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SUMMARY

Australia is undergoing a transformational shift to net zero. A key feature of this
transformation is the replacement of centralised thermal generation with decentralised
renewable generation.

There is broad consensus that transmission is a critical enabler for the transition to net zero,
both in the national electricity market (NEM) and for the economy more broadly. This
transition will require an unprecedented level of investment in, and build of, transmission
infrastructure to deliver power from renewable generation and energy storage to consumers,
and to deliver it quickly.

The scale of transmission investment required, coupled with the speed of the energy
transition, presents unique opportunities and challenges for the existing regulatory
framework. This framework was developed and has evolved over a period of incremental
growth of the grid where the framework was weighted to minimise the risk of overbuilding,
rather than the current required pace of step-change growth set out in the Australian Energy
Market Operator’s (AEMO) Integrated System Plan (ISP).

The AEMC's Transmission planning and investment review (the Review) was established to
consider how to ensure that the regulatory framework supports the timely and efficient
delivery of major transmission projects, while ensuring investment in these projects are in the
long-term interests of consumers. This document is the draft report on Stage 3 of the
Review.

The Stage 3 draft report is part of a larger body of work to support the timely and
efficient delivery of major transmission projects to support the transition to net
zero.

The Review is part of a larger program of work to make sure the national regulatory
framework supports the transition to net zero. The program of work seeks to create a
national regulatory framework for transmission that ensures major projects that are required
are delivered in the most timely possible way with robust consumer protections in place.

The upcoming Review of the ISP process is also focused on these issues, while the Energy
Security Board’s access reform workstream seeks to address increasing congestion in the grid
by considering approaches to facilitate efficient use of transmission, generation and storage
assets and to assure that consumer processes are appropriate.
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Figure 1:  Stage 3 of the Transmission Review is part of a larger body of work on
transmission reform
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The Commission’s Review looks at multiple issues relating to the planning and delivery of
transmission infrastructure. Many of these issues are complex and interlinked, but all go to
the overarching objective of obtaining the right balance between time and efficiency to
support the transition to net zero.

This Review is being delivered in stages. This recognises that some issues can be addressed
more quickly, while others will require significant work due to their inherent complexity.
These stages are:

» Stage 2 — near-term reforms: This stage focuses on recommendations to help manage
uncertainty in the near-term, with solutions to these issues potentially being able to be
implemented sooner.

» Stage 3 — longer-term reforms: This stage focuses on priority issues that are of
considerable complexity, with further consideration required to establish the scope and
source of issues prior to considering proportionate solutions.

«  Contestability workstream: This workstream focuses on delivering a recommendation on
whether contestability should be explored in more detail, and if so, in what form.

As well as the complementary work in access reform and the upcoming ISP review, the

Material change in network infrastructure project costs rule change is also being progressed.

Issues relating to the economic assessment process, cost estimate accuracy and
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transparency are explored under the rule change.

Stage 3 of the Review considers several areas in the framework where the
regulatory treatment for major projects can be simplified, made more timely, and
provide more certainty

The draft positions in Stage 3 seek to examine several areas in the framework where the
regulatory treatment of major projects can be simplified, made more timely, and provide
more certainty. A regulatory framework that is sufficiently clear and flexible to support the
timely and efficient delivery of major transmission projects is crucial given the scale and
significance of transmission investment required to facilitate the decarbonisation of the
energy system.

The Commission has drawn on stakeholder feedback to prioritise 5 key issues in Stage 3.
These are: the economic assessment process for ISP projects, the treatment of emissions
abatement and transmission planning, the treatment of concessional finance, the
appropriateness of the ex-ante incentive-based regulatory framework and TNSPs’ exclusive
right but no obligation to invest. These 5 issues are the focus of this Draft report, with the
Commission’s positions on each issue detailed below.

We are considering a spectrum of alternative options to the current economic
assessment process to identify if changes would support the timely delivery of
strategically important projects

A streamlined economic assessment process could provide greater certainty through a
simplified framework and allow for the timely delivery of ISP projects and their associated
consumer benefits.

We are seeking feedback on three strawperson options, which set out a spectrum of
alternatives to the current economic assessment process for ISP projects. We are seeking
stakeholder feedback on whether any of these options should be taken forward for further
development and assessment or if we should be considering any other options, including
variations or hybrids of the three options presented.

In light of the ISP review that the AEMC is required to complete by mid-2025, we consider it
is appropriate to think broadly about possible alternatives. The work on the economic
assessment process in Stage 3 of the Review is a starting point for the ISP review required
under Clause 11.126.10 of the NER.

Transmission planning considers the role of transmission in the transition to net
zero

Recent significant changes indicate an increase in emissions abatement ambitions in
Australia. Most notably, there has been a change in the federal government and the
introduction of the Climate Change Act which seeks to legislate Australia’s greenhouse gas
emission reduction targets — a 43 per cent reduction from 2005 levels by 2030 and net zero
by 2050.

Although these targets are economy-wide commitments and therefore apply to all sectors,
the electricity sector is one of Australia’s largest emitters and it will also have a key role in
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facilitating Australia’s decarbonisation through the electrification of other sectors. This role is
reinforced by the recent agreement among Energy Ministers to fast-track an emissions
objective into the NEO.

In this context and in response to stakeholder requests, this report sets out how emissions
abatement is currently factored into transmission planning. We will continue to monitor
developments with respect to climate legislation and an emissions objective in the national
electricity objective (NEO) to ensure that emissions abatement continues to be appropriately
factored into transmission planning in the future.

However, the Commission notes that determining whether the treatment of emissions
abatement in transmission planning is appropriate could be assisted by clear policy direction
regarding the expected contribution of the energy sector to Australia’s decarbonisation.

Additional guidance is necessary to clarify how benefits from concessional finance
are treated in the framework

The Commission recognises the increasing potential to use concessional finance to support
timely investment in transmission infrastructure, notably in the context of the announcement
of the Federal Government’s Rewiring the Nation fund.

Given the existing National Electricity Rules (NER) do not explicitly recognise the treatment of
concessional finance, additional guidance will be beneficial in clarifying its treatment in the
regulatory framework and how the benefits can be allocated based on the intended purpose
of the concessional finance.

We are seeking stakeholder feedback on the key questions we are exploring as we consider
the appropriate regulatory treatment of benefits from concessional finance, including:

» how the regulatory framework could be amended to provide additional guidance on
processes and information required to facilitate the treatment of concessional finance in
the NER? and

» how to recognise these benefits in the economic assessments which inform the ISP as
well as the regulatory investment test for transmission (RIT-T)?

A new incentive mechanism may be a suitable response to manage delivery risk
associated with TNSPs’ exclusive right with no obligation to invest

The Commission sees value in a new incentive mechanism to manage delivery risk associated
with TNSPs’ exclusive right to invest but with no corresponding obligation to invest. A Timely
Delivery Incentive (TDI) could provide a way to encourage a timely investment decision and
project delivery to align TNSPs' interests with those of consumers.

We are seeking stakeholder feedback to inform whether a TDI is proportionate and/or
necessary. Detailed design considerations will be put forward if a mechanism is deemed to be
considered a proportionate response to the problem.

There are opportunities to build on existing processes to support TNSPs in
managing increased cost risk and/or uncertainty associated with major projects

Consistent with stakeholder submissions, the Commission recognises the potential for a
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higher risk of project cost overruns for large-scale capital projects, relative to more modest
projects.

The Commission’s draft position is that recent developments under the ISP Rules framework
— namely ex-ante risk allowances and the staged contingent project application(CPA) process
— allow TNSPs to appropriately manage risk and uncertainty around the costs of major
projects and that these processes should be given the opportunity to mature.

However, the Commission is seeking stakeholder feedback on two specific areas of the
regulatory framework that may warrant further consideration: (i) the potential merits of a
separate, targeted ex-post review process by the AER that examines expenditure associated
with specific ISP projects, and (ii) whether there are circumstances in which it is appropriate
to allow the CPA process for a large transmission project to be split into more than two
stages.

Submissions are due by 03 November 2022 with other engagement opportunities
to follow

Written submissions from stakeholders commenting on the issues and key questions raised in
this Draft report are requested by 03 November 2022. Following the receipt of submissions,
the Commission may make use of stakeholder workshops, roundtable meetings and bilateral
or multilateral discussions to progress matters requiring further consideration.

A public forum on the Stage 3 Draft report will be held by the Commission during the
consultation period. Details of the forum will be published alongside this report.
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INTRODUCTION

This report is the AEMC’s draft report on Stage 3 of its Transmission Planning and Investment
Review. This chapter outlines:

« the purpose of the Review and the particular focus of Stage 3

» the other stages of the Review and the associated Material change in network
infrastructure project costs rule change

« the assessment framework for the Review
* how the remainder of the Stage 3 - draft report is structured
* how to lodge a submission and next steps.

The Review'’s purpose is to explore options to support the timely
and efficient delivery of major transmission projects

Australia is undergoing a transformation to net zero. A key feature of this transformation is
the replacement of centralised thermal generation with decentralised renewable generation.
There is broad consensus that transmission is a critical enabler for the transition of both the
NEM and the broader economy to net zero and that the speed and scale of decarbonisation
of the NEM require substantial investment in and build of transmission infrastructure to bring
power from renewable generation and storage to consumers. It is vital that we streamline
the process to faciliate the transition to net zero while balancing rigour to ensure customers
are not paying for more than they should.

The current regulatory framework was developed and has evolved over a period of
incremental growth, not the current pace of step-change growth set out in the Integrated
System Plan (ISP). The scale of this investment combined with the speed of the energy
transition means that it is appropriate to consider whether the current regulatory framework
is sufficiently flexible to support the timely and efficient delivery of major transmission
projects, while ensuring the right investments are made and that these are in the long-term
interests of consumers.! The objective of this Review is therefore to ensure that the
regulatory framework strikes an appropriate balance between enabling timely investment in
and delivery of major transmission projects, at a time when significant growth is required to
facilitate the transition to net zero, and ensuring that they deliver beneficial outcomes to
consumers.

The priority issues to be addressed via the Review have been separated into several areas
given their range and complexity

Drawing on the inputs of stakeholders, Stage 1 of the Review identified those issues that are
most material in the context of major transmission projects and that could deliver the

1 For the purposes of this Review, the Commission considers major transmission projects to be projects of a significant size, scale
and scope such that they are associated with greater uncertainty relative to BAU investments. ISP projects are an example of a
major transmission project.

[ 1
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greatest prospective gains to consumers. Given the range and complexity of these issues,
they are being considered in the Review in the following ways:

« Stage 2 — near-term reforms: This stage focuses on recommendations to help manage
uncertainty in the near-term, with resolution of issues potentially being able to be
implemented sooner.

« Stage 3 — longer-term reforms: This stage considers priority issues of greater complexity,
requiring more time to consider the scope and source of issues prior to considering
proportionate solutions.

« Contestability workstream: This workstream focuses on delivering a recommendation on
whether contestability should be explored in more detail, and if so, in what form.

» Material change in network infrastructure project costs rule change: This rule change
project considers amendment of the material change provisions in the NER to improve
consumer confidence in the efficiency of network infrastructure projects.

The key milestones for Stage 3 are outlined in Table 1.1 below.

Table 1.1: Key deliverables

DELIVERABLE STAGE 3

Publish draft report 21 September 2022
Submissions due 3 November 2022
Publish final report March 2023

The draft positions in Stage 3 consider several areas in the framework where the regulatory
treatment of major projects can be simplified, made more timely, and provide more
certainty

The draft positions in Stage 3 examine several areas in the framework where there is the
opportunity for the regulatory treatment of major projects to be simplified, made more
timely, and provide more certainty. A regulatory framework that is sufficiently clear and
flexible to support the timely and efficient delivery of major transmission projects is crucial
given the large scale and significance of transmission investment required to facilitate the
decarbonisation of the energy system. These areas are of considerable complexity, relate
primarily to longer-term reforms, and include consideration of:

« aspectrum of alternatives to the current economic assessment process for ISP projects
and whether any of these options could better facilitate the timely transition to net zero
while balancing rigour in the economic assessment process. This is the focus of Chapter
2 of this report. See Appendix A for supplementary information.

» the evolving policy landscape regarding emissions abatement and the role of
transmission planning in the transition to net zero. This chapter includes consideration of
how the current scenario planning approach underpinning the ISP — that flows through to
the application of the Regulatory Investment test for Transmission (RIT-T) — factors
emissions abatement into transmission planning, including in relation to detailed
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jurisdictional environmental and energy policies and broader emission abatement
ambitions and/or targets. This is the focus of Chapter 3 of this report. See Appendix B
for supplementary information.

« the regulatory treatment of concessional finance given the recent announcement of
the Rewiring the Nation fund policy and that the NER does not explicitly recognise the
treatment of concessional finance. The Review will seek to provide additional guidance to
clarify the treatment of concessional finance and how the benefits can be allocated based
on the intended purpose of the concessional finance. This is the focus of Chapter 4 of
this report.

« whether transmission network service providers (TNSPs) face suitable incentives and
obligations to invest to encourage a timely investment decision in major transmission
projects. The Commission is exploring whether an incentive to align the interests of
TNSPs’ interests with those of consumers by encouraging the timely investment in, and
delivery of, projects is a proportionate and/or necessary response to the exclusive right
with no obligation to invest. This is the focus of Chapter 5 of this report.

« whether the existing mechanisms to promote and assist management of cost risk and
uncertainty in the ex-ante regulatory framework remain appropriate for major
projects and where changes could be made to support TNSPs in the management of cost
risk and uncertainty. This is the focus of Chapter 6 of this report.

Further, the Commission has made the decision to not further progress one issue related to
the types of benefits incorporated into the cost-benefit test that underpins the economic
assessment process, namely whether and how to include wider benefits in the RIT-T and
ISP assessment. Appendix C provides a summary of the issue and the rationale for not
further progressing this issue as part of this Review.

Importantly, the Commission remains cognisant of the interrelationships between issues
explored across the different stages of the Review. For example, some areas of the
regulatory framework which have been considered in the Stage 2 draft report in relation to a
specific priority issue may be explored further under Stage 3 when looking at alternatives to
the current economic assessment process for ISP projects.

Other stages of the Review and the Material change in network
infrastructure project costs rule change request consider
interrelated issues

Stage 2 of the Review focuses on changes that are designed to help manage uncertainty in
the near-term and support the timely and efficient delivery of major transmission projects
The Commission published the draft report for Stage 2 of the Review on 2 June 2022. Based
on stakeholder feedback to the consultation paper, the Commission identified 4 key issues for
Stage 2 of the Review. The draft recommendations under Stage 2 of the Review seek to help
manage uncertainty in the near-term to support the timely and efficient delivery of major
transmission projects by focusing on the following issues:

« introducing greater flexibility to the regulatory framework to mitigate the foreseeable risk
that financeability concerns may arise in the future



Australian Energy
Market Commission

1.2.2

1.2.3

Draft report
TPIR Stage 3: Longer-term reforms
21 September 2022

« providing greater clarity and seeking feedback on potential improvements to the
regulatory framework to support building social licence, i.e. facilitating community
engagement and the acceptance of major transmission investments

« providing greater clarity regarding the distinction of preparatory activities and early
works, along with their respective cost recovery processes

« improving the workability of the feedback loop so that it can operate as an effective
consumer safeguard and be completed in a timely manner.

The Contestability workstream

The Commission initially intended to examine contestability as a potential solution to the risk
that major transmission projects are not delivered, given that TNSPs have an exclusive right
but no corresponding obligation to invest. However, having considered the potential for
contestability as a solution to multiple issues considered under the Review, the Commission
concluded that an expanded scope for the contestability workstream is appropriate. The
Commission is now examining the suitability of contestability in the provision of transmission
services as an alternative approach to the existing regulation of major transmission projects.
This involves examining various potential models of contestability to assess their relative
costs and benefits through a high-level analysis and comparison.

To manage the significant volume of work required to explore this issue, the Commission is
progressing work on contestability separately (but in parallel) to the issues being examined
as part of Stage 3 of the Review.

The Commission published an options paper on 7 July. Subsequently, the Commission will
recommend whether contestability should be explored in more detail and, if so, what the
preferred contestable model is.

The Material change in network infrastructure project costs rule change is looking at issues
that complement the review including cost estimate accuracy and transparency

The Material change in network infrastructure project costs rule change was submitted by the
Energy Users Association of Australia (EUAA), Delta Electricity, Major Energy Users, ERM
Power Limited and AGL Energy and seeks to amend the material change provisions in the
NER to improve consumer confidence in the efficiency of network infrastructure projects. The
rule change request proposed changes to:

« amend the NER to require a RIT-T proponent to reapply the RIT-T process if, following
completion of the RIT-T, project costs have increased by 10 percent (for larger
transmission and distribution projects) or 15 percent (for smaller transmission and
distribution projects), unless an exemption is granted by the Australian Energy Regulator
(AER)

« improve cost estimate robustness in the RIT-T to identify the preferred option, and

* request a transitional rule requiring reassessment of Project EnergyConnect (PEC) via a
requirement to update the PACR (the final Regulatory Investment Test for Transmission -
RIT-T report).
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Under the existing arrangements, the RIT-T must only be reapplied where, in the reasonable
opinion of the project proponent, there has been a material change in circumstances which
means the preferred option identified in the final RIT-T report is no longer the preferred
option. The rule change proponents consider that this does not adequately protect consumer
interests.

The Commission published a more preferable draft rule and draft determination on 7 July
2022.2

The draft rule seeks to add clarity to the process for determining whether a material change
in circumstances has occurred by requiring certain RIT proponents to develop reopening
triggers which, if met, would require the RIT proponent to consider if and how to reconsider
the extent to which the previously identified preferred option is likely to remain the most net
beneficial option in light of the changed circumstances.

The draft rule additionally seeks to improve cost estimate accuracy by clarifying the rules
governing the guidelines for RITs in order to support strengthened guidelines for cost
estimate development.

The rule change request is being considered alongside the Review and is using the same
assessment framework.

Assessment framework

This section sets out the Commission’s assessment framework for the Review and responds
to stakeholder comments on the assessment framework proposed in the consultation paper.
It discusses the overarching National Electricity Objective (NEO) that guides all of the
Commission’s work in relation to electricity, including this Review. It then outlines the criteria
that we will use in testing whether reforms to the regulatory framework promote the NEO.

National Electricity Objective

This Review is considering potential changes to the NER. As such, the national energy
objective relevant to this Review is the NEO:3

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:

a) price, quality, safety, reliability and security of supply of electricity and

b) the reliability, safety and security of the national electricity system.

Consistent with the terms of reference for the Review, the Commission considers that the
relevant aspects of the NEO are the promotion of efficient investment in, and efficient

2 AEMC Material change in network /nfrastructure prOJect costs, Draft determination, 7 July 2002 available online at

3 Section 7 of the NEL.
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operation and use of electricity services for the long term interests of consumers of electricity
with respect to price, quality, safety, security and reliability.*

Assessment framework criteria

The assessment framework criteria summarised in Table 1.2 have been used to assessed
whether the Stage 3 draft recommendations promote the NEO. The Commission notes two
changes to the assessment criteria which have been made to reflect an internal strategic
initiative to support decision-making in the assessment of issues and potential solutions in
rule changes and/or reviews. The changes include reflecting the Commission’s focus on
‘outcomes for customers’ as a key criterion and the inclusion of a specific criterion for
‘decarbonisation’.

Table 1.2: Assessment framework criteria
CRITERIA EXPLANATION

Assesses whether the regulatory arrangements promote and
appropriately balance the timely and efficient delivery of major
transmission projects.

Outcomes for
consumers

« Assesses whether the solution promotes efficient investment in,
and use of, electricity services in the long-term interests of
consumers with regard to:

1. Efficient risk allocation: allocating risk (and costs) to parties
best placed to manage them and who have the incentives to do
so will support efficient decision-making.

2. Effective price signals/incentives: effective incentives are
needed to support service providers in making efficient and
timely investment decisions.

Economic efficiency 3. Information provision/transparency: service providers
require clear adequate information to inform decision-making in
an evolving market.

4. Clear, consistent, predictable rules: a stable regulatory
environment creates confidence in the market and will
encourage investment and innovation through the transition
and beyond.

« Evaluates whether the solution provides service providers with
a reasonable opportunity to recover at least their efficient
costs.

» Considers the complexity of implementing a solution, i.e.

Implementation L .
P whether it will require law and rule changes or other

4 For a detailed discussion on the Commission’s approach to applying these overarching objectives to rule making processes and
reviews, such as this one, refer to: AEMC, Applying the energy objectives: A guide to stakeholders, 8 July 2019, available on the
AEMC's website www.aemc.gov.au.
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CRITERIA EXPLANATION
jurisdictional legislative changes.

o Assesses the costs of implementing a solution (practical
implementation and compliance costs).

« Evaluates the timing of costs and benefits.

+ Assesses whether the solution is consistent with the long-term
direction of energy market reform.

Flexibility «  Evaluates whether the solution is flexible enough to
accommodate uncertainty regarding unknown technological,
policy and other changes that may eventuate.

Considers whether market arrangements will enable the

Decarbonisation -
decarbonisation of the energy market

Note: While a number of stakeholders proposed additional criteria be added to the assessment framework in response to the
consultation paper for this Review, the Commission considers that the assessment framework adequately captures these.” For a
more detailed response to stakeholder comments on the assessment framework see Appendix B of the consultation paper for
this Review.

Lodging a submission and next steps

Written submissions on this draft report must be lodged with the Commission by 3 November
2022 online via the Commission’s website, www.aemc.gov.au, using the ‘lodge a submission”
function and selecting the project reference code EPR0087.

The submission must be on letterhead (if submitted on behalf of an organisation), signed and
dated.

Where practicable, submissions should be prepared in accordance with the Commission’s
guidelines for making written submissions.® The Commission publishes all submissions on its
website, subject to a claim of confidentiality.

The final Stage 3 report is expected to be published in March 2023. During that time the
Commission will continue to engage both through the formal forums of engagement
established for this Review with the market bodies, jurisdictional representatives and
investors, and through bilateral and multilateral discussions with stakeholders. Additional
public workshops, forums and roundtables may also be undertaken as the Commission
finalises its recommendations.

The Commission welcomes opportunities to engage with stakeholders on any aspect of the
Review.

All enquiries on this project should be addressed to Rupert Doney on (02) 8296 0668 or
rupert.doney@aemc.gov.au

5  Submission to the consultation paper: Transgrid, p. 1; ENA, p. 1; PIAC, p. 4; EnergyAustralia, p. 3; Neoen, p. 5.
6 See for further information here: https://www.aemc.gov.au/our-work/changing-ener

change-request/our-work-3.

-rules-unique-process/making-rule-
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2 ENSURING THE ECONOMIC ASSESSMENT PROCESS
FACILITATES THE TIMELY DELIVERY OF MAJOR
TRANSMISSION PROJECTS TO SUPPORT THE
ENERGY TRANSITION

BOX 1: DRAFT POSITION

The Commission is seeking feedback on three strawperson options, which set out a spectrum
of alternatives to the current economic assessment process for ISP projects. The Commission
invites stakeholders to comment on:

»  Whether any of these options could facilitate the timely transition to net zero while
balancing rigour in the economic assessment process, and should be taken forward for
further development and assessment.

»  Whether the Commission should be considering any other options in this Review,
including variations or hybrids of the three options presented.

As indicated in the consultation paper for this Review, the Commission considers that the
economic assessment process should provide a robust safeguard for consumers, while not
unduly delaying net beneficial projects.

In the context of a forward program of major investments to support the energy transition, it
is appropriate to review whether there are opportunities to streamline the process and
facilitate the timely transition to net zero while balancing rigour.

The Commission’s initial findings are that:

» The current economic assessment process comprises four stages: the ISP, the RIT-T, the
feedback loop and the CPA. There is a degree of overlap in the activities and decisions
that are being made at each stage. For example, benefits may be assessed in the ISP,
RIT-T and feedback loop. However, the process and information revealed at each stage is
different, meaning that each stage contributes to the NEO in distinct ways. It is important
to be cognisant of how changes would affect the achievement of the NEO.

» To date, all major ISP projects that have completed the economic assessment process
have progressed under transitional rules, which may have contributed to some of the
concerns raised by stakeholders around the current arrangements.* The Commission
expects that as the 2020 actionable ISP rules framework matures, ISP projects may be
able to move through the economic assessment process more rapidly than seen to date.
Changes proposed in the Stage 2 draft report for this Review and in the Material change
in circumstances draft rule determination aim to further support the efficiency and
robustness of the economic assessment process in the future.
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» However, given the scale of potential future investment in the transmission system and
the benefits for consumers, it is important to ensure these investments are realised in a
timely manner. In this context, the Commission sees value in consulting on further
opportunities for improvement. In light of the ISP review that the AEMC is required to
complete by mid-2025, the Commission also considers it is appropriate to think broadly
about possible alternatives. The work on the economic assessment process in Stage 3 of
the Review will provide a starting point for the ISP review.

Note: *HumelLink is a staged ISP project. The AER approved a regulatory allowance for stage 1 early works in August 2022. HumeLink
commenced before the 2020 actionable ISP reforms were introduced by the Energy Security Board (ESB). Consequently, some
elements of the current ISP framework did not apply to this project.

This Review’s focus in relation to the economic assessment
process: timeliness and rigour

The Terms of Reference for this Review tasked the Commission to examine whether the
economic assessment process for ISP projects appropriately balances timeliness and rigour.
As described in more detail in section 2.2, the economic assessment process comprises four
distinct stages:

« The preparation of an ISP by AEMO, which determines the optimal development path
(ODP). The ODP is the portfolio of network investments that in combination best meet
the identified needs of the power system. Projects on the ODP are classed as either
actionable (to be delivered at the earliest possible date) or future (potential actionable
projects, subject to testing in a subsequent ISP).

« The regulatory investment test for transmission (RIT-T), in which TNSPs consider
more granular technical options addressing the ISP identified need and select the
preferred option.

« The feedback loop analysis performed by AEMO, which confirms whether the RIT-T
preferred option remains on the ODP given the TNSP’s estimated cost of delivery.

« The contingent project application (CPA), submitted by TNSPs to seek the AER's
approval of a regulatory allowance to deliver the preferred option.

This Review is considering how the economic assessment process facilitates the timely
delivery of major transmission projects to support the energy transition, whilst maintaining
rigour.

The need for timely delivery of major transmission projects to facilitate the transition to net
Zero

‘Timeliness’ relates to how the economic assessment process affects the timely delivery of
ISP projects. The time needed to complete the economic assessment process in isolation is
not of primary relevance, but rather, how the process contributes to overall project delivery
times.
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AEMQ’s 2022 ISP discusses the asymmetric costs to consumers associated with the timely
delivery of ISP projects, i.e. the risks of over and under investment, with the costs of delayed
investment in ISP projects being significant. With transmission investment occurring earlier
rather than later, cheaper renewable energy sources (wind and solar) can be unlocked for
consumers. Without transmission, consumers need to pay for more expensive capacity (gas,
storage and off-shore wind). Delaying investment in transmission infrastructure would thus
come at a cost at consumers. For example, AEMQO’s 2022 ISP shows that consumers could
face a significant increase in wholesale energy costs if HumeLink was to be delayed by two
years. Given the importance of these projects to facilitate the energy transition and their
benefits to consumers, it is important that improvements to the economic assessment
process focus on supporting the timely delivery of these major transmission projects.

‘Rigour’ in the economic assessment process relates to three elements — cost estimates,
benefits estimates, and the transparency of the process to assess those costs and benefits.
More specifically:

« Inrelation to cost estimates, the main determinant of rigour is the level of accuracy
around the cost estimates that are an input to each stage of the economic assessment
process.’

« In relation to benefits estimates, the focus is on how up-to-date the benefits estimate is
at the time of making an economic assessment decision. In other words, how much
information about the likely future state of the world is available to inform that decision.®

« Inrelation to transparency, the key issue is whether the process to develop options, costs
and benefits at each stage of the process is sufficiently consultative.

Against this background, the Commission considers an improved economic assessment
process for major transmission projects should:

« Achieve a material reduction in time: support the timely delivery of major
transmission investments by reducing the time between when an identified need is
defined to the start of construction of the solution to meet that need.

+ Maintain an adequate level of rigour: the process should be transparent and build on
high quality information regarding the assessment of costs and benefits, underpinning
key decisions in the process.

QUESTION 1: THE NEED FOR TIMELY DELIVERY OF MAJOR TRANSMISSION
PROJECTS TO FACILITATE THE TRANSITION TO NET ZERO

a. Do you agree with the Commission’s view that improvements to the economic assessment
process should focus on facilitating the timely delivery of major transmission projects, given

7  The Commission has also considered the issue of cost estimate accuracy in the Material change in network infrastructure project
costs draft rule determination published on 7 July 2022.

8  The Commission recognises that the rigour of benefits could consider other dimensions — such as the methodology used to derive
the benefits estimate, or the types of benefits that are included in the evaluation. However, the Commission considers that these
issues are best taken forward outside this Review. That is because this Review is focused on the overall structure of the economic
assessment process and the interaction between each of the stages.
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their role in providing benefits to consumers and facilitating the energy transition?

b. What do you think would be a material reduction in time for undertaking the economic
assessment process?

Interactions with other elements of the Commission’s work program on transmission

The Commission’s scope for considering the balance of timeliness and rigour in the economic

assessment process is based on three considerations:

1. Type of projects: Whether the Review should consider the economic assessment
process for ISP projects only, or also projects outside the ISP framework.

2. ISP review: How the Review should interact with the NER requirement for the AEMC to
undertake a review of the ISP framework by mid-2025.

3. Contestability: What the Review should assume in relation to contestability, noting that
this is currently being explored by the Commission as a separate workstream.

We discuss each scope consideration below.

This Review is considering the economic assessment process for ISP projects

The Commission recognises that there are different economic assessment processes for ISP
and non-ISP projects. The differences are outlined in Figure 2.1 below:
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Figure 2.1: Overview of key steps in the economic assessment process
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recent inputs, assumptions and scenarios report (1ASR).
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Source: AEMC.

2, Implementing the preferred option

For this Review, the Commission is focusing on the process that applies to ISP projects. This
is because, measured by capital expenditure, ISP projects are expected to comprise the
majority of future major transmission system investments. This is shown in Table 2.1 below,
which presents data sourced from the 2022 ISP and contingent projects (or potential
contingent projects) nominated by TNSPs in their most recent revenue proposals to the AER.
Together, the actionable and future ISP projects represent approximately 85 per cent of the

total capital expenditure.

Table 2.1: ISP and non-ISP projects

PROJECT STATUS

FRAMEWORK

CAPEX ($M)

Humelink Actionable (staged)

National

$3,315m

Sydney Ring Actionable NSW

$900m - $2,250m

New England REZ Actionable NSW

$1,900m
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PROJECT STATUS FRAMEWORK CAPEX ($M)
Transmission Link
Marinus Link Actionable National $3,780m
VNI West Actionable National $3,565m*
Total actionable National $13,460m -
ISP projects $14,810m
tral t th
Central to Southern Future National $531m
QLD
Darllng.Downs REZ Future National $1,203m
Expansion
South East SA REZ .
Expansion (Stage 1) Future National $57m
I -
G a}dstone Grid Future National $408m
Reinforcement
QNI Connect Future National/NSW $1,253m
Facilitating Power to .
E N I 137
Central QLD (Stage 1) uture ationa e
South West Victoria o
REZ Expansion Future Victoria $930m
Mid North South
Australia REZ Future National $340m
Expansion
New England REZ /¢ e NSW $1,237m
Extension
Far Nor.th QLD REZ Future National $1,264m
Expansion
Total Future ISP $7,360m
Non-ISP major Contingent or National /
. . e 444m - 4
projects future contingent |jurisdictional ¥3, m - $3664m

Source: AEMO, 2022 ISP, June 2022. ElectraNet, Revenue Proposal 2024-2028, January 2022. AER, Powerlink Queensland
Transmission Determination 2022 to 2027, April 2022. TasNetworks, Tasmanian Transmission and Distribution Revised Proposals
2019-2014, November 2018. Transgrid, Revenue Proposal 2023-28, January 2022.

Note: *Weighted average of capex in the PADR.

Limiting the scope of this Review to the economic assessment process for ISP projects means
that we will be capturing the bulk of potential future investments. This scope choice is
proportionate in the context of the timeframe for this Review. This does not mean that the
economic assessment process for non-ISP projects is not important: the non-ISP investments
also support reliability and represent a substantial costs to consumers. After this Review
concludes, there will be opportunities to consider whether any of the final recommendations
have implications for the process that applies to non-ISP projects.
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Table 2.1 also highlights that, in the near future, several ISP projects may proceed through
jurisdictional planning and investment frameworks, rather than the national framework that is
the subject of this Review. These include the NSW regulatory process for Renewable Energy
Zone (REZ) projects, and the draft Victorian Transmission Investment Framework (VTIF). This
means that these particular projects would not be impacted by any recommendations that
this Review might make in relation to the national framework. The Commission will take this
into account when considering the potential timing of any recommended changes to the
national framework.

As described throughout this chapter, when reviewing the national economic assessment
process and considering possible alternatives, the Commission has had regard to the design
and objectives of the economic assessment processes that have been developed in New
South Wales and Victoria.

AEMC must undertake a review of the ISP framework by 1 July 2025

The NER require the Commission to complete a review of the ISP framework by 1 July 2025.
The NER requirements are set out in Box 2 below.

BOX 2: AEMC TO REVIEW THE ISP FRAMEWORK BY MID-2025

Under clause 11.126.10, the AEMC must complete a review of the ISP framework as set out
in rules 5.16A, 5.22 and 5.23 of the NER by 1 July 2025.

o Rule 5.16A relates to the application of the RIT-T to actionable ISP projects including: the
development and publication of Cost Benefit Analysis Guidelines (CBA Guidelines) by the
AER; the exemption for actionable ISP projects to prepare a project specific consultation
report (PSCR); and the requirement for an actionable ISP project to complete the
feedback loop prior to submitting a CPA.

o Rule 5.22 relates to the requirement for AEMO to publish an ISP at least every two years
by 30 June (and the factors relevant to the preparation and publication of the ISP)
including: the purpose and content of the ISP; the ISP timetable; the application of the
AER’s CBA Guidelines and Forecasting Best Practice Guidelines (FBP Guidelines) to the
ISP; consultation procedures, including the ISP consumer panel; the AER transparency
review of the Inputs, Assumptions and Scenarios Report (IASR); and the process for ISP
updates.

» Rule 5.23 sets out arrangements regarding disputes in relation to an ISP.

The scope of the 2025 ISP review overlaps substantially with the issues being considered in
relation to the economic assessment process for this Review. This means it is necessary to
clarify what is being examined in each of the reviews.

In this Review the Commission is focusing on the key stages of the economic assessment
process and the interactions between them, to identify whether there may be opportunities
to streamline the process and facilitate the timely transition to net zero while balancing
rigour. If potential opportunities are identified, these would inform the scope of the 2025 ISP
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review. The Commission expects to provide further detail on the scope of the ISP Review as
part of the Stage 3 final report, based on stakeholder feedback on the issues explored in this
Review.

The Review is considering the economic assessment process independently of the potential
future introduction of a national contestability regime

The Commission is currently examining contestability as a separate workstream of this
Review. The Commission has recently published an options paper.®

The options paper published in July seeks stakeholder feedback on four strawperson
contestability models, on a spectrum from early to late-stage competition. Each contestable
model is expected to have different implications for the economic assessment process. For
example, an early competition model might involve more substantial changes to the ISP than
other models.*®

The Commission is cognisant of the interrelationships between issues explored across the
Review. As noted in the contestability options paper, the findings outlined in this report will
help inform thinking on whether there is a case for introducing contestability as an alternative
delivery model.** The Commission is also mindful that contestability is a long-term reform and
there may be opportunities to improve the balance of timeliness and rigour in the economic
assessment process at an earlier date. This may have an impact on assessing the need for
contestability as a means to faciliate the timely delivery of projects. When developing the
Stage 3 final report, the Commission will thus further consider possible interactions between
the contestability workstream and our recommendations in relation to the economic
assessment process.

The economic assessment process for ISP projects involves four
key stages with overlaps in the activities and decisions that are
being made at each stage

The economic assessment process that currently applies to ISP projects was established by
the ESB through the 2020 actionable ISP reforms. At that time, the ESB's intention was to

streamline the regulatory process for key projects identified in the ISP while retaining a
rigorous cost benefit assessment.?

As illustrated in Figure 2.2 below, the current process revolves around three decisions:

« Option identification: What options can potentially meet the needs of the power
system?

- Option selection: What is the preferred option to meet an identified need (i.e., the
option that maximises net benefits)?

9  AEMC, Options Paper — Transmission Planning and Investment — Contestability, July 2022.
10  Ibid., p. 27.
11 Ibid,, p. 11.

12 Energy Security Board, Converting the Integrated System Plan Into Action — Recommendation for National Electricity Amendment
(Integrated System Planning) Rule 2020 — Decision Paper, March 2020, p. 4.
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+ Regulatory approval: What is the efficient cost of delivering the preferred option for
inclusion in the TNSP’s regulatory allowance?

The three decisions provide ‘building blocks’ for describing the current economic assessment
process and comparing it to alternative options in section 2.6.

Figure 2.2: Purpose of each stage of the current economic assessment process and key

decision points

Option identification:

What options could meet
system needs?

AEMO considers potential options drawn
from RITs in progress, the joint planning

ISP
Identifies optimal
portfolio of network

its ISP modelling. Given the scope of the
ISP, the number / granularity of options
AEMO can practically consider is limited.

investments to meet
system needs

TNSPs refine the ISP options analysis,
through more detailed review of different
technical solutions to meet identified
needs. TNSPs start from credible

RIT-T
Refines the options
for delivering
actionable ISP
projects

not re-consider options assessed in the
ISP. Options identified in RITs may also
inform subsequent ISPs.**

Feedback Loop
Confirms preferred

option still on the
optimal development
path

CPA
Determines the

efficient cost to
deliver the preferred
option

process, and may identify others through _ __

option(s) identified in the ISP, and need "

AEMO identifies the optimal
development path (ODP) to meet system
needs, comprising both actionable (PADR

completed within 2 years) and future
(can be re-assessed in next ISP)
projects. For actionable projects AEMO
specifies credible option(s)* and PADR
timing.

TNSPs identify the most net beneficial
option to meet a particular need, rather
than the portfolio of options that best
meets system-wide needs. RITs may
consider different options / benefits to
the ISP. Actionable project RITs should
use scenario(s) and assumptions from
most recent ISP.

o ¥

AEMO confirms the RIT preferred
option*** aligns with the ODP in the
most recent ISP, given the TNSP’s cost
estimate. The ISP may need to be
updated if, when assessing the RIT
preferred option, AEMO identifies that
there has been a material change to the

Regulatory approval:
What cost for the best option

should be included in the
revenue allowance?

If feedback loop passed

The AER determines efficient costs of the
preferred option, capped at the TNSP cost
estimate that was reflected in the feedback
loop analysis. The needs case is not re-
assessed, given the ISP, RIT-T and feed
back loop analysis.

Note: *AEMO can use staging and decision rules to deal with uncertainty around the need for and timing of actionable projects if

circumstances change. If a project is identified as staged in the ISP, the first stage and subsequent stages each need to
progress through the RIT-T, feedback loop and CPA process. If decision rules are used in the ISP, these need to be satisfied

before a feedback loop can be requested.

Note: **In the RIT-T TNSPs can also choose to stage projects to manage uncertainty in the needs case.
Note: ***The TPIR Stage 2 Draft Report proposed timing changes to improve the workability of the feedback loop.

When establishing the current economic assessment process for actionable ISP projects, the
new ISP process was combined with the existing RIT-T process, instead of designing an
entirely new process. This created challenges based on the differences in scope of the ISP
and the RIT-T. Whilst the ISP is a whole-of-system plan, the RIT-T is a project based
assessment of different options to identify the transmission investment option which
maximises net economic benefits. The scope of the two assessments is thus very different
(as described in further detail in Table 2.21.2). This may lead to misalignment between the
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two processes. At the same time, as two processes were merged, there is also duplication
with regard to the analysis undertaken and the decisions made.

For example, the first two decisions — option identification and selection of the preferred
option — are progressively refined during the ISP, RIT-T and feedback loop. This means that
there is a degree of overlap in the activities and decisions that are being made at each stage.
For example, the costs and benefits of alternative options to meet system needs are
considered in both the ISP and RIT-T. The cost benefit assessment may also be revisited at
the feedback loop stage, in certain circumstances (see section 2.2.3). However, the way costs
and benefits are assessed at each stage, and the information revealed, is different. As
outlined in the following sections, this reflects that each stage of the economic assessment
process has been designed to contribute to meeting the NEO in a distinct way. The
Commission considers that it is important to be mindful of the rationale for the existing
process when assessing the scope for beneficial change.

In submissions to the TPIR consultation paper, stakeholders expressed a range of views on
whether the current balance of timeliness and rigour in the economic assessment paper is
appropriate. Several stakeholders saw little need for changes to the economic assessment
process.'* Some submissions highlighted that the ESB’s 2020 reforms should provide process
efficiencies and considered that the current regulatory framework should be given time to
mature.'* Others suggested that incremental improvements would be more appropriate than
wholesale reforms.!> However, others suggested that there is unnecessary duplication across
the process.!®

Stakeholders supported the removal of unnecessary duplication within the economic
assessment process.!” However, many submissions highlighted the value provided by the
checks and balances in the current process to ensure customers do not bear the cost of
inefficient investments. These stakeholders emphasised that streamlining should not result in
a lower level of rigour.’® Others noted the distinct purpose of each stage in the current
process.'®

ISP identifies the optimal portfolio of network investments for the NEM

The purpose of the ISP is to identify the ODP for the NEM. The ODP is a portfolio of power
system developments that, in combination, are considered to efficiently meet power system
needs. Power system needs encompass the market reliability standard, relevant transmission
reliability standards and power system security. AEMO may also consider State and Federal

13 Submissions to the consultation paper: EnergyAustralia, pp. 1-2; Shell Energy, p. 2.; TasNetworks, pp. 4-5.
14  Submissions to the consultation paper: EnergyAustralia, pp. 1-2.; Origin, p. 3.; CEC, p. 6.

15 Tilt Renewables, submission to the consultation paper, p. 1.

16  Submissions to the consultation paper: AER, p. 9.; CEFC, p. 3; AEMO, pp. 6-8.

17  Submissions to the consultation paper: AEC, p. 1.; AER, p. 9.; CEFC, p. 3.; CEIG, p. 4.; APA, p. 10.

18  Submissions to the consultation paper: AEC, p. 2.; EnergyAustralia, pp. 1-2.; AGL, p. 1.; Origin, p. 3.; PIAC, p. 5.; MEU, p. 7.;
Resist Humelink, p. 1.

19  Submissions to the consultation paper: TasNetworks, pp. 4-5.; Transgrid, p. 6.
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government environmental and energy policies when determining power system needs,
provided that they meet certain criteria.?

The ODP reflects different types of network investments:

+ Committed and anticipated projects, which are fixed inputs to the ISP analysis.*

- Actionable ISP projects, which are projects on the ODP for which a PADR — the first
RIT-T report for actionable ISP projects — must be completed within 24 months of ISP
publication (i.e., before the next ISP is published). A project is deemed actionable if
AEMO'’s cost benefit analysis indicates it should be developed no later than one year after
its earliest in-service date.

» Future ISP projects also address an identified system need and form part of the ODP.
Unlike actionable projects, future projects can proceed more than one year after their
earliest delivery date (i.e., they may only become actionable in the next ISP).

Once the ODP is determined, AEMO publishes guidance on the development of actionable
projects, including:

« Defining the identified need, being the reason why an investment in the network is
required. This provides a guide for the subsequent RIT-T assessment of options to deliver
the actionable project.?? When describing the identified need, AEMO seeks to provide
enough specificity such that options can be narrowed without pre-supposing a particular
outcome.

« Specifying a candidate option (or options), being a credible project that can meet the
identified need.

« Specifying the date by when the PADR for the actionable project should be completed.

« Determining whether a project should be developed in stages, to protect consumers
from the risk of over-investment by enabling some activities to progress without fully
committing to the entire project.?

« Where appropriate, specifying decision rules, which are conditions that must exist in
order for actionable projects to proceed from one stage to the next.

» Assigning an ISP scenario or scenarios that must be considered by the TNSP in the RIT-
T, including likelihood-based weights if there is more than one scenario.**

20 Clause 5.22.3(b) of the NER.

21 Committed means that the proponent has: obtained all required planning consents, construction approvals and licences;
commenced construction or set a firm commencement date; purchased/settled/acquired land (or commenced legal proceedings
to do so) for the purpose of construction; finalised and executed contracts for supply and construction of major components; and
finalised the necessary financing arrangements. Anticipated projects meet at least three of the aforementioned criteria. AER, Cost
Benefit Analysis Guidelines, August 2020, p. 102.

22 For example, the 2022 ISP identified need for the Sydney Ring project is to “deliver net market benefits for consumers by
increasing the power system’s capability to supply the Sydney, Newcastle and Wollongong load centres, replacing supply capacity
that will be removed on the closure of coal-fired power stations in the Newcastle area”. AEMO, 2022 Integrated System Plan, p.
71.

23 Staging could involve: building one part, or a smaller capacity, of the full project in a way that allows the rest to be built later if
needed; using a non-network option (which may be reversible) to manage immediate needs and allow the ISP project to be built
in future if needed; undertaking initial development activities such that the ISP project can be built more quickly in future if
needed (but without committing to the full project).

24 AER, Cost Benefit Analysis Guidelines, August 2020, p. 45.
[ 18



Australian Energy Draft report
Market Commission TPIR Stage 3: Longer-term reforms
21 September 2022

AEMO determines the ODP by assessing a range of candidate development paths. The paths
reflect varying combinations of network investments (which may include network and non-
network options) that meet system and policy needs under different future scenarios. This
involves first identifying potential network investments, and then selecting the optimal
combination. The way AEMO undertakes these economic assessment process decisions is
outlined below.

Option identification

Prior to assessing the costs and benefits of network investment options, AEMO publishes the
IASR which describes the inputs to its ISP analysis. This includes assumptions around future
market developments (e.g., demand, costs of generation technologies, fuel costs), as well as
potential network investment options.

As part of the IASR development, AEMO consults with TNSPs on credible options and cost
estimates through the joint planning process. The joint planning arrangements are
defined under NER clause 5.14.4, which stipulates that TNSPs and AEMO must take
reasonable steps to cooperate and consult with each other to enable preparation of a draft or
final ISP. These requirements are set out in Box 3 below. The Commission understands that
in practice, TNSPs and AEMO collaborate on the investment options and associated costs
feeding into the ISP through a range of working groups and regular engagement.

In its submission to the TPIR consultation paper, AEMO noted that the quality of and
confidence in the ISP analysis may be compromised if TNSPs do not provide accurate
information to AEMO through the joint planning arrangements, noting that the framework
does not include an ability for AEMO to compel TNSPs to provide reliable and accurate
information. Similarly, TNSPs may make wide ranging confidentiality claims such that AEMO is
unable to use the information provided when publishing the IASR and ISP.*

BOX 3: JOINT PLANNING ARRANGEMENTS

To enable the preparation of a draft or final ISP, NER clause 5.14.4 requires AEMO and/or the
TNSPs (as applicable) to:
« Provide, and consult on, a Transmission Annual Planning Report (TAPR).

« Provide, in accordance with the ISP timetable, the latest available information in relation
to the development of a TAPR required for an ISP.

»  Provide information on non-network options and conduct a preliminary review of the non-
network options submitted to AEMO following a draft ISP.

« Share a draft ODP to be included in the draft and final ISP, before its publication.
» Consider whether a credible option in a draft ODP is reliability corrective action.
o Share information reasonably necessary to prepare a draft or final ISP.

25 AEMO, submission to the consultation paper, p. 7.
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If TNSPs become aware of a material change to information provided to AEMO, they must
provide an update as soon as practicable.

Rule 5.12 of the NER sets out requirements for the annual planning process that informs the
TAPRs, while rule 5.14B of the NER provides that the AER must develop guidelines that set
out the format of the TAPRs, in order to support the consistent provision of information by
TNSPs.

Aside from the requirements outlined above, the NER do not otherwise specify the type and
quality of the inputs provided by TNSPs into the ISP process.

Note: TAPRs are prepared by the TNSPs and may include information on projects that are already moving through the RIT-T
process, and earlier-stage projects that the TNSP has identified to meet the requirements of its network.

To inform the network investment options that feed into the ISP, AEMO may also specify
preparatory activities and REZ design reports that TNSPs must carry out in relation to
future or actionable ISP projects:

« Preparatory activities inform subsequent ISPs by developing the design of investment
options and improving the cost estimates. For example, in the 2020 ISP AEMO identified
the Sydney Ring and the New England REZ Transmission Link as future ISP projects, with
preparatory activities required to be completed by 30 June 2021. These activities have
assisted AEMO in determining that these projects should receive actionable status in the
2022 ISP.*®

» REZ design reports were introduced following the ESB’s Review into Renewable Energy
Zones. These reports are more extensive than preparatory activities and require the
relevant jurisdictional planning body to explore and report on technical, economic or
social issues related to REZ development. For example, these elements of the NER
require them to: ensure that public consultation is conducted with local councils,
community members and other interested stakeholders; and include an assessment of
the key community impacts of the REZ in the design report, along with a preliminary
estimate of the costs associated with managing these impacts.?’ While AEMO has not
called for any REZ design reports in this 2022 ISP, it has determined a need for
preparatory activities for some REZ network developments.?

Option selection

AEMO undertakes a complex modelling process to select the network investments that make
up the ODP, as summarised in Figure 2.3 below.?

26 AEMO, 2022 ISP, p. 93.
27  Clause 5.24.1 of the NER.

28 AEMO is continuing to work with State governments to align future REZ design reports with REZ initiatives in each jurisdiction.
AEMO, 2022 ISP - Appendix 3 — Renewable energy zones, June 2022, p. 20.

29 AEMO, ISP Methodology, August 2021, Chapter 5.
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Figure 2.3: ISP process to select the ODP

Note: *Other than committed and anticipated projects, small intra-regional augmentations, and asset replacements.

Note: **This describes AEMO'’s approach for the 2022 ISP. The AER’s CBA Guidelines provides flexibility for AEMO to consider market
benefits that cannot be modelled by comparing total system costs under the counterfactual and candidate development paths.
AER, Cost Benefit Analysis Guidelines, August 2020, p. 27.

In estimating the cost of network investments considered in the ISP, AEMO is required to
check its estimates against recent CPAs, recent tender outcomes, and/or final project
outcomes. If AEMO establishes there is a material degree of uncertainty in the cost estimate,
AEMO must adopt a probability-weighted estimate under a range of different assumptions.*
AEMO described how it meets these requirements in the 2021 Transmission Cost Report.>!

Staging and option value

An important concept used in the ISP analysis is option value. Option value arises when an
investment decision can be delayed until more information is available, without the delay
removing the option to make that decision in the future. For example, option value may arise

30 AER, Cost Benefit Analysis Guidelines, 25 August 2020, p. 18.
31 AEMO, 2021 Transmission Cost Report, August 2021.
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if a network investment can be implemented in stages: implementing the first stage
preserves the option to undertake the second stage later if the benefit of doing so is still
there, but without making a full commitment to both stages upfront. This protects consumers
against the consequences of delayed delivery, while retaining the option to pause or
discontinue a project if circumstances change. The AER's CBA Guidelines require AEMO to
consider option value in determining the ODP.*? For example, AEMO may consider option
value by analysing different timing and staging of ISP projects, using non-network options to
build in flexibility, and staging or deferring projects where benefits occur late in the modelling
period.

In the 2022 ISP, AEMO identified that two actionable ISP projects should be developed in
stages:

* HumelLink, which is a proposed 500kV transmission link between the Greater Sydney load
centre and the Snowy Mountains Hydroelectric Scheme and Project EnergyConnect in
South West NSW. Stage 1 is to complete pre-construction activities by mid-2024, while
stage 2 is to complete the project by July 2026.%

« VNI West, which is a proposed 500kV interconnector between Victoria and NSW. Stage 1
is to complete pre-construction activities by approximately 2026, while stage 2 is to
complete the project by July 2031.*

To date, stage 1 has typically involved pre-construction activities to deliver the ISP candidate
option, such as detailed design, stakeholder engagement, land-use planning and approvals,
securing options over easements, and early procurement.

When a staged project is identified in the ISP, the ISP only makes the first stage of that
project actionable. Under the current rules, during stage 1 a RIT-T must specify that the RIT-
T proponent consider credible options including, the ISP candidate option(s), non-network
options that are reasonable likely to meet the identified need and any new credible options.*
The need for the second stage is then assessed in a subsequent ISP. If the ISP determines
that stage 2 should proceed, another RIT-T is required to confirm the preferred option.3®

Consultation and transparency requirements

The ISP framework provides for a range of measures to support the robustness and
transparency of the ISP process. These are outlined in Figure 2.4 below.

32 1Ibid., p. 37.

33 AEMO, 2022 ISP, p. 68.

34 Ibid., p. 74.

35 Clause 5.15A.3(b)(7)(iii) of the NER.

36 AER, Guidance Note: Regulation of actionable ISP projects, March 2021, p. 25ff.



Australian Energy
Market Commission

2.2.2

Draft report
TPIR Stage 3: Longer-term reforms
21 September 2022

Figure 2.4: ISP consultation and transparency requirements

(AEMO is required to consult on 1) the IASR, ISP cost \
benefit analysis and modelling methodology, and 2) the
draft ISP, with a 30-day submission period for both
consultations.

e AEMO must hold a public forum prior to the close of
submissions on the draft ISP. AEMO may develop and
consult on the IASR in tandem with other AEMO
publications (e.g., a reliability forecast).

Clauses 5.22.8 and 5.22.11 of the NER.

Consultation

(The NER provide for the establishment of an ISP )
consumer panel that delivers written reports to AEMO
on the IASR and draft ISP.

¢ AEMO must explain how it has had regard to the report
in the draft ISP but is not required to give effect to any
recommendations.

Clause NER 5.22.7 of the NER.

ISP Consumer Panel

/-The AER plays a role in ensuring that AEMO has \
followed the processes and requirements of the NER and
associate AER guidelines when developing the ISP.

e This includes publishing an IASR review report and ISP
review report within one month of the IASR and ISP
publication. Among other matters, these reports
considers whether AEMO has adequately explained how
it derived key inputs and assumptions, and how these
have contributed to the draft ISP outcomes.

o If the AER's reports identify issues, AEMO must provide
further explanatory material in an addendum and consult
on the issues raised.

Clause NER 5.22.9 and NER 5.22.13 of the NER.

AER review

Source: AEMC.

- I

* Disputes can be raised on the grounds that AEMO has
not followed required procedures when preparing the
ISP, including the process for the IASR and ISP
methodology, consultation on the draft ISP, and
publication requirements for the final ISP.

e AER must review dispute notices within 20 business days
of receipt and, if it accepts the dispute notice, must make
a determination within 40 business days (subject to
extension if additional information is requested from the
disputing party or AEMO).

Clause NER 5.23 of the NER.

Dispute process

The RIT-T refines the options for delivering actionable ISP projects

In relation to actionable ISP projects, the role of the RIT-T is to undertake a more detailed
assessment of the different options that could meet the identified need specified in the ISP.
For actionable ISP projects, there are two RIT-T stages:*

« The PADR, which sets out the range of options the TNSP has considered and its
proposed preferred option to meet the ISP identified need. TNSPs are required to publish
the PADR by the date set out in the ISP, unless the AER approves a request for an
extension. There is a 6-week consultation period on the PADR.

37 Clause NER 5.16A.4 of the NER provides that the TNSP must re-apply the RIT-T in certain circumstances. These include where an
ISP or ISP update identifies a change to the identified need, or where there has been a material change in circumstances that
TNSP believes has altered the preferred option. As described in section 2.4 below, the Commission is currently consulting on a

change to these provisions of the NER.
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« The PACR, which sets out the TNSP’s final preferred option, taking into account
stakeholder feedback on the PADR. The PACR should be published as soon as practicable
after the conclusion of the PADR consultation period, having regard to submissions
received.®

As with the ISP, the RIT-T involves both:

« identifying potential options, and then
« selecting a preferred option.
However, as described below the scope, the process and analysis is different from the ISP.

Compared to the ISP the RIT-T process provides an opportunity for different technical
solutions (including non-network options) to be investigated in greater detail with
stakeholders, for cost estimates to be refined, and for benefits to be re-estimated in the
event of a material change from the assumptions used in the ISP. The RIT-T can also explore
more granular options for staging ISP projects, to preserve option value.*

The intent of the current ISP framework is that while the RIT-T process is intended to extend
and refine the ISP analysis, it does not seek to duplicate AEMO’s analysis. As described
below, TNSPs are required to align their RIT-T with the ISP as far as possible.

In response to the TPIR consultation paper, some submissions suggested that the
appropriate timing of the RIT-T should be considered. For example, submissions referred to
situations where the RIT-T may be completed too early, creating a need to update cost and
benefit assessments at the later stages.*

Option identification

When considering options that could be included in the RIT-T, the TNSP must use the
identified need specified in the ISP. The options considered by the TNSP in the RIT-T must
include: the candidate option(s) identified by AEMO, including refinements; any non-network
options the ISP considered likely to meet the identified need; and any new credible options
not previously identified in the ISP.** TNSPs are not required to re-evaluate options that were
considered and rejected in the ISP. The range of options assessed in the RIT-T will therefore
depend on how comprehensive the ISP options identification process was, and how tightly
specified the ISP identified need and candidate option(s) are.

While AEMO makes conceptual design assumptions in the ISP, through the RIT-T the TNSP
may need to consider a range of feasible network options to meet the identified need,
including credible alternate designs or technologies. For example, these may include:*

38 Clause 5.16A.4(n) of the NER provides that the conclusions of a PACR can be disputed on certain grounds. For ISP projects,
disputes cannot be raised in relation to the TNSP’s use of or reliance on the ISP, given the process that AEMO was required to
follow when developing it. Disputes must be lodged within 30 days of PACR publication. Clause 5.16B states that the AER has up
to 100 days (40 days, plus an extension of up to 60 days) to make a determination, although this may be extended if the AER
requests additional information from the TNSP or disputing party. If the dispute is upheld, the AER may direct the TNSP to amend
the PACR.

39 AER, Cost Benefit Analysis Guidelines, August 2020, p. 41.

40 Submissions to the consultation paper: AGL, p. 1.; MEU, p. 3.; EUAA, p. 7.

41 Clause NER 5.16A.3(b)(7) of the NER.

42  AEMO, 2021 Transmission Cost Report, p. 23.
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« alternate structure designs, including monopoles, guyed towers, and a variety of lattice
towers

» alternate design methodologies, including insulated conductors or cables
» alternate construction methodologies, including helicopter-stringing and direct drilling

« alternate technologies, including high-voltage alternating current (HVAC) and high-
voltage direct current (HVDC)

« non-network solutions, including battery services that obviate the need to build new
network.

Option selection

When selecting the preferred option for an actionable ISP project, the TNSP must identify the
credible option that maximises the present value of net economic benefits to all those who
produce, consume and transport electricity. This is similar to the ISP’s consideration of net
market benefits. However, there are some differences in the analysis, as outlined in Table 2.2
below.

The modelling of benefits was a key focus area in submissions to the TPIR consultation paper
around potential areas of duplication.* For example, the AER noted that under the current
rules, the RIT-T is intended to adopt the benefits modelled by AEMO for the ISP. In the AER’s
view, this raises the question of whether project benefits need to be re-modelled in the RIT-
T.* AEMO observed that given the time required to complete a RIT-T, the PACR will inevitably
be based on different inputs from the current ISP. This makes it more difficult for RIT-Ts to
adopt the market modelling from the ISP, as intended by the current framework.* Several
submissions commented that the ISP analysis is not sufficiently detailed to replace the RIT-
T.* Some noted concerns regarding the impartiality and transparency of the benefits
assessment conducted by TNSPs.* Other stakeholders suggested that opportunities to
streamline the economic assessment process should not focus on the RIT-T, but rather on
other stages.*®

Table 2.2: Comparison of ISP and RIT-T option selection process

ELEMENT ISP RIT-T

The RIT-T is seeking to
identify the preferred option
for a single actionable project

The ISP is seeking to identify
an optimal portfolio of

Objective actionable and future projects .
that makes a particular
to meet system needs (the -
ODP) contribution to the system-

wide ODP.

43  Submissions to the consultation paper: AER, p. 9.; CEFC, p. 3; AEMO, p. 8.

44  AER, submission to the consultation paper, p. 9.

45  AEMO, submission to the consultation paper, p. 6.

46  Submissions to the consultation paper: EnergyAustralia, p. 7.; Shell Energy, p. 2.; EUAA, p. 6.
47  Submissions to the consultation paper: Shell Energy, pp. 2-3; MEU, p. 6.

48  Origin, submission to the consultation paper, p. 3.



Australian Energy
Market Commission

Draft report
TPIR Stage 3: Longer-term reforms
21 September 2022

ELEMENT

ISP

RIT-T

Criteria for preferred option

While the ODP must have a
positive net benefit in AEMQO’s
central (most likely) scenario,
AEMO will also consider
robustness to sensitivities,
weighted outcomes across
multiple scenarios, and least-
worst regret analysis.

The preferred option is the
credible option to meet that
need that maximises net
economic benefits to all those
who produce, consume and
transport electricity. The
TNSP’s assessment must be
based on the scenario(s) and
weights assigned by AEMO in
the ISP. These must reflect
the scenario weights used in
the ISP (even though AEMO
uses other information to
inform the ODP).

Inputs, assumptions and
scenarios

AEMO develops the IASR, in
consultation with
stakeholders.

TNSPs are required to use the
most recent IASR, unless
there is a demonstrable
reason to depart from

this. ***

Cost estimates

AEMO is expected to provide
transparency on their
methodology for determining
the cost of credible options.

TNSPs refine the cost
estimates used in the ISP as
they develop the RIT-T
analysis. RIT-T proponents
are required to calculate
expected costs for each
credible option by taking a
weighted-average across cost
assumptions.

Benefit estimates

AEMO follows the AER’s CBA
Guidelines. AEMO does not
routinely quantify all benefit
classes permitted under the
guidelines. For example,
AEMO's 2022 ISP notes that
assessing competition
benefits* would not be
feasible when developing a
whole of system plan given
the many development paths
assessed, and may not be a
material consideration for this
analysis.**

TNSPs are required, if
practicable, to adopt the
market modelling from the
ISP.

TNSPs are also required to
follow the AER guidelines,
which is intended to provide
alignment across the ISP and
RIT-T. TNSPs may include
approved classes of benefits
that the ISP did not consider
— such as competition
benefits.
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Source: **AEMO, 2021 ISP Methodology, p. 74.; ***Clause 5.16A.3(b)(7)(iv) of the NER.

Note: *Competition benefits refer to the increased economic efficiency that may occur from improved competitive behaviours in the
market as a result of network investments. These benefits are often not estimated due to the complexity and cost of the
modelling task.

As discussed in the Material change in circumstances draft rule determination, many
stakeholders commented that the Commission should consider whether requiring more
accurate cost estimates at the RIT-T stage would better meet the NEO.* Some noted that
increasing accuracy might also increase the costs of delivering a RIT-T.>® Others considered
that this would merely be bringing forward costs that would be incurred anyway at a later
stage of project delivery.>!

The AER's guidance note on the regulation of actionable ISP projects reflects an expectation
that RIT-T proponents will indicate the level of accuracy, or uncertainty, of the forecast costs
for the project, noting that the Association for Advancement of Cost Engineering (AACE) cost
estimate classification system provides a useful and consistent framework.>> The RIT-T
application guidelines do not specify what level of accuracy cost estimates should have.>

AEMOQ’s 2021 Transmission Cost Report notes that, where possible, AEMO uses AACE classes
in the ISP to provide consistency across the cost inputs used. AEMO’s understanding of
approximate AACE class usage at each stage of the economic assessment process is set out
in Figure 2.5 below.

49  Submissions to the consultation paper: AEC, p. 3.; EnergyAustralia, p. 6.
50 Submissions to the consultation paper: AEC, p. 3.; AER, p. 8.
51 MEU, submission to the consultation paper, p. 6.

52 AER, Guidance Note: Regulation of actionable ISP projects, March 2021, p. 7. The AACE system is used for defining the level of
accuracy in a cost estimate based on the amount of design work that has been completed. Class 5 is the lowest level of accuracy
while Class 1 is the most accurate.

53 The AER has noted that while the AACE system provides a useful framework, it is not appropriate to specific an AACE class of
cost estimate for CPAs. AER, Guidance Note: Regulation of actionable ISP projects — Covering letter, March 2021, p. 16.
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Figure 2.5:

Approximate usage of AACE classes today

5

-20% to -50%
+30% to +100%

Future ISP

Projects

-15% to -30%
+20% to +50%

-10% to -20%
+10% to +30%

-5% to -15%
+5% to +20%

1

-3% to -10%
+3% to +15%

Source: AEMC, Cost Estimate Accuracy Roundtable, February 2022.

Staging

Preparatory Activities

RIT-T

CPA

As described in section 2.2.2, to manage uncertainty around need and optimal timing AEMO
can specify that a project should be developed in stages. Even if an actionable project is not
staged in the ISP, in the RIT-T:

«  TNSPs may determine that staged development is appropriate and decide to split the
preferred option into delivery stages.

» TNSPs may determine that it is appropriate to develop the preferred option as a single
unified project. In this case, the TNSP still has the option to submit a single CPA or
submit multiple staged CPAs as it refines the project scope.>

The CPA arrangements under staging, and interactions with other parts of the economic
assessment process, are discussed in section 2.2.4.

54 The AER has noted that if a TNSP proposes to submit more than two CPAs for an actionable ISP project, the AER will seek

information on why this is appropriate and in the long term interests of consumers. AER, Guidance Note: Regulation of actionable
ISP projects, March 2021, p. 28.
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The feedback loop confirms that the preferred option remains on the optimal development
path

Before submitting a CPA for regulatory funding to implement the preferred option, the TNSP
must confirm with AEMO that it remains aligned with the ISP. This process is known as the
feedback loop. Specifically, TNSPs must obtain written confirmation from AEMO that:*®

« The RIT-T preferred option meets the identified need set out in the most recent ISP and
aligns with the ODP referred to in the most recent ISP.

« The cost of the preferred option does not change the actionable ISP project’s status as
part of the ODP.

The regulatory allowance the TNSP can seek in its CPA is capped at the cost used in the
feedback loop. This provides an important safeguard for consumers by ensuring that, at the
maximum allowance the AER could approve, the project remains part of the optimal network
investment portfolio to meet future system needs. The possibility of failing the feedback loop
also creates an incentive for TNSPs to ensure that the costs used in the feedback loop
analysis are not excessive. TNSPs may undertake further work between the RIT-T and
feedback loop stages to firm up the cost estimate to the level of certainty required for the
contingent project assessment.>®

The feedback loop can trigger a requirement for AEMO to update the ISP:*’

« if the preferred option fails to pass the feedback loop, or

« if in the course of undertaking the feedback loop, AEMO considers that there is a material
change to the need for, or characteristics of, another actionable ISP project.

In this sense, the feedback loop is another stage of the economic assessment process where
a decision is being made to confirm the selection of the preferred option. As described in
section 2.4 below, in the Stage 2 draft report the Commission proposed changes to improve
the workability of the feedback loop.>®

The AER determines the efficient cost of delivering the preferred option

Under the NER, the contingent project mechanism can be used for large discrete projects
where there is uncertainty as to whether or not they will be required during a TNSP’s
upcoming regulatory control period.>® Contingent projects are not included in the TNSP’s ex
ante revenue allowance. However, the definition of contingent projects and their
accompanying trigger events form part of the regulatory determination. When a trigger event
occurs, the TNSP will apply to the AER to amend its revenue determination.

Since the introduction of the ISP, contingent projects include actionable ISP transmission
projects that have passed the feedback loop.®® As explained in the previous section, the cost

55 Clause 5.16A.5(b) of the NER.

56 As discussed in section 2.2.3 TNSPs may use staged contingent project applications to seek an allowance for pre-construction
activities to firm up costs to deliver the preferred option, before seeking approval to the cost to deliver the entire project.

57 Clause 5.22.15 of the NER.

58 AEMC, Transmission planning and investment — Stage 2, Draft report, June 2022, Chapter 5.
59 Clause 6A.8.2 of the NER.

60 The AER has approved CPAs for Project EnergyConnect, QNI and HumeLink (Stage 1).
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of the preferred option set out in the CPA cannot exceed the cost included in AEMO’s
feedback loop assessment. The AER will publish the TNSP’s CPA and invite submissions from
stakeholders on the application. The AER will then determine, among other things, the total
capital expenditure that is reasonably required to undertake the project.

Importantly, the AER’s assessment is intended to determine the expenditure reasonably
required for the purpose of undertaking the actionable ISP project. It does not revisit the
analysis used to determine whether the project would be the most net beneficial option, as
this has already been assessed through the ISP, RIT-T and feedback loop.

Staging
As described in section 2.2.1 and section 2.2.2, the economic assessment process provides

substantial flexibility around both project delivery and the process to seek regulatory approval
of funding.

Firstly, either AEMO or the TNSP may decide that it is optimal to deliver an actionable project
in stages, to manage uncertainty around the need for and optimal timing of the investment.
For example, HumeLink is proceeding as a staged project, as identified in the 2022 ISP.
Following Transgrid’s stage 1 CPA, the AER has approved expenditure for Transgrid to refine
the project scope, progress activities on the critical path and undertake engagement to retain
social licence.®!

Secondly, where the preferred option is to deliver the actionable project as a single unified
development, TNSPs have the option to submit multiple CPAs to seek regulatory funding for
the project in stages. The AER introduced this process to help TNSPs manage uncertainty in
recovering costs to deliver the preferred option that occur prior to CPA approval.®? The staged
CPA process allows TNSPs to submit a CPA for project planning and design costs prior to
submitting a final CPA for the remaining costs of delivering the project. This process enables
earlier approval of efficient and prudent delivery costs. Staged CPAs occur after a preferred
option has been identified through the RIT-T. The AER has developed guidance to provide
further clarity on the CPA staging process and enable TNSPs to utilise the process when
appropriate.®® Guidance on the CPA staging process was issued in March 2021 and has not
had an opportunity to be widely applied.

In some circumstances, there have also been underwriting arrangements where state
governments and the Australian Government pay the network owner for the reasonable cost
of early delivery activities if the project is not approved, or if the recovery of those costs is
not ultimately approved as efficient by the AER through the CPA.

The way that staging is undertaken affects interactions between the ISP, RIT-T, feedback loop
and CPA. These interactions are summarised in Figure 2.6 below. The figure explains that
staging can be applied in three ways:

« through the ISP, whereby AEMO finds that staged delivery is optimal (see column 1),

61 AER, AER Determination — HumelLink Early Works Contingent Project, August 2022, p. iii.
62 AER, Guidance note - Regulation of actionable ISP projects, March 2021, p. 25.
63 Ibid.
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through the RIT-T, whereby a RIT-T proponent finds that the preferred option to address
an identified need involves staged delivery (column 2), or

« through the RIT-T, whereby a RIT-T proponent decides to submit CPAs to fund a single
unified project in stages (column 3).

Figure 2.6: Regulatory processes for staging actionable ISP project delivery and regulatory
approval

Staging and actionable ISP projects

ISP identifies
project as a
staged project

RIT-T proponent
proposes staging
as credible option

1. RIT-T
identifies a
preferred option
to provide the
project stage

3. CPA funding
provided for
preferred option
and preferred
option delivered

4. Future ISP
identifies
subsequent stage
as actionable

5. Repeat steps
one, two and
three for second
stage

Source: Adapted from AER, Cost Benefit Analysis Guidelines, August 2020, p. 68.

1. RIT-T
identifies staged
project as
preferred option

3. CPA funding
provided for first
stage and first
stage delivered

4, Stage 2
decision rule set
out in RIT-T is
met

5. Repeat steps
two and three for
second stage

1. RIT-T
identifies unified
project as
preferred option

confirms the
preferred option
and costs in the
feadbackioop Reapply feedback
loop if project costs
4. TNSP lodges have increased

first CPA with the

AER and delivers
associated

project elements

5. Lodge
subsequent CPAs
and deliver
associated
project elements

Staging of
contingent project
applications (CPAs)
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The experience of past ISP projects may not be representative of
the current actionable ISP framework

The Commission notes that most actionable ISP projects to date — namely Project
EnergyConnect, QNI and Humelink — have been progressed under transitional rules, rather
than the ISP framework described in section 2.2.%* We have reviewed the progress of these
three projects through the economic assessment process that applied at the time. Table 2.3
below highlights some of the key milestones for these projects and the time taken to reach

them.

Table 2.3: Experience of past ISP projects

PROJECT ENERGY
STAGE CONNECT QNI HUMELINK
June 2019
Identified as group 2
project in inaugural
November 2018 ISP in July 2018.
PSCR published / ISP . o Deemed actionable
identifies project as | November 2016 Identified as priority | .. o icion rules in
actionable project il 3 the 2020 ISP (uly
ISP in July 2018. 2020), then a staged
actionable project in
the 2022 ISP (July
2022).
June 2018 September 2019 January 2020
PADR published
(+19 months) (+10 months) (+7 months)
February 2019 December 2019 July 2021

PACR published

(+8 months)

(+ 3 months)

(+18 months)

CPA completed

May 2021
(+27 months)

Included AER
preferred option
assessment under
clause 5.16.6 of the
NER (~4 months) and
a dispute following
the PACR (~4
months).

April 2020
(+4 months)

Included AER
preferred option
assessment (~3
months).

August 2022 for Stage
1 (+13 months)

Included a dispute
process (~6 months,
including publication
of amended PACR).
The feedback loop
was undertaken prior
to the CPA.

Stage 2 CPA planned

64 VNI West is the first project progressing through the current actionable ISP rules.

| 32



Australian Energy Draft report
Market Commission TPIR Stage 3: Longer-term reforms
21 September 2022

PROJECT ENERGY
STAGE CONNECT QNI HUMELINK

for April 2024 (+20

months).

3 years, 2 months
(up to Stage 1

4 years, 6 months |1 year, 5 months CPA), 4 years, 10

Total duration of
the economic

a:i:i:’e"t months (up to
P Stage 2 CPA)
Timing and 4 years 6 months
duration of the ca. 1 year ca. 4.5 years
route planning and | (Q22018 - (Q2 2019 - Q2 (early 2020 - June
jurisdictional PRSI Cl 2020) 2024)
approvals process 2022)
Total combined
duration of the
economic
assessment

ca. 6 years < 2years ca. 5 years
process

jurisdictional
planning and
approvals process

Source: AEMC analysis of TNSP RIT-T reports.

This indicates that the more complex projects - Project EnergyConnect and Humelink (Stage
1) — required between 4-5 years to move through the economic assessment process, from
the publication of theirPSCR. The PSCR is the first RIT-T report for non-actionable ISP
projects; for actionable projects, the ISP now replaces this step. In these earlier projects, the
PSCR therefore indicates the point at which these projects may have been identified as
actionable under the current rules.

Within this 4-5 year period, a substantial period of time was due to the resolution of disputes
raised after the publication of the PACR (ca. 4-6 months) and the AER’s preferred options
assessment conducted as part of the CPA (ca. 4 months). Further, the Commission
understands that within the time required to move from publication of the PSCR to the PADR,
the TNSPs required a substantial period of time (i.e., multiple months) to complete the
market modelling to assess the benefits of the options being investigated.

Considering overall development timelines, Project EnergyConnect is expected to have
required approximately six years from the publication of the PSCR to be ready to commence
construction at the end of 2022. Based on the Stage 1 CPA, HumelLink is anticipated to
require approximately five years between publication of the PSCR to starting construction
once the Stage 2 CPA is approve