
Regulatory issues
Electricity

Basslink access undertaking— final 
decision

On 25 May 2001 the Commission received an access 
undertaking from Basslink Pty Ltd submitted in 
accordance with Part IIIA of the Trade Practices Act.

Basslink is a market network services provider 
(MSNP) that proposes to build and provide access to 
the unregulated transmission cables that will connect 
the Tasmanian and Victorian electricity regions.

At the time the undertaking was submitted, the 
Commission was also assessing the Tasmanian 
Government's authorisation application for a vesting 
contract and National Electricity Code (code) 
changes to facilitate Tasmania entering the national 
electricity market (NEM) and becoming a member 
jurisdiction. The Commission thought it prudent to 
resolve issues in the Tasmanian authorisation process 
first so that the framework in which Basslink would 
operate would be set before its undertaking was 
assessed. It decided to delay assessing Basslink’s 
undertaking until after a final determination on 
Tasmania’s NEM entry had been made.

Basslink undertakes to make its networks available 
to code participants and at prices determined in 
accordance with clause 3.9 of the code. While the 
code includes a specific undertaking for MNSPs 
(schedule 5.9), this is a recent amendment and is not 
part of the approved industry access code (NEM 

: access code) that has been accepted by the Commission 
; under Part IIIA of the Trade Practices Act.

Consequently, in assessing Basslink’s undertaking, 
the Commission has drawn on the criteria of s. 44ZZA 
particularly those of s. 44ZZA(3). These are:

■ the public interest, including the public interest 
in having competition in markets (whether or 
not in Australia)

■ the legitimate business interests of the provider

! ■ the interests of persons who might want access 
to the service

■ any other matters that the Commission thinks 
are relevant

■ whether access to the service is already the 
subject of an access regime

I ■ whether the undertaking is in accordance with 
an access code that applies to the service.
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The Commission also noted the results of the 
extensive public consultation on Tasmania’s entry 
into the NEM during which the operation of Basslink 
was extensively discussed. Further, given that the 
Commission has considered and authorised code 
changes in respect of the operation of MNSPs, many 
of the issues raised in the context of Basslink have 
also been canvassed more broadly in that process.

Only one submission from Loy Yang Power was 
received in response to the draft undertaking 
published by the Commission under s. 44ZZA(4).
In light of the extensive nature of the consultations 
about the role of MNSPs and Basslink in particular, 
and the response to the proposed undertaking for 
Basslink, the Commission issued its acceptance of 
the Basslink access undertaking as a final decision 
on 11 September 2002.

South Australian transmission network  
revenue cap 2003-2007/08— draft 
decision

As part of its responsibilities under the National 
Electricity Code, the Commission is currently 
conducting an inquiry into the appropriate revenue 
cap to apply to the South Australian electricity 
transmission network, owned and operated by 
ElectraNet SA. The revenue cap will apply for a five 
and a half-year period commencing 1 January 2003.

ElectraNet SA operates more than 5576 circuit 
kilometres of transmission lines, and 68 substations, 
throughout South Australia. On 11 September 2002 
the Commission released its draft decision which 
details the maximum allowable revenue that 
ElectraNet SA can earn from the use of its non
contestable transmission assets.

In its draft decision, the Commission determined a 
revenue cap for ElectraNet SA incorporating an 
annual adjustment based on the weighted-average 
of eight capital cities’ CPI using a smoothing factor 
of -1.62 per cent. The revenue cap will increase from 
$143.72 million in 2002-03 to $174.19 million in 
2007-08.

In setting ElectraNet SA’s revenue requirement, the 
Commission assessed ElectraNet SA’s capacity to 
achieve realistic efficiency gains in its proposed 
operating and maintenance expenditure with 
regard to future demand and service quality. The 
Commission granted ElectraNet SA a figure of 
$46.47 million of opex for the period 2002-03 
increasing to $57.36 million in 2007-08.

The Commission was also required to assess 
ElectraNet SA’s proposed capital expenditure for 
future demand and service quality. The Commission 
has included a total capex roll-in for the period 
1 January 2003 to 30 June 2008 of $347 million.
In making its decision, the Commission noted that 
ElectraNet SA is required to apply the regulatory test 
to justify including the projects in its future asset base.

The Commission’s draft decision draws on ElectraNet 
SA’s application, consultancy reports on the asset 
base, capital and operating expenditure, submissions 
from interested parties, and other information 
presented to the Commission during the course of 
its deliberations. The Commission anticipates 
releasing its final decision in mid-December 2002.

Victorian transm ission network revenue 
cap 2 0 03 -08— draft decision

As part of its responsibilities under the National 
Electricity Code, the Commission has begun an 
inquiry into the appropriate revenue cap to apply 
to the Victorian electricity transmission network for 
a five and a half-year period from 1 January 2003. 
The Victorian network is planned by VENCorp and 
owned and operated by SPI PowerNet.

On 24 September 2002 the Commission released 
its draft decision, drawing on VENCorp’s and SPI 
PowerNet’s application, consultancy reports, 
submissions from interested parties and other 
information presented to the Commission during the 
course of its deliberations. The draft decision sets a 
revenue cap for SPI PowerNet that increases from 
$264.55 million in 2004 to $297.81 million in 2008.

The draft revenue cap is based on a post-tax nominal 
return on equity of 11.28 per cent and an opening 
asset balance of $1815.56 million.

The Commission has included a total capex roll-in 
for the period 1 January 2003 to 30 June 2008 of 
$360.22 million to cater for demand growth and 
the ageing network. This will ensure a reliable 
supply of electricity to Victorian consumers, while 
providing long-term investment incentives for SPI 
PowerNet. In making its decision, the Commission 
noted that SPI PowerNet is required to apply the 
regulatory test to justify including the projects in its 
future asset base.

The Commission will consider submissions from 
industry and consumer bodies before issuing its 
final decision.
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Authorisation of amendments to the 
National Electricity Code

Review of directions in the NEM

On 18 February 2002 the Commission received 
applications for authorisation (A90818-20) of 
amendments to the National Electricity Code in 
relation to directions in the NEM.

The proposed code changes were designed to 
implement the conclusions and recommendations of 
a joint National Electricity Code Administrator 
(NECA)/National Electricity Marketing Management 
Company Ltd (NEMMCO) review of directions in the 
NEM. The main recommendations of the report were:

■ directions should be employed only as a last 
resort

■ a single and consistent arrangement should 
apply to the use of the power of direction

■ provisions to improve transparency in the 
application of directions and to report on their 
uses ought to be strengthened

■ when NEMMCO exercises its power of 
direction, it should direct the most appropriate 
physical resource to correct the identified 
deficiency

■ in the event of a direction, market prices should 
so far as practicable be set on a ‘what-if basis

■ directed parties should receive fair payment 
reflecting prevailing market conditions— 
however, payment should not be set 
automatically to the prevailing spot price

■ third parties affected by directions should also 
be compensated

■ payments to directed parties and compensation 
to third parties should be funded from the 
sector of the market that would normally meet 
the costs of the service concerned.

The Commission received four submissions on the 
proposed code changes.

After considering the issues raised in submissions, it 
issued its draft determination on 4 September 2002. 
It did not receive a request for a pre-determination 
conference and no further issues were raised. 
Therefore the Commission released the final 
determination on 3 October 2002.

It granted conditional authorisation to the proposed 
code changes. The Commission considered that the 
code changes have the potential to improve overall

| operation of the existing arrangements for directions 
j in the NEM. Nevertheless, it considered there were 
! numerous minor drafting and editorial changes that 
; must be made so that the code provisions are 
; consistent. Therefore it imposed conditions to 
| amend and clarify the interpretation of the code 

changes, to help ensure the anticipated public 
benefits can be realised.

Stage 1 of integrating the energy market and 
network services

On 27 March 2002 the Commission received 
applications for authorisation (A90826-8) for 
amendments to the code arising from the NECA’s 
stage 1 review of integrating the energy market and 
network services. The proposed code changes 
related to:

■ the extension of authorisation of settlement 
residue auction (SRA) arrangements

■ changes to the calculation of loss factors,
! including a move towards a forward-looking

approach in their calculation

S ■ moving towards firmer access across 
| transmission networks.

The Commission received six submissions on the 
proposed code changes.

After considering issues raised in submissions the 
I Commission issued its draft determination on 
| 4 September 2002. It did not receive a request for 
j a pre-determination conference and therefore 
! released the final determination on 3 October 2002. 

A summary of its determination on the code changes 
is outlined below.

The Commission considered the SRA arrangements 
had facilitated inter-regional trade in the NEM, 

j  providing public benefits through increased 
competition. It considered that the SRA arrangements 
would continue to deliver these benefits in the 
future and therefore agreed to authorise the changes 

| until 31 December 2010.

The Commission considered the move towards 
forward-looking loss factors would improve the 
representation of transmission losses in the NEM, 
creating public benefits by increasing the efficiency 
of wholesale market operations. The Commission 
therefore authorised the code changes subject to 
minor conditions of authorisation.

The Commission considered the firmer access code 
changes seeking to provide market participants with 
greater information to manage the risks associated 
with network use would deliver public benefits to
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the market. The Commission therefore authorised 
these provisions of the code changes. However, the 
Commission did not consider the provision giving 
NECA the responsibility of developing a network 
performance framework was appropriate given the 
Commission’s role as regulator of transmission 
networks revenues and service standards. The 
Commission noted that it is developing network 
performance measures for transmission networks. 
The Commission therefore considered there were 
insufficient public benefits associated with the 
proposal and required the relevant clause to be 
deleted from the code changes.

Transmission ring-fencing guidelines—  
reporting guidelines

Part G of chapter 6 of the National Electricity Code 
requires the Commission to develop transmission 
ring-fencing guidelines. The Commission published 
its Transmission ring-fencing guidelines on 
15 August 2002.

The ring-fencing guidelines require transmission 
network service providers to provide certain financial 
statements and compliance reports at intervals 
determined by the Commission and in accordance 
with any guidelines issued by the Commission.

In addition to the ring-fencing guidelines, TNSPs 
are required under clause 6.2.5 of the code to 
provide certain financial accounts to the 
Commission in a form and at intervals determined 
by the Commission. In June 2002, the Commission 
released its Information requirements guidelines 
under clause 6.2.5. These guidelines require the 
separation of information between the TNSP's 
regulated and unregulated activities.

The Commission has previously stated in the 
transmission ring-fencing guidelines that the 
Commission does not, at this stage, intend to 
impose obligations in addition to those already 
imposed under the information requirements 
guidelines. Accordingly, the Commission issued for 
comment draft reporting guidelines under the 
transmission ring-fencing guidelines on 15 August
2002. No submissions were received in response to 
the draft. As a result the Commission released the 
final reporting guidelines on 23 October 2002.

The final reporting guidelines are intended to 
ensure that a TNSP’s obligations under the 
transmission ring-fencing guidelines are consistent 
with its obligations under the information 
requirements guidelines.
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