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Please find attached a rule change proposal to amend the National Electricity Rules (NER) to

define the approach to determining how financial benefit from concessional financing of
transmission infrastructure, from policies such as Rewiring the Nation, are shared between
consumers and Transmission Network Service Providers.

These changes to the NER are necessary to enable the benefits of concessional finance to be
shared with consumers, such as the low-cost finance provided through Rewiring the Nation.

I endorse this rule change request and ask that the Australian Energy Market Commission
progress with its initiation.
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1. Request to make a Rule

1.1. Name and address of the person making the request

The Honourable Chris Bowen MP
Minister for Climate Change and Energy
Parliament House

Canberra ACT 2600

2. Relevant background

2.1. Energy Ministers Meeting

On 28 October 2022, Energy Ministers endorsed a proposal that the Commonwealth submit a
rule change request to the Australian Energy Market Commission (AEMC). The substance of the
request is the approach to determining how the financial benefits that arise from concessional
financing of transmission infrastructure are shared between consumers and Transmission
Network Service Providers (TNSPs).

Energy Ministers agreed that the Commonwealth would lead the development of this rule
change request in collaboration with interested jurisdictions, and in consultation with the AEMC
and Australian Energy Regulator (AER).

Energy Ministers agreement was made in the context of the Commonwealth’s Rewiring the
Nation (RTN) policy.

2.2. Rewiring the Nation

The Commonwealth has committed $20 billion in low-cost finance for the urgent upgrade and
expansion of Australia’s electricity grids.! This finance is intended to facilitate lower costs and
faster delivery of critical transmission infrastructure.

RTN will assist in achieving the transmission investment needed for the energy transformation.
Delivery of RTN will be undertaken through a partnership between the RTN Office, based within
the Department of Climate Change, Energy, the Environment and Water, and the Clean Energy
Finance Corporation (CEFC).

As the financing body for RTN, the CEFC will make independent investment decisions consistent
with its investment mandate. The CEFC may provide loans (including concessional loans), equity
investments or hybrid securities.

This partnership will have technical advice from the Australian Energy Market Operator (AEMO),
and advice on community engagement and social licence from the Australian Energy
Infrastructure Commissioner.

The key objectives of RTN are to:

e Modernise Australia’s electricity grids; accelerating implementation of AEMQ’s
Integrated System Plan (ISP) for the National Electricity Market (NEM) and supporting
grid investments in Western Australia and the Northern Territory.

1 Department of Climate Change, Energy, the Environment and Water (n.d.), Delivering priority transmission
projects, energy.gov.au, accessed 1 December 2022.
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e Lower the bill impacts for consumers of the more than 10,000 km of new transmission
that is required in the NEM by 2050, by providing targeted and lower-cost finance to
reduce the cost of upgrading the NEM'’s critical transmission infrastructure.?

e Increase renewables in the grid to enable Australia to achieve net zero emissions by
2050, lowering wholesale power prices and lowering exposure to volatile international
energy markets.

The intent of the concessional finance provided under RTN is that consumers:

e Directly benefit from the acceleration of new transmission infrastructure that will
enable, for example, greater inter-regional electricity flows and increase the availability
of lower cost renewable generation and storage.

o This is already possible under the existing rules, however clarity in the treatment
of concessional finance under the rules will reduce uncertainty in investment
decisions.

e Receive reduced bill impacts of this significant transmission infrastructure investment.

2.3. AEMC Transmission Planning and Investment Review

The AEMC, as part of the Stage 3 draft report of the Transmission Planning and Investment
Review (TPIR), has identified that additional guidance is needed to clarify how the benefits from
concessional finance are treated in the National Electricity Rules (NER).3

Stakeholders in their submissions to the TPIR Stage 3 report were widely supportive of the need
to develop additional guidance on the treatment of benefits from concessional finance in the
NER.4

The AEMC intends to publish its Stage 3 TPIR final recommendations in May2023.

2.4. AEMC Review into Extending the Regulatory Frameworks to Hydrogen

and Renewable Gases
On 8 September 2022, the AEMC as part of the Review into Extending the Regulatory
Frameworks to Hydrogen and Renewable Gases published its final recommendations and
recommended final rules to amend the National Gas Rules (NGR) and National Energy Retail
Rules (NERR) to enable the inclusion of hydrogen and renewable gases in those frameworks.

Part of this work included the AEMC examining how the regulatory framework for gas could be
reformed to provide regulatory certainty and clarity on the treatment of government grants and
concessional finance provided to support new gas infrastructure.

2 Department of Climate Change, Energy, the Environment and Water (n.d.), Powering Australia,
energy.gov.au, accessed 1 December 2022.

3 Australian Energy Market Commission, Transmission Planning and Investment Review Stage 3 draft report,
Sydney, 21 September 2022, p. IV.

4 Submissions available here.
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The AEMC’s final recommendations on the treatment of concessional finance under the NGR are
to:®

e Allow the AER to treat government grants and concessional finance as a capital
contribution for scheme pipelines where the AER is satisfied that this was the
Government Funding Body’s (GFB) intention.

e Enable the AER to obtain the information it requires to determine the GFB’s intention
and, if relevant, the extent to which it intended the concessional finance to be treated as
a capital contribution.

3. Statement of Issue

3.1. The NER does not consider the treatment of concessional finance, and

as such consumers will not directly benefit from its application
Currently, the NER does not explicitly recognise the treatment of concessional finance. Under
the current rules concessional finance is not prohibited but, if it is provided, the benefits derived
from the concession flow to TNSPs, not to consumers.

If the NER is to enable the benefits of concessional finance to flow to consumers, it must clarify
the methods for how the benefit would flow. The proposed rule would do this by:

e providing for the AER to allow an agreed upon quantum or proportion of benefit to pass to
consumers (determined through negotiation by the TNSP and GFB).

e requiring TNSPs to provide information to the AER about the value of the benefit that the
TNSP and GFB have agreed should be passed onto consumers.

Given that timely construction is currently an issue primarily associated with transmission
projects, it is intended that the proposed rule would apply only to transmission. Further, this
rule change does not seek to adjust transmission planning framewaorks such as the ISP and
Regulatory Investment Test for Transmission outcomes.

3.1.1 The NER does not explicitly recognise concessional finance
Part J of Chapter 6A of the NER specifies how user contributions to new capital expenditure are
to be treated for regulatory purposes.

Clause 6A.28.2 of the NER (Capital contribution or prepayment for a specific asset) states:

Where the Transmission Network Service Provider is required to construct specific assets to
provide connection service or Transmission Use of System service to a Transmission Network
User, the provider may require that user to make a capital contribution or prepayment for all
or part of the cost of the new assets installed and any contribution made must be taken into
account in the determination of transmission service prices applicable to that user.

This clause does not prevent non-users (such as GFBs) from offering concessional finance or
making capital contributions to a TNSP, whether in respect of the assets contemplated by the
clause or other assets that form part of a TNSP’s Regulatory Asset Base (RAB).®

5 Australian Energy Market Commission, Hydrogen Review into Extending the Regulatory Frameworks to
Hydrogen and Renewable Gases final report, 8 September 2022, p. 36.
6 Clause 6A.28.2 of the NER.
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Part J of Chapter 6A of the NER, as noted by the AEMC in the TPIR, does not specify how capital
contributions from non-users or concessional financing are to be treated for regulatory
purposes.” The NER must clarify this treatment.

Further, under NER clause 6A.23.2 a TNSP must fully allocate every portion of the aggregate
annual revenue requirement. This prevents a TNSP’s revenue from being discounted to reflect
the benefit of concessional financing.

An adjustment to the Maximum Allowed Revenue (MAR) is an additional method for passing the
value of concessional finance and equity that should be made possible through the NER. This
method would seek to amend the requirement that TNSPs must fully allocate all the aggregate
annual revenue requirement.

3.1.2 The NER does not allow consumers to benefit from concessional finance
Under the National Electricity Law (NEL) the AER must apply a rate of return to network
businesses in accordance with its Rate of Return Instrument (RORI). The AER set an allowed
return on debt which is part of the rate of return formula. Currently if a TNSP secures finance at
below the AER’s allowed return on debt it retains the additional savings. As such, the benefits of
the concession, if concessional finance is accepted by the TNSP, will flow to the TNSP. The NER
must be amended to ensure that consumers receive some or all the benefit of the concessional
finance. The NER must further clarify at what point and how the split of benefits between TNSPs
and consumers is to be determined.

4. Description of the proposed rule

This request is seeking an enduring change to the NER that:

e Allows the AER to treat some or all of the difference in the net present values (NPV) of:
o a)the debt/equity at the concessional rate of debt/equity, and
o b)the debt/equity cost at the benchmark efficient rate (as set in the RORI),

(“the concessional finance benefit’) as a capital contribution resulting in a corresponding
reduction to a TNSP’s RAB.

e Alternatively, allows the AER to adjust a portion of a TNSP’s full aggregate annual
revenue to reflect the value of the concessional finance benefit.

e Allows for appropriate information provision to the AER regarding the treatment of
concessional finance.

The pathway selected for passing through the benefits of concessional financing would reflect
the outcome of negotiations between the GFB and the TNSP.

This rule change request seeks to allow the AER to obtain the necessary information from a TNSP
to determine the GFB’s intention as to the extent to which the benefits of the concessional
finance are to be passed to consumers.

The proposed rule would only apply to TNSPs. The rule change request does not seek changes to
the revenue and pricing principles that also cover Distribution Network Service Providers.

7 Australian Energy Market Commission, Transmission Planning and Investment Review Stage 3 draft report,
Sydney, 21 September 2022, p. 74.

Concessional finance rule change request dcceeww.gov.au 4



The key features and detailed design elements of the proposed rule are outlined below.

4.1. Treatment as a capital contribution by adjusting the Regulatory Asset

Base
Where it is the intention of the GFB who is providing finance at a concessional rate that some or
all of the benefit of that finance be passed on to customers, the NER should enable the AER to
facilitate this. This should occur through the Contingent Project Application (CPA), revenue
determination processes or through a regulatory determination not linked to the submission of a
CPA.

One method to achieve this is through a ‘capital contribution’. This capital contribution would be
determined through the difference in the NPV of financing the project at a concessional rate
(debt/equity) and financing the project at the benchmark efficient rate. The capital contribution,
would not be included in the TNSP’s RAB, thereby preventing the TNSP from retaining the value
of the concessional finance benefit. The GFB and TNSP would determine through negotiation the
proportion of the concession that would be passed to consumers. These provisions should be
available for both concessional debt and concessional equity.

It would be the TNSP’s responsibility to inform the AER of the existence of concessional finance,
and the GFB providing it. TNSPs should be in agreement with the GFB on the value of the
concessional finance that is to be passed through to consumers.

The NER should also explicitly recognise that a TNSP may receive a capital contribution or
concessional finance towards its capital expenditure from parties other than a user.

4.2. Adjustment of the Maximum Allowed Revenue

There is also merit in developing a pathway within the NER for the AER to reduce a TNSP's
revenue to reflect the benefit of concessional financing. This additional method is required as
each financing agreement for major transmission infrastructure is bespoke, and a RAB reduction
may be appropriate for one agreement but not another.

An adjustment to the MAR is an additional method for passing the value of concessional finance
and equity that should be made possible through the NER. Currently a TNSP must fully allocate
its aggregate annual revenue requirement under NER clause 6A.23.2 which prevents deliberate
under recovery of the MAR. Amendments to the NER should allow for the AER to reduce the
recoverable revenue for TNSPs reflective of the value of the concessional finance, and the
intention of the GFB.

Under this approach, the annual value of the concession would be determined and then
reflected in reduced TNSP revenues for each year that the concession remains in place. This is in
alignment with the intent of concessional financing which is a form of financing that reduces the
cost of capital applicable to the TNSP, rather than a grant which is a reduction in capital and thus
more in the nature of a capital contribution.

A benefit of a MAR adjustment is that the concession is not aligned to the life of the asset in the
RAB, resulting in the benefit of the concession not being spread over this period, ensuring the
benefits of concessional financing are passed through to consumers sooner. A MAR adjustment
can be aligned to the life of the concessional finance and therefore can be more flexible from
the perspective of a revenue profile adjustment.
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A net present value calculation can be used to calculate the quantum for which the concessional
finance would reduce the MAR. This again would be the responsibility of the GFB to calculate
and determine in agreement with the TNSP. A MAR adjustment can be calculated such that a 1%
reduction of concessional finance on $10M in debt, for example, could flow through as a
$100,000 reduction in recovered revenue (below the MAR).

4.3. Information requirements.

The NER should allow the AER the ability to obtain the information it requires in determining the
GFB’s intention and the extent to which the benefit of the concessional finance is to be passed
on to consumers either as a capital contribution or reduction in recoverable revenue. There are
three areas that need to be clarified in the NER:

e  Who should be responsible for informing the AER about the existence of a concessional
financing arrangement.

e What types of information about the concessional finance arrangement should be
provided to the AER and by whom.

e How the GFB'’s intent for the purpose of the concessional finance should be determined.

4.3.1 Responsibility for notifying the AER about the existence of concessional

finance

This rule change request proposes that the TNSP should be responsible for notifying the AER
about the existence of concessional finance. The NER should ensure that the AER is informed by
the TNSP if the TNSP, or any entity in its corporate structure, receives a government contribution
from a GFB.

This is in line with stakeholder views expressed within submissions to the TPIR Stage 3 draft
report whereby most stakeholders considered the TNSP is best placed to provide the necessary
information to the AER on the concessional finance agreement.?

The NER should require the TNSP to notify the AER as a standalone process, or as part of the
CPA / revenue determination. This is appropriate as TNSPs are subject to the NER and would
therefore be aware of the obligation on them to inform the AER of the arrangements.

The NER should allow the AER powers to amend its decision on concessional finance, within the
regulatory control period. NER clause 6A.15(a)(4) should be amended to allow these powers in
the circumstance that a TNSP fails to notify the AER of the concessional finance, or the
information provided is not complete or inaccurate and results in the AER making a decision that
is inconsistent with the intent of the concessional financing.

4.3.2 The types of information that should be provided to the AER and by whom
When the service provider is informing the AER if it, or another entity, has received concessional
finance the NER should ensure that the TNSP must provide the following information:

e The name of the GFB that provided the government contribution and contact details for
that body.
e Adescription of the amount and type of government contribution provided.

8 Submissions available here.
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e |f the government contribution was provided to an entity other than the TNSP, the name
and ACN of the entity that received the government contribution and contact details for
that entity.

o A copy of the agreement between the GFB and the TNSP or, if relevant, the entity that
received the government contribution that sets out the terms on which the government
contribution was provided.

e A description of the capital expenditure in relation to which the government
contribution was provided.

e [f the government contribution was provided to an entity other than the TNSP, how
some or all of the benefit of the government contribution was provided to the TNSP.

e Astatement from the TNSP as to whether the GFB intended that some or all of the value
of the government contribution be treated as a capital contribution.

4.3.3 How the GFB’s intent should be determined

The NER should require the AER to consult with the TNSP, the GFB, and if relevant, the entity
that received the government contribution, to ensure that the intent of the funding provided by
the government body is clearly determined.

Further, the AER should be required to seek and consider submissions from the GFB on whether
it intended that some or all of the benefit of the concessional finance be passed through to
consumers as a capital contribution or as a reduction in a TNSP’s revenue, and if yes, what
portion of that value should be treated as a capital contribution or revenue reduction.

It is important that the AER consults with both the TNSP and GFB in determining the intent of
the concessional finance.

4.4. Treatment of concessional finance as a capital contribution or

reduction in MAR required for consumers to benefit from RTN
The Commonwealth considers that the proposed rules are in keeping with the National

Electricity Objective (discussed below) and are critical in achieving its policy objectives under
RTN.

The proposed rules are considered effective to ensure consumers are able to immediately begin
receiving the benefits of government financial support. Financing through RTN has been
announced for major transmission projects and it is a key policy objective that consumers
benefit from this government funding. As discussed above, the AEMC deemed similar rules
appropriate for the NGR.

The provision of two methods provides GFBs and TNSPs choice in negotiation, of having the
value of a concession impact on a TNSP’s RAB or its MAR, noting different TNSPs may have
different sensitives around changes to their financial metrics.

4.5.The application of the proposed rule in the Victorian Declared Shared

Network

In Victoria’s Declared Shared Network (DSN) these proposed amendments will have a distinctive
application as there are both contestable augmentations to the transmission system and non-
contestable augmentations.
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In Victoria, non-contestable projects are permitted to be rolled into the service provider’s RAB.
This rule change request will apply to non-contestable augmentations as described previously,
following the non-contestable project being added to the service provider’s RAB.

The service provider, under the proposed arrangements, will be required to notify the AER
whether they have received concessional finance as part of their revenue determination. The
AER in response can use their proposed powers to vary the MAR allowance or reduce the RAB of
the relevant service provider.

Arrangements for the delivery of concessional finance benefits in Victoria’s contestable process
will be determined by the CEFC and AEMO, as the Victorian transmission planner (as set out in
the NEL, AEMO is responsible for planning and directing augmentation on the DSN). For a
contestable project, concessional finance benefits will be passed to consumers through a
reduction in the overall total cost of a tenderer’s bid.

5. How the proposed rule will address the issue

Concessional finance is an essential tool to ensure the costs of Australia’s energy transformation
are reduced and to enable the timely delivery of transmission infrastructure projects. The
proposed rule change will amend the NER such that concessional finance is explicitly integrated
into the regulatory regime.

The proposed changes to the NER ensure a robust regulatory framework is in place to allow the
benefits of concessional finance to be realised in the NEM. Changes to the NER should create
transparency in the treatment of concessional finance through creating two methods for the
benefit of concessional finance to be passed through to consumers and appropriate information
provision requirements. As well as clarity on what information is to be provided, and by who, for
the AER to include a RAB reduction or revenue adjustment in the assessment of a TNSP’s CPA,
revenue determination or through a regulatory determination not linked to the submission of a
CPA.

These changes will ensure that the benefits of concessional finance can be passed on to
consumers, as well as ensuring the AER has powers under the NER to gather relevant
information to enforce these changes.

6. How the proposed rule will or is likely to contribute to the

achievement of the National Electricity Objective
The National Electricity Objective (NEO), as set out in section 7 of the NEL, is:

“to promote efficient investment in, and efficient operation and use of, electricity services for
the long-term interests of consumers of electricity with respect to:

e price, quality, safety and reliability and security of supply of electricity,
e the reliability, safety, and security of the national electricity system.”®

The Commonwealth considers that the proposed rule will contribute to the achievement of the
NEO. It is in the long-term interests of consumers to ensure that if transmission infrastructure

has been funded through concessional finance, and the GFB intended for consumers to benefit
from this, that those consumers receive that benefit. It is also consistent with the NEO to action

% Section 7 of the NEL.
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this rule change as a priority, so that consumers can benefit from initial investments being made
under RTN, which may proceed in 2023.

In addition, the rule change is consistent with achieving the NEO as it enables some, or all, of the
benefit of the concessional finance to remain with the TNSP, where that was the GFB’s intent.
This transfer to TNSPs can facilitate necessary investment where TNSPs face financeability issues
and additional transmission infrastructure can contribute to improved reliability and security of
electricity supply, as well as better bill outcomes for consumers.

Additional regulatory guidance about the treatment of concessional finance would contribute to
the achievement of the NEO by promoting outcomes for consumers and economic efficiency
through providing clarity and transparency in regulatory arrangements that will enable market
participants and investors to make efficient investment decisions. This, in turn, will support the
efficient and timely delivery of major transmission projects in the NEM, consistent with the NEO.

7. Expected costs, benefits and impacts of the proposed rule
7.1. Expected benefits

The expected benefits of this rule change are that consumer costs will be lowered and/or TNSPs
will receive a greater incentive to build necessary transmission infrastructure (in accordance
with the GFB’s wishes) from the benefit derived from concessional finance.

This rule will facilitate benefit to all NEM consumers and TNSPs by enabling GFBs to pass some
benefit to TNSPs where there are financeability concerns for a project, allowing projects to
proceed in a timely manner.

Benefit will also be realised through increased certainty in the investment environment. Both
TNSPs and GFBs will know with clarity how concessional finance will be treated removing
hesitancy and risk in investment.

7.2. Expected costs

The implementation costs of this reform are not expected to be significant. The costs are
administrative in nature (e.g. collecting information on concessional financing, calculating the
benefits of concessional financing and reflecting the outcome in a TNSP’s regulatory
arrangements) and will not be substantial. The introduction of the proposed arrangements will
likely not have a material cost for consumers.

7.3. Impacts of the change on those likely to be affected.

The intended objective of this reform is to minimise the bill costs of the energy transition for
consumers in the NEM and facilitate the timely delivery of critical transmission infrastructure.
This will be achieved by facilitating the transfer of some or all of the benefits of concessional
finance from TNSPs to consumers and by facilitating timely investment in transmission that also
benefits consumers through improved wholesale market outcomes (in terms of affordability and
reliability).

TNSPs will be impacted by:

e receiving the proportion of the benefit of the concessional finance determined by the
GFB and TNSP;
e clarifying the treatment of concessional finance in the NER; and
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e being required to provide relevant information to the AER.

GFBs will be impacted by being required to have dialogue with the AER about their decisions
about how the benefits of concessional finance should be shared with consumers.

The reform will also impact the AER through their requirements in the CPA and revenue
determination process, as well as their role in the information requirements outlined above in
Section 4.2.
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