliability experienced by customers, particularly in Queensland, is
stochastic in nature and highly influenced by weather patterns experienced in
the state. However, underpinning this performance over a longer period is what
we have termed “network resilience”. This is the product of sustained
operations, maintenance and planning policies implemented over a long period

of time. Whilst some changes in reliability can be made in the short to medium Eg:‘;':(‘:ﬁl
term (e.g. increasing or decreasing tree trimming programs and varying staffing Telephone

levels in response to weather events), it is planning policies which determine the (07) 3664 4006

resilience in the long term. Sustained under-investment results in unacceptably Facsimile

low resilience which takes considerable time and costs to improve, and can (07) 3664 9805

result in unnecessary and unacceptable electricity price volatility. Email
kevinkehl

It should be noted that while the focus on security standards is primarily aimed at ~ @energex.comau

the sub-transmission network, the majority of outages which contribute to Corporate Office
network performance occur at the distribution and reticulation level. 26 Reddacliff Street
Newstead QId 4006
GPO Box 1461
Brisbane Qld 4001
Telephone (07) 3664 4000
Facsimile (07) 3025 8301
energex.com.au

Energex Limited
ABN 40 078 849 055



Energex believes that there are a number of salient points that should be considered in
this Review namely:

. Stakeholder Perception of Reliability is Contextual and Variable;

. Limitations of Value of Customer Reliability framework;

. Aggregate Risk needs to be monitored and influence regulatory outcomes:; and
. The need for concise and consistent reporting.

Details of these points are outlined in Attachment 1 which also provides Energex’s
response to the specific questions raised by the AEMC.

In particular, Energex would like emphasise to the Commission that it is currently well
advanced in preparations of expenditure proposals for the 2015-20 regulatory control
period. The proposed timeline outlined in Figure 5.3 of the consultation paper,
notwithstanding some concerns over the adequacy of certain components of this, suggests
a lead time of 35 months prior to NSP submission of their regulatory proposal. Clearly,
this lead time has passed and will not be achievable in Energex’s case.

Given that Energex has recently been the subject of a number of independent reviews'
which have made explicit recommendations on Energex’s reliability standards, and the
proposed national approach in its entirety cannot form the basis for Energex’s 2015-20
regulatory determination, jurisdictional arrangements would need to be considered.

Energex looks forward to further participating in this AEMC review.

Yours sincerely

il

Kevin Kehl
Executive General Manager
Customer and Corporate Relations

! Including the Electricity Network Capital Program (ENCAP) Review 2011 and the Independent
Review Panel {IRP) on Network Costs 2014,



Attachment 1

Stakeholder Perception of Reliability is Contextual and Variable

The Consultation paper, appropriately, places considerable emphasis on stakeholder consultation,
and the establishment of a “representative” set of customers.

“Each body which is responsible for running each of the consultation processes would also
need to ensure they undertake consultation with a representative set of customers in each
NSP’s network.”

Figure 1 demonstrates the variability in SAIDI minutes (at an 11kV feeder level} that Energex’s
Urban customers achieved in 2012/13.

Energex - Customer SAIDI Experience 2012/13
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in 2012/13, 62% of urban customers experienced better than average SAIDI, whilst only 4.5% of
customers experienced a SAIDI within +/- 10% of the group average. A significant notable factor is
that whilst the shape of this distribution remains relatively constant from year to year, the position of
individual feeders (hence customers) changes significantly. Thus, the same customer may have
changing perspectives depending on recent experiences. |t is also our observation that customer
perception of reliability is as much influenced by their experience with the call centre {in relation to
quality of information on outage and restoration time) during the interruption, as the interruption itself.

Thus, determination of a “representative view” provides significant challenges in survey
methodology, sample selection and analysis. This requires considerable scoping, engagement of
external expertise, and time fo interpret. The three months allowed in Figure 5.3 for Steps 1, 2 and 3
is, in Energex's view, inadequate for the scope of works required.

Given its complexity, Energex is of the view that the outcomes of such a process on any particular
occurrence only provide part of the reliability picture. Other factors including previous survey results,
level of reliability complaints and peer comparisons (nationally and internationaily) should also be
considerad to develop a balanced view on what constitutes an appropriate reliability setting for a
particular NSP.

* Review of the national frameworks for transmission and distribution reliability - Consultation Paper, p 37.
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Limitations of Value of Customer Reliability Framework

The key issue with the adoption of value of customer reliability (VCR) is the management of “high
impact, low probability” (HILP) events. A set of “safety net” criteria is required to ensure that such
evenis are given considerations in the assessment framework.

The Consultation Paper, appropriately, places emphasis on mechanisms for the reliable
establishment of the VCR within jurisdictions. However, VCR is only one input to the economic
analysis underpinning reliability based planning. Other key factors include:

« failure probabilities;

o time to repair - particularly in underground systems, or where particularly high capacity or
unusual plant items have been installed,;

» the potential for "collateral” damage - i.e. — the full extent of damage arising from a failure is
often difficult to predict;

* the cost of alternatives, including any "reactive” cost premium — i.e the cost premium
associated with emergency repair over planned replacement should a failure occur: and

« the likelihood and consequence of 2™ contingencies during extended repair periods.

From an economic perspective, multiplication of an even modest quantum of “Customer Value at
Risk" by a probability of failure {usually a low number) will resuit at best in a “low to modest”
outcome. However, should the failure occur (particularly in critical areas like central business
districts or major shopping centres), the impact would extend beyond individual customers and
manifests itself on the community. In these circumstances, the extent of contingency planning would
need to consider such an oufcome and assign appropriate “value” commensurate with the potential
impact. [n some cases, the consequences may in fact be too great, and a sub optimal economic
outcome may be prudent.

It is also important to note that the VCR study does not take into account the additional operational
costs involved in ensuring continuous supply during maintenance and project works due to increased
network loads,

The Consultation Paper provides no information on the detailed application of the economic criteria,
and in particular how consistency (to the extent that it is relevant} can be achieved both between
NSPs, and between NSPs, the AER and the economic advisors involved in the process. In addition,
it is important that due consideration be given to the balance of short term objectives and long term
consequences for network resilience and price stability. A high level of skills and experience is
necessary to work through the complexity of these issues and hence, a cautious approach to the full
implementation of the revised arrangement is required.

Aggregate Risk must be monitored and influence regulatory outcomes

The “run down” or “build up” of network resilience, which feeds into long term reliability outcomes,
extends well beyond a single five year regulatory period. In establishing the program of work, NSPs
must have the ability to set the trajectory of key measures such as Energy at Risk and Customer
Value at Risk, both raw (i.e. before application of failure probabilities) and expected (after application
of failure probabilities). The regulatory process must be capable of taking into account the NSP's
long term objectives in managing risk trajectories. This will require a horizon that extends well
beyond one regulatory determination.

Adoption of a risk-based approach will lead to increased levels of utilisation, resulting in higher
operational risks. The regulatory framework must recognise that these risks need to be efficiently -
and prudently managed through alternative solutions such as use of demand side management
options.

Reporting Requirements

Whilst reliability outcomes in any one year are important, the key indicator of effective network
management is the long term trend in key measures, and their consistency with the risk trajectory
being implemented by the NSP. Such reporting should be as consistent and simple as possible.

Continual changes and variation in reporting methods, including issues such as exclusions
methodology, planned vs. non-planned and inclusion / exclusion of customer initiated faults could
distract from the validity of comparison and long term trend analysis. 1t is important that these issues
be resolved in this national review and a stable reporting platform be established and maintained.
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Subject to no significant changes in measurement methodology, this reporting framework could be
implemented through the annual RIN to the AER.

Energex is not convinced of the need for “additional compliance obligations under the national
framework for distribution reliability” set outin Box 10.1 of the Consultation Paper. From a cost and
resource perspective alone, Energex can see no justification for the annual audit given that the
annual RIN is already subject to a rigorous audit requirement. The current regulatory process is
founded on an exhaustive determination process every five years, with transparent annual reporting.
If there is a need for greater transparency on particular aspects of reliability, this should be integrated
into the RIN reporting framework, rather than through a standalone process.
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