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[bookmark: _Toc353900418]Brief overview
Murraylink is an interconnector that provides a path for the flow of electricity, in both directions, between the Victorian and South Australian transmission networks. As a natural monopoly, Murraylink has no direct competitors. Therefore we regulate the revenues Murraylink can recover from its customers  via a set of national electricity rules.
We have made a transmission determination for Murraylink's impending 2013–18 regulatory control period, which caps its revenues. In total, Murraylink will recover $68 million from its customers during the five years commencing 1 July 2013. This paper is intended to give consumers a better understanding of our transmission determination for Murraylink. It offers an insight into what we considered, the conclusions we made and how those conclusions were reached. Background information on the national electricity market (NEM) and our role as the economic regulator is provided.
The release of our final decision follows an eleven month process beginning with Murraylink submitting its revenue proposal on 31 May 2012. We made a draft decision in November 2012, from which Murraylink had 30 business days to submit a revised revenue proposal. Throughout this process we sought the views of stakeholders.
We consider our final decision arrives at an appropriate balance. Murraylink will receive sufficient revenue to cover its costs and provide a commercial return to its investors, while consumers will not pay more than required for efficient investment in, and efficient operation and use of, Murraylink's transmission link.
How to use this document
We have tried to make this paper accessible to a wide ranging consumer audience. However, we understand parts of our decision are inherently complex.
To account for different levels of knowledge we have layered the paper to allow readers to be more selective in what they read. For issues that may be more complex, look out for text boxes that explain the issues at a more detailed level.

1 [bookmark: _Toc353900419]Background
This section provides information about us and the South Australian transmission arrangements. If you are familiar with AER processes and the industry, then refer straight to the section on 'consumer questions'.
[bookmark: _Toc353184123][bookmark: _Toc353900420]Who we are and what we do
We are Australia’s national energy market regulator and an independent statutory authority. Our functions are set out in national energy market legislation and rules, and mostly relate to energy markets in eastern and southern Australia. These functions include:
setting the prices charged for using energy networks (electricity poles and wires and gas pipelines) to transport energy to customers
monitoring wholesale electricity and gas markets to ensure suppliers comply with the legislation and rules, and taking enforcement action where necessary
publishing information on energy markets, including the annual State of the Energy Market report and more detailed market and compliance reporting, to assist participants and the wider community
assisting the Australian Competition and Consumer Commission with energy-related issues arising under the Competition and Consumer Act, including enforcement, mergers and authorisations.
Specific to this review, we are responsible for the economic regulation of all transmission networks in eastern and southern Australia. 
The National Electricity Law (NEL) and National Electricity Rules (NER) set out the regulatory framework for the NEM. Chapter 6A of the NER contains the timelines and processes for the regulation of transmission businesses. It provides that regulated transmission businesses must periodically apply to us to assess their revenue. Typically, this happens every five years. The application, known as a revenue proposal, starts a process often referred to as a regulatory reset, or simply a 'reset'.
Our revenue determinations are divided into components called 'building blocks'. This is a requirement of the NER. The sum of each building block is equal to the regulated revenue of a transmission business and, together, they cover the costs of providing prescribed transmission services. They also include an incentive mechanism to drive efficiencies. For more information on each building block see section 2.2.
[bookmark: _Toc353184124][bookmark: _Toc353900421]Who Murraylink is and what it does
[bookmark: _Ref353806730][bookmark: _Ref353792865]Murraylink consists of a single underground cable linking SP AusNet's transmission network in Victoria and ElectraNet's transmission networks in South Australia. We regulate Murraylink as a provider of prescribed transmission services. However, it is more specifically categorised as an interconnector, as it connects two adjacent transmission networks and facilitates inter-regional trade in electricity. 
The Australian Energy Market Operator (AEMO) is responsible for dispatching Murraylink. It does this when demand is higher than can be met by local generators, or when electricity prices in an adjoining region is low enough to displace the local supply.
For example, if electricity prices are low in South Australia but high in Victoria, Murraylink can be dispatched so the Victorian region has access to the cheaper electricity in South Australia. This is subject to Murraylink's maximum capacity, 220 MW, and the technical limitations of SP AusNet's and ElectraNet's transmission networks.
Figure 1.1 shows the six interconnectors in the NEM including Murraylink. Together they create a unified transmission network in eastern and southern Australia. This increases the reliability of the network since electricity consumers can draw on a larger pool of generation than what is available in their region. 
Figure 1.1	Interconnectors in the national electricity market
[image: ]
Source: 	AER.
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2 [bookmark: _Toc353184125][bookmark: _Toc353900422]Consumer questions
In this section we have tried to address the questions consumers may have about our transmission determinations.
2.1 [bookmark: _Toc353184126][bookmark: _Toc353900423]How does this affect you?
[bookmark: _Ref351732075][bookmark: _Toc353184127]Murraylink connects transmission networks to allow electricity to be distributed across states and regions. This is a critical part of providing a national electricity service and form part of the overall costs of supplying electricity to customers.  Any increase in the costs of these services will ultimately be passed on to customers through electricity bills.  
We have completed our review of the revenue proposals by Murraylink and ElectraNet, the principal transmission network service provider in South Australia. We expect our final decisions for Murraylink and ElectraNet to have minimal impact on the average South Australian electricity consumer's final bill. More information on how we estimated the impact on a typical electricity bill can be found in section 9 of our final decision: http://www.aer.gov.au/node/16252.
2.2 [bookmark: _Toc353900424][bookmark: _Ref354069254]What do Murraylink's charges cover?
We determine Murraylink's revenue for a regulatory control period in accordance with the NER. Specifically, we ask Murraylink to forecast how much they expect to spend over the next five years for a number of cost categories. These cost categories are referred to as 'building blocks' and include:
a return on the regulatory asset base (return on capital)
depreciation of the regulatory asset base (return of capital)
forecast operating expenditure (opex)
increments or decrements resulting from the efficiency benefit sharing scheme (EBSS) for opex
the estimated cost of corporate income tax.
We have regulated Murraylink under the 'building block' methodology since 2003. This was when the Australian Competition and Consumer Commission (ACCC) determined that Murraylink should receive a fixed revenue stream.[footnoteRef:1] Prior to this, Murraylink was a 'merchant' interconnector which derived its revenue from buying electricity in a lower priced region and selling it to a higher priced region.  [1:  	ACCC, Murraylink application for conversion to maximum allowed revenue cap, October 2003: http://www.aer.gov.au/node/2476 ] 

Operating expenditure
We approved a total operating expenditure (opex) forecast of $19.3 million ($2012–13). This decision was principally based on accepting Murraylink's proposed controllable opex forecast adjusted to reflect updated cost inputs and real cost escalators.
Opex refers to the ongoing costs of running a business. Whether opex is controllable or non-controllable depends on whether a business can influence the amount spent on it. Specific to Murraylink, its controllable opex includes activities such as contracted maintenance costs and overheads, while the only forecasted non-controllable opex is its debt raising costs. 
Most of Muraylink's opex is controllable. Figure 2.1 compares our final decision on Murraylink's proposed controllable opex for the 2013–18 regulatory control period against its actual costs for the five years beginning 2008–09. 
[bookmark: _Ref353894349]Figure 2.1	AER final decision on controllable opex ($ million, 2012–13)
[image: ]
Source:	AER analysis.
Capital expenditure
We approved a total capital expenditure (capex) forecast of $5.636 million ($2012–13). Although we accepted Murraylink's proposed total capex forecast, we applied a small downward adjustment of $0.078 million ($2012–13) to take into account more contemporary data on real cost escalation.
Murraylink consists of a single, underground cable. This restricts the possible capital projects. For example, augmentation of the Murraylink transmission link would be uneconomic. Hence the proposed capital projects related to ancillary equipment such as refurbishing the industrial computers used as a control system. 
Cost of capital
Significant investment is required to build a transmission network. Murraylink raises the required investment from banks and other investors in two ways:
1. Borrowing money from banks or other financial institutions (when a business borrows money it has to make a promise to the lenders to pay back the borrowed funds, with interest, in the future)
2. Raising money by selling shares usually to financial institutions, investment funds, or individuals (the buyers of shares expect to receive, in return, a regular stream of payments known as dividends).
Either way, Murraylink will only be able to continue to raise money from banks and other investors if these investors have a reasonable assurance they will be able to get their money back, plus a reasonable return. Murraylink currently has one shareholder, Energy Infrastructure Investments.
We assessed the return Murraylink submitted that it needs to pay to its investors and to lenders. This allowed rate of return is also known as the ‘cost of capital’.
Even a small difference in the cost of capital can have a big impact on revenues. Just as an interest rate rise can have a substantial impact on a homeowner with a large mortgage, a small change in the cost of capital we allow a business can have a significant impact on consumer prices for electricity transmission services. This is because interconnectors like Murraylink have borrowed large amounts from lenders and other investors in the past––which is to be expected given the capital intensive nature of their construction. These past capital raising activities need to be financed.
Our decision sets the allowed rate of 7.50 per cent. Rates of return set by us for previous energy related decisions from several years ago were higher. The main reason for the decrease is the current lower level of interest rates in Australia. Our decision on the rate of return for Murraylink is consistent with current financial market conditions. 

















3 [bookmark: _Toc353184128][bookmark: _Toc353900425]Further information
This section highlights links to the final decision documents and other related material, our consultation process and how this review relates to our Better Regulation program.
3.1 [bookmark: _Ref352142940][bookmark: _Toc353184129][bookmark: _Toc353900426]Where to find the final decisions and other related material?
Our final decisions for Murraylink's 2013–18 regulatory control period was made in accordance with the relevant sections of the NEL and NER. In forming our final decisions, we considered:
Murraylink's revenue proposal and supporting information—we undertook our own analysis to verify this information
submissions from interested parties
views expressed by stakeholders at our public forum and predetermination conference
expert advice or analysis commissioned by us and others on certain aspects of Murraylink's revenue proposal.
Our draft and final decisions, stakeholder submissions and other supporting material can be found on our website: http://www.aer.gov.au/node/16252
The NEL can be found on the following website:
http://www.austlii.edu.au/au/legis/sa/consol_act/neaa1996388/sch1.html
The NER can be found on the Australian Energy Market Commission’s website:
http://www.aemc.gov.au/Electricity/National-Electricity-Rules/Current-Rules.html
3.2 [bookmark: _Toc353184130][bookmark: _Toc353900427]Our consultation process
Murraylink submitted its revenue proposals to us on 31 May 2012. We issued our draft decision on this proposal in November 2012, from which time Murraylink had 30 business days to submit a revised revenue proposal. Throughout these stages of the regulatory process stakeholders were given the opportunity to make submissions and voice their views.
Understanding consumer interests is central to our role in regulating electricity transmission and distribution. Indeed, the National Electricity Objective in 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 price, quality, safety, reliability and security of supply of electricity’.
We held public forums and invited consumer groups and other stakeholders. Consumer groups made submissions on our draft decision which we took into account when making our final determination. 
We are continuing to develop ways to better engage with consumers. A key part of our Better Regulation program (discussed below) are initiatives to involve customers in the regulatory decision making process.
3.3 [bookmark: _Toc353184131][bookmark: _Toc353900428]How does the AER’s Better Regulation program impact this decision?
We are currently consulting on our Better Regulation program of work to deliver an improved regulatory framework focused on promoting the long term interests of electricity and gas consumers. This follows from changes to the National Electricity and Gas Rules that were published by the Australian Energy Market Commission (AEMC) on 29 November 2012. We announced the start of the program in December 2012.
Better Regulation builds upon the processes that we have developed as an independent regulator since 2005. It includes improved approaches to assessing revenue proposals and setting the return that may be earned on network investments. These changes are likely to impact on future electricity transmission determinations.
Due to the timing of the Murraylink's revenue proposal, the AEMC decided that the changes to the National Electricity Rules would not apply to it over the 2013–18 regulatory control period.[footnoteRef:2] This was to allow us time to develop the Better Regulation guidelines which we expect to finalise towards the end of 2013. [2:  	AEMC, National Electricity Amendment (Economic regulation of network service providers), 29 November 2012, p.213] 
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