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Critical Issues in Regulation – From the Journals 

The Alphabet of PBR in Electric Power:  Why 
X does not tell the Full Story, Mark Meitzen, 

Philip Schoech and Dennis Weisman, The Electricity 

Journal, 30, 2017, pp. 30-37. 

This paper is about Performance-based ratemaking 

(PBR). In the electric distribution industry, PBR has 

tended to ‘ebb and flow’ in contrast to the 

telecommunications experience.  The confluence of 

factors that precipitated the rapid embrace of 

incentive regulation in telecommunications is likely to 

have set false expectations for electricity distribution.  

Whereas price-cap regulation in telecommunications 

delivered real price reductions to consumers, PBR 

may only be able to guarantee consumers a slower 

rate of price growth.  According to the authors, ‘that 

makes it a tougher sell in electric distribution’. 

The authors state that they have worked as 

practitioners and researchers in the field of incentive 

regulation since the adoption of the first price-cap 

plan for AT&T in the late 1980s.  In more recent 

years, the authors became involved in incentive 

regulation in the electric distribution industry. 

The article is organised as follows.  The first section 

is an Introduction.  The second section (‘Indexed 

PBR Basics’) contains a review of some of the basic 

PBR principles and an explanation of why, in the 

authors’ view, it is a better form of economic 

regulation than cost-of-service regulation (COSR).  

The third section is titled ‘Disparate Adoption of PBR 

in Telecommunications and Electric Distribution 

Industries’ and contains a brief explanation of the 

major reasons why there has been a disparate 

adoption of broad-based PBR indexing plans 

between the telecommunications and electricity 

distribution industries.  In section four (titled ‘The 

Alphabet of Broad-based PBR Indexing Plans’) the 

authors examine the alphabet of PBR indexing plans 

and the implications of analysing these plans using 

the ‘full alphabet’ versus the commonly-used partial 

analysis.  Section five (‘A More Complete Accounting 

of the PBR Alphabet:  Some Real-world Examples’) 

provides real-world examples of how this full-

alphabet view provides a much different perspective 

from the common partial view.  The authors conclude 

(section six) with a brief assessment of the future of 

broad-based PBR indexing plans for electricity 

distribution utilities. 

Unlike the experience in telecommunications, 

incentive regulation in the US electricity distribution 

industry has failed to gain traction.  As the authors 

explain, PBR in electricity has institutional and 

technological differences compared with 

telecommunications.  This article expands on 

previous research by exploring and recasting some 

‘fundamental misperceptions’ about the impact of 

incentive regulation in the electricity distribution 

industry.  It also covers the various impediments to its 

widespread adoption. 

In reviewing recent PBR decisions for the electricity 

distribution industry, and participating in two recent 

PBR proceedings, the authors observed the 

following:  PBR plans that appear to call for 

decreasing real prices and revenues actually permit 

overall increases in prices and revenues that exceed 

the rate of inflation.  This is largely because of 

supplemental capital mechanisms that are an add-on 

to the PBR plan.  These supplemental capital 

mechanisms typically retain elements of COSR that 

weaken the incentive properties of the overall PBR 

regime.  The authors observe that the Canadian 

province of Alberta has recently recognised this 

problem and implemented a PBR regime that seeks 

to strengthen the incentives of the supplemental 

capital mechanism.  This structure also provides 

consumers with a more accurate portrayal of the 

behaviour of prices and revenues over the course of 

the PBR regime.  The authors believe it is critical to 

focus on the collective impact of all the elements in 

the PBR regime (‘the alphabet’) rather than on the 

individual elements (‘specific letters’). 
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Twenty-five references to the professional literature 

are cited in the footnotes with date of publication 

ranging from 1989 to 2017.  Economists cited in this 

article include Severin Borenstein, Stephen 

Littlechild, and David Sappington.  

The article can be accessed by subscription to The 

Electricity Journal. 

Cooperative Investment, Access, and 
Uncertainty, Marc Bourreau, Carlo Cambini and 

Steffen Hoernig, International Journal of Industrial 

Organization, 56, January 2018, pp. 78-106. 

This paper compares the impacts on the deployment 

of network infrastructures in telecommunications of 

two different regulatory approaches – traditional one-

way access obligations and the new regulatory 

scheme of co-investment.  The authors contend that 

compulsory access provision leads to smaller 

deployment of network infrastructure than co-

investment.  This is for two reasons.  First, they argue 

that compulsory access reduces the returns from 

investment in network infrastructure.  Second, the 

authors argue that, in the presence of uncertainty, 

compulsory access provides access seekers with an 

option which hurts investors when exercised.  The 

authors argue that co-investment without access 

obligations leads to risk sharing and, by eliminating 

the access option, implies the highest network 

coverage.  They further conclude that allowing for 

access on top of co-investment actually decreases 

welfare if the access price is low.  The analysis is 

conducted using a qualitative technical model. 

The authors’ result of decreasing welfare may 

change if, ex post, the co-investment agreement 

facilitates collusion between market participants.  

Under pure co-investment, the possibility of collusion 

does not affect total coverage, but leads to higher co-

investment coverage.  Collusion, in the sense of 

higher collusive retail prices, thus entails a trade-off 

for the regulator between lower welfare in co-

investment areas and higher coverage.  Further 

research by the authors will explore the effects of 

asymmetries between co-investors (that is, 

incumbency effects) and the choice of rules for 

sharing investment costs and access profits. 

There is a seven-page Appendix to the paper which 

sets out an illustrative model. 

There are twenty-three references in the list, with 

year of publication ranging from 1986 to 2017.  

Economists cited by these authors include Mark 

Armstrong, Joshua Gans, Carl Shapiro and Ingo 

Vogelsang. 

The article can be accessed by subscription to 

International Journal of Industrial Organization. 

Optimal Regulation of Network Expansion, 

Bert Willems and Gijsbert Zwart, RAND Journal of 

Economics, 49, 1, Spring 2018, pp. 23-42. 

In this article, the authors derive rules for optimal 

regulation of network expansion by combining the 

real-option and principal-agent literatures.  In this 

framework, a regulatory exemption might sometimes 

be optimal.  Previous literature considers a regulatory 

exemption to prevent hold-up problems created by a 

lack of commitment power.  In this paper, a 

regulatory exemption is considered because of the 

combination of a self-financing constraint and 

information asymmetry.  The paper is structured as 

follows:  Introduction; Model; First-best and Monopoly 

Benchmarks; Optimal Regulation under Adverse 

Selection; Example; Discussion; Conclusion; and two 

appendices. 

The authors argue that a regulatory exemption is not 

a blanket authorisation for the business to invest 

whenever it feels fit.  It implies the requirement, in 

accordance with the relatively low expansion costs of 

the efficient business, for sufficiently early 

investment.  If the support of the asymmetric 

information is small, the efficient business requires 

less information rents, and a laissez-faire regime is 

no longer optimal.  Instead, the regulator will bunch 

the regulatory contracts for the most efficient 

businesses, obliging them to invest at below the 

monopoly price. 

The authors argue that the social optimality of 

laissez-faire is independent on the level of demand 

uncertainty, and the riskiness of investments.  This 

stands in contrast with the requirement in European 

Union energy markets that the risk should be too high 

for investments to incur without exemption.  In the 

authors’ model, the laissez-faire regime is a reward 

for the low-cost business that invests earlier than the 

high-cost business. 

In the optimal regulation, inefficient businesses are 

obliged to invest whenever the price for capacity 

reaches a threshold level.  The authors use the result 

from the literature that, when demand is stochastic, a 

price cap cannot be used both to limit the rents of the 

regulated business and to incentivise timely 

investments.  Instead, the regulator needs to rely on 

a combination of instruments.  They refer to the new 

regulation in the United Kingdom, where both a price 

cap is set and an output obligation is placed on the 

businesses.  Alternatively, the authors contend that 

the regulator could penalise a business investing late 

by increasing its tax level. 

While the authors’ model considers greenfield 

investments, they argue that the analysis also holds 

when regulated businesses are allowed by law to 
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recoup sunk investment costs of previously-built 

assets, as long as these are at or below the regulated 

level.  This is a principle of no regulatory takings.  If, 

on the other hand, some of the investments have 

already been fully paid off at the time of contracting, 

the participation constraint is relaxed, and fewer 

information rents need to be paid to investors.  The 

laissez-faire regime is then less likely to be optimal.  

The authors also assume that capacity does not 

depreciate. 

There are forty-eight references, with year of 

publication ranging from 1962 to 2017.  Economists 

cited include Harvey Averch, David Baron, Luis 

Cabral, Joshua Gans, Leland Johnson, Paul Joskow, 

Stephen King, Stephen Littlechild, Roger Myerson, 

David Sappington and Jean Tirole. 

The article can be accessed by subscription to The 

RAND Journal of Economics. 

Making ‘Cents’ of the Eastern Australian Gas 
Market, R Quentin Grafton, Xunpeng Shi and Ian 

Cronshaw, Economic Papers, 37, 1, March 2018, pp. 

42-54. 

This paper contains a review of the causes of high 

domestic gas prices and possible future gas shortfalls 

in the Eastern Australian gas market.  It explains the 

economics of gas pricing, the effects of long‐term gas 

contracts on domestic supplies and prices, and 

examines the incentives faced by gas exporters.  

Policies to respond to concerns over gas supply and 

high domestic gas prices are explored and 

alternatives presented.   

The paper is structured as follows:  Introduction; 

Causes: Gas Exports, Supply Restrictions, Market 

Imperfections (six subsections); Consequences:  

High Prices and Supply Shortfalls (three 

subsections); ‘No Easy’ Solutions (three 

subsections); and Conclusions. 

The authors observe that the rapid rise in wholesale 

gas prices in the Eastern Australian domestic market 

has provoked a number of major policy interventions.  

It is argued in this paper that the recent price 

increases are mostly explained by: the high 

production cost of unconventional gas; a price floor 

created by netback prices; market power exercised 

by owners of gas networks; and a mismatch in LNG 

export contracts and domestic supply contracts for 

industrial users.  In the authors’ view, state 

restrictions or ‘go slows’ on gas development in 

Victoria and New South Wales have also 

substantially added to the tightening of domestic gas 

markets.  

The Eastern Australian domestic gas market is now 

inextricably linked to Asian gas markets.  In turn, this 

affects the wholesale price of electricity in the 

National Electricity Market as gas‐fired power plants 

are currently the marginal producer of electricity.  

This circumstance is not likely to change in the short 

to medium term.  While policy‐makers are reaching 

for ‘quick-fix’ solutions to ‘remedy’ domestic gas 

shortfalls and temporarily high gas prices, the authors 

argue that more considered approaches are required.  

These include a focus on greater market 

transparency and working with markets, rather than 

against them.  

Market‐based policy options that go beyond gas 

markets could include electricity demand-response 

management and additional energy storage in the 

National Electricity Market to reduce electricity 

shortfalls as a result of inadequate gas supplies.  

Overall, measures that promote competition and 

prioritise gas market transparency and flexibility are 

likely to be more effective than export controls in 

achieving the goal of adequate domestic gas supplies 

in Eastern Australia, and the lowest possible 

long‐term wholesale domestic gas prices. 

There are thirty-five items in the reference list with 

year of publication ranging from 2013 to 2017.  There 

are several references to official publications 

including those of AEMO and the ACCC. 

Air Traffic Management:  Economic 
Regulation and Governance, Margaret Arblaster, 

Elsevier, February 2018. 

This book provides the latest insights on approaches 

and issues surrounding the economic regulation and 

governance of air traffic management (ATM).  The 

book begins by explaining what ATM is and showing 

its importance within the aviation industry.  It then 

outlines the unique institutional characteristics that 

govern ATM, also discussing its implications for 

economic regulation and investment.  Technological 

developments and the issues and approaches to 

safety regulation are also covered, as are the 

implications ATM has on airports.  The book 

concludes with an exploration of future directions, 

including the entry of drones into airspace and the 

introduction of competition in ATM services. 

The book is structured as follows:  1. The Air Traffic 

Management Industry Part 1 – Background on Air 

Traffic Management Technical Characteristics, 

Governance and Safety Regulation 2. Operational 

and Technological Background on ATM 3. 

Governance of ATM: An International Perspective 4. 

Governance of ATM: A National Perspective 5. 

Safety Regulation of ATM Part 2 – Economic 

Regulation of Air Traffic Management 6. Economic 

Characteristics of ATM 7. Economic Regulation of 

ATM: Principles and Approaches 8. Economic 
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Regulation of ATM:  The Structure of ATM Charges 

9. Economic Regulation of ATM: Consultation on 

Investment Part 3 – Future Directions 10. Introducing 

Competition in the Provision of Air Traffic 

Management Services 11. New Entrants into 

Airspace – Unmanned Aircraft (‘Drones’) and 

Increased Space Transportation. 

Air traffic management plays a critical role in air 

transport, impacting both air safety and the efficiency 

of air services provision.  Air navigation services are 

shifting from government provision to private industry, 

creating the need for more critical analysis of 

governance and economic regulation within the ATM 

industry. 

This book aims to:  consolidate the latest economic 

regulation and reform material regarding air traffic 

management; provide numerous practical examples 

and real-world case studies drawn from different 

countries; and explore economic regulation in both 

larger and smaller economies.  It is ‘written from an 

objective, informed and practical perspective’.  

The intended readership includes aviation academic 

researchers and graduate students; aviation 

practitioners such as airline and airport managers 

and consultants; and government policymakers and 

regulators in aviation. 

Censoring and Distortion in the Hirschman-
Herfindahl Index Computation, Maurizio Naldi 

and Marta Flamini, Economic Papers, 36, 4, 

December 2017, pp. 401-415. 

This paper is about the Hirschman-Herfindahl Index 

(HHI) (often known as the Herfindahl-Hirschman 

Index*) which is a widely-used measure of market 

concentration.  The market share of each supplier is 

squared, and then the squared amounts are added.  

A competitive market has an HHI of approximately 

zero, and a pure monopoly has an HHI of one.  Its 

exact computation requires the knowledge of the 

market share of all the businesses in the market.  

However, the authors of this paper argue that 

‘accurate estimates’ of the HHI can be computed 

from less complete data, including where only the 

market shares of the largest producers are known.  

The analysis involves algebraic and graphical 

analysis, with a verbal explanation of the formal 

results.  The paper also contains an empirical 

analysis of what is called the ‘censoring effect’ (see 

below). 

There are five sections in the paper:  Introduction; 

The Hirschman-Herfindahl Index; HHI Estimation and 

Bounding under Uncertainty (with three subsections); 

An Empirical Analysis of the Censoring Effect; 

Censoring in the Zipf Case; and Conclusions.  The 

proofs of the propositions in the paper are in an 

appendix that is five pages in length. 

The analysis involves algebraic manipulation of the 

HHI formula combined with expressions depicting the 

distribution of the size of the suppliers in the market.  

The analytical framework is based on two key 

concepts.  First, the authors introduce the idea of 

‘censoring’ where the ‘censored HHI … [is] the HHI 

computed with the k top companies as if they were 

the whole market’.  Second, the authors apply the 

concept of the ‘Zipf distribution’ or ‘Zipf’s law’, which 

relates to the rate of decline in the size of suppliers 

according to their size ranking. 

The main results are that accurate estimates of HHI 

can be computed even where market information is 

limited.  For example, where just the market shares 

of the largest producers are known, it is possible to 

provide tight lower and upper bounds for the HHI.  In 

such a circumstance, the censored HHI is an upper 

bound of the true HHI.  The authors argue that this is 

the most relevant value if dominant positions have to 

be identified – ‘dominant positions can be denied … 

when the HHI’s upper bound does not exceed the 

threshold prescribed by the anti-trust authorities’.  A 

further result is that, if just the market share of the top 

business and the market shares of a few scattered 

ranked businesses are known, then a lower bound for 

the true HHI can be computed.   

There are twenty-nine items in the reference list with 

year of publication ranging from 1971 to 2016.  Ten 

of the references are dated 2000 or before; nine are 

dated after 2000 and before 2013, and nine are 

dated 2013 or later.  (*Additional Reference:  AO 

Hirschman, ‘The Paternity of an Index’, American 

Economic Review, 54, 5, September 1964, p. 761-

762.) 

The article can be accessed by subscription to 

Economic Papers. 

Effects of Supermarket Monopsony Pricing 
on Agriculture, John Freebairn, Australian Journal 

of Agricultural and Resource Economics, 59, 2018, 

pp. 1-15. 

This paper assesses concerns about the use of 

market power by supermarkets in Australia.  The 

particular concern is the use of buying market power 

by the supermarkets to reduce prices paid for their 

farm-food product inputs.  In turn, this squeezes the 

returns to farmers.  Potential effects of alleged 

monopsony pricing of farm food products by 

supermarkets on farm product prices, quantities, 

incomes and land values are assessed relative to a 

competitive market outcome.  A long-run comparative 

static equilibrium model is used.   
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The paper is structured into the following sections:  

Introduction; Food Supply Chain; Textbook 

Monopsony versus Perfect Competition; International 

Trade; Some Generalisations and Qualifications; and 

Conclusions.  The algebra of the monopsony model 

is set out in an appendix. 

The author assesses that for both export-competing 

and import-competing products, the farm food input 

supply curve facing the supermarkets is close to 

perfectly elastic, and this limits the exercise of 

monopsony behaviour.  At the margin, the 

opportunity to reallocate agricultural land between 

traded and nontraded farm products means a highly 

elastic supply function for nontraded food inputs 

facing supermarkets.  In turn, this means that there 

are very limited monopsony effects.  Finally, the 

author assesses that ‘these results hold with greater 

force as we move from the extreme market power 

position of monopsony to the more realistic Australian 

supermarket world of oligopsony’. 

There are eighteen items in the reference list, with 
year of publication ranging from 1933 to 2017.  The 
classic reference is to Joan Robinson’s book, The 
Economics of Imperfect Competition, published in 
1933. 

The article can be accessed by subscription to the 
Australian Journal of Agricultural and Resource 
Economics. 
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Regulatory Decisions in 
Australia and New Zealand 

Australia 

Australian Competition and 
Consumer Commission (ACCC) 

Water Monitoring Report 2016-17 Released 

On 12 June 2018 the ACCC released its eighth 

water monitoring report for 2016-17.  

Electricity Generation Investment in South 
Australia 

On 8 June 2018 the ACCC welcomed the 

announcement of investment in new electricity 

generation capacity in South Australia.  

Optus Misleading Customers during NBN 
Transition 

On 23 June 2018 the ACCC issued a media release 

about Optus misleading customers about the 

transition to the NBN and it being ordered by the 

Federal Court to pay penalties. 

Transurban/WestConnex – Preliminary 
Competition Concerns 

On 17 May 2018 the ACCC expressed preliminary 

competition concerns about Transurban’s interest 

in WestConnex. 

NBN Wholesale Market Indicators Report 
Released 

On 10 May 2018 the ACCC released NBN 

Wholesale Market Indicators Report for the March 

quarter of 2018. 

Gas Inquiry Interim Report Released 

On 27 April 2018 the ACCC released its interim gas 

inquiry report. 

Airport Monitoring Report 2016-17 Released 

On 26 April 2018 the ACCC released Airport 

Monitoring Report for 2016-17. 

Communications Market Study Final Report 
Released 

On 5 April 2018 the ACCC released the Final Report 

for its Market Study of the telecommunications 

market.  Follow the link in the Media Release.  

Australian Competition Tribunal 
(ACT) 

Presentation on Limited Merits Review by the 
Honourable Justice John E Middleton 

On 31 May 2018 the Australian Competition Tribunal 
published the presentation by the Honourable 
Justice John E Middleton on what the ACT will do 
without Limited Merits Review.  

Australian Energy Market 
Commission (AEMC) 

Demand Management Scheme Commences 

On 3 April 2018 the AEMC issued a media release 

about the commencement of the demand 

management scheme.  

Australian Energy Regulator (AER) 

Rate of Return Guideline – Review by 
Independent Panel 

On 20 June 2018 the AER independent panel to 

review its Rate of Return guideline.  

Use of Levelised Cost of Energy (LOCE) 
Estimates – Staff Working Paper 

On 15 June 2018 the AER released a Staff Working 

Paper on the use of Levelised Cost of Energy 

(LOCE) estimates.  See MR here.   

NSW Gas Distribution and Transmission 
Tariffs for 2018-19 

On 7 June 2018 the AER published its approval of 

gas distribution and transmission tariffs for NSW in 

2018-19.  

South Australia Gas Distribution Tariffs for 
2018-19 

On 7 June 2018 the AER published its approval of 

gas distribution tariffs for South Australia in 2018-19. 

Queensland and Northern Territory Gas 
Transmission Tariffs for 2018-19 

On 7 June 2018 the AER published its approval for 

Queensland and Northern Territory gas 

transmission tariffs. 

Tasmania and ACT Network Tariffs Approved 
for 2018-19 

On 18 May 2018 the AER released its decision on 

network tariffs for Tasmania and the Australian 

Capital Territory for 2018-19.  

https://www.accc.gov.au/media-release/irrigation-sector-largely-stable-in-2016-17-but-challenges-ahead
https://www.accc.gov.au/media-release/accc-welcomes-new-electricity-generation-investment-in-south-australia
https://www.accc.gov.au/media-release/optus-to-pay-15-million-for-misleading-customers-during-nbn-transition
https://www.accc.gov.au/media-release/accc-concerned-about-transurbans-interest-in-westconnex
https://www.accc.gov.au/media-release/accc-concerned-about-transurbans-interest-in-westconnex
https://www.accc.gov.au/media-release/nbn-users-shift-to-higher-speedss
https://www.accc.gov.au/media-release/nbn-users-shift-to-higher-speedss
https://www.accc.gov.au/media-release/more-transparency-on-gas-pricing
https://www.accc.gov.au/media-release/more-transparency-on-gas-pricing
https://www.accc.gov.au/publications/airport-monitoring-reports/airport-monitoring-report-2016-17
https://www.accc.gov.au/publications/airport-monitoring-reports/airport-monitoring-report-2016-17
https://www.accc.gov.au/media-release/accc-finalises-report-on-communications-market
http://www.competitiontribunal.gov.au/about/speech
https://www.aemc.gov.au/news-centre/media-releases/customers-benefit-lower-network-prices-demand-management-incentive
https://www.aer.gov.au/communication/aer-establishes-an-independent-panel-to-review-the-rate-of-return-guideline
https://www.aer.gov.au/communication/aer-establishes-an-independent-panel-to-review-the-rate-of-return-guideline
https://www.aer.gov.au/communication/nsw-gas-distribution-and-transmission-tariffs-for-2018-19
https://www.aer.gov.au/communication/sa-gas-distribution-tariffs-for-2018-19
https://www.aer.gov.au/communication/qld-and-nt-gas-transmission-tariffs-for-2018-19
https://www.aer.gov.au/communication/aer-approves-network-tariffs-for-tasmania-and-act
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Queensland Network Tariffs for 2018-19 
Approved 

On 18 May 2018 the AER issued a news release 

announcing its approval of Queensland network 

tariffs for 2018-19.   

NSW Network Tariffs for 2018-19 Approved 

On 18 May 2018 the AER announced that it had 

approved the NSW network tariffs for 2018-19. 

South Australia Network Tariffs for 2018-19 
Approved 

On 18 May 2018 the AER released its approved 

tariffs for South Australia network tariffs for 2018-19.  

TransGrid Revenue for 2018-23 – Final 
Decision 

On 18 May 2018 the AER announced its decision on 

TransGrid revenues over the 2018-23 regulatory 

period. 

ElectraNet Revenue for 2018-23 – Final 
Decision 

On 30 April 2018 the AER announced its decision on 

ElectraNet revenue for the 2018-23 regulatory 

period. 

Wholesale Electricity Prices Higher Since 
Hazelwood Closure 

On 29 March 2018 the AER released its findings on 

the effect of the closure of Hazelwood on wholesale 

electricity prices in Victoria and South Australia. 

National Competition Council 
(NCC) 

No reportable matters  

Australian Capital Territory 

Independent Competition and 
Regulation Commission (ICRC) 

Annual Update on Retail Electricity Prices 

On 7 June 2018 the ICRC released its annual 

update on retail electricity prices in the ACT. 

Regulated Water and Sewerage – Final 
Decision 

On 1 May 2018 the ICRC released its final decision 

on regulated water and sewerage charges for 2018-

23. 

New South Wales 

Independent Pricing and 
Regulatory Tribunal (IPART) 

WaterNSW Rural Bulk Water – Final Report 

On 5 June 2018 the IPART released its final report 

on WaterNSW’s rural bulk water prices for 2017 to 

2021.  

Solar Feed-in Tariffs 2018-19 – Draft 
Determination 

On 8 May 2018 the IPART released the draft 

benchmark, for comment.  A final report will be 

released by 30 June 2018. 

Northern Territory 

Utilities Commission 

Port of Darwin Reporting Requirements 

On 2 May 2018 the Utilities Commission issued 

requirements for the private port operator’s 

annual reports to the Commission, regarding 

material instances of non-compliance with its access 

policy.  

Queensland 

Queensland Competition Authority 
(QCA) 

Solar Feed-in Tariff for Regional Queensland 
– Final Report 

On 31 May 2018 the QCA announced a mandatory 

solar feed-in tariff for customers in regional 

Queensland for 2018–19. 

Regulated Retail Electricity Prices for 
Regional Queensland in 2018-19 – Final 
Decision 

On 31 May 2018 the QCA released its final decision 

on regulated retail electricity prices for regional 

Queensland in 2018–19. 

Seqwater Bulk Water Price Review 

On 9 April 2018 the QCA published its final report 

recommending bulk water prices for south east 

Queensland for 2018–21. 

 

https://www.aer.gov.au/news-release/lower-network-tariffs-in-queensland-a-win-for-consumers
https://www.aer.gov.au/news-release/nsw-network-tariffs-to-remain-stable-aer
https://www.aer.gov.au/news-release/aer-releases-south-australian-network-tariffs
https://www.aer.gov.au/news-release/aer-releases-south-australian-network-tariffs
https://www.aer.gov.au/news-release/aer-issues-decision-on-transgrid-revenues
https://www.aer.gov.au/news-release/stability-for-south-australian-customers-in-electranet-decision-aer
https://www.aer.gov.au/wholesale-markets/market-performance/aer-electricity-wholesale-performance-monitoring-hazelwood-advice-march-2018
http://www.icrc.act.gov.au/energy/electricity/retail-electricity-prices-2017-2020/
http://www.icrc.act.gov.au/energy/electricity/retail-electricity-prices-2017-2020/
http://www.icrc.act.gov.au/water-and-sewerage/regulated-water-and-sewerage-services-prices-2018-23/
https://www.ipart.nsw.gov.au/Home/Industries/Water/Reviews/Rural-Water/Prices-for-WaterNSW%e2%80%99s-Rural-Bulk-Water-Services-from-1-July-2017-formerly-State-Water-Corporation
https://www.ipart.nsw.gov.au/Home/Industries/Energy/Reviews/Electricity/Solar-feed-in-tariffs-201819/08-May-2018-Media-Release/Media-Release-Solar-feed-in-tariffs-201819-May-2018
https://www.ipart.nsw.gov.au/Home/Industries/Energy/Reviews/Electricity/Solar-feed-in-tariffs-201819/08-May-2018-Media-Release/Media-Release-Solar-feed-in-tariffs-201819-May-2018
http://www.utilicom.nt.gov.au/Newsroom/Lists/Posts/Post.aspx?ID=263
http://www.utilicom.nt.gov.au/Newsroom/Lists/Posts/Post.aspx?ID=263
http://www.qca.org.au/Media-Centre/Media-Releases/Media-Releases/2018/May/2018–19-Solar-Feed-in-tariff-for-regional-Queensla
http://www.qca.org.au/Media-Centre/Media-Releases/Media-Releases/2018/May/2018–19-Solar-Feed-in-tariff-for-regional-Queensla
http://www.qca.org.au/Media-Centre/Media-Releases/Media-Releases/2018/May/Regulated-Retail-Electricity-Prices-for-Regional-Q
http://www.qca.org.au/Media-Centre/Media-Releases/Media-Releases/2018/May/Regulated-Retail-Electricity-Prices-for-Regional-Q
http://www.qca.org.au/Media-Centre/Media-Releases/Media-Releases/2018/Apr/Seqwater-Bulk-Water-Prices-2018-21
http://www.qca.org.au/Media-Centre/Media-Releases/Media-Releases/2018/Apr/Seqwater-Bulk-Water-Prices-2018-21
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South Australia 

Essential Services Commission of 
South Australia (ESCOSA) 

Electricity Transmission Code Review – Draft 
Decision 

On 26 April 2018 the ESCOSA released a draft 

decision on proposed amendments to the Code.  

Feedback was required by 2 June 2018. 

Tasmania 

Office of the Tasmanian Economic 
Regulator (OTTER) 

Standing Offer Regulated Electricity Prices 
and Feed-In Tariffs to Apply from 1 July 2018 

On 21 June 2018 the OTTER announced the 

standing offer electricity prices that Aurora Energy 

can charge and the feed-in tariffs to apply from 1 July 

2018.  See here.    

Victoria 

Essential Services Commission 
(ESC) 

Water Price Review – Prices Approved 

On 19 June 2018 the ESC announced completion of 

its review of prices that 17 Victorian water 

businesses propose to charge from 1 July 2018 to 

30 June 2023. 

Western Australia 

Economic Regulation Authority 
(ERA) 

Energy Price Limits for 2018 Approved 

On 22 June 2018 the ERA announced that it had 
approved the Australian Energy Market Operator’s 
proposed energy price limits.  This limit is set by the 
cost of gas-fired generation.  See here for decision 
report  

Goldfields Gas Pipeline 

On 12 June 2018 the ERA announced its approval of 
an adjustment to the reference tariffs for the 
Goldfields Gas Pipeline. 

WACC Consultation 

See Notes on Interesting Decisions. 

Western Power’s Access Arrangement – 
Draft Decision 

On 2 May 2018 the ERA released a draft decision 

that Western Power’s proposed access arrangement, 

for 1 July 2017 to 30 June 2022, has not been 

approved.   

New Zealand 

New Zealand Commerce 
Commission (CCNZ) 

Electricity Price-Quality Resets – Process 
Commenced 

On 14 June 2018 the CCNZ released the key 
milestones and consultation steps for the 2020 reset 
of 17 electricity lines companies’ price-quality 
paths.  Feedback is required by 17 July 2018 and it 
is expected an issues paper will be released in 
November 2018. 

Emerging Technologies in Electricity – Better 
Understanding Sought 

On 9 May 2018 the CCNZ announced its plan to seek 

an understanding of what emerging technologies are 

being deployed in electricity distributors’ networks, 

including distributors’ own investments, what effect 

emerging technologies are having, and how 

investment in it is being accounted for.   

https://www.escosa.sa.gov.au/news/electricity-news/e-tcr-draft
https://www.escosa.sa.gov.au/news/electricity-news/e-tcr-draft
http://www.economicregulator.tas.gov.au/Documents/18%201298%20%20Media%20Release.pdf
https://www.esc.vic.gov.au/water/water-prices-tariffs-and-special-drainage/water-price-reviews/water-price-review-2018
https://www.esc.vic.gov.au/water/water-prices-tariffs-and-special-drainage/water-price-reviews/water-price-review-2018
https://www.erawa.com.au/cproot/19217/2/Energy%20Price%20Limits%20Decision%202018.pdf
https://www.erawa.com.au/cproot/19217/2/Energy%20Price%20Limits%20Decision%202018.pdf
https://www.erawa.com.au/cproot/19153/2/GGP%20AA3%20-%20Notice%20-%20Tariff%20Variation%20from%201%20July%202018.pdf
https://www.erawa.com.au/cproot/18946/2/WPAA4%20-%20Media%20statement%20-%20draft%20decision%20release.pdf
http://www.comcom.govt.nz/the-commission/media-centre/media-releases/detail/2018/process-kicked-off-for-2020-reset-of-electricity-lines-companies-price-quality-paths
http://www.comcom.govt.nz/the-commission/media-centre/media-releases/detail/2018/process-kicked-off-for-2020-reset-of-electricity-lines-companies-price-quality-paths
http://www.comcom.govt.nz/the-commission/media-centre/media-releases/detail/2018/process-kicked-off-for-2020-reset-of-electricity-lines-companies-price-quality-paths
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Study of Fibre Services Launched 

On 27 April 2018 the CCNZ launched a study of 
fibre services to help it prepare for future regulation 
of fibre networks.  

Auckland Airport’s Profits – Concern about 
Level 

On 26 April 2018 the CCNZ released a draft report 
which expressed concern that Auckland International 
Airport’s profits may be too high over the period 1 
July 2017 to 30 June 2022. 

Telecommunications Market – Paper 
Released 

On 10 April 2018 the CCNZ released a snapshot 

paper about telecommunications market 

developments in 2017. 

 

http://www.comcom.govt.nz/the-commission/media-centre/media-releases/detail/2018/study-to-improve-understanding-of-fibre-services-ahead-of-future-regulation-
http://www.comcom.govt.nz/the-commission/media-centre/media-releases/detail/2018/study-to-improve-understanding-of-fibre-services-ahead-of-future-regulation-
http://www.comcom.govt.nz/the-commission/media-centre/media-releases/detail/2018/commission-concerned-auckland-airports-profits-may-be-too-high-
http://www.comcom.govt.nz/the-commission/media-centre/media-releases/detail/2018/commission-releases-telco-market-developments-snapshot-for-2017
http://www.comcom.govt.nz/the-commission/media-centre/media-releases/detail/2018/commission-releases-telco-market-developments-snapshot-for-2017
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Notes on Interesting Decisions 

Economic Regulatory Authority’s 
Consultation on the Method of Determining 
the Weighted Average Cost of Capital 

On 29 May 2018 the Economic Regulatory Authority 
(ERA) of Western Australia released a Consultation 
Paper on the method of determining the weighted 
average cost of capital (WACC) for railway networks.  
The consultation paper provides a summary of the 
method used by the ERA to estimate the WACC for 
regulated railways, and invites comment on:  the 
WACC framework; the method for estimating WACC 
parameters; and any other matter associated with the 
ERA’s determination of the WACC for 2018. 

The Railways Access Code 2000 requires the ERA to 
determine each year a long-term WACC to be 
applied in the establishment of capital costs for 
regulated railways in that year.  Clause 3 of Schedule 
4 of the Code further requires that, in every fifth year 
subsequent to 2003, the ERA invite interested parties 
to make written submissions, and to have regard to 
these submissions prior to determining the WACC 
values for that year. 

Details of the method currently used by the ERA are 
provided in the following documents available on the 
ERA’s website:  Review of the Method for Estimating 
the Weighted Average Cost of Capital for the 
Regulated Railway Networks (provides an overview 
of submissions considered in the finalisation of the 
current method, and detailed empirical analysis); and 
Determination on the 2016 Weighted Average Cost of 
Capital for the Freight and Urban Railway Networks, 
and for Pilbara Railways. 

The method indicated in the 2016 determination was 
used in 2016 and 2017.  This method was 
unchanged from the method used in the 2015 
determination, with the exception of the estimation of 
the inflation parameter.  This changed from a long-
run forward looking estimate in 2015 to an annually 
updated estimate derived from Treasury Bond rates. 

The ERA points out that for most WACC parameters 
there has been no material change to the current 
regulatory method, which reflects the considerations 
made by stakeholders in submissions in the past.  
The ERA indicated that it will continue to use this 
method for the 2018 determination subject to any 
written submissions from stakeholders.  However, the 
ERA is also considering a variation to the means of 
choosing a point estimate for the Market Risk 
Premium from the range of available models. 

The ERA has consulted on appropriate criteria for 
applying regulatory discretion in the estimation of 
WACC parameters.  The resulting criteria referred to 
by the ERA are as follows: 

The ERA’s estimation of the WACC is driven by the 
high level principles detailed below: 

 Estimates are driven by economic principles and 
based on a strong theoretical foundation, 
informed by empirical analysis. 

 The WACC method is fit for purpose, including 
being:  able to perform well in estimating the 
return on debt and the return on equity over the 
regulatory years of the access time horizon; and 
implemented in accordance with best practice. 

 Estimates are supported by robust, transparent 
and replicable analysis that is derived from 
available and credible datasets.  This includes 
analysis being based on quantitative modelling 
that:  is robust enough to not be unduly sensitive 
to small changes in the input data; and avoids 
arbitrary filtering or adjustment of data, which 
does not have a sound rationale. 

 Estimates are capable of reflecting changes in 
market conditions and able to incorporate new 
information as it becomes available. 

 The WACC method is supportive of specific 
regulatory aims, and thereby:  recognises the 
desirability of consistent approaches to regulation 
across industries, so as to promote economic 
efficiency; seeks to achieve rates of return that 
would be consistent with the outcomes of 
efficient, effectively competitive markets; as far 
as possible, ensures that the net present value of 
returns is sufficient to cover a service providers’ 
efficient expenditures (the ‘NPV=0’ condition); 
provides incentives to finance efficiently; 
promotes simple approaches to estimating the 
rate of return over complex approaches, where 
appropriate; promotes reasoned, predictable and 
transparent decision making; and enhances the 
credibility and acceptability of a decision. 

Consistent with the ERA’s previous practice, some 
parameters are updated annually to reflect prevailing 
market conditions and others are reviewed less 
frequently, typically coinciding with major reviews of 
method or a significant change in market conditions.  
The parameters typically subject to an annual update 
are the nominal risk-free rate, inflation, debt margins 
and risk premiums.  

 

https://www.erawa.com.au/cproot/19011/2/WACC%20consultation%20paper%202018.pdf
https://www.erawa.com.au/cproot/19011/2/WACC%20consultation%20paper%202018.pdf
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Regulatory News 

2018 ACCC/AER Regulatory Conference  

The 2018 ACCC/AER Regulatory Conference will be 

held in Brisbane at the Brisbane Convention and 

Exhibition Centre on Thursday 26 and Friday 27 July 

2018.  Details about the conference and how to 

register are available on the ACCC’s regulatory 

conference webpage. 
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