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CONFIDENTIALITY 
This Report contains information, which is confidential to Powerlink Queensland and Marsh Pty Ltd (Marsh).  

Accordingly, we trust you will understand this Report is provided to Powerlink Queensland and its officers, employees 
and representatives in confidence and may not be reproduced in any form or communicated to any other person, firm 
or company (unless in accordance with the Tender Invitation) without the prior approval of Marsh Pty Ltd. 

PRIVACY 
Marsh applies the National Privacy Principles as set out in the Privacy Act 1988 (as amended), to the way it collects, uses, 
stores, discloses and destroys personal and sensitive information. Please visit our website on www.marsh.com.au or ask 
your Marsh contact or the Marsh Privacy Officer for a copy of our Privacy Statement if you do not already have one. 

The Privacy Officer 
Marsh Pty Limited  
PO Box H176, Australia Square NSW 1215   
ABN: 86 004 651 512   
Telephone: 02 8864 7620   
Facsimile: 02 8864 7626   
Email: privacy.australia@marsh.com 
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NOMINATED PASS THROUGH EVENTS  
Introduction 
As part of the revenue proposal, Powerlink has the opportunity to nominate reasonable and appropriate 
nominated pass through events. If one of these nominated pass through events eventuated, the 
Transmission Network Service Provider (TNSP) has the opportunity to submit an application for cost pass 
through treatment via consideration by the AER.  

Scope 
The scope of this report, as set out in our proposal, is for Marsh to analyse and recommend definitions 
and considerations for suitable nominated pass through events for:  

 Non-insurable risk events e.g. very low probability, high impact; and  

 Events where it is not possible to calculate a reliable self-insurance forecast. 

Background 
Clause 6A.7.3(a1) of the Rules provide for the following pass through events for a transmission 
determination: 

 a regulatory change event;  

 a service standard event;  

 a tax change event;  

 an insurance event; and 

 any other event specified in a transmission determination as a pass through event for the 
determination. 

The Rules also allow for a TNSP to propose events as part of a Revenue Proposal having regard to the 
nominated pass through event considerations set out in Chapter 10 of the Rules. 

The nominated pass through event considerations are: 

(a) whether the event proposed is an event covered by a category of pass through event 
specified in clause 6A.7.3(a1)(1) to (4) inclusive (in the case of a transmission 
determination); 

(b) whether the nature or type of event can be clearly identified at the time the 
determination is made for the service provider; 

(c) whether a prudent service provider could reasonably prevent an event of that nature 
or type from occurring or substantially mitigate the cost impact of such an event;  

(d) whether the relevant service provider could insure against the event, having regard 
to:  

(1) the availability (including the extent of availability in terms of liability limits) 
of insurance against the event on reasonable commercial terms; or  
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(2) whether the event can be self-insured on the basis that:  

(i) it is possible to calculate the self-insurance premium; and  

(ii) the potential cost to the relevant service provider would not have a 
significant impact on the service provider’s ability to provide network 
services. 

(e) any other matter the AER considers relevant and which the AER has notified Network 
Service Providers is a nominated pass through event consideration. 

What is pass through? 
Cost pass through is a way of addressing unexpected events and is intended to ensure the efficient 
funding of risks when it is uneconomical for the NSP to obtain insurance cover, or be paid a self-
insurance allowance.  

The forecast efficient expenditure of NSPs in Australia is regulated by the AER and recovered through 
their “allowed revenue”, set each year.  This allowed revenue includes the cost of risk management 
mechanisms, including commercial insurance and self-insurance. 

Currently there are two ways that a NSP may recover the costs incurred as the result of any significant 
events that were not forecast as part of their allowed revenues: 

1. Cost pass through – where expenditure arises in a permitted category of event (prescribed 
or nominated), the network service provider may apply to the AER to recover this amount 
from electricity customers in the next year’s prices.  A cost pass through event nominated 
at the time of a TNSP’s regulatory proposal and approved by the AER only covers that 
category of event for that regulatory control period. 

2. Capital expenditure re-opener – TNSP’s can currently propose a capital expenditure re-
opener to the AER.  This only covers capital expenditure (e.g. the replacement cost of assets 
Towers and Lines swept away by flooding); it does not enable the recovery of repair costs 
to any assets which are damaged, but not destroyed.   

August 2012 rule change 
The aim of these amendments to the National Electricity Rules (NER) was to enable network businesses 
to recover their efficient costs in the advent of an unexpected event, while ensuring that the prices for 
consumers are no more than necessary to provide an appropriate level of service. 

To achieve this, the AEMC has determined to: 

 Provide transmission businesses with the ability to nominate additional pass through events as 
part of their revenue proposals; 

 Include a set of nominated cost pass through event considerations in the NER that the Australian 
Energy Regulator (AER) must consider when deciding whether to accept the transmission or 
distribution business’ proposed pass through event; 

 Remove the terrorism event from the prescribed pass through events under the NER for both 
transmission and distribution businesses; and 
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 Provide transitional arrangements for network businesses who have recently completed or are 
in the middle of their revenue determination with the AER. 

Note that the AEMC’s policy position remains that cost pass throughs should only be used where other, 
more suitable, means of addressing these costs are less appropriate. 

Recent Determinations 

Based on recent determinations we have reviewed, it appears that the AER’s starting point for 
considering pass through events is the provision of appropriate incentives to promote efficient and 
prudent risk management.  The aim is to align the financial risks of providing network services with those 
best able to manage those risks.   

Criteria 
We applied the following criteria to identify the events to be nominated for the cost pass through 
mechanism:  

 Quantification of such an event, by attaching likelihood and / or severity, cannot be ascribed by 
reasonable means and is subject to significant uncertainty.  

 Insurance is not available on an efficient and prudent basis.  

 Such an event is beyond the control of Powerlink, or Powerlink has taken appropriate and 
reasonable means in order to prevent or reduce the probability of its occurrence.  

 The cost of the event exceeds 1 per cent of the Maximum Allowable Revenue (MAR) for the 
TNSP for that regulatory year. 

For the events nominated, we note there have been no past incidents of similar type or similar events of 
such magnitude for Powerlink.  However, we do not believe that the occurrence of such an event would 
necessarily preclude it from being a nominated pass through event as long as it met the above criteria.  

In circumstances where these criteria are satisfied, the adoption of the cost pass through mechanism will 
likely be the most effective approach in achieving an adequate balance between:  

 Having the incentive mechanisms in place to ensure that prices for consumers are no more than 
necessary to provide an appropriate level of service; and 

 Still providing Powerlink with a reasonable opportunity to recover efficient costs associated with 
events that are outside of their reasonable control.  

 

Network businesses should be able to recover the costs associated with events that are outside of their 
reasonable control. 

The pass-through option is an efficient way of dealing with extreme events, which occur infrequently 
and are extremely difficult to model.  The alternative of receiving an annual allowance to be placed in a 
reserve is problematic as the reserve may need to be maintained for a significant period of time.  There 
is also the possibility that an extreme event may occur well before the reserve has reached the expected 
size for the event. 

It is also worth noting that including a pass through event does not remove regulatory oversight. In 
relation to each nominated pass through event, Powerlink will retain its incentive to operate efficiently 
and mitigate its costs.  
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Nominated Pass Through  
For the reasons discussed above, the nominated pass through events promote efficient investment in 
electricity services, and are in the long-term interests of consumers of electricity, 

Accordingly, Powerlink nominate the following additional pass through events:  

 Insurance Coverage  Event 

 Insurer’s Credit Risk Default Event 

 Natural Disaster Event. 

The basis for nominating these events, and the proposed definitions, are set out in the main body of this 
report. 

Risk Mitigation  
We note that Powerlink is an efficient and prudent NSP, manages its risk profile ensuring a suite of 
preventative, detective and mitigating controls are effective in both their design and operation.  Risk 
management is supported by complementary preparedness (including business continuity), recovery 
(both resumption of key processes and restoration of assets) and response arrangements; in line with 
best practice as outlined by Emergency Management Australia. 

It should also be noted that the interruption or cessation of transmission services, would profoundly 
impair the electricity market and cause significant economic loss. Consistent with the Security of 
Critical Infrastructure Act (2018), Powerlink is a critical electricity asset owner.  These assets are 
required therefore to be managed from a risk based as such which includes effective preventative. 
detective and mitigating (e.g. insurance, self-insurance, and / or regulatory mechanisms) controls. 

Risk management is supported by an integrated “Three Lines of Defence” assurance process that 
provides confidence that controls are designed correctly, fit for purpose and effective in operation. 

In the following sections, for each nominated pass through event, we have described the specific risk 
mitigation controls employed by Powerlink.  
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Therefore, given the specialised nature of Towers & Lines insurance and the relatively small number of 
insurers willing to place such a policy, the continuity, terms and structure of this policy is subject to 
ongoing review and analysis. 

3.3 Risk Mitigation 
Natural Disaster events, by definition, cannot be prevented or avoided.  Powerlink employs a range of 
strategies across the entire asset lifecycle to minimise and mitigate the exposure of the transmission 
network to Natural Disasters.  These include a broad range of technical preventative measures including 
minimum design standards to withstand seismic, flood and cyclonic events; and continuous asset 
monitoring and maintenance activities along with insurance cover. 
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4 Reliance’s and Limitations  
We have relied on the accuracy and completeness of the data and other information (qualitative, 
quantitative, written and verbal) provided to us by Powerlink for the purpose of this advice.   

This report has been prepared for the sole use of Powerlink for the purpose stated in the report.  It is 
not intended, nor necessarily suitable, for any other purpose.  Marsh are available to answer any queries. 

We understand that Powerlink may wish to provide a copy of the report to the Australian Energy 
Regulator distributed on a “confidential” basis.  Permission is hereby granted for such distribution on 
the condition that the entire report, rather than any excerpt, is provided.  No other use of, or reference 
to, this report should be made without prior written consent from Marsh Consulting, nor should the 
whole or part of this report be disclosed to any other person. 

Third parties, whether authorised or not to receive this report, should recognise that the furnishing of 
this report is not a substitute for their own due diligence and should place no reliance on this report or 
the data contained herein which would result in the creation of any duty or liability by Marsh to the third 
party. 

 

 

  



    

About Marsh: A global leader in insurance broking and innovative risk management solutions, Marsh’s 
30,000 colleagues advise individual and commercial clients of all sizes in over 130 countries. Marsh is a 
wholly owned subsidiary of Marsh & McLennan Companies (NYSE: MMC), the leading global professional 
services firm in the areas of risk, strategy and people. With annual revenue over US$14 billion and nearly 
65,000 colleagues worldwide, MMC helps clients navigate an increasingly dynamic and complex 
environment through four market-leading firms. In addition to Marsh, MMC is the parent company of Guy 
Carpenter, Mercer, and Oliver Wyman. Follow Marsh on Twitter @MarshGlobal; LinkedIn; Facebook; and 
YouTube, or subscribe to BRINK. 

Disclaimer: The information contained in this report is confidential, may be privileged, and is intended for 
the use of the individual or entity named. If you, the reader of this report, are not the intended recipient, the 
agent, or employee responsible for delivering this report to the intended recipient, you are expressly 
prohibited from copying, disseminating, distributing or in any other way using any of the information in this 
report. 

If this communication contains personal information we expect you to treat that information in accordance 
with the Australian Privacy Act 1988 (Cth) or equivalent. You must advise us if you cannot comply. 

© Copyright 2018 Marsh Pty Ltd. All rights reserved. M118-0057. 
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