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Transmission Frameworks Review Network Regulation Rule Changes Retail Competition Reviews Electric Vehicles Review
AEMC KEY Getting ready for future investment  Improving rules so monopoly Providing advice on effective Economically efficient ways

and new technology networks don't charge customers competition in states and to manage the impacts of
PROJECTS more than necessary territories electric vehicles in the market

Distribution Reliability Review
Examining trade-offs between
cost and network reliability

Power of Choice Review
Informed choices on ways to use electricity and manage bills
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OPTION 1: NON-FIRM ACCESS

« Effectively we already have a non-firm access transmission regime
* Provisions in rules allow generators to negotiate firm access
— In practice these arrangements are unworkable

* Non-firm access model will clarify that there is no such right
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The second interim report proposes  two alternative sets of arrangements for generator access. The first of these we have called non-firm access, which is effectively  the set of transmission arrangements that we have today.
Generators have a right to connect to the transmission system, but:
There is no guarantee that they will be dispatched - even if they are in merit - when network constraints prevent it.
TNSPs have no obligation to build out constraints to ensure the dispatch of particular generators.
Rather, their obligation is to build to ensure customer reliability.
Provisions in the rules notionally allow generators to negotiate firm access, but in practice these arrangements are unworkable.
If a generator negotiated firm access with a transmission business in return for an access charge, the transmission business would have two choices:
Build enough network capacity for the generator to always be dispatched. Or
Pay compensation to the generator in the event that it was constrained off.
Under an open access regime, the first choice is not workable. 
The transmission business could not prevent other generators from connecting to the network and using the capacity. 
If new entrant generators did not opt into the scheme, the transmission business would have no additional funding, beyond the original access charges paid by the firm generator, to further augment the network. 
The second choice is also not practical. 
Paying compensation would require a counter-party to provide the necessary funding. 
The rules, in their current form, do not provide clarity on where the funding would come from.
Implementing the non-firm access model would be relatively straightforward. 
The main change would be to clarify in the rules that generators would not have any right to negotiate with TNSPs to obtain anything other than the default, non-firm service for network use.


OPTION 2: OPTIONAL FIRM ACCESS

e Generators can choose to be firm or non-firm

« Firm generators that are not dispatched will receive compensation
for lost margin

 The compensation is funded by non-firm generators if they are
dispatched ahead of firm generators

« Access pricing will reflect the cost of providing access

* “Firm Access Standard” requires TNSPs to plan and operate their
networks to underpin firm rights

« TNSPs will be incentivised to deliver capacity by exposing them to a
proportion of any compensation shortfall
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The optional firm access model is based on package 4 from the First Interim Report, but uses the settlement approach of package 2.
Generators can choose to have and pay for firmer (financial) access rights to transmission; or
Generators can still choose to be non-firm, and not pay for use of the transmission network.
The effect for firm generators is that if they are not dispatched to their full offered output, because of a constraint, they will receive compensation for the lost margin.
The compensation is funded by non-firm generators, if they are dispatched ahead of firm generators.
Dispatch process are unaffected by the model – merit order dispatch, with the cheapest offered generation dispatched first. Dispatch outcomes may differ, because of changed incentives.  
When the network is constrained, non-firm generators receive the local price rather than the regional price.
The difference between the local price and the regional price is used to compensate constrained-off firm generators.
The local price will not be less than non-firm generators’ offer price (and so they will not make a loss).
The price firm generators pay for obtaining access rights will reflect the cost of providing access. An access pricing model would estimate the incremental cost that a generator imposes on the transmission business through its access request.
A new “Firm Access Standard” will require that transmission businesses plan and operate their networks to provide enough capacity to underpin firm rights. The pool of funds available through access settlement reflects the total amount of dispatch. Where that is diminished, because of diminished transmission capacity, there will not be enough funds to make firm generators whole.
Transmission businesses will be incentivised to deliver sufficient capacity, both through their planning and operation of their networks, by exposing them to a proportion of any compensation shortfall.


POTENTIAL BENEFITS OF ACCESS REFORM

e Generators could drive transmission investment by choosing to pay
for better access to the market

 More certain financial returns for generators

* Generators would be encouraged to build in locations where the
combined cost of generation and transmission is lowest

e Reduced incentives for disorderly bidding
e Improved ability to hedge against inter-regional price differences
BUT

e Significant implementation time and cost
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Much new transmission development would be led by generators choosing to pay for better access to the market, rather than planners deciding where to build based on forecasts of generation decisions. 
We consider this to be a better alignment of risk and decision making. 
2. Generators would be able to secure more certain financial returns. They would either be dispatched when they want to be, or would see their margins preserved even when they are not dispatched, through the compensation that access settlement provides.
 The potential benefits here are lower risk and financing costs for generators and improved contract liquidity.
3. Generators would be encouraged to locate where the overall costs of generation and transmission were lowest. 
When generation and transmission investment decisions are made separately there is a risk that they will not be co-ordinated, leading to a higher overall cost. We foresee efficiencies arise from generators making a single decision that balances the costs of generation and transmission. 
Moreover, these are commercial businesses, subject to competitive forces. When we regulate the investments made by monopoly network providers, we aim for just such an outcome - that which would have occurred if competition existed. 
4. Optional firm access reduces the incentive for generators to engage in disorderly bidding – of racing to the floor to ensure dispatch. This is because it decouples access to the regional price from a generator’s dispatch quantity. More efficient, merit order dispatch should result.
Potentially this leads to a lower overall cost of generation (although there has been much debate about the extent and materiality of disorderly bidding).
5. The optional firm access model would improve the ability for generators and retailers to contract across interconnectors between regions, by providing a firm hedge against inter-regional price differences.
Potentially this could lead to lower wholesale costs, and could also encourage retail competition.
BUT
Introducing the optional firm access model would require a very significant overhaul of key parts of the NEM.
Implementation time and cost would not be trivial.
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TRANSMISSION PLANNING — PROMOTING
NATIONAL COORDINATION

AEMC

No systematic failure in interconnector investment

But steps can be taken to further promote coordinated
transmission investment across the NEM

TNSPs should explicitly consider options in other regions
to meet reliability standards within their own regions

To drive this, we propose a greater role for the NTP

TNSPs should also consult with each other and feed
Information into the NTP’s long term plans
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Given the regional structure of the market and assuming the RIT-T is appropriate, there has been no systematic failure in interconnector investment in terms of efficiency
In our annual Last Resort Planning Power investigations, we have concluded that TNSPs have been appropriately assessing the benefits and costs of inter-regional capacity expansions
However, steps can be taken to further promote coordinated transmission investment across the NEM
In particular, there is a gap in the frameworks in terms of facilitating the meeting of reliability standards in one region through investment in another region (although this may happen, to some extent, in practice)
To drive this, we propose a greater role for the NTP in highlighting opportunities through reviewing APRs and RIT-Ts.  
This should also allow the NTP to provide better advice to the AER on TNSP investment proposals, which could be of particular use at revenue resets.
It is also important that TNSPs consult with each other and feed information into the NTNDP to ensure that coordination between national and local issues occurs at the outset of the planning process





OVERVIEW OF PROPOSED PLANNING
ARRANGEMENTS

TNSP —— NTP

Review and comment on APRs and RIT-T Enhanced role for TNSPs in providing input

Provide demand forecasts to TNSPs into the NTNDP
Advisory role for planning and reliahbility

standard setting

Assume the Last Resort Planning Power

Set transmission use of system prices

across the NEM

TNSP + ngp

NTP — TNSP NTF‘

TNSP —— TNSP

Identify and, if appropriate, implement
cross regional investment options
Align regulatory control periods
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The diagram sets out the planning framework proposed in the Second Interim Report
In particular, AEMO would be allocated additional functions in its role as NTP:
Reviewing and commenting on TNSP planning reports and investment tests before they are published
Providing demand forecasts to be used by TNSPs
Assuming the Last Resort Planning Power (currently with the AEMC)
AEMO already undertakes many of these tasks in South Australia


TRANSMISSION PLANNING — IMPLICATIONS
OF PROPOSED ARRANGEMENTS

 The additional NTP functions would be inconsistent with
AEMO'’s investment decision-making role in Victoria

— It could not independently review its own decisions

— If AEMOQO'’s Victorian role is reallocated, we propose a
consistent approach across the NEM

 The arrangements would be further modified if optional
firm access was implemented

— Network development increasingly led by generators
choosing to pay rather than planners’ decisions
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The proposed framework makes a virtue of the different perspectives of the national and local planners.  The creative tension that results should lead to better outcomes than a single central planner
However, AEMO is currently NTP and has a role making investment decisions in Victoria – and it could not review itself
Therefore, AEMO’s Victorian role needs to be separated from its NTP role
We did assess extending the current Victorian arrangements across the NEM, but concluded that there were a number of disadvantages associated with this, including:
The Commission’s view that financial incentives provide the most robust and transparent driver for decision-making
The lack of independent scrutiny of investment decisions (other examples of independent or not-for-profit investment decision-makers generally have their decisions subject to regulatory scrutiny, eg US)
A single entity is better placed to trade-off the relative costs and benefits of operational and investment decisions
Therefore, we prefer that, if there is reform in Victoria, the Victorian arrangements should be altered to give a consistent approach across the NEM
This consistent approach is shown on the next slide
Important to be clear that, under any model, demand side reliability standards should be based on an assessment of community willingness to pay and cost 
These is also a strong link between our proposals and the optional firm access model
Under the OFA model, significant parts of network development would be led by generators choosing to pay rather than planners’ decisions.  The risk of bad investment decisions would rest with generators.  TNSPs would need incentives to deliver the firm access requested by generators.
TNSPs would still have obligations to meet load reliability standards, but this might account for much less investment and the materiality of load reliability standards might be much reduced


COMPARISON OF EXISTING AND PROPOSED
TRANSMISSION PLANNING ARRANGEMENTS

CURRENT NEM ARRANGEMENTS
Last resort planning power
Long-term strategic national planning
Demand forecasting

Investment decision-making

Detailed design

Provision of assets

Operation and maintenance

AEMC PROPOSALS

Last resor! planning power
Long-term strategic national planning
Shorter-term national coordination
Demand forecasting

Investment decision-making

Detailed design

Provision of assets

Operation and maintenance
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IMPROVING CONNECTION ARRANGEMENTS

Three areas of focus:
1. Improving the negotiating framework
2. The provision of extensions

3. Clarifying the rules


Presenter
Presentation Notes
Chapter 6 of the Second Interim Report set out the Commission’s proposals for improving the arrangements for connecting to the transmission system.
These covered three main areas.
The following slides provide a brief introduction to each of these, but in each case much more detail is contained in the report.


IMPROVING THE NEGOTIATING FRAMEWORK

* Problems with new generators trying to negotiate with
monopoly TNSPs — costs, standards and timing

 We propose potential improvements, requiring TNSPs to:
— Publish more information, such as design standards
— Disclose more cost information to connecting parties

e Also required to share information regarding their choice
of construction contractor, and to consider connecting
party’s preferences

— Better prospects for sharing benefits of contestability
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Fv
The Commission does not consider that it would be appropriate to allow substations to be built by generators 


THE PROVISION OF EXTENSIONS

e Although extensions are contestable, there is very little
competition

 TNSPs have significant advantages in many areas

* Inthe Second Interim Report, we propose:

— That TNSPs should be obliged to provide extensions
as a negotiated service, If requested

— A robust, comprehensive framework to deal with
Issues such as third party access and transitioning
the extension to become part of the shared network
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CLARIFYING THE RULES

e Although services are key, the rules can be made clearer
by greater reference to the assets providing the services

 There are also some fundamental underlying difficulties:

— Substations are part of the shared network, but
generators do not pay shared network charges

— Load and generation services are subject to very
different forms of economic regulation

e Significant improvements can be made, but not clear that
the rules will be able to fully address all circumstances
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