Rebuilding NSW

Update on Electricity Networks
Long-term Lease of
the Electricity Network
The NSW Government has confirmed
it will proceed with the long-term lease
of 49% of the NSW electricity network,
introducing private investment into
TransGrid, Ausgrid and Endeavour
Energy (the “Network Businesses”). This
follows the Government’s consideration
of a Scoping Study into the proposal.

$20 Billion Infrastructure Fund Confirmed
The Government has a 10 year $20 billion
infrastructure plan - Rebuilding NSW.
This investment is only possible with the
proceeds generated by recycling capital
locked up in the electricity networks.
Proceeds from the transaction will be
supplemented by an estimated $2 billion
from Commonwealth asset recycling
incentive payments, and earnings from
transaction proceeds that will be invested
until required for Rebuilding NSW projects.
Investment earnings on the transaction
proceeds are based on an investment
strategy to deliver strong returns,
commensurate with appropriate risk
management and liquidity needs, as well
as the drawdown over a 10 year delivery
timeframe for Rebuilding NSW projects.

The regional distribution network,
Essential Energy, will remain 100%
Government owned.
The Government’s decision also
follows the completion of a community
consultation process which found
overwhelming support for its $20 billion
infrastructure plan, Rebuilding NSW, which
will be funded by the lease proceeds.
The Government has reaffirmed it will
not proceed with any transaction unless
it receives a mandate from the people of
NSW at the March 2015 State Election.

The Government has separately reserved
$2 billion from existing Restart NSW
funds to provide additional assurance for
the delivery of Rebuilding NSW.

Key Findings and Recommendations

NSW Treasury has confirmed that
funding a $20 billion Rebuilding NSW
program is achievable on the basis of the
sources of funds outlined above.

Attractive Investment Opportunity
The 99-year lease of the Network
Businesses provides a rare opportunity
to invest in regulated energy assets and
will likely attract a range of domestic and
international long-term investors, including
superannuation or pension funds.
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Transaction Structure and Sequencing

Protecting the Value of Retained Interests
The State’s interests in the leased
Network Businesses will be overseen
by a special independently governed
holding entity. The new holding entity
will have a mandate to protect the
value of taxpayers’ interest in the leased
assets through the exercise of reserved
shareholder rights.
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Essential Energy will remain a StateOwned Corporation and will not be
transferred to the holding entity.
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AER Process
The AER released draft determinations
regarding allowed revenues for the
Network Businesses on 27 November
2014. The Government will continue to
monitor the regulator’s process, with final
determinations from the AER expected
to be released by 30 April 2015 following
consultation with the Network Businesses,
the community, Government and other
stakeholders.
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The Government will proceed with a
99-year lease of 49% of the Network
Businesses, with a trade sale recommended
for TransGrid, Ausgrid and Endeavour
Energy, but with the flexibility to undertake
one transaction as an Initial Public Offering
(IPO) if market conditions change.

TransGrid, which owns, operates and
manages one of the largest high-voltage
transmission networks in Australia, will be
the first business to be leased.
The sequencing of Ausgrid and
Endeavour Energy will be confirmed in
due course, subject to market conditions
and the outcome of the Australian Energy
Regulator’s (AER’s) regulatory price
determination process.
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Benefits of the Transaction

The draft determinations have been
released as part of a consultation process
and the final outcomes will not be known
until 30 April 2015.

The long-term lease of the Network
Businesses will deliver real and lasting
benefits to the everyday lives of people
across NSW through downward pressure
on electricity prices and transformative
infrastructure investment.

Standards such as reliability and safety
are protected by legislation and will
continue to be enforced through licences.

Downward Pressure on Electricity Prices
and Consumer Protection
The facts on electricity prices are clear
and are again confirmed by the AER draft
determinations:

Turbocharging the Economy
The lease of the Network Businesses
will unlock $20 billion to fund once-ina-generation infrastructure through the
Government’s Rebuilding NSW plan.

>> Electricity network prices and
household bills are on their way
down in NSW and will continue to fall
as a result of the AER determination;

Deloitte Access Economics estimates
the Rebuilding NSW Plan will boost the
economy by almost $300 billion in just
over 20 years and will generate more
than 100,000 jobs over that period.

>> This is because the AER has
benchmarked against privately
owned networks (VIC and SA) which
are significantly more efficient than
government-owned networks (NSW
and QLD);

The funds released from the long-term
lease of Network Businesses will be added
to by an expected $2 billion from the
Commonwealth asset recycling incentive
scheme.

>> NSW residents currently pay more
than they should and do not receive
the benefits of efficiency that flow to
households and businesses in Victoria
and South Australia;

Conditions of the Transaction
The Government is committed to the
following strict conditions for the partial
lease of the Network Businesses that it
outlined in June 2014:

>> Electricity network price increases
have been the lowest in states
that have private ownership of the
networks; and

>> All net proceeds will be invested in
new productive infrastructure, through
the Restart NSW Fund;
>> The transaction will have no adverse
impact on electricity reliability;

>> As network prices are regulated by
the AER, there is no risk of a private
operator unilaterally increasing prices.

>> The regional presence of the Network
Businesses will be maintained; and

Typical residential customers could receive
the following average annual savings on
their electricity bills under the AER draft
determination proposals:
Network
Distribution
Area

>> Essential Energy will remain in full
public ownership.
The Government committed to providing a
1% discount off network prices. The AER’s
draft determinations, if implemented, would
discount network prices by over 20%, which
far exceeds the Government’s commitment.
For households, this could mean cuts to
average annual electricity bills by $183 to
$370 (or between 9% and 14%).

Potential Saving on a
Typical Household Bill
Distribution

Transmission TOTAL

Ausgrid

$189

$24

$213

Endeavour
Energy

$159

$24

$183

Essential
Energy

$346

$24

$370
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The Government will ensure that the
costs associated with the
transaction will not be borne
by electricity consumers,
a matter raised during the
Rebuilding NSW consultation.
3

The Consultation Process

All consumers will benefit from greater
efficiency and strong regulation in
electricity networks and that will be
embedded in the partial leasing.

The Government has undertaken a
number of key planning activities to
prepare for the delivery of its $20 billion
infrastructure program Rebuilding NSW.

Regional communities expressed a desire
for lower electricity network prices and
the AER draft decision confirms that this
is expected. The Government will take
steps to pursue efficiency in its retained
business, Essential Energy.

It consulted a wide range of stakeholders
to ensure the community had its say,
receiving nearly 350 written submissions
over a two-and-a-half month period. It
also conducted consultation meetings
with a broad range of stakeholders
including consumer organisations,
business groups, councils and local
communities across the State.

The Government will liaise with the
Network Businesses about how it will
respond to the AER’s determinations
regarding employment. The transitional
employment arrangements for
employees will be finalised once the AER
releases its final determination.

Some of the themes arising from the
Rebuilding NSW consultation are
reflected in this statement, and include:
>> Overwhelming support for
infrastructure investment;

State Infrastructure Strategy
The State Infrastructure Strategy
highlights the importance of sustaining
productivity growth in NSW’s major
centres and regional communities as well
as supporting population growth.

>> Ensure prices do not rise further;
>> Ensure the costs of the transaction are
not passed on to consumers;
>> Support for vulnerable households,
regardless of any transaction; and

Releasing capital from the Network
Businesses will make this strategy a
reality, allowing for:

>> Ensure that taxpayers receive good
value for money.

>> A $1.1 billion investment in the
WestConnex northern and southern
extensions and the Western Harbour
Tunnel;

A number of independent expert reports
were released on electricity pricing
and reliability to share information on
consumer protections.

>> A $7 billion investment in Sydney
Rapid Transit to fully fund a second
Harbour Rail Crossing;

The Government also sought expert
advice regarding its proposal to lease
the Network Businesses. It appointed
Deutsche Bank and UBS as financial
advisers in July 2014 to oversee a scoping
study to determine the best structure for
the transaction, in order to maximize the
return for NSW taxpayers.

>> Increasing the Government’s
commitment to the Sports and
Cultural Infrastructure Fund from
$500 million to $1.2 billion;
>> Reserving $4.1 billion for regional
transport;
>> Reserving $1 billion for regional and
metropolitan schools;
>> Reserving $1 billion for regional and
metropolitan hospitals;
>> Reserving $1 billion for water security
for regional communities;
>> Reserving $300 million for regional
tourism and the environment.
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