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Dear Ms Collyer 

ESSENTIAL ENERGY SUBMISSION – NETWORK REGULATION REVIEW PACKAGE ONE (ERP0106) 

Essential Energy welcomes the opportunity to comment on the Australian Energy Market Commission’s 
(the Commission) Network Regulation Review Package One (Review). Essential Energy is the regional 
distribution network service provider (DNSP) for NSW and manages more than 194,000 km of powerlines, 
covering 95% of the State serving 900,000 customers across regional, rural and remote communities.  

Essential Energy supports a regulatory framework that remains firmly anchored to the National Electricity 
Objective (NEO). The purpose of this Review is to test, aƯirm and establish an enduring decision 
framework that enables questions regarding the eƯective and eƯicient regulation of emerging services to 
be answered consistently as technologies, markets and consumer needs evolve. 

In Essential Energy’s view, the Review should begin with the consumer outcome being sought, not with 
assumptions about ownership, technology or market structure. Once the desired consumer outcome is 
identified, the regulatory framework should determine which delivery model(s) is or are most likely to 
achieve that outcome in practice and what safeguards are necessary to protect consumers and 
competition. 

Accordingly, Essential Energy considers that the Review should establish a small number of core 
principles to guide regulatory decision-making.  

THE COMMISSION SHOULD ESTABLISH AN ENDURING DECISION FRAMEWORK  

Review Package 1 provides an opportunity to establish an enduring decision framework for emerging 
services, rather than resolving these issues service-by-service or technology-by-technology. The NEO 
should remain the guiding light for every regulatory decision. To ensure decisions are made consistently 
as technologies and markets evolve, the Commission should adopt a core set of enduring decision 
principles to guide this Review and future regulatory decision-making. 

DECISION PRINCIPLES 

1. Consumer outcomes first: the starting point should always be the long-term consumer outcomes 
being sought – not ownership, technology or market structure. 
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Decision question: Which option, or mix of options, delivers the greatest long-term customer 
benefit?  

2. Regulate services, not assets or technologies: Regulatory obligations should attach to the 
economic characteristics of the service being provided, not the ownership or technological form of 
the underlying asset. Regulatory decisions should be technologically agnostic, making them resilient 
to future innovation and providing greater clarity to all stakeholders about how the rules will apply 
over the long term. 

Decision question: What service is actually being regulated and what customer or system outcome 
does it deliver?  

3. Competition where it creates the greatest customer value: Once the desired consumer 
outcomes have been identified, competition should be encouraged wherever it can be 
demonstrated to deliver superior customer outcomes. Where the economic characteristics of a 
service or market does not demonstrate effective competition, regulated or hybrid delivery models 
may better promote the long-term interests of consumers. As markets mature, the balance between 
regulated and competitive delivery should be capable of evolving accordingly. 

Decision question: Which combination of regulated, competitive or hybrid delivery is most likely to 
maximise long-term consumer outcomes, recognising that the answer may diƯer across markets 
and evolve over time? 

4. Proportionate regulation: Any regulated network role should test, reflect and address identified 
consumer need or market barrier, supported by safeguards to protect competition and prevent 
cross-subsidisation, that are no more restrictive than absolutely necessary. 

Decision question: Are the proposed regulatory obligations proportionate to the problem being 
addressed? 

Utilising the principles listed above, a logical outflow of their application within a well-designed 
regulatory framework is the natural delivery of: 

 Contestability in practice  

 Maximum value from customer-funded infrastructure   

 Equity of consumer outcomes for all electricity customers – regardless of location  

 Efficient utilisation of existing infrastructure  

 Technology-neutral regulation. 

Applying the decision framework – new and emerging services 

The principles outlined above provide a practical method for assessing the regulatory treatment of 
emerging services currently being considered by the Package 1 Review. Rather than beginning with 
assumptions about ownership, technology or market structure, we suggest the Commission could apply 
the following sequence. 
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STEP 1 – WHAT CONSUMER OUTCOME IS BEING SOUGHT? 

Identify the long-term consumer outcome the service is intended to deliver. This should be assessed 
against the NEO and any relevant objectives or principles already established in the National Electricity 
Law and Rules. 

Decision question: What outcome is in the best long-term interests of consumers? 

STEP 2 – WHAT PRINCIPLES SHOULD GOVERN THIS SERVICE? 

Before developing new policy settings, identify whether the Rules already establish principles relevant to 
the issue. Where they do, the task is to ensure the regulatory framework gives effect to those principles. 
Where they do not, new principles should be developed directly from the NEO. 

Decision question: What principles should guide regulatory treatment? 

STEP 3 – WHAT ARE THE ECONOMIC CHARACTERISTICS OF THE SERVICE? 

Assess the service itself – not the technology or ownership model. Regulatory treatment should not be 
predetermined by the type of technology being used. For example, a battery energy storage system (BESS) 
may provide a contestable commercial service, a network support service, a resilience service or a 
customer protection function. Its regulatory treatment should reflect the service being provided, not the 
technology itself. Where an asset is capable of providing multiple services, the framework should also 
establish which consumer outcomes take priority when those services compete for the same capability. 
Relevant considerations include: 

 economies of scale and scope  

 coordination requirements  

 network effects  

 positive externalities  

 contestability in practice  

 transaction costs  

 regional market characteristics  

 information asymmetries 

 whether multiple services may compete for the same asset capability and, if so, the appropriate 
priority between them.  

Decision question: What do the economic characteristics of the service tell us about how it should be 
delivered, where multiple services compete for the same capability, and which consumer outcome 
should take priority? 

STEP 4 – WHEN AND WHERE IS VALUE CREATED ACROSS THE VALUE CHAIN? 

Separate infrastructure from customer-facing services. Identify which services display natural monopoly 
characteristics and which are genuinely contestable. Determine when and where competition should 
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occur. In our view, competition is facilitated more efficiently when and where it utilises shared 
infrastructure rather than through duplicated infrastructure. 

Decision question: Which parts of the value chain should compete, and which are better provided 
once? 

STEP 5 – DOES THE EXISTING REGULATORY FRAMEWORK SUPPORT THOSE OUTCOMES? 

Assess whether the existing mechanisms actually deliver the intended principles. This includes 
consideration of: 

 service classification  

 ring-fencing  

 shared asset arrangements  

 cost allocation  

 pricing  

 incentive regulation  

 waiver processes. 

The focus should be on whether the framework creates incentives consistent with long-term consumer 
outcomes. 

Decision question: Does the framework encourage the behaviour it was intended to create? 

STEP 6 – DEFINE THE BOUNDARY OF THE REGULATED ROLE 

Once the preferred delivery model has been identified, define the lightest touch regulated role necessary 
to achieve the desired consumer outcome. Regulation should address the identified coordination need or 
market characteristic without extending into activities that can be delivered eƯiciently through 
competition. The regulatory boundary should be capable of evolving – and where appropriate, contracting 
– as markets mature and competitive provision becomes sustainable. 

Decision question: What is the lightest touch regulated role necessary to achieve the desired consumer 
outcome while preserving the greatest practical scope for eƯective competition? 

STEP 7 – DEFINE THE PATHWAY TO THE DESIRED STATE 

The preferred long-term delivery model may not be achievable immediately. Where markets, capabilities 
or supporting arrangements are still developing, the framework should allow proportionate transitional 
measures that deliver consumer benefits now while creating the conditions for the preferred model to 
emerge. Transitional arrangements should have a clear purpose, defined boundaries, review points and 
an appropriate pathway to continuation, adjustment or exit as evidence and market conditions develop.  

Decision question: What transitional arrangements, if any, are required to deliver consumer benefits 
while enabling the preferred long-term delivery model to develop? 
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STEP 8 – WHAT REGULATORY CHANGES BEST ALIGN THE FRAMEWORK WITH THE NEO? 

Recommendations should improve alignment between: 

 the governing objective 

 the economic characteristics of the service  

 the incentives created by the framework  

 long-term consumer outcomes. 

Applying these principles through the Commission’s review will allow for the consistent assessment of 
emerging services, while avoiding repeated technology specific rule changes, and case by case 
regulatory waivers. 

The NEO establishes a common consumer outcome for all electricity consumers, but the economic 
characteristics of individual services and markets will diƯer. As a result, the regulatory arrangements 
most likely to promote the long-term interests of consumers may legitimately vary across technologies, 
services and geographic markets. The objective is consistency in the application of principle. 

A consistent regulatory framework does not require identical outcomes in every market. The NEO is 
concerned with promoting the long-term interests of consumers, regardless of where they live or work, 
not achieving uniform market structures. Where market conditions diƯer, regulatory responses may need 
to adapt to deliver comparable consumer outcomes.  

THE REGULATORY FRAMEWORK MUST MEET THE NEEDS OF ALL CONSUMERS, NO MATTER WHERE 
THEY LIVE 

As the regional and rural network service provider in NSW, it is evident that a “one size fits all” regulatory 
framework is not meeting the needs of rural and regional electricity consumers.  Markets that develop 
relatively quickly in metropolitan areas often emerge much more slowly in regional communities, if they 
emerge at all. Lower customer density, long radial networks, greater travel distances and higher service 
delivery costs can limit the commercial case for third-party investment. The result is that regional 
consumers face higher costs, fewer service options and delayed access to new technologies that deliver 
long-term outcomes. 

The pace of the energy transition, including rapid advances in consumer energy resources CER, 
electrification and digital energy services, is making this challenge more acute. Where market 
development lags, regional consumers risk missing out on these benefits for extended periods, 
deepening the divide between metropolitan and regional Australia. A framework that relies solely on the 
eventual emergence of competition risks leaving regional consumers behind. 

This should include recognising that safety, resilience and optimal customer outcomes may sometimes 
require a diƯerent approach from one based on contestability alone. In regional, rural and remote areas, 
thin or absent contestable service provision can mean that a network is the only party practically able to 
provide a service when it is needed. The framework must therefore allow proportionate and timely 
network action where this is necessary to protect customers or manage safety risks. Where the customer 
outcome must rely on the availability of market services being provided where such services are not 
eƯicient in cost or time of service delivery, this is not in the best interest of consumers.    
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As a positive recognition of this need, the Australian Energy Regulator (AER) has agreed to allow a service 
in Essential Energy’s service classification to be a “Provider of Last Resort” within a framework of controls 
for when our customer cannot find a competitive third party to undertake contestable services. Leaving 
services unrendered due to excessive timelines or unreasonable costs presents unacceptable safety risk 
or may leave the customer without an essential service. In these circumstances, it is in customers’ 
interests for Essential Energy to be able to step in as a last resort and make the situation safe, subject to 
clear and proportionate safeguards. Having initially required a ring-fencing waiver to operate as a 
‘Provider of Last Resort,’ since 2019 this function has been classified as an Alternative Control Service by 
the AER, enabling Essential Energy to provide otherwise contestable services under specific 
circumstances and aftermarket testing.  

Similarly, DNSPs should be allowed to play a limited and clearly defined role in overcoming first-mover 
disadvantage in emerging markets. The objective is to ensure regional consumers are not denied access 
to important services simply because commercial incentives are insuƯicient to support early market 
development. The Provider of Last Resort provisions are an indication that there are limits to the 
competitive market’s capacity to meet the needs of energy consumers, particularly in regional, rural and 
remote areas. For people living in these areas, these circumstances are nothing new, and are unlikely to 
change for the foreseeable future, so the regulatory framework should see their needs are met through 
enduring arrangements. 

Regulatory arrangements should provide clear, rules-based pathways for limited DNSP participation 
where competition is absent, underdeveloped or unable to provide a timely response to identified needs. 
Where the relevant conditions and safeguards are satisfied, this flexibility should arise directly from the 
framework rather than depend on a cumbersome case-by-case ring-fencing waiver.  Equally important, 
this review should establish a framework under which clear boundaries and exit mechanisms can be set 
so that DNSPs can step back if and when competitive markets mature, and once energy consumers can 
receive comparable outcomes via the contestable market, irrespective of where they live. 

The central question is whether the framework can deliver fair, eƯicient and timely outcomes for all 
consumers. Reforms should be assessed against their ability to address real consumer needs, recognise 
the realities of regional markets and ensure regional communities share fully in the benefits of the energy 
transition. 

APPLYING THE DECISION-MAKING FRAMEWORK – PUBLIC EV CHARGING INFRASTRUCTURE 
(EVCI) 

Applying the framework begins by identifying the consumer outcome being sought and then assessing 
the economic characteristics of the service. For public EV charging, consumer outcomes are 
maximised when drivers have timely, affordable and reliable access to charging services, with genuine 
choice of provider where competition can be sustained, while minimising the total cost of delivering 
those services. 

The economic characteristics of public charging infrastructure mean these outcomes are not always 
delivered through competition alone. High upfront capital costs, uncertain utilisation, coordination 
challenges and lower demand in many locations can delay or discourage investment, particularly in 
regional and underserved areas. 
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This means the objective is not to enshrine competition at every point in the value chain. It is to 
maximise long-term consumer welfare by locating competition where it creates the greatest value for 
consumers. 

Where competitive markets are delivering efficient outcomes, the role of regulated networks should 
remain limited. However, where coordination challenges, utilisation risk or other characteristics of the 
service prevent consumers receiving timely access to infrastructure, networks are well-placed to invest 
in open-access enabling infrastructure that fills gaps in the market rather than displacing it. 

This approach lowers barriers to entry by reducing the upfront infrastructure costs faced by charge 
point operators and retailers. Charging equipment, software platforms and customer services continue 
to be competitively procured and supplied, while multiple providers compete over shared 
infrastructure. Competition therefore shifts from ownership of infrastructure to the delivery of charging 
services, increasing consumer choice while avoiding unnecessary duplication of assets. 

Competition and regulated infrastructure are not alternatives. Properly designed, they are 
complementary. Shared infrastructure minimises total system cost while creating the conditions for 
competition to develop where it delivers the greatest value for consumers. As markets mature, the role 
of regulated investment should diminish accordingly. 

The Energy Networks Australia (ENA) rule change request aligns with consumer interests  

On this basis, the approach proposed by the ENA would improve consumer outcomes by removing a 
barrier to investment that effectively delays investment in public EVCI. The regulatory controls 
proposed in ENA’s request are appropriate. The proposal strikes the right risk-reward balance in 
safeguarding consumers from risks arising from greater DNSP involvement in EVCI delivery, while 
providing the opportunity for DNSPs to provide a solution to the ‘chicken and egg’ problem that has 
undermined EV uptake to date. This is particularly acute in areas where there is low or no commercial 
interest in delivering the reliable and affordable EVCI required to give consumers the confidence they 
need to purchase or use an EV. 

The ENA’s proposed approach would preserve competition in the retail supply of charging services to 
consumers and assist with enhanced retail competition through reduced barriers to providing services 
in more locations, particularly where the costs of operating and maintaining EVCI reliably may currently 
be prohibitive for some service providers. By providing open-access infrastructure that multiple 
charging service providers can use, the model can support competition where it is most valuable to 
consumers while reducing duplication of assets and facilitating more timely and equitable access to 
charging services. These outcomes are strongly aligned with consumer interests, and with the NEO.  

 

SERVICE CLASSIFICATION, RING-FENCING AND SHARED ASSETS SHOULD OPERATE AS ONE 
COHERENT CONSUMER-CENTRIC FRAMEWORK 

Chapter 6 of the NER already contains the core policy principle for shared assets: DNSPs should be 
encouraged to use assets funded by consumers to provide other services where that use is efficient 
and does not materially prejudice regulated services. The Shared Asset Guideline is not the source of 
that principle. It is the mechanism intended to give that core policy principle practical effect.  
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For that mechanism to work, three parts of the framework must align. Service classification determines 
whether the additional service is regulated or unregulated. That matters because customers only 
receive shared asset benefits where revenue is earned from unregulated use of assets funded through 
regulated services. Ring-fencing determines whether the DNSP can practically provide, or enable 
provision of, that unregulated service. The Shared Asset Guideline then determines how the value 
created from that use is shared with customers. 

If any one part of that chain fails, the Rule principle is not enlivened. If service classification treats too 
much activity as regulated, there may be no unregulated revenue to share. If ring-fencing prevents 
efficient use of the asset, the opportunity never arises. If materiality thresholds or sharing ratios dull 
the incentive to pursue efficient shared use, customers receive less value from assets they have 
funded. 

The Commission should therefore treat service classification, ring-fencing and shared assets as an 
integrated framework. The task is to design rule-level settings that direct the AER to supervise a 
coherent framework; one that encourages efficient shared use, protects competition through 
proportionate safeguards, and ensures customers receive a fair share of the value created. 

The Commission should ensure that the Rules establish a clear line of sight from the NEO, through the 
principles governing regulatory decision-making, to the regulatory instruments administered by the 
AER. In doing so, the Rules should constrain and guide regulatory discretion so that service 
classification, ring-fencing and the Shared Asset Guideline operate as complementary parts of a single 
consumer-focused framework, consistently delivering the outcomes intended by Chapter 6. 

The Nexa proposal illustrates why an integrated decision-making framework is required 

The Nexa proposal provides a practical example of why service classification, ring-fencing and shared 
asset settings should be considered as an integrated framework rather than as isolated regulatory 
instruments. While the proposal raises legitimate questions about the future regulatory treatment of 
emerging services, it begins by asking whether additional restrictions on DNSP participation are 
required to preserve contestability. Competitive neutrality should not be interpreted as requiring 
emerging opportunities to be reserved for competitive providers where network businesses can use 
existing infrastructure and capabilities to innovate and deliver efficient customer or whole-of-system 
value, subject to proportionate safeguards. In Essential Energy's view, this reverses the appropriate 
decision sequence by beginning with the regulatory boundary rather than the consumer outcome 
sought under the National Electricity Objective. 

Applying the framework proposed in this submission suggests a different sequence. Rather than 
beginning with assumptions about contestability or DNSP participation, the first question is what 
regulatory settings are most likely to promote the long-term interests of consumers. Only after 
identifying the desired consumer outcome, assessing the economic characteristics of the service and 
determining the appropriate delivery model(s) should the regulatory boundary be determined. 

The Commission should therefore establish the broader decision-making framework governing service 
classification, ring-fencing and shared assets before considering individual rule change proposals 
affecting those instruments. Doing so will ensure proposals such as Nexa are assessed consistently 
against the National Electricity Objective, rather than against assumptions about the preferred role of 
either regulated or competitive delivery. Only then can individual reforms be evaluated on their merits 
and according to their contribution to long-term consumer outcomes. 
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CONCLUSION 

Essential Energy encourages the Commission through this review is to deliver a blueprint for electricity 
network regulation that works better for energy consumers. Given the breadth of the review, the 
complexity of some elements of regulatory frameworks, and the short timeframe the Commission has 
set, this is no mean feat. While much of the theory underpinning electricity regulation will be debated by 
stakeholders over the coming months, ultimately this review will be judged by the reality of what this 
means for energy consumers – what this means for their energy bills and the services they receive.  

Therefore, the most important principle throughout this process is a focus on consumer outcomes, and 
ensuring the NEO works for all energy consumers, regardless of their location. What works in one part of 
the NEM may not work in others, so no single theoretical approach holds the key. Instead, Essential 
Energy supports the Commission taking a pragmatic approach that remains adaptable to future changes 
in energy markets but provides clear guardrails in which DNSPs and all energy service providers can best 
meet the needs of consumers. 

Essential Energy supports the Review as a timely opportunity to clarify the boundary between regulated 
and contestable services in a changing energy system. A clear, principles led framework would support 
better outcomes for all consumers, while recognising that regional, rural and remote customers may face 
diƯerent market conditions to customers in metropolitan areas. 

The framework should preserve competition where it can deliver eƯicient outcomes, but it should not 
prevent targeted network roles where those roles are needed to deliver timely, eƯicient and equitable 
outcomes for customers.  

If you have any questions in relation to this submission, please feel free to contact Mr Anders Sangkuhl, 
Regulatory Strategy Manager at anders.sangkuhl@essentialenergy.com.au. 

Yours sincerely, 

 
Hilary Priest 
Head of Regulatory Affairs 


