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I, Wayne Swan, Deputy Prime Minister and Treasurer, pursuant to Parts 2 and 3 of the Productivity Commission Act 1998, hereby request that the Productivity Commission undertake an inquiry into electricity network frameworks, focussing on benchmarking arrangements and the effectiveness of the application by network businesses of the current regulatory regime for the evaluation and development of interregional network capacity in the National Electricity Market (NEM). 
Background
Australia’s electricity sector is facing a number of challenges over the coming years. This includes a large investment requirement for networks to replace ageing assets, meet growing levels of peak demand, reliability requirements and to facilitate the transition towards Australia’s clean energy future.
Recent increases in network expenditure, and the resultant flow on to increases in electricity prices for end users, have highlighted the need to ensure networks continue to deliver efficient outcomes for consumers. Network regulation is a complex task requiring difficult and technical judgements. This inquiry will inform the Australian Government about whether there are any practical or empirical constraints on the use of benchmarking of network businesses and then provide advice on how benchmarking could deliver efficient outcomes, consistent with the National Electricity Objective (NEO). In addition, a second stream of this inquiry will examine if efficient levels of transmission interconnectors are being delivered, to inform the Australian Government about whether the regulatory regime is delivering efficient levels of interconnection to support the market.
Scope of the Inquiry
The Commission is requested to assess the use of benchmarking as a means of achieving the efficient delivery of network services and electricity infrastructure to meet the long term interests of consumers, consistent with the NEO. In addition, the Commission is requested to assess whether the current regulatory regime, as applied to interconnectors, is delivering efficient levels of network and generation investment across the NEM.


In undertaking the review, the Commission should:
examine the use of benchmarking under the regulatory framework, incorporating any amendments introduced in the review period, in the National Electricity Rules and provide advice on how different benchmarking methodologies could be used to enhance efficient outcomes; and
examine whether the regulatory regime, with respect to the delivery of interconnector investment in the NEM, is delivering economically efficient outcomes.
In undertaking the inquiry, the Commission should consider and take into account the work that is currently being progressed through the Standing Council on Energy and Resources, the Australian Energy Market Commission (AEMC) and the Australian Energy Regulator (AER). The Commission should have particular regard for the AEMC reviews into transmission frameworks, power of choice (demand side participation) and the suite of rule changes relating to network regulation currently under consideration by the AEMC in accordance with its statutory obligations. 
The Commission should engage with the AEMC, the AER and the Australian Energy Market Operator in undertaking the review. In addition, the Commission should consult with Australian Government agencies, state and territory government agencies and other key stakeholders in undertaking the review.
The Commission will report within 15 months of receipt of this reference and will hold hearings for the purpose of this inquiry. The Commission is to provide both a draft and a final report, and the reports will be published. The Government will consider the Commission’s recommendations, and its response will be announced as soon as possible after the receipt of the Commission’s final report. 
WAYNE SWAN
9 January 2012
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kVA	kilovolt ampere
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LYMMCo	Loy Yang Marketing Management Company
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MCE	Ministerial Council on Energy
MDMS	meter data management system
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MEU	Major Energy Users
MFP	Multifactor productivity
MNSP	Market network service provider
MW	Megawatt
MVA	Megavolt amperes
MWh	Megawatt hour
NECA	National Electricity Code Administrator
NECF	National Energy Customer Framework
NEM	National Electricity Market
NEMMCO	National Electricity Market Management Company Limited
NEO	National Electricity Objective
NEL	National Electricity Law
NER	National Electricity Rules
NGF	National Generators Forum
NGL	National Gas Law
NMS	Network management systems
NPV	Net present value
NSP	Network service provider
NTNDP	National Transmission Network Development Plan
NTP	National Transmission Planner
N-x	Measure of redundancy in network (with higher x being higher levels of redundancy)
OFA	Optional firm access
Ofgem	Office of Gas and Electricity Markets (UK)
Ofwat	Office of Water Services (UK) (On 1 April 2006, the functions of Ofwat were replaced by the Water Services Regulation Authority)
OPEX or opex	Operating expenditure
PC	Productivity Commission
PIAC	Public Interest Advocacy Centre
PSCR	Project Specification Consultation Report
PV	Photovoltaic
QTC	Queensland Treasury Corporation
QUT	Queensland University of Technology
RAB	Regulatory asset base
RET	Renewable Energy Target scheme
RIT-D	Regulatory Investment Test for Distribution
RIT-T	Regulatory Investment Test for Transmission
SAIDI	System average interruption duration index
SAIFI	System average interruption frequency index
SCER	Standing Council on Energy and Resources
STPIS	Service Target Performance Incentive Scheme
SOC	State-owned corporation
TEC	Total Environment Centre
TNSP	Transmission network service provider
TOU	Time of use (electricity tariffs)
VCEC	Victorian Competition and Efficiency Commission
VCR	Value of Customer Reliability
WACC	Weighted average cost of capital
WAPC	Weighted average price cap


Explanations
	Billion
	The convention used for a billion is a thousand million (109).

	Findings
	Findings in the body of the report are paragraphs highlighted using italics, as this is.

	Recommendations
	Recommendations in the body of the report are highlighted using bold italics, as this is.
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