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Executive Summary

Executive Summary

NERA Economic Consulting (NERA) and Allens havebasked by the Australian Energy
Market Commission (AEMC) to develop an alternatransmission planning framework for
the National Electricity Market (NEM). The focukthis alternative framework is on
ensuring national coordination of planning acreesNEM. Specifically, a nationally
coordinated approach ensures that the choice wirgpbeing considered for investment
includes all relevant options, and is not limitgdjlrisdictional boundaries.

We have not been asked as part of this assignmessess the current arrangements for
transmission planning. We therefore do not unétertmn assessment of the status quo
arrangements, nor have we considered potentiaheehgents to the current arrangements.
Instead, the focus is to developalternativeoption for transmission planning, which can be
compared to the current arrangements. Howevelgiimg so we have had regard to the
current institutional arrangements in place witspect to planning in the NEM, and the
current roles and responsibilities carried outhmse institutions.

Process for developing an Alternative Transmission Planning
Framework

The focus of the alternative transmission plantfitaghework is to ensure nationally
coordinated decision-making. In developing theralative transmission planning framework
we have followed a five step process:

= Step 1:clarify the focus of the alternative planning agaments;

= Step 2:develop a list of roles and responsibilities agged with transmission planning.
The alternative framework needs to clearly iderttify institutions that are responsible
for each of these roles and responsibilities;

= Step 3:identify appropriate principles to guide the deyehent of the framework;

= Step 4:consider different institutional arrangementsgtamning, and the extent to which
each of these are likely to satisfy the identifpethciples; and

= Step 5:build upon the optimal institutional arrangemeddritified in step 4, and develop
the alternative framework in detail, including apgeches to implementation.

Step 1: Clarify the focus of the Alternative Planni  ng arrangements

We have identified two key areas that the altemedtiamework should be focused on

achieving, specifically:

1. ensuring that the investment options identifiedhet a given investment need take into
accountall potential options, and are not limited by geogyaphjurisdiction; and

2. ensuring that the investment decisions made retecoptimal option out of all of those
identified, ie, that the national coordination lre identification of options is also
reflected in the actual investment decisions thérase

NERA Economic Consulting Allens ii



Executive Summary

Step 2: Roles and responsibilities

The various roles and responsibilities connectdd twansmission planning can be grouped
into five high-level areas, specifically:

Planning: long-term and short term;
Project specific planning/investment decision;
Implementation of investment;

Ownership, O&M and liabilities; and

a k0 DpPRE

Revenue regulation, compliance and reliability deans.

Step 3: Principles to guide development

We have identified eight principles to guide theelepment of an alternative transmission
planning framework, as set out below.

Principle 1. Promote transmission system investment decision-making on a coordinated
basis to maximise net market benefit (defined as the benefit to all those who produce,
consume and transport electricity in the NEM).

Principle 2: Allow for both local input and a strategic perspective.

Principle 3: Allow the use of incentives to promote efficient investment decisions.
Principle 4: Minimise conflicts of interest.

Principle 5: Maximise net benefits from reform.

Principle 6: Allow risk to be allocated to the party that is best able to manage the risk.
Principle 7: Be clear and transparent in approach.

Principle 8: Does not create barriers to connection.

We note in relation to Principle 1 that coordinataxross NEM regions is not required &ir
network investments. In principle, different typ#snvestments can be distinguished on the
basis of whether the geographic spread of altemmaiptions covers more than one region or
jurisdiction (and therefore may require coordina}ior whether all options will inevitably

fall within the same region. However there is boght-line’ between these two types of
investment, which means that the potential for dmation is a relevant consideration in all
cases.

We also have regard to the following COAG princgpile developing the alternative
framework:

Accountability for jurisdictional investment, operation and performance will remain with
transmission network service providers.

NERA Economic Consulting Allens iii



Executive Summary

Where possible, the new regime must at a minimum be no slower than the present time
taken to gain regulatory approval for transmission investment.

The new regime must not reduce or adversely impact on the ability for urgent and
unforeseen transmission investment to take place.

Steps 4 & 5: Alternative Transmission Planning Fram  ework: nationally
coordinated decision making

The institutional arrangement that seems to best the above principles is that of a
nationally-focused planning body (the National Bmission Planner (NTP)) interacting with
and advising individual Transmission Network Seevitroviders (TNSPs) as part of their
planning functions across the NEM.

Our alternative transmission planning frameworkdsion this arrangement, and includes
three additional components specifically targeteghauring national coordination:

= arequirement for increased consultation betwee8H3$\ focused on ensuring that all
relevant options are considered in planning deessicegardless of jurisdictional
boundaries;

= an enhanced role for the NTP in:

— reviewing and commenting on the TNSP’s draft AnriRlahning Report’'s (APRS)
and draft Regulatory Investment Test for Transmis$RIT-T) documentation, with
the focus on ensuring that options in other regamesbeing adequately considered;

— supporting a consistent approach to planning byigiag demand forecasts to all
TNSPs and undertaking advisory roles for plannimg r@liability standards; and

= an enhanced role for TNSPs in the developmenteofNitional Transmission Network
Development Plan (NTNDP), to ensure that coordimatietween national and local
issues occurs at the outset of the planning process

Requirement for TNSPs to consider options in other regions

The alternative framework includes changes to tagaNal Electricity Rules (NER)
imposing a new requirement for consultation betwedgvant TNSPs in preparing their
APRs, and undertaking RIT-T and non-RIT-T assesssnen

When APRs are developed by TNSPs, they would reesdttout whether there are options
located either wholly or partly in other regionattisould potentially address the identified
need. These options would be identified and deegldhrough consultation with
neighbouring TNSPs. TNSPs would also be requiresdate in their APRs if they do not
consider that options in other regions would mieetidentified need for the investment,
where that is the case, and the reasons why. Tiredduld be required under the NER to
develop guidelines on assessing whether an investneed could be met by an investment
in another region.

This approach would follow through to project sfiegblans, with TNSPs being required to
consider options in other regions in both their RI&nd non-RIT-T assessments. Where
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Executive Summary

such options are identified as relevant, they waolidoh be considered in the evaluation of the
particular investment. Again, where options inestfegions are not considered relevant, this
would need to be documented, and reasons givemhpmot.

If an option in another region was identified ag\gehe preferred option under the project
specific planning, the TNSP in the other region ldmeed to agree to be the proponent of
that option (or another provider, in the event thatinvestment could be treated as
contestable). If the option did not have a pr@anthen it could not be chosen as a
preferred option by the TNSP.

It would also be important that the economic reguraregime does not provide a
disincentive for TNSPs to agree to be proponews. consider that there are two potential
economic regulation routes that could occur whieie‘dther region’ TNSP is a proponent —
either assets could be proposed as contingentgso@ could be treated under the existing
capital expenditure allowance. In either routedrae no financial disincentives on the
‘other region’ TNSP to be a proponent.

Enhanced NTP role

The second key element of the alternative framewsodh enhanced role for the NTP, to
facilitate increased coordination across the NEMIuding in relation to the new NER
requirements for TNSP-TNSP consultation discusbede

Specifically, under the alternative framework:

= the NTP would review each TNSP’s draft APRs, amghlght to TNSPs where it appears
that there would be a benefit from coordination;

= the NTP would comment on the draft RIT-T Projecé&fpcation Consultation Report
(PSCR) prepared by the TNSPs, with a focus on igigtihg those areas where options in
one region may help in addressing an investmerd imea different region; and

= the NTP would provide demand forecasts to TNSRssarting point for the forecasts
adopted by the TNSPs in their APRs, RIT-T and ndh-Rassessments;

= the NTP would provide an advisory role to the AERelation to economic regulation
and monitoring compliance with the RIT-T, and aisdhe institutions involved in the
setting of reliability standards.

The NTP’s role in reviewing draft APRs, would behighlight where it appears that
individual TNSPs are planning investments whichehe@mplementarities, or where it
appears that an investment need could potentialipét by investment options in other
regions. This role would act as a check on the A-NSISP consultation requirement in the
NER, and would provide a further avenue for TNSPkecome aware of what others are
planning. The NTP would flag with the TNSP thathbuld be consulting on a particular
investment with neighbouring TNSPs.

The NTP’s role in highlighting areas where coortimais likely to be beneficial would be
further pursued through a new role in advisingledonsideration of investment options in
neighbouring regions as part of the RIT-T procelse NTP’s role in relation to providing
input into both the APR and RIT-T processes coretlibly the TNSPs would be specifically
targeted at identifying areas where coordinatiatimwther TNSPs should be occurring.

NERA Economic Consulting Allens Vv



Executive Summary

In addition, under the alternative framework thePN@ould provide a standardised set of
demand forecasts to TNSPs across the NEM. Thiddyarovide a consistent starting point
for the demand forecasts used in planning acresBlEM. TNSPs should be permitted to
deviate from the NTP’s forecasts where local knolgesuggests this is appropriate,
including where the TNSP has more detailed inforomeds a result of forecast demand
provided by the relevant DNSPs. However the TNSBtrolearly state how and why they
have deviated from the NTP’s forecasts.

Enhanced TNSP input into NTNDP

The final element of the alternative framework i®k for enhanced TNSP input into the
NTNDP. This would ensure that coordination betweational and local issues occurs right
at the outset of the planning process.

This enhanced TNSP input would occur through a wgrgroup, comprised of TNSP
representatives from all jurisdictions, being ined in advising the NTP in the preparation
of the NTNDP. This working group would comment and provide input to, the NTP in the
development and preparation of the NTNDP, withuhienate responsibility for the NTNDP
remaining with the NTP. This role would complemtrg NTP’s role in commenting on
aspects of the TNSP’s APRs and RIT-T applications.

Roles and responsibilities under the Alternative Fr amework

Table E.1 sets out the roles and responsibilibegéch of these five institutions under the
alternative transmission planning framework.

There are five key institutions involved in theeattative framework:

» the NTP;

» the ‘home’ TNSP’, ie, the TNSP in the jurisdictistmere the need has been identified;
= the ‘other region’ TNSP’ ie, a TNSP in a regionatkthan that of the ‘home’ TNSP;

= the Australian Energy Regulator (AER); and

= an ‘other body’ (ie, the AEMC or jurisdictional négtors).

The alternative planning framework proposed in thort can be mainly implemented
through the NER and does not require significaainges to the NEL.

We note that the alternative framework providesaiorenhanced role for the NTP. One of
the benefits of this enhanced role is that it pitesia degree of oversight and review in the
planning process, by allowing for the views of tdifierent parties to interact. In Victoria,
the NTP and the jurisdictional planning body areently the same entity, ie, the Australian
Energy Market Operator (AEMO). Accordingly, thenkeéits associated with the separation
of these roles are not able to be delivered iviborian jurisdiction.

We consider that there are a number of instituticgfarms that could be undertaken in order
to address these issues, each of which would ether support of the Victorian Government.
These options are:
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» ringfencing — the part of AEMO that undertakes samall of the Victorian declared
network functions to be ringfenced within AEMO;

= new Victorian planning entity — the relevant plamqpfunctions in Victoria to be carried
out by a body other than AEMO; or

» transfer TNSP planning functions to SP Ausnet —diéndared network functions to be
given to SP AusNet, providing for separation of WP from jurisdictional transmission
planning activities in Victoria

Roles and Responsibilities: Alternative Transmissio

Planning

Table E.1

n Planning Framework

Long term strategic plan:
NEM-wide (NTNDP)

Development of plan

Shor-term detailed plar
regional and cross-regional
(APR)

Development of plan

Project specific planning/ investment decision

Identification of need

Demand forecasts

Development of scenarios

Identification of options

Evaluation (RIT-T, non-RIT-
7

ANERNERNERN

Investment decision

Transmission asset ownershi
maintenance and operation

Responsibility/liability

Revenue regulatic

Economic regulatic

v

How is asset owne
compensated? (ie,
economic regulation or
contract payment)

economic
regulation

primarily
economic
regulation

Compliance wth network
planning requirements in NEF

Setting of ietwork reliability
standards

Advisory role to economic
regulator, compliance monito
on RIT-T and standards

Note: v'= Primary responsibility; v'=Also involved
* If the ‘other region’ TNSP was prepared to becdimeproponent for the investment, then these ianelsresponsibilities
would shift to the ‘other region’ TNSP.
#Note that if the ‘other region’ TNSP was the progot) the ‘home’ TNSP would still need to providgtininto the detailed
design of the investment in order to ensure thaeiets the relevant jurisdictional standards.

NERA Economic Consulting
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Implementation of Alternative Framework

1. Introduction

NERA Economic Consulting (NERA) and Allens havebasked by the Australian Energy
Market Commission (AEMC) to develop an alternatrasmission planning framework for
the National Electricity Market (NEM). The focukthis alternative framework is on
ensuring national coordination of planning acreesNEM. Specifically, a nationally
coordinated approach ensures that the choice wirgpbeing considered for investment
includes all relevant options, and is not limitgdjlrisdictional boundaries.

We have not been asked as part of this assignmessess the current arrangements for
transmission planning. Instead, the focus is tehbgp analternativeoption for network
planning. We therefore do not undertake an asssssof the status quo arrangememsy
have we considered potential enhancements to thentiarrangements.However, we have
had regard to the current institutional arrangesienplace with respect to planning in the
NEM, and the current roles and responsibilitiesiedrout by those institutions.

We note that NERA was also engaged to undertaket@amational review of transmission
planning arrangements in four North American jug#dns (specifically, New York, PIM,
California and Albertad. The findings of this review have informed our el@pment of the
alternative planning arrangements considered here.

The remainder of this report is structured as fodio

= Section 2 sets out our approach to developingtamailtive transmission planning
framework;

= Section 3 sets out the principles we have adoptedite the development of the
alternative framework;

= Section 4 discusses alternative institutional apghes;
= Section 5 discusses the key features of our aligenransmission planning framework;

= Section 6 sets out in more detail the specificyaled responsibilities under the
alternative framework;

= Section 7 assesses the alternative framework @gbagrinciples we have adopted; and

= Section 8 discusses the implementation of theratare framework.

We note that the current planning arrangememtgdasmission in the NEM are relatively new arill déveloping in
practice. For example, the National Transmissiamier (NTP) was established on 1 July 2009, aedRégulatory
Investment Test for Transmission (RIT-T) has ordpléed since 1 August 2010.

2 We note that the AEMC in its First Interim Repfant its Transmission Frameworks Review identifiedumber of
potential enhancements that could be made to tlierdlarrangements.  AEMC, First Interim Reporarismission
Frameworks Review, 17 November 2011, p.131.

NERA Economic Consulting, Planning ArrangemenisHlectricity Transmission Networks: An Internatid Review,
A Report for the AEMC, April 2012.
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Implementation of Alternative Framework

2. Development of an Alternative Transmission Planning
Framework

In developing an alternative transmission plantiraghework, we have followed a five step
process:

= Step 1:clarify the focus of the alternative planning agaments (section 2.1);

= Step 2:develop a list of roles and responsibilities agged with transmission planning
(section 2.2). The alternative framework needdearly identify the institutions that are
responsible for each of these roles and respoitigibjl

= Step 3:identify appropriate principles to guide the deyshent of the framework
(section 3);

= Step 4:consider different institutional arrangementsgtamning, and the extent to which
each of these are likely to satisfy the identifpeshciples (section 4); and

= Step 5:build upon the optimal institutional arrangemeddritified in step 4, and develop
the alternative framework in detail, including apgches to implementation (sections 5 to
8).

We follow each of these steps in turn throughoist tBport. The remainder of this section
discusses steps 1 and 2.

2.1. Focus of alternative planning arrangements

The focus of the alternative transmission planfitaghework is to ensure national
coordination of decision-making. As a first steg ave therefore clarified what exactly we
understand to constitute ‘nationally coordinatedisien-making'’.

In terms of ensuring nationally coordinated decisimaking, we have identified two key
areas which the alternative framework should bedged on, specifically:

1. ensuring that the investment options identifiechieet a given investment need take into
accountall potential options, and are not limited by geogyaphjurisdiction; and

2. ensuring that the investment decisions made retthecoptimal option out of all of those
identified, ie, that the national coordination lre identification of options is also
reflected in the actual investment decisions thérase

An approach which reflects national coordinatiomplainning in the NEM would ensure that
the choice of options considered for investmeniuithes options irall relevant jurisdictions!
That is, the investment options considered shootda limited by geography or regional
boundaries. For example, in some cases it islplesiat a reliability standard in NSW could

The DPI submission to the AEMC in response toRingt Interim Report notes that “as TNSPs opeoata regional
basis there is a risk that efficient inter-regiomaestment solutions will not be considered inrtipganning decisions.”
See: Department of Primary Industries, Submissiché AEMC Transmission Frameworks Review — Fingtrim
Report, 27 January 2012, p.11.
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potentially be met by an option undertaken in @itQaeensland or in NSW. A nationally
coordinated planning approach would ensure thdt bbthese options are considered in
determining the optimal investment.

Related to this, is the need to ensure that thesinvent decision itself reflects the most
appropriate option, out of those identified. Tisahot only are options in other regions
identified and considered as part of the initi@rpling process, but they are also
implemented where they are found to be optimalnti@aing the previous example, if an
investment in Queensland can meet the NSW religlsiandard and has a higher net market
benefit than an investment in NSW to meet the saeeel, then the Queensland option should
be chosen as the option for investment. This momant, since if the consideration of

options across jurisdictions as part of the plagmirocess is not also reflected in the outcome
of investment decisions, then ensuring increasedduwation at the planning stage will not
serve any real purpose.

2.2. Roles and responsibilities

Given our clarification of the focus for the altative framework (discussed above), we next
consider the various roles and responsibilities@aged with the network planning
framework (step 2).

In identifying the various roles and responsilahtin connection with transmission planning,
we consider that these can be grouped into five-ldgel areas, specifically:

Planning: long-term and short term;
Project specific planning/investment decision;
Implementation of investment;

Ownership, O&M and liabilities; and

o~ 0 Dbd PR

Revenue regulation, compliance and reliability dtads.

We discuss each of these areas in more detail beldwe alternative framework needs to
clearly set out those institutions that are resjia$or each of these roles and
responsibilities.

2.2.1. Planning

The first high level area is planning — Table Z2fisout the detailed roles and responsibilities
associated with planning.

The planning role relates to consideration of thestment needs of the network in general
terms, rather than specific investment decisidgygecific investments are likely to form part
of the development of an overall network plan, ipatarly where the general plan has a
shorter term focus. However we have distinguidbeteveen ‘planning’ undertaken at a
broad level, and ‘project specific planning’, whiahtates to the detailed consideration of a
particular investment (and is discussed in se@i@r? below). We note that this distinction
is reflected currently in the roles and responiied in relation to planning in the NEM.

NERA Economic Consulting Allens 3
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In terms of the general planning function, we hdigtinguished between long-term, more
strategic planning, which is focused on the needrfajor new investments and has a longer-
term focus (eg, more than ten years), and shart-panning, which is focused on the more
near-term and driven by specific investment nea&fig. note that the distinction between
long-term and short-term planning is again one Winsaeflected in the current planning
arrangements in the NEM. It is also a featurénefglanning frameworks adopted in other
markets. For example, in PJM the Regional TrarsiomsExpansion Plan developed by the
Regional Transmission Organisation (PJM Intercotiord.LC) assesses both the near-term
(5-year) needs of the regional power grid as wethase over the long-term (15 years).

Currently the long-term strategic planning functfonthe NEM is carried out by the

National Transmission Planner (NTP\ho produces the National Transmission Network
Development Plan (NTNDP). The NTNDP is a long-testmategic plan which is designed to
provide an overarching, strategic view for the retover the next 20 years. It provides a
holistic view of the entire system, and considbesrhajor national transmission flow paths
(ie, those areas of the transmission network cdimgemajor generation or demand centres).

Developing this long-term plan involves a numbeactivities. These include identifying the
areas of the network that need investment (ie tifileation of investment need) and the
development of the different scenarios to be useg@linning purposes. These scenarios can
cover different economic and government policy oates, demand forecasts and also
generation scenarios.

The high-level strategic plan guides and infornesrtiore detailed planning of the network.
Currently the detailed planning is led by the depeient of short-term (ie, two-three years)
plans for particular regions in the network, refigetin the Annual Planning Reports (APRS)
that are developed by the jurisdictional Transroisdletwork Service Providers (TNSPs).
We note that in other markets where there is desimgtwork planner, separate sub-plans for
specific regions are still typically develop®d.

Again, various activities are involved in this sht@rm planning. Although the starting point
is to draw upon the high-level strategic plan, mepecified drivers for investments need to
be developed (ie, identification of investment rjeddke the high-level plan, the short-term
plans also consider different potential outcomesugh development of different scenarios,
and accompanying demand forecasts for each of dueserios. These scenarios and
demand forecasts will typically be at a higher éegof specificity than those in the high-
level plan. This is because they are likely todieereflect more detailed aspects of
particular investment conditions. For examplehigir APRs TNSPs currently either use ‘top
down’ demand forecasts such as those developdtebdTP, or ‘bottom up’ forecasts that
are required to be provided by Registered Partitgp@including DNSPs) under clause 5.6.1
of the NER. However, in general the scenarios usége short term plans should be
informed by the higher-level strategic scenaricd famecasts.

5 NERS5.6A.2.

5 For example, in in California the CAISO perform§ive-year Local Capacity Requirement study tovjute visibility to
stakeholders relating to local capacity requiremsiett New York, the Comprehensive System PlanRiragess
(CSPP) is initiated by individual Transmission ®ystOperators, who start by developing comprehendaes for
their individual service territories, which therrfoinputs into the system plan developed by the $&Y.l
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Table 2.1
Roles and Responsibilities - Planning
Roles

Planning

Long term strategic plan: NEM-wide (NTNDP) Development of lan
Identification of nee
Demand forecasts
Development of scenarios (incl. generat

Short-term detailed plan: regional and cross-regji(APR) Development of plan
Identification of nee
Demand forecasts
Development of scenaric

2.2.2. Project specific planning / investment decis  ion

The second high level area is the project spegléioning, and the investment decision —
Table 2.2 sets out the activities associated Wighgpecific area.

Project specific planning relates to a particutasestment need, and culminates in a
particular investment decision. In some other retrkhis project specific planning is
undertaken as part of the development of the $bort plans discussed above. For example,
the Comprehensive System Planning Process (CSRByced by the New York
Independent System Operator (NY-1SO) results indeatification of specific investment
projects.

In contrast, in the NEM there is a separate anthdisprocess for individual investment
decisions, specifically the application of eithiee Regulatory Investment Test for
Transmission (RIT-T) or an equivalent non-RIT-Tesssnent. In Alberta there is an
equivalent ‘project specific planning process’Jdaling on from the general planning
process, which culminates in a Needs IdentificaDacument (NID) for each investment.

In the project specific planning process in the NEMietailed cost benefit assessment is
undertaken (ie, the RIT-T, or an equivalent prodesson-RIT-T investments) to identify

the investment option which has the highest neétisn As part of this process, the first step
is to again set out why the investment is needet iglentify the need. This can either be to
meet a reliability standard or to deliver overaisjive net market benefits. Different
scenarios then need to be developed, under whicbasts and benefits will be assessed.
Demand forecasts are typically developed for eaehario. These may be informed by the
scenarios and demand forecasts used in the plafuniegon and described above.

Following the evaluation, the investment decis®miade, ie there needs to be a decision as

to which investment will be undertaken. This derisshould reflect the investment option
identified as optimal through the evaluation praces
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Table 2.2
Roles and Responsibilities — Project Specific Plann ing / Investment Decision

Roles

Project specific planning/ investment decision

Identification of nee

Demand forecasts

Development oscenario

Identification of options

Evaluation (RI-T, nor-RIT-T)

Investment decision

2.2.3. Implementation of investment

The third high level area, following the investmeetision, is the actual implementation of
the investment — Table 2.3 sets out the relategbrahd responsibilities for this area.

The implementation of a particular investment imesl a number of detailed activities in
order to construct and then commission the asHetse activities include:

= obtaining planning permissions — relevant approuatsd to be gained by the institution
who is responsible for constructing the assetregn the relevant jurisdictional planning
department or authority;

» obtaining easements — easements/wayleaves alsaobedgrocured (either through
purchase or leases) in order to enable the sifitigecasset;

= outage planning — the construction of the asdétaly to require outages to other
associated equipment, in order to connect it to#teork. These outages need to be
planned in order to ensure that the safety, sgcanid reliability of the remainder of the
system is not comprised;

» detailed design — the asset needs to be spedadifiecgufficient level of detail in order for
it to be constructed,

= procurement of materials — the materials necedsagonstruction of the asset (eg,
capital equipment, parts, etc) need to be procuvéh,this normally occurring through
competitive tender managed by the asset owner;

= procurement of resources — the resources necdssdhe construction of the asset (eg,
labour etc) need to be procured, with this normadigurring through competitive tender
managed by the asset owner;

= management of site works — while the asset is bedmgtructed the site works around the
construction of the asset needs to be managedtmgtincluding controlling traffic flows
etc; and

= commissioning — the final stage in the implementatf the investment is the
commissioning of the asset, when it is placed urse.
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Table 2.3
Roles and Responsibilities — Implementation of Inve  stment

Implementation of investment

Obtaining planning permissi

Obtaining easements

Outage plannin

Detailed design

Procurement of materic

Procurement of resources

Management of site wor

Commissioning

2.2.4, Ownership, O&M and Liabilities

The fourth high level group of roles and resporiisies relates to ownership, operation and
maintenance (O&M) and liabilities — as set out able 2.4.

Once the investment has been constructed and caiomesl, it is necessary to consider who
owns, operates and maintains the asset overats lif

Transmission asset ownership is associated witingtigution who ‘owns’ the asset.
Importantly, this may be different to the institutithat hasesponsibilityfor the asset. That
is, the institution who bears the risks and lidieii associated with the asset (ie, the
responsibility) may not necessarily own the asstiwever, if these institutions are not the
same, this separation of roles and responsibilgiégpically managed through a contract
between the asset owner, and the institution resplenfor it.

These institutions may also be different to théwse imaintain and/or operate the asset.
Maintenance of the asset ensures that it is keptdordance with a specified set of standards.
Operation of the asset ensures that it is operatadcordance with a given set of criteria.

Table 2.4
Roles and Responsibilities — Ownership, O&M and Lia  bilities

Ownership, O&M and Liabilities
Transmission asset ownership

Maintenanc

Operation

Responsibility/liability
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2.2.5. Revenue regulation, compliance and reliabili  ty standards

The last high level area relates to revenue reigalatompliance and reliability standards —
Table 2.5 sets out the roles and responsibilisse@ated with this area.

Transmission services are natural monopolies, aradestypically subject to economic
regulation of the revenues that they can earnerd heeds to be arrangements determining
how the asset owner is compensated, by whom amehanhbasis.

The type of compensation that the asset ownerwesenay depend on the institutional
framework in place. If the business that ownsabeet is also responsible for the provision
of transmission services using that asset, theiililikely earn regulated revenue through
receiving regulated Transmission Use of System gdw(TUOS charges) for the use of the
asset. This is how economic regulation is curyeagpiplied in the NEM (as administered by
the Australian Energy Regulator (AER)), for alliggtictions apart from Victoria. If the asset
owner is not also responsible for the provisiotrahsmission services, then it may instead
receive a contract payment from the individual w(eg, a ‘planner-procurer, such as
AEMO in Victoria). This second body should theringesubject to some form of economic
regulation. We note that AEMO is not currently jgahto economic regulation. However,
‘planner-procurers’ in other markets are subjeatgulation eg, the California Independent
System Operator (CAISO) in California, whose traission planning processes and
investment decisions are approved by the US Fe@meigy Regulatory Commission
(FERC).

There is also a compliance monitoring role, engutivat network planning is undertaken in
accordance with planning requirements as set aihieifNational Electricity Rules (NER)
(including the application of the RIT-T) and anyesant jurisdictional regulations or
instruments.

One of the key drivers of network investment istieed to meet network reliability
standards. The setting of reliability standardbésefore a key activity as part of the overall
planning framework.

There may also be an advisory role to those initita responsible for regulation,
compliance and standards. Such advisory rolesenakjle more detailed system planning
knowledge to be provided to the institutions withmary responsibility in these areas, to
assist them to fulfil their obligations more efigety. For example, the NTP currently
provides an advisory role to the AER, who is resjae for economic regulation and
compliance monitoring of RIT-T assessments in RN Similarly, in South Australia, the
jurisdictional regulator (ESCOSA) sought input frdine NTP as part of its review of
reliability standards.

7 Specifically, the AER in considering whether tpeerating and capital expenditure criteria areimessessing

regulated business proposals must have regardnion@st other things) the most recent NTNDP, andsaitwnissions
made by AEMO on the forecast operating and capkpénditure NER 6A.6.6(e) and 6A.6.7(e).
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Table 2.5
Roles and Responsibilities — Regulation and Standar  ds
Roles
Regulation and Standards
Revenue reguleon Economic regulatic

Advisory role to economic regulator

How is asset owner compensated? (ie, economicatgulor
contract payment)

Compliance with network planning Compliance monitoring
requirements in NER

Advisory role to compliance monitor on RIT-T

Network reliability standarc Setting of standart

Advisory role in relation to standards

2.3. Summary

We have identified the key focus of an alternatre@smission planning framework to be
ensuring nationally coordinated planning and denisnaking, by ensuring that options for
investment are identified without being limited joyisdictional borders.

The alternative planning framework needs to allecates and responsibilities over five high
level areas associated with network planning amestment.

Given this focus, and having identified the relévates and responsibilities, we next
consider the principles that should guide the dguwaent of an alternative framework (step
3). We discuss these principles in the followiegt®n.
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3. Principles for ldentifying an Alternative Transmission
Planning Framework

We have identified eight principles to guide theelepment of an alternative transmission
planning framework. We discuss each of theserim thelow.

3.1. Principle 1: Promote investment decision-makin g on a coordinated
basis to maximise net benefit

Principle 1: Promote transmission system investment decision-making on a coordinated
basis to maximise net market benefit (defined as the benefit to all those who produce,
consume and transport electricity in the NEM).

The first principle is to ensure that the framewrkults in investment decision-making
occurring on a nationally coordinated basis, ireotd maximise the net benefit to the NEM.
To the extent that investment decisions are madaudtiple parties, outcomes should be no
different to decisions made by a single body (timgkhe same way). In other words, under
the proposed approach, investment decisions madeuliiple parties under a given set of
evaluation criteria and principles, should be thmes to those made by a single party under
the same set of evaluation criteria and principles.

This principle is focused squarely on ensuring tfaional coordination of planning and
investment decision-making occurs. However italpful to consider just what would be
taken as reflecting a ‘coordinated outcome’. Wardfore discuss in more detail what
national coordination entails below (section 3.1.1)

We note that the maximisation of net market bengfionsistent with the principles for
investment decision-making set out in the NER latien to the RIT-T, and is also relevant
to investments not evaluated under the RIT-T. d@yrg into account the benefits associated
with an investment decision, as well as the dicests of the investment, the planning and
decision-making process is better-aligned with idiging investments which will better meet
the National Electricity Objective.

3.1.1. National coordination of investment decision -making

As discussed in section 2.1, we consider thatonali coordination’ would be achieved

where investment options in different NEM regiontsieh may all address the ‘identified
need’ for the investment are identified and congides part of the planning process. That is,
the options considered as part of the planningge®are not limited to those within a
particular geographic location.

Importantly, coordination of this type is not reguad acrossill investments. In principle,
different types of investments can be distinguistiedhe basis of whether the geographic
spread of alternative options covers more tharreg®en or jurisdiction.
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Figure 3.1
National Coordination of Investment Decision-making
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In broad terms, we have identified three generags$yof investments, which are depicted in
Figure 3.1:

First are those investments that affect major trassion flow paths (including, but not
limited to, interconnectors) — identified as thedrinvestments in Figure 3.1. These flow
paths are used to transport significant amoun&dedtricity between generation centres,
and major load centrésCoordination is important for these investmesitsce the

solution to an identified need could easily be mnanother jurisdiction, or an investment
which involves assets in multiple jurisdictions.

Second are those investments near jurisdictionaldss, where a credible option in
another region may again address the identified ree, the ‘green’ investments shown
in Figure 3.1. These can be either reliabilityvdn investments, or net market benefit

AEMO, National Transmission Network Developmelar? 2011. We note that these investments arewtlyr
considered by the Australian Energy Market Operg&&MO) in its National Transmission Network Devetoent
Plan (NTNDP).
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investments. These also require coordination agrogdictions, since the need for
investment in one jurisdiction (eg, to meet thaisgictions reliability standard) may
potentially be addressed by an investment optianther region. For example, an
investment in Queensland might be one option foeting reliability standards in NSW.
The need for coordination for these investmentearfrom the particular geographic
location of the investments, more so than the tfgavestment being undertaken.

= Third are what can be considered purely ‘localestments — depicted by the ‘blue’
investments in Figure 3.1. These investments iaes éor which all of the credible
options are inevitably in the same region, egnied to maintain substation capability
supplying Hobart. Coordination across regionsansidering options for these
investments is not important, since it is highlyikely that the investment need can be
met by an investment in another region. Indeethefe were to be a single entity
responsible for planning across the NEM, it islijkdat these types of investments
would only be considered by the ‘local planningision’ applying to that area, rather
than also being considered by planners who alse haletailed knowledge of the
network in other regions.

As a consequence, the key focus on nationally ¢oateld planning arrangements should be
in relation to ensuring coordination for those istveents affecting major transmission flow
paths, and investments which are situated clogeagraphical borders.

However, importantly there is no “bright-line” beten investments where options in other
regions may be relevant, and ones where they anéaly to be relevant. More ‘extreme’
circumstances are likely to be easier to recognfse.example, where an investment is
located close to a jurisdictional border, the lilkebd of a similar investment the other side of
the border also being a potential option is likelyoe higher. Alternatively, a small upgrade
to a transmission line in Cairns would likely net imet by an investment in another
jurisdiction and so coordination is unlikely to leguired. However, since these
circumstances are likely to be few in number, tbedhfor national coordination should be
considered in all cases, and cannot be rulea quiori.

We note that guidelines could potentially be depetbon when options in other regions may
be more relevant. We consider this further inisads.1 below.

Lastly, we note that the type of national coordomato identify investment options which
forms the focus on the alternative framework setimthis report differs from the ‘inter-
regional impact’ / ‘inter-network impact’ which @urrently required to be considered as part
of the RIT-T. The RIT-T requires that the relev@aiMSP should consider whether the
credible option is reasonably likely to have a miaténter-regional impact. ‘Material inter-
regional impact’ is not a defined in term withiretNER, but it is has been generally assumed
to be synonymous with ‘material inter-network impahich is a defined terrtf This

®  NER 5.6.6(c)(6)(ii).

10 A material impact on another TNSPs network, whiohact may include (without limitation): (a) theposition of
power transfer constraints within another TNSPsvag; or (b) an adverse impact on the quality qffgy in another
TNSPs network.

NER, Glossary.
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definition relates to technological constraintatielg to the power system, which is different
to considering options in other regions.

3.1.2. Net market benefit

We note that the maximisation of net market bengfionsistent with the principles set out

in the NER in relation to the RIT-T, the purposenfich is to identify the option that
‘maximises the present value of net economic betwfill those who produce, consume and
transport electricity in the market’. The maxiatisn of net benefit is also relevant for
investments that are not covered by the RIT-T.e NER specify that these investments

(with the exception of funded augmentations) mesplanned and developed ‘at least cost
over the life of the investment’. In practice, IR typically consider benefits (such as
impact on losses) as part of these non-RIT-T assa#s and so choose options based on the
maximisation of net benefit.

In its development of the National TransmissiomBiag Arrangements, the AEMC
considered that the definition of market benefit§isiently allows for all national benefits to
be assessed, ie, not just those focussed wittégiar of a TNSB! This is consistent with
ensuring a nationally coordinated approach.

We note that the scope of benefits to be consideradsessing electricity network
investments, and in particular transmission investis, has been the subject of significant
debate and development. The Australian CompetitimhConsumer Commission (ACCC)
considered that the Regulatory Test (precursdreédiT-T) should focus on those costs and
benefits that are directly related to the propgsegect ie, a partial equilibrium analysis. It
maintained this position in its later review of tRegulatory Test. In the AEMC'’s
subsequent review of the Regulatory Test princjples AEMC expressed the view that “it
would be inappropriate to discard the cost-berefilysis framework that has already been
well developed”. We note that the assessmenbappradopted in other markets also
considers benefits in the context of those benafitsuing to the electricity market (rather
than more broadly}

3.2. Principle 2: Allow for both a local and strate  gic perspective
Principle 2: Allow for both local input and a strategic perspective.

Principle 2 is that the framework should allow bamth local input and a strategic perspective
as part of the planning process.

There is a need to ensure that there is suffidiecsl knowledge’ as part of any planning
framework. Network topography and local conditioasy substantially across the NEM. It
is therefore important to allow for specialisatiarplanning across different areas. This
specialisation may need to be even narrower thaincde NEM region.

11 AEMC, National Transmission Planning ArrangemeFRteal Report to MCE, 30 June 2008, p.46.

12 For example, PIM, California and New York. Sé&R¥ Economic Consulting, Planning ArrangementsHterctricity

Transmission Networks: An International Review, apRrt for the AEMC, April 2012.
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Where planning is undertaken by a single body ol still be likely have separate

divisions or specialist planners for different gegqahies. For example, in Alberta the Alberta
Electric System Operator (AESO) divides the Albéntarconnected Electric System (AIES)
into five regions that are differentiated basedimtinctive load and generation
characteristics, in order to assess transmissiedsnen a localised level.

The alternative planning framework should therefgire to ensure that there remains
sufficient ‘local knowledge’ in relation to spedifareas of the network.

There is also a need to ensure that there is g-tierm vision’ for the network, which is not
lost as a result of focus on more short-term inaestt drivers. We note that the earlier
reforms which led to the establishment of the N&R &s a focus the need to ensure that the
arrangements incorporated a long-term strategioakit Indeed, the Energy Reform
Implementation Group (ERIG) concluded that a projgcproject assessment cannot be
expected to deliver efficient, long term developinafrthe national network and
recommended that decision-making is not applieghtondividual project in isolation, but
rather from the perspective of the network as aleto

As discussed earlier, the planning frameworks énNloerth American markets we surveyed
also incorporate both a short-term and long-terammihg perspective, as well as ensuring
that there is sufficient input to address localipthning issues.

3.3. Principle 3: Allow the use of incentives
Principle 3: Allow the use of incentives to promote efficient investment decisions.

Principle 3 is that the proposed framework sholltwafor the use of incentives in order to
promote efficient investment decisions. Thattishiould aim to align the private incentives
of network planners and the other institutions laed in the planning process, with
outcomes that are desirable from a market-widepeets/e.

We note that incentives can be either positiveegative (eg, the application of penalties).
Moreover, they can also be financial or non-finah¢uch as reputational incentives).

Financial incentives are generally considered ttheemost effective and transparent form of
incentive®® Financial incentives operate by exposing indigiduo a share of the benefit or a
share of the cost as a result of the outcomeseaf dlations. The NEM has adopted an
incentive-based form of economic regulation, unglieich businesses are given the
opportunity to make efficiency gains (and are expla® the risk of cost over-runs), which
are ultimately passed through to consumers. We thatt some submissions received by the
AEMC in response to the First Interim Report haaised concerns in relation to the
effectiveness of financial incentives within theremt regulatory framework in the NEM,

13 AEMC, National Transmission Planning Arrangemelsisues Paper, 9 November 2007, p.49.

14 The Grid Australia submission in response toAB&IC’s First Interim Report supported the use oflwlesigned

financial incentives to promote the National Elmity Objective (NEO). Major Energy Users (MEU}¥alnoted in its
submission that financial incentives to do thelitithing” are better than incentives created thhoingrusive
regulation.
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such as the current incentive on TNSPs to defescapthe end of the regulatory period.
We note that these concerns relate tactimeent formof financial incentives applying to the
TNSPs under the NER, rather than relating to coreceiith a fundamental principle of
having financial incentives.

Non-financial reputational penalties can be imptrtparticularly in providing a form of
moral suasion. Finally we note that all bodies hagentives, whether financial or not. A
not-for-profit body is not subject to financial Entives. However it will still be subject to
other incentives, such as concerns with its refmutatFurther, bodies with multiple roles,

will have incentives stemming from these othersolEor example, the NTP is currently also
the market operator. It may have an incentive ¢tomamend increased investment in the
network, in order to make its role in operating ina@rket easier. In the case of a not-for-
profit body, the alternative framework needs tosider the creation of incentives through
the use of governance and effective oversighothier markets where there are not-for-profit
planner-procurers, they face oversight by regusabath in terms of their network planning
processes, and their ultimate investment decisions.

3.4. Principle 4: Minimise conflicts of interest

Principle 4: Minimise conflicts of interest.

The fourth principle is to minimise conflicts oftémest amongst the institutions involved in
transmission planning, to the extent possible.

There are a number of potential conflicts thatam@monly mentioned in relation to
transmission planning and which have been raissdbmissions to the AEMC'’s First
Interim Report. We discuss each of these in tetow.

3.4.1. NTP and Victorian jurisdictional planner

The NTP is designed to provide an independent lagél strategic plan for the NEM, with
jurisdictional planners producing more detailedyrsttierm plans. Neither of these plans is
bound by the other, but instead must have regaeddt othet’

As a consequence, these arrangements in effedtiproa degree of independent ‘oversight’
on each institution involved in the planning franoeky and provides an additional view on

15 The DPI submission notes that “the framework faes incentives on TNSPs to delay capital expergliii the end of

the regulatory period, rather than at a time inchihvestment might be required or justified by Wieolesale market
and generation developments. Further, the framewakides few incentives on TNSPs to make optimzsale-offs
between network and non-network investment optiaasnvestment-based augmentations are automgtiodiéd into
the asset base.”

See: Department of Primary Industries, Submisgidhe AEMC Transmission Frameworks Review — Hirtrim
Report, 27 January 2012, p.11.
16 For example, California and PJM. See NERA Ecdnd@onsulting, Planning Arrangements for Electyicit
Transmission Networks: An International Review, apRrt for the AEMC, April 2012.

7 NER 5.6A.2(b)(3)(i).
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each of the plans being develog€dunder the current arrangements, different inttins
are involved in long-term and short-term plannifdnis ensures that there is an appropriate
tension, and check on the planning role withinrtteeket.

The AEMC noted as part of its earlier review of Netional Transmission Planner
Arrangements that:

The NTP, as a highly informed participant, haspgbtential to add considerable value to the RIT-T
process by providing independent views on whethen@estment option or programme put forward
by a TNSP is consistent with the efficient longrniedevelopment of the network. This should
strengthen incentives for TNSPs to consider thadeo market benefits of the alternatives they put
forward under the RIT-T assessmetits.

We note that in other markets a single body isamsible for both long-term strategic
planning and short-term localised planning. Howekie establishment of a separate body to
undertake the high-level strategic plan was a doosaecision by COAG and the

Ministerial Council on Energy (MCE) (now the StamgliCommittee on Energy and
Resources (SCER)) following the ERIG review. Thas reflected in the Terms of
Reference given by the MCE to the AEMC for its nemm the National Transmission
Planner Arrangements.

The current exception to this arrangement is Viatowhere AEMO has both the NTP and
jurisdictional planner role. We understand thatréhis no ring-fencing in place within
AEMO between these functiofs.

Importantly, even if AEMO is operating as an indegent body, it cannot provide
independent advice to itséff Although it can be debated as to whether this'imaflict of
interest’, it is clear that under this arrangentbgte is only a single body involved in
developing both the long-term strategic plan, dedshort-term plan.

We consider that the current separation of roléeemther NEM regions provides benefits in
the planning process by providing the oversight temdion noted above. We suggest that
this would also be desirable as part of the alteraglanning framework, and would ideally
be implemented in all jurisdictions.

3.4.2. NTP and market operator

The second potential conflict of interest that basn raised is AEMO’s current role as both
NTP and market operator.

InterGen noted in its submission to the AEMC’ssFInterim Report that the independent check eftNSPs
investment plans by the NTNDP is an important congmb of the current planning regime.

19 AEMC, National Transmission Planning Arrangemehtaal Report to MCE, 30 June 2008, pp.14-15.

20 AEMC, First Interim Report: Transmission FrameksReview, 17 November 2011, p.141.

21 AEMO, Submission to Transmission Framework Reviémst Interim Report, 20 February 2012, p.46.
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Having both of these roles located in the samétinisin represents a potential conflict. It is
possible that the NTP may have an incentive tomegend increased investment in the
network, in order to make its role in operating mtharket easier.

We note that in practice concerns about this ccindli interest could be addressed via the
specific planning arrangements adopted, and incpdat the criteria applied in identifying

the optimal investment option. In the NEM the enion criteria that must be applied to the
investment are set out in the NER (ie, the specifitumstances that must be met under the
RIT-T).?? Investments proposed purely to make the operafitie market easier, and which
do not provide other market benefits, would notsghe RIT-T. Similarly, in other markets
where the same body has the market operator andgri@ole (eg, California, PIM), there are
clear, criteria, approved by the regulator, whialstrbe applied in identifying required
investment?

We also note that currently TNSPs are not bounthbyecommendations of the NTP in the
NTNDP. While the NTP (being informed by the madr&perator) could suggest increased
investment in the NTNDP, the TNSP makes the fineéstment decision. This provides a
further safeguard against inappropriate investrdenisions being driven by this potential
conflict of interest. The exception is Victoriahgre AEMO has the roles of market operator,
NTP and jurisdictional planner. As a consequealtBpugh there is still the RIT-T safeguard,
the additional safeguard provided by separatiomiefs does not exist.

We therefore do not consider that this potentialffloct of interest is a material feature of the
current planning arrangements, outside of Victokewever, it is important that an
alternative planning framework does not createdbislict.

Finally, we note that the market operator couldeptiailly have valuable insights into how
the network should be planned, as a consequenteedperience in operating the market,
and in particular identifying areas where thersubstantive and prolonged congestion.
However this input could be provided through a cdtasion role, without it being necessary
for the same entity to undertake both planningraadket operation functions.

3.4.3. Conflict of interest between TNSP as asset 0 wner and planner

A third perceived conflict is between a TNSP makamginvestment decision, while also
owning the asset’ The concern here is that the TNSP may have amiive to ‘gold plate’

its network planning decisions, as it then getsaiostruct more assets on which it will earn a
return.

We note that under the current framework, TNSPs lgaility associated with the assets
they own and are subject to financial incentiv€ke return earned by the TNSP on its assets

22 NER 5.6.5B.

% see NERA Economic Consulting, Planning Arrangeséar Electricity Transmission Networks: An Intational

Review, A Report for the AEMC, April 2012.

The Clean Energy Council in its submission toAlMC'’s First Interim Report noted that a for-ptdfusiness will act
in its own interest, rather than to the benefithef NEM, and so will distort the market and creatwrrier to the
realisation of the National Electricity ObjectivdEO).

24
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reflects the opportunity cost of the capital it asested, as well as a return on the risks it is
bearing. The TNSP’s planning and investment decssare therefore motivated by the
liability they bear, rather than representing aflbctof interest.

The AER’s economic regulation role provides owgiisiand financial incentives to guard
against ‘gold plating’ by TNSPS. Additionally, the RIT-T process specified iretRules
sets out procedural requirements which must bev@t by the TNSP prior to it making an
investment decision, and the evaluation criterigctviit must apply. This provides a further
oversight on the TNSP’s investment decision-making.

Alternative planning arrangements should guardresgajiving TNSPs too much discretion in
relation to the planning arrangements themselvedatgrmining the evaluation criteria for
investment, or advising on the reliability standatidlat the TNSP is required to operate under.
For example, if TNSPs are advising on what thebdlity standards should be, they may

have incentives either to establish more leniaariddrds (so they can be more easily met) or,
conversely, to establish more stringent standdadgi$tify more investment). Limiting the
TNSP’s discretion in relation to these matters rsehat the boundaries within which
investment decisions are made are subject to detation by parties other than the asset
owner, further reducing the scope for conflictsndérest.

3.4.4. Conflict of interest where TNSP also owns ge  neration

There may potentially be a conflict where theresirareholders who have an ownership
stake in both transmission and generation assetkis circumstance, there is a concern that
transmission decisions may be biased in favouh®fienerators owned by the same owner,
impacting competition in the generation marKet.

This situation has recently been considered byie&’s (now SCER) Standing Committee
of Officials (SCO) which released a consultatiogulation impact statement (C-RIS) on the
possible anti-competitive behaviours associatetl aribss-ownership of transmission and
generation within the NEN’ While the C-RIS does not represent the final si@VSCER,

it examined the adequacy of current legislativagmition against possible market failure and
reduced generation competition that may result fconss-ownership. The C-RIS concluded
that cross-ownership is not a problem currentthaenNEM, and it is difficult to foresee
whether it will become an issue in the future.

The C-RIS notes that is unclear whether currentiaeisms in the NEM (eg, the
Competition and Consumer Act (CCA)) would providkequate protection against these

2 We note that the recent debate in the contetti®RER’s rule change proposal regarding the ldaxgostegulation

of TNSP’s actual capital spend, relates to thectiffeness of the current financial incentives ie NER, rather than a
criticism of the fundamental regulatory approaeh (inder which financial incentives are applied SPs through
periodic price reviews).

% For example, through increasing the price ofgnaission, reducing quantity and quality of locaisensmission, and

reducing timeliness of transmission to competi@nerators. Ministerial Council on Energy Standirarinittee of
Officials, Consultation Regulation Impact Statemé&wgparation of generation and transmission, 11usug011, p.iv.

27 Ministerial Council on Energy Standing Committ#eOfficials, Consultation Regulation Impact Stageth Separation

of generation and transmission, 11 August 2011.
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competition concerns. For example, recent comraan(ég, AGL v ACCC, 2003) suggests
that the ACCC may face difficulties in proving @k’ harm under the CCA before a court.

The C-RIS concludes by considering three potenpéibns to deal with future cross-
ownership concerns including: maintaining the aurearangements relying on CCA and
NER; enhancing current transmission ring fenciniglgiines; or inserting a
generation/transmission provision in the NEL. Wieerstand that a final RIS has not been
finalised or released, as it is dependent on a euamireview processes currently underway,
including the AEMC’s Transmission Frameworks Review

3.5. Principle 5: Maximise net benefits from reform
Principle 5: Maximise net benefits from reform.

The fifth principle is that any alternative framewshould maximise the net benefits from
reform. That is, the benefits achieved from #fenm less the costs associated with
implementing reform should be maximised.

This principle implies that simpler reforms arefprable, since they will have lower
implementation costs. It also implies that refosheuld be no more than necessary to
address the issue being targeted: ie, the cooiaimat planning to ensure that the
identification of investment options is not limiteyg jurisdictional boundaries.

It is also important that implementation costs $tidne considered in the light of the status
guo. This includes that fact that there are culydive TNSPs operating in the NEM on a
for-profit basis, under a range of ownership stite, including government ownership
(TransGrid, Powerlink and Transend) and private ership (SP AusNet, ElectraNet).
Consideration of the status quo includes that tieeaedivision between the NTP responsible
for long term strategic planning, and jurisdictibpnners responsible for short-term
detailed planning. It also means we need to hagard to the alternative planning model
which has been adopted in Victoria, where AEMOnisralependent, not-for-profit planner-
procurer and SP AusNet does not have a plannieg rol

It is important to recognise that arrangements ctba designed from a clean slate. We note
that this may present insurmountable obstaclelsaroptions contemplated.

3.6. Principle 6: Allocate risk to the party besta  ble to manage risk
Principle 6: Allow risk to be allocated to the party that is bt able to manage the risk.

The issues that arise from this principle for thetypto which a risk has been allocated are:
= whether that party has adequate resources (ingjulilough insurance) to bear the risk;

= the party's ability to manage the risk is affeatéubre other parties are involved in
decision making relevant to the management ofrtblat

= however, where risks are removed or diluted, tfiecés the incentive for the party to
effectively manage that risk.

In the context of network planning, the followingrsiderations arise:
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= TNSPs face risks of legal liability in relationttee operation of their networks;

= decisions regarding network planning will (or adeshould) flow through to
transmission investment decisions, which investsienturn determine (and therefore
constrain) the assets and options available to @PTté operate its network;

= this liability is imposed on the TNSP as the assater or operator, and in most cases it
would be difficult to seek to impose liability irspect of earlier planning decisions.

The following paragraphs in this section set oatrtiain types of legal liabilities faced by
TNSPs and the limitations on these.

Broadly, there are four types of legal liabilitteswhich a TNSP is exposed.
3.6.1. Failure to meet a regulatory/legal standard
Jurisdiction-specific reliability standards aredted in different types of instruments in each

jurisdiction, and breach of such standards hasrifit consequences under different state
laws, as discussed in section 6.5.2.

Additionally, the NER contain a number of provisaegarding compliance with technical
standards:

= NSPs (AEMO in Victoria) must comply with the powsrstem performance and quality
of supply standards described in schedule 5.1raaddordance with a connection
agreement (r 5.2.3(b), Sch 5.1);

= NSPs must notify AEMO where provisions of a conieetagreemeniary the technical
requirements set out in the schedules to NER Chape5.2.3(c));

=  NSP$® must operate their part of the grid to standapgsiied in rule 5.2.3(e1)) ;
= NSPs have certain obligations regarding equipm@nidsrds (r 5.2.3(g)).

Each of the above provisions is a civil penaltyisimn, meaning a civil penalty of up to
$100 000 must be paid by a corporation that breaithplus up to $10 000 for every day
during which the breach continu@s.

NSPs must also comply with ‘applicable regulatostriuments' (r 5.2.3(f}f. By virtue of
this provision, certain reliability standards impdsn state jurisdictions (i.e. those which fall

2 |n Victoria, paragraphs (1), (3) and (4) of r6l&.3(e1) apply to SP AusNet by virtue of rule B(@)(1), such that SP
AusNet must arrange for: (1) the management, maamtee and operation of its part of the national;d8) the
management, maintenance and operation of its nktiwaninimise the number of interruptions to agreagability at
a connection point; and (4) restoration of the edreapability at a connection point on or with thetwork as soon as
reasonably practicable following any interruptiddut paragraph (2) of that rule does not applyRoABisNet (it is not
clear whether it therefore applies to AEMO by wértef rule 5.1.2(d)(2) — we think it must): NSP mastange for
operation of its network such that the fault leaehny connection point on or with that networksloet exceed the
limits that have been specified in a connectioreagrent. Rule 5.2.3(el) is a Civil Penalty Provisio

2 Civil penalty provisions referred are identifiedthe National Electricity (South Australia) Reatibns (cl 6(1),

Schedule 1)NESA Regulations) for the purposes of the definition of 'civil pdiygorovision' contained in the NEL s
58 at para (i).

30 The definition of 'applicable regulatory instrum includes: 'All laws, regulations, orders, lices, codes,

determinations and other regulatory instrumentsefothan thdRuleg which apply toRegistered Participantsom
time to time, including those applicable in egelnticipating jurisdictionas listed [in the definition], to the extent that
they regulate or contain terms and conditions irejab access to metwork connectiorto anetwork the provision of
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within the definition of an applicable regulatonstrument) are enforceable under the NER,
and failure to comply with such standards is al ggnalty provision.

3.6.2. An actual service interruption (caused by tr  ansmission)

In respect of service failures relating to the apien of the transmission network, TNSPs as
operators of the transmission network may be liéttleer than in respect of a breach of the
NER):

» to pay damages under contracts with distributaagegators or large customers if there
has been a breach by the TNSP of an obligationiged\for in such contracts;

* to pay damages in negligence for breach of any diutare owed to a person (breach of
an NER performance standard or a jurisdictionahbdity standard may be indicative of
a breach of common law duty).

However, such liability is subject to statutory kesion of liability for:

=  AEMO in respect of any AEMO function under the N&LNER (i.e. including its
declared network functions in Victoria), unless eam bad faith or through negligence
(subject to statutory liability capy (NEL s 119(1));

= NSPs in respect of any acts or omissions in thecese2of ‘a system operations function
or power®? unless done in bad faith or through negligencbjést to statutory liability
capd®) (NEL s 119(2)); and

= aregistered participant (including a TNSP) for &ailure to supply electricity, unless
done in bad faith or through negligence, to themixany such exclusion or cap on
liability has not been modified or excluded by eant (NEL ss 119(5), 120(2)).

In respect of any legal action in negligence ortia as a result of service failures in the
operation of the transmission network, it is theSFNin its capacity as operator of the
electricity assets that would be the primary rig&hhig entity. Liability of TNSPs for service
interruption is typically provided for in conneatiagreements and is therefore (in addition to
any negligence action in tort that may be availphleontractual matter between the relevant

network servicgsetwork servicg@rice oraugmentatiorof anetwork (NER Ch 10). The definition goes on to list
certain jurisdiction-specific instruments, whichwie incorporate at least some of the jurisdictipessfic instruments
discussed irsection 6.5.2.

31 Any liability of AEMO under NEL section 119(1) &¢SPs under section 119(2) for negligence is cafpider than in
the case of death or bodily injury) at an amourdmillion for each person who suffers loss, greater amount if
applicable subject to an annual limit on the N@@gregate liability for negligence events of $100iom: (NEL
s 119(3)-(4); NESA Regulations reg 14(1)(c)-(e)).

32 A 'system operations function or power' is dedib@ mean 'a function or power prescribed as @sysiperations

function or power' (NEL s 119(7)). The only furmets or powers so described in the NEL or NER avedldescribed
in the section of the NER entitled 'Power systemrapons', which encompasses AEMO's obligations to:

'manage the day to day operation of plever systetrusing its reasonable endeavours to mairgaimer system security
accordance with [Chapter 3, subject to ChaptgiNER cl 3.2.3(a)); and

‘performprojected assessment of system adequacy prod@84 in accordance with rule 3.gublishthe details of these
assessments in accordance with rule 3.13 and ineplieam escalating seriesrofirketinterventions in accordance with [Chapter 3] to
maintainpower system securifNER cl 3.2.3(b)).

33 see footnote 31, above.
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participant and the TNSP (the above statutory &tiohs would apply to any such contractual
liability to the extent they have not been modifaedexcluded as per NEL ss 119(5) or
120(2)). Itis not uncommon for TNSPs to seekxde all liability for negligence on their
part.

By contrast, an entity engaged in a transmissitwari planning function is unlikely to be
found liable (in that capacity) for service intgtions:

* in negligence, because the ‘advisory’ nature ofipiiag functions under the NEL and
NER (i.e. TNSPs need only take account of relepéaris in making investment
decisions) would make it difficult for a downstreanstomer who suffers loss to prove
that the entity owed them a duty of care (in tloajpacity as a network planner) and/or
that any breach of duty caused their loss;

* in contract, because there would not be any retes@mtracts in place between a
customer and the relevant planning entity (if diéfg from the TNSP).

3.6.3. Breach of an NER provision

Aside from system performance and reliability staad (referred to above), the NER
contain many obligations applicable to: TNSPs piemning capacity* the NTP; and TNSPs
in relation to investment decisions and operatiddsme such provisions are civil penalty
provisions®

3.6.4. Payment increment/decrements under the STPIS  incentive scheme

TNSPs are also exposed to payment increments amendents in respect of certain
performance obligations imposed pursuant to theiGeiTarget Performance Incentive
Scheme (STPIS) incentive schefid@he current STPIS scheme has two comporiérits:

= service component — covering network availabilitg aeliability parameters; and

= market impact component — designed to provide e@nitive to improve the availability
of the transmission system at times and in relatahose elements of the network that
are most important to determining spot prices.

Importantly, the payment increments and decremamier the STPIS are subject to caps.
TNSPs can receive:

34 In Victoria, such obligations are split betwedh SusNet and AEMO as part of AEMO's declared nekvonctions.

35 See footnote 29, above and surrounding text.

% NERGA.7.4.
87 AER, Electricity transmission network service yiders: Service target performance incentive schéviaech 2011.

% We note that both the service and market impamiponents currently apply to SP AusNet in Victodaspite the
difference in the roles and responsibilities of ARBNet compared with TNSPs in the other NEM judtidns. SP
AusNet has previously commented that it has a “nhioriéed ‘toolkit’ for responding to incentives thalNSPs in other
states who may make planning as well as operat@raiges to improve network performance and rdiigin
response to the STPIS”. In addition to the STBIS AusNet is also subject to the Availability Intea Scheme (AIS),
which is applied by AEMO. SP AusNet has commettited there is “considerable overlap between AlStzott the
service and market components of the STPIS in tefrtise performance measures and operational betsatviat are
targeted.” See: SP AusNet, Transmission STPIS $sBaper Submission, 11 November 2011.
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» a financial bonus/penalty of up to +/-1 per cent®Maximum Allowed Revenue
(MAR) under the service component; and

= afinancial bonus of up to 2 per cent of its MARlanthe market impact component (ie,
it cannot face a penalty under this component).

3.7. Principle 7: Be clear and transparent in appro  ach
Principle 7: Be clear and transparent in approach.

Principle 7 is that any proposed transmission pleparrangements should be clear and
transparent in approach. The arrangements shaplitiély incorporate a culture of
transparency and clarity. This facilitates pap@tion (and therefore contributes to
coordinated outcomes), since clarity ensures tbaple are more likely to understand the
planning process, and so participate.

Clarity and transparency also ensure that it ilee&s assess whether coordination is being
achieved or not. Given that this is the focusheke arrangements, it is important to make
sure this can be assessed.

Related to this is the need to ensure that proesdordeal with any disputes that may arise
are clearly set out. Every institution in the plang framework may not agree with each
other (indeed, this is likely as a result of theig#ble tension), but it is important for any
disagreements to be public and transparently redolhis allows independent oversight
and monitoring of these disputes.

3.8. Principle 8: Does not create barriers to conne  ction
Principle 8: Does not create barriers to connection.

Principle 8 is that the alternative planning fravoek should not create barriers to
connection, for either generators or large custesm&onnection should be timely for both of
these parties.

Planning arrangements are likely to better fatditemely connection, where there is a single
point of contact, rather than the connecting paitigving to deal with multiple parties.

3.9. COAG Principles

We note that there are also Council of Australimvé&nments (COAG) principles that are
relevant to the development of an alternative trassion planning framework. These
principles were developed following the recommeiwstatrom ERIG that a NTP be
established. Following the ERIG review, COAG agdréeask the MCE to (amongst other
things) develop a detailed implementation plartherestablishment of a national
transmission planning function. COAG agreed toftlewing principles, which were also
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contained in the ToR that the MCE (now SCER) pretitb the AEMC, resulting in the
detailed development of the NP4

Accountability for jurisdictional investment, operation and performance will remain with
transmission network service providers.

Where possible, the new regime must at a minimum be no slower than the present time
taken to gain regulatory approval for transmission investment.

The new regime must not reduce or adversely impact on the ability for urgent and
unforeseen transmission investment to take place.

We have had regard to these COAG principles inldgugg the alternative framework.

3.10. Summary

In summary we have identified eight principles thave guided our development of an
alternative transmission framework, specifically:

1. Promote transmission system investment decision-making on a coordinated basisto
maximise net market benefit (defined as the benefit to all those who produce, consume
and transport electricity in the NEM));

Allow for both local input and a strategic perspective;

Allow the use of incentives to promote efficient investment decisions;
Minimise conflicts of interest;

Maximise net benefits from reform;

Allow risksto be allocated to the party that is best able to manage them;

Be clear and transparent in approach; and

O N o o & WD

Does not create barriersto generator investment.
Additionally, we also have regard to the followiB@AG principles:

Accountability for jurisdictional investment, operation and performance will remain with
transmission network service providers.

Where possible, the new regime must at a minimum be no slower than the present time
taken to gain regulatory approval for transmission investment.

3 MCE, Terms of Reference to AEMC on National Traission Planner, 3 July 2007.

40 COAG, COAG National Reform Agenda, Competitiorfd®e April 2007.

41 Note that the COAG also agreed that: the rolégEfiCorp in Victoria and ESIPC in South Australiaregard to
those jurisdictions, need not be changed and tveameangements will not impose inefficient restdos requiring
additional resources; and the commercial arrangeetating to Basslink in its capacity as a mentliaterconnection
should not be altered.

NERA Economic Consulting Allens 24



Implementation of Alternative Framework

The new regime must not reduce or adversely impact on the ability for urgent and
unforeseen transmission investment to take place.

Next we consider several, alternative institutiostalictures which could be reflected in the

alternative transmission planning framework, andsoder the extent to which the above
principles are likely to be met under each of tretsectures (step 4).
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4. Alternative Institutional Approaches

The AEMC's First Interim Repdft identified four preliminary options for alternagiv
transmission planning arrangements. These optapresent a range of different approaches
to assigning the institutional roles and respotig#s associated with network planning.

As the next step in identifying an alternative pleng framework, we have considered the
appropriateness of a number of different instinaicapproaches, drawing on the AEMC'’s
earlier options as a guide. Specifically we hawesaered:

= a for-profit joint venture, comprised of all curtefiNSPs;
= a not-for-profit organisation, comprised of repras#ives from all current TNSPS;
= a NEM-wide, not-for-profit transmission planner gmadcurer; and

= a national body interacting with individual TNSRs@ss the NEM.

We consider the appropriateness of each of théfszeiit institutional approaches below,
and in particular how well each approach may besetqul to meet the principles set out in
section 3.

4.1. Joint Venture

Submissions to the AEMC's First Interim Report gafte viewed the joint venture option as
difficult to implement, but possibly a long termajdor the planning and operation of the
inter-connected transmission network.

4.1.1. Rationale for joint ventures

Joint ventures are used commonly in large resoymegscts and other investments as a
means for parties to pool their resources in otlemdertake an investment that an
individual party would not have been prepared tdeutake on its own, for example due to
the size of the investment, risks involved or eiperrequired. The parties to the joint
venture will share in the product produced by thietjventure or the profit which is
generated by the joint venture.

Each party to a joint venture will have an ownegshierest in the joint venture (either
through shares or direct ownership in the assetsmamdivided basis, depending on the joint
venture structure). The ownership interest willea the respective investments made by the
joint venture parties. The ownership interest,viillturn, determine for each joint venture
party its ability to influence decisions and iteshof the products or profits generated by the
joint venture.

The joint venture's governance and decision ma&imgngements are areas for negotiation
between majority and minority joint venture partiest commonly many decisions of the

42 AEMC, First Interim Report: Transmission FrameksReview, 17 November 2011.

43 This institutional approach could be consideréuyhrid’ of options 1 and 4 identified by the AEME its First Interim

Report.
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joint venture will be made on a simple majority isagvhich may give one of the parties the
ability to control those decisions, with only cémtdecisions reserved for a higher threshold
(such as 75% or 90%) to provide protection to nitggrarticipants.

4.1.2. Joint venture structure

There are many different ways in which a TNSP jegnture could be structured.

For the purposes of this report, we have develapsttawman', to demonstrate the type of
fundamental issues that would need to be considenedation to establishing the TNSP
joint venture. The strawman is illustrated in Fegd.1 and discussed in more detail below.

Figure 4.1
Potential Structure of Joint Venture

Electranet Powerlink | | SP AusNet Transend TransGrid

$ $ $ $ $
Electranet || Powerlink | | SP AusNet || Transend TransGrid
10% 30% 18% 8% 34%
fs Ts $ 1s T$
Cap.itgl
Joint Venture . Proitahare
Ts
Network Users

The AEMC's First Interim Report indicated that sooh¢he basic features of the joint
venture would be that:

= the joint venture would contract with distributoggnerators and customers for the
provision of transmission services;

= the joint venture would have full responsibilityr feoth network planning and making
investment decisions;

= the joint venture would operate on a for-profitisasould be subject to revenue
regulation by the AER and would be responsiblesfisuring that all obligations,
including reliability standards were met;

= individual TNSPs would retain physical ownershigloed networks, would be responsible
for design and delivery of investments and wouldvfite network services to the joint
venture to enable the joint venture to provide mekwservices to the network users.

Accordingly, the joint venture itself would not owime physical assets comprising the
transmission network. Rather the underlying assetise joint venture would be the service
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contracts with each TNSP, which would provide thiatjventure with the ability to earn
revenue by contracting with network users.

One way of considering the formation of the joiahture would be to treat each TNSP's
RAB as its initial investment in the joint ventutbus determining its respective ownership
interest in the joint venture. For illustrationrpases only, we have used the opening RAB
for each TNSP’s most recent revenue determinatiatetive the percentage interests set out
in Figure 4.1 (noting the inconsistency arisingirthe current staggered timetable for TNSP
revenue determinations). We have also limitedstreevman to the five main TNSPs, but
consideration would also need to be given to theliement of the owners of Murraylink,
Directlink and any contestable transmission woksstructed in Victoria to date, as joint
venture participants and/or service providers &jtint venture.

As noted, the ownership interests have implicationslecision making and profit share
earned by the TNSPs.

41.2.1. Decision making

The percentage interests set out above providedaceition of how decision making may
operate within the joint venture.

None of the TNSP participants has a clear majosilyeven for decisions requiring a simple
majority vote, it would be necessary for at leagt bf the TNSPs to vote in favour of that
decision. For example, TransGrid and Powerlink dave a combined interest of more
than 50%, and TransGrid and SP AusNet would has@@ined interest of more than 50%;
therefore, TransGrid may be able to control denisiaking, assuming it is able to negotiate
support either generally or on a case by case basiseither Powerlink or SP AusNet. In
contrast, if Powerlink or SP AusNet did not havariaGrid’'s support for a decision, they
would need to have the support of not only eackrdblt also of either ElectraNet or
Transend. ElectraNet and Transend would not Haalbility to block decisions at either a
75% or 90% threshold, and would therefore only heaveto right over any decisions
requiring unanimity. However, an approach requitimgnimity on all investment decisions
would be extremely time consuming.

Depending on where the thresholds are placed, @la#abreaking mechanism may also be
appropriate — for example, an investment decisiay be made with 75% approval, but if
50% approval is given then the investment decisambe referred to an independent expert,
and if the expert considers the investment shoelthbde, it may proceed. Again, this would
add time and complexity to the process.

Another approach would be to provide that, witlme foint venture, investment decisions for
each jurisdiction are to be made by the TNSP whighs the assets in that jurisdiction after
consultation with the other TNSP participants, thet costs and revenues associated with that
investment would then be shared by all TNSP paxiitis according to their proportionate
ownership interest. Such an approach would noadesgnificantly from the current
arrangements in respect of decision making, ot by providing a forum for consultation,
but would effectively require all TNSPs to be bodadhe cost and revenue consequences of
a decision in respect of which their role is lindit® a right of consultation.
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4.1.2.2. Profit sharing

Under the strawman joint venture structure desdribd=igure 4.1, TNSPs would earn
revenue from two sources.

The first source would be the revenue earned frioviging services to the joint venture
using the physical network owned by the relevanSPN This revenue would remain linked
to the value of the TNSP's particular assets. HWewat is to be expected that the return on
investment would be less than the return allowethbkyregulator for the joint venture, on the
basis that, as a profit making enterprise, thet jogmture will seek to ensure that its costs
(including the service fees paid to the TNSPs)ess than its revenue.

The second source of revenue to TNSPs is throwiame in the profit of the joint venture.
If the joint venture is structured so that each PNsBares in the costs and revenues of the
joint venture on the basis of its respective prapoate interest, these interests would not
change over time as a result of the investment rirattee particular TNSPs' networks. This
would lead to a divergence over time between theevaf the TNSP's network and its profit
share in the TNSP joint venture.

While a different structure could be adopted, saghequiring the TNSP joint venture
participant to bear all of the costs of, and deall®f the revenues associated with,
investment in its region, this would move away frima benefit of a shared approach to the
transmission network which would be sought to Heea@d through implementation of a
joint venture.

Accordingly, depending on the way in which fundataéaspects of the joint venture are
structured, this option could result in TNSPs gedfility being quite different to the
profitability that they might expect under the @ant individual ownership structures.

4.1.3. Joint venture implementation

A joint venture as described above could be implgatby agreement between the TNSPs
and their shareholding Governments.

The extent to which the TNSPs and Governments Aavecentive to do so would depend
upon development of the proposed joint venturectitire and an analysis by each party of the
advantages and disadvantages of the structuretfreimperspective.

We have not given detailed consideration to the iwayhich this structure would operate in
Victoria, given the current division of roles betmeSP AusNet and AEMO. SP AusNet's
role may be similar to the TNSP service providethe strawman set out above, expect that
SP AusNet currently earns a full regulated reveouds investment. However, AEMO
operates on a not for profit basis and, as suats dot sit well in the proposed structure
which envisages a profit making body to plan anétenavestment decisions.

It may be possible for the participating jurisdicts, if they all agree with the approach, to
legislate in order to require the establishmerthefjoint venture. However, this potentially
gives rise to sovereign risk issues in Victoria &wdith Australia, where the TNSPs have
been privatised under the current model of indigidawnership. We have not investigated
this issue which we consider is beyond the scopkisfreport, but note it would require
detailed consideration if this option was to besped other than on the basis of agreement
between all parties.
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4.1.4. Application of principles

We consider that this proposed structure fails éahprinciple 5, which is to maximise the
net benefits of the reform on the basis that:

= jt goes further than we consider necessary in dadaddress the relevant issues ie the
coordination of planning to identify all relevantestment options (including those in
other regions) and removal of current conflictsnbérest (primarily the role of AEMO as
both the NTP and Victorian jurisdictional planneand

» implementation costs are likely to be very high.
In terms of the other principles, we consider itymasso fail to meet:

= principle 7 (be clear and transparent in approad the planning and investment
decisions would be undertaken within the joint veatstructure, rather than facilitating
transparent coordination between TNSPs as in thenative structure proposed in this
report; and

= principle 8 (does not create barriers to connegtioconnection for a network user is
likely to require the involvement of both the joirg@nture and the individual TNSP that is
making any necessary investment. The involvememtudtiple parties in the connection
process adds to its complexity, affecting the timesds of the connection process and
creating potential barriers to investment.

4.2. A not-for-profit joint TNSP’ body

We have identified a number of practical difficeftiassociated with the establishment of a
full, for-profit, joint venture body. Given thesane alternative would be to establish an
alternative form of ‘joint TNSP’ body. This coulbe a non-incorporated, not-for-profit joint
TNSP body** This would be easier to establish, and so wolitiyate some of the
difficulties detailed above.

This form of joint TNSP body could be establishgdhiieans of a requirement set out in the
NER (ie, a rule requiring all TNSPs to participatehis joint body). It would therefore be
administratively simpler to establish that the foofit joint venture. The joint body could
comprise representatives from all TNSPs withinNiiV, in an institution akin to a ‘joint
committee’ or ‘Board of Governors'.

One possible allocation of responsibilities undies aipproach would be for the joint TNSP
body to be responsible for short-term planningttie, APRs) and project specific planning
(eg, the RIT-T). The NTP, as a continuing sepagatéy, could still undertake the long term
strategic planning (ie, the NTNDP). The individGdSPs would continue to own the
network in their region.

4 We note the previous existence of the Inter Reji®lanning Committee (IRPC). The key goal of lREC was to

coordinate inter-network planning in the NEM. Itsveomprised of members of NEMMCO (the predecess&EMO),
a representative for each jurisdictional planningypand any other members invited by NEMMCO. Seter-
regional Planning Committee, Terms of Reference.
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The establishment of a not-for-profit joint body wid circumvent some of the problems
identified above with a for-profit joint venturés the individual TNSPs would retain
ownership of their individual networks, there woublel no need to determine issues such as
the capital structure and profit share for thetjbiody. However, this form of institutional
approach still raises a number of practical difties.

First, is deciding which institution would have pessibility for the investment decision.
There are at least two possibilities. One is thafoint TNSP body could be given
responsibility for investment decision-making. Hoxgr, given the proposed nature of the
body, it would not seem appropriate for it to assuisk and liability for the performance of
the network. Rather, under this approach the iddal TNSP would still retain liability,

even if it was not the party formally making theastment decision. This is inconsistent with
principle 6 — ensuring that risks are allocatethtoparty best able to manage those risks.

An alternative is for the TNSP itself to make thedstment decision. However, this
introduces a disconnect between the party undestieeplanning function (ie, the joint
TNSP body), and the party making the investmenisdat This has the potential to result in
less than optimal outcomes, in the event that 8 chooses to make a different
investment decision to that implied by the projgpecific planning conducted by the joint
body. This is inconsistent with principle 1 — erisg that national coordination of planning
occurs to maximise net benefits.

Relevant to this point is the issue of how decisiaould be made within the joint TNSP
body. There are three broad options for how jdettision-making could be addressed:

1. consensus — all TNSPs involved in the joint bodyblimeed to agree;

2. affected TNSP overrule — the TNSP that owns thevoidt in the jurisdiction where the
investment is to occur would have the final sayeiation to all planning and investment-
related decision in relation to their network; and

3. majority — the majority of TNSPs would need to agre
Each of these different decision-making optionsthag own potential problems.

Requiring consensus could be expected to prolasgnirhg times, in order for all TNSPs to
come to an agreement. This would contravene otleed€OAG principles ie, planning
times should take longer than those currently.

Allowing for an ‘affected TNSP overrule’ would likeresult in the same outcomes as
currently. This is because the same individual PNigat currently makes the decisions in
relation to planning and investment would contituenake the decisions under this
approach, albeit with the benefit of consultinghatite other TNSPs through the forum
provided by the joint TNSP body. However, to théeat that there is a concern that
planning decisions do not currently achieve naficpardination, this would not necessarily
be addressed by this approach.

Finally, a requirement for a majority agreement &asimber of possible outcomes. Note
that in this case we have contemplated that a ‘ntgj@é based on one vote per TNSP
(compared to the majority based on ownership isteras discussed above), therefore
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requiring 3 TNSPs to agree for any investment dacit proceed. Status quo decisions may
be made — to the extent that TNSPs may decideoraaitively participate in the process
outside of their own jurisdiction, and to insteam@y agree to whatever is proposed in
relation to other jurisdictions. Alternatively, B®s may agree to swap support — that is,
TNSP A could agree to support everything TNSP Bpses, in return for TNSP B
supporting projects that TNSP A wants to undertaeth of these outcomes would result in
no change from the status quo in terms of planairdjinvestment decisions.

Majority decision-making could also result in pdialty distorted outcomes. For example,
TNSPs in other regions who lack detailed local kieolge could decide to take an active
interest in all aspects of planning and investnaieeision-making in another region. This
has the potential to result in an outcome beingymra that it is not in fact optimal, given
local conditions. This approach would thereforeeamsure that sufficient weight is given to
local input — principle 2. 1t would also not bensistent with the COAG principle that
accountability for jurisdictional investment remawvith the TNSPs.

A final issue is the potentially limited incentivees the TNSPs to actively participate in this
form of non-profit joint body. Planning resour@ase typically stretched within TNSPs, and
it is important to recognise the network plannikiisare a finite resource. Since the joint
TNSP body is not-for-profit and non-incorporatdtre would be no way to provide positive
financial incentives in order to incentivise pagation in the joint body. Financial penalties
could be placed on the TNSPs, by making non-ppgtmn a breach of NER requirements.
However this would not necessarily ensefiectiveparticipation by TNSPs; requiring TNSP
representatives to attend meetings of the joinylwlms not ensure that the quality of
participation at such meetings. It is therefdkely that it would be difficult to meet
principle 3 — ensuring that appropriate incentigess provided — under this approach.

In summary, there appear to be a number of probleithsassigning planning functions to a
non-incorporated, not-for-profit joint TNSP bodyAs a result it is likely that arrangements
involving such a body would not maximise the natddés from reform (principle 5).
Importantly, the creation of such a body would aisb by itself achieve the intended focus

of an alternative framework, ie, ensuring thateliévant options (regardless of geographic
location) are considered as part of planning a@wi It would therefore be necessary to
combine this institutional approach with additigrsgdecific measures to ensure this outcome.

4.3. Single, NEM-wide, not-for-profit transmission planner and procurer

A further alternative institutional arrangement Wbbe to establish a single NEM-wide, not-
for-profit, national transmission planner and precu Under such an approach, the national
planner/procurer could be responsible for:

= all transmission network planning across the NEbtt{dong- and short-term);
» all investment decisions in the NEM (both RIT-TpARIT-T); and

= procurement of new transmission services (includiog-network services), including
potentially through a competitive tender process.
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Under this institutional arrangement, the plannmexdprer would have responsibility and bear
liability for the planning and operation of the wetk. As a not-for-profit organisation, this
would be managed through insuring against the $kisruption. The planner/procurer
could additionally manage its risk through contmattrrangements that partially shift risk to
other market participants.

The transmission network would continue to be owlmgthe TNSP in each region, with the
potential variation that, where competitive procoeat of new investment is pursued, the
owner of that new investment would be the succéssfutractor (ie, the party who won the
tender).

Currently AEMO operates as a planner/procurer fiotdria, and undertakes competitive
procurement for new investment where appropriatés model would therefore in effect
roll-out the current arrangements in Victoria asrtte® NEM. We note that not-for-profit
planner/procurers are also a feature of other nmikeernationally, including in California,
PJM, New York and Alberta. In all of these markéhte planner-procurer (known either as
the Independent System Operator (ISO) or the Ragjibransmission Organisation (RTO))
undertakes long-term and short-term planning fomstiand identifies investment needs.
Once the need for the investment has been estadl]ishPJM, New York and Albeftathe
ISO/RTO directs transmission owners in the relevagion to undertake the investment (ie,
there is no contestable process). In Californgal80 also directly assigns new investment
projects to regional transmission operators imtlagority of cases, but does also consider
competing providers in specific circumstanées.

It would be important under a planner/procurer apph to ensure that there is effective
oversight of both the planning process and thestment decisions made by the
planner/procurer. This role would be most likelle@l by the AER. Even though the
planner/procurer would be not-for-profit, and tHere not subject to financial incentives, it
would still be subject to non-financial incentivedjich may be less transparent. The
governance structure adopted for the planner/pescuay go some way to ensuring that its
incentives are aligned with achieving optimal ontes for the market. However,
appropriate governance is typically also combinét appropriate oversight arrangemetts.
Our international review has highlighted that natrofit planner/procurers in other markets
are subject to regulator oversight and approvalbéth their planning process and ultimately

4 In September 2011 the Alberta Electricity Sys@perator filed a proposal with the Alberta Utilgi€ommission

(AUC) to establish a competitive process to deteemiho is eligible to apply for the constructiordaperation of
investment which has been designated by the LianteBovernor as Critical Transmission Infrastruetdrhe AUC is
expected to decide on the proposal in June 2012.

46 gpecifically, the California ISO (CAISO) directpecific transmission owners to undertake investrimetheir region

where the investment is a reliability-driven prajeEor economically-driven or policy-driven invesnts, if only one
project sponsor has submitted a proposal to finarmestruct and own an asset included in a finah$mission Plan,
and the CAISO determines that the project sporssqualified to do so, then the project sponsor reastmence the
process of constructing the asset. Where two oempmject sponsors have submitted proposals,fEn€AISO
determines that they are both qualified, then tA¢SD will engage an expert consultant to assis wie selection of
the project sponsor.

47 The AER commented in its submission to the AEM&X it was concerned about the lacks of checksatahces

under this approach, since planner-procurer aietivire not exposed to regulatory reset proce8&#%.Submission to
First Interim Report: Transmission Frameworks Reyi27 January 2012.

NERA Economic Consulting Allens 33



Implementation of Alternative Framework

their investment decisions. For example, in @atifa the Federal Energy Regulatory
Commission (FERC) approves the transmission planpiocesses of CAISO and also
approves the specific investments identified by 8@J as a consequence of its role in
approving CAISO’s Transmission Access Charge. \te that currently this oversight role
of the planner/procurer is largely absent in Vigter see Box 4.1.

We have identified a number of limitations ass@dawith the single NEM-wide
transmission planner/procurer model.

First, this model does not promote the minimisatbronflicts of interest — principle 4.
Under this institutional arrangement there wouldorger be the ‘tension’ that the MCE
earlier determined was desirable between the letgger strategic planning function, and the
shorter-term, detailed project-specific plannifidne single NEM-wide transmission
planner/procurer would undertake both of thesesrokss a consequence, there would be no
independent ‘check’ on the development of the pland the benefit of incorporating
alternative viewpoints would be lost. Importantg discussed in section 3.4, even though
the planner/procurer would be an independent bibayould not be able to provide
independent advice to itself.

Moreover, if the planner/procurer model were tebtablished in the NEM currently, the
most likely institution to take on this role is AEM AEMO is also the market operator. The
adoption of this model would therefore remove theent mitigation of the potential conflict
of interest between the NTP and the market operates. The planner/procurer would make
the investment decisions, and may potentially flaemced by its market operator function.
This issue would need to be addressed throughavergance and oversight arrangements
adopted for the planner/procurer.

The second issue is the incentives on the plamoedper. The non-profit nature of the
planner/procurer means that it cannot be made ctuiigjdinancial incentives, and therefore is
less likely to meet principle 3. As discussedént®n 3.3, all institutions have incentives.
Not-for-profit institutions are still subject to ndinancial incentives, which are likely to be
less transparent, and may ultimately be less éffgatequiring a greater degree of oversight.

Finally we note that this model would require geters and large customers wishing to
connect to the network to deal with both the plafprecurer and the transmission network
owner. This has the potential to create barreihnection for both generation and
customers (principle 8). We understand that ctiyrehe need to negotiate multiple
connection contracts significantly prolongs thermstion proces$

48 These issues were noted in the NGF's submissitinet AEMC'’s Directions Paper, and were subsequeatognised

in the First Interim Report. In particular, the RBad concerns with the complexity of multiple ceation agreements
— noting that up to sixteen connection agreemesutdde required for a single connection point. AEMFirst Interim
Report, 17 November 2011, p.149.
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Box 4.1
Economic Regulation in Victoria

Victoria currently operates under a planner/procaoredel. Specifically, the transmission
network is planned and procured by AEMO, which i&for-profit organisation. AEMO is
not subject to a revenue determination by the AlBRdntrast to its predecessor, VENCorp)
AEMO is however required to submit other componeiits transmission determination for
AER approval, including a pricing methodology. AisNet, which owns and operates the
bulk of the transmission network in Victoria, idgect to a revenue determination by the AER.
However, this applies only to those transmissigmises that are for
replacement/refurbishment.

At a high level, there are three types of investnespenditure that may occur under this
model:

=  contestable transmission services related to autgﬂri\taztm;49
= non-contestable transmission services relatedgmantation; and
= replacement or refurbishment investments.

For contestable transmission services, AEMO tenidensarties to construct the relevant
assets. In this case, SP AusNet (the incumbenP)N&mpetes with other parties for the
contract. These investments are ‘non-regulateaisimission services.

The majority of augmentation transmission servarestreated as non-contestable. Here,
AEMO will apply the RIT-T to decide what investmestrequired. It then directs SP AusNet
to provide the augmentation, on a non-contestaddesb AEMO and SP AusNet negotiate a
contract in order for SP AusNet to carry out thekvadDuring the regulatory period in which
the asset is constructed, SP AusNet is provideld faitding for the investment via contract
payments made by AEMO (with the payments basedWd@S charges) and the costs and
revenues sit outside the revenue cap for SP AusN&tse non-contestable projects are them
added to SP AusNet's Regulated Asset Base (RAB)eastart of the next regulatory peri3d.
The appropriate return on and of the investment thans part of SP AusNet's revenue cap
for prescribed services from the next regulatonygoeonwards.

In the case of replacement or refurbishment invests) these are treated the same for SP
AusNet as for other TNSPs. SP AusNet submits emes proposal to the AER that details
these capital investments, with the AER either apipg the forecast capital expenditure

allowance, or substituting its own estimate. SBMet is then entitled to include the approved
investments in its maximum allowed revenue forrggulatory period, with actual investment
rolled into the RAB at the start of the next period

In summary, the planner/procurer model does not me@mber of the principles which we
consider should guide the development of an altem&ransmission planning framework. It
is also likely to have significant implementatiarsts, given the current structure of TNSPs

49 Projects can be constructed through competiérdéring if the capital cost of the augmentatiore#sonably expected

to exceed $10 million, and it can be provided dsstinct and definable service and will not haveaterial effect on
an incumbent network asset owner.

50 NER 11.6.21(b).
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in the NEM, and would therefore be unlikely to reg®nt the alternative which maximises the
net benefits from reform (principle 5).

4.4, National body interacting with individual TNSP s across the NEM

The final institutional approach that we have cdesed is to have a single, national body (ie,
the NTP) interacting with all individual TNSPs assadhe NEM. This option does not
require any new institutions to be set up, sineeetkisting NTP could expand its role to fulfil
the interaction envisaged under this approachs &pproach would be similar in many
respects to the way in which the NTP and ElectraiNetently interact in South Australia.

The institutional approaches discussed in the pusvsub-sections all involved planning
decisions across the NEM being taken by a singlgomal body. Under this fourth approach,
national coordination and national consistency wdid achieved as a result of a single
national body interacting on planning issues wéhbheof the TNSPs in turn.

Under this institutional structure, the NTP cowdhain responsible for the long-term,
strategic NEM-wide plan (ie, the NTNDP). It coadlso provide input to the individual
TNSPs’ short-term plans, specifically through pding demand forecasts and scenario
inputs. The TNSPs would undertake project spepiitining, and would be responsible for
investment decisions. The NTP could provide adsiog comment in relation to these short-
term and project specific plans, targeted at engurational coordination. However the
TNSPs would retain the ultimate responsibility tleese plans, and would maintain
ownership of the resulting assets and retain ligbiFurther, the NTP could have an
advisory role in relation to economic regulatioompliance with the RIT-T and reliability

setting>* >2

This institutional option would have minimal implentation costs, since no new institutions
would need to be created (principle 5). Some img@neent in coordination across the NEM
could be expected under this approach, simplyrasut of having a single, nationally
focused body providing advice to and interactinthvail individual TNSPs. Itis likely
therefore that some variant of this approach wbeldikely to maximise the net benefit
associated with moving to an alternative framework.

However, this approach would be likely to be mdfeative in ensuring national
coordination if it were to be combined with addita measures targeted specifically on the
key aspects of enhanced coordination (principle \lJe also note that under this approach,
the NTP and Victorian planning role would still bedertaken by a single body (AEMO),

51 We note that AEMO advised the Essential Servid@mmission of South Australia (ESCOSA) in 2010Ha setting of
reliability standards.

52 Grid Australia comments in its submission to MEMC's First Interim Report that this approach webahaintain
independent third-party input by the NTP into irtwesnt decisions, via participation in revenue sgttiecisions and
providing inputs into RIT-T assessments.

53 Grid Australia notes in its submission to the AEM First Interim Report that this type of arrangetnwould simplify

a future move to a joint venture, if that was delieed to be desirable in the future. The Major Gpadsers (MEU)
expressed similar sentiments in its submissioa regime based on the South Australian approacidvpoovide
considerable benefits with minimum costs and changed would also allow for potential greater cleaimgthe future
(if required).
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and so the benefit of having a separate body witiméependent national focus could
potentially be lost for that jurisdiction (princeb).

In summary, we consider that this institutional iygh appears to best meet a majority of
the principles adopted to guide our assessments@stould be considered further.
However it would need to be combined with additionaasures in order to effectively meet
the key aims of an alternative framework.

4.5. Summary

We have considered a number of different instinalarrangements that could be adopted
for the alternative planning framework. Importgntll of these options all have limitations,
including that none of them are specifically taegeat ensuring increased national
coordination. In all cases, therefore, it wouddrtecessary to combine these institutional
arrangements with additional measures.

The institutional arrangement that seems to best the principles is that of a nationally
focused planning body interacting with and advismgjvidual TNSPs as part of their
planning functions across the NEM. This approaahthe benefit that it involves minimal
implementation costs, since it does not requirestitablishment of a new institution.

We consider that, in combination with other tardateeasures, this structure could achieve
the specific focus of the alternative transmisgitamning framework, and meet the principles
set out in section 3. We discuss the key featnfréisis alternative framework in the

following section (step 5).
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5. Alternative Transmission Planning Framework:
Nationally Coordinated Decision Making

In this section we set out at a high-level an aliéve transmission planning framework,
focused on ensuring nationally coordinated decisiaking.

The framework builds on the institutional arrangetrdiscussed in the previous section, of a
single, national planning institution (the NTP)taracting with individual TNSPs across the
NEM. The alternative framework also includes thaeéitional components targeted at
ensuring national coordination:

= coordination across TNSPs focused on ensuringatheglevant options are considered in
planning decisions, regardless of jurisdictionaliaaries;

»= an enhanced role for the NTP in reviewing and contmg on the TNSP’s draft APR’s
and draft RIT-T documentation, with the focus oswging that options in other regions
are being adequately considered; and

= an enhanced role for TNSPs in the developmenteoNfRNDP, to ensure that
coordination between national and local issuesrscauthe outset of the planning
process.

We discuss these three components in turn belegtidh 6 then discusses the allocation of
roles and responsibilities under the alternatigeniework in detail.

5.1. Coordination across TNSPs to consider options in other regions

At a high-level, the alternative framework wouldlude NER changes aimed at ensuring
nationally coordinated decision-making by imposengew requirement for consultation
between relevant TNSPs in preparing APRs, and teklag RIT-T and non-RIT-T
assessments. This requirement is targeted atiegsbat where there are investment options
that may involve assets in other regions, thatelae identified and considered as part of a
TNSP’s planning activities.

Under this approach, when APRs are developed byPENtey would need to set out
whether there are options located either whollpantly in other regions that could
potentially address the identified need. Thes@optwould be identified and developed
through consultation with neighbouring TNSPs. TN&Psild also be required to set out as
part of their APRs if they do not consider thatieps$ in other regions would meet the
identified need for the investment, where thahedase, and the reasons why. The NTP
could be required under the NER to develop guiéslion assessing whether an investment
need could be met by an investment in another negidhese would be similar to the current
guidelines on material inter-network impact, whidve been produced by AEMO (and is
discussed in further detail in section 6.1). TN®Rsild be required to summarise in their
APRs the consultation and interaction which hasioed with other TNSPs in developing
their plans.

This approach would follow through to project sfieglans, with TNSPs being required to
consider options in other regions in both their HI&nd non-RIT-T assessments. Where
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such options are identified as relevant, they waolioh be considered in the evaluation of the
particular investment. Again, where options inestfegions are not considered relevant, this
would need to be documented, and reasons givemhpmot.

If an option in another region was identified ambehe preferred option under the project
specific planning, the TNSP in the other region ldmeed to agree to be the proponent of
that option (or another provider, in the event thatinvestment could be treated as
contestable). If the option did not have a pragnthen it could not be chosen as a
preferred option by the TNSP. The public idenéfion of alternative options in other
regions would be expected to provide incentiveglierTNSP in the neighbouring region to
agree to be a proponent for such investments.oliidvalso be important for the economic
regulatory regime to provide an incentive for TN$®agree to be proponents for such
investments (or, as a minimum, not to provide adentive). This is discussed further in
section 6.5.1.

We note that these suggested changes have exisiogdents in the NER. There is

currently a requirement in the NER for TNSP-DNSiRtjplanning, and for TNSPs and
DNSPs to conduct annual planning reviews, in otdetetermine options that can address
identified constraints within the netwotk.Moreover, the suggested changes are also similar
to the current requirement on TNSPs to considermawork options in the RIT-T°

5.2. Enhanced NTP role

The second key element of the alternative framewsodh enhanced role for the NTP, to
facilitate increased coordination across the NEM|uding in relation to the new NER
requirements for TNSP-TNSP consultation discusbedea

Specifically, under the alternative framework:
= the NTP would review each TNSP’s draft APRs, amgthlght to TNSPs where it appears
that there would be a benefit from coordination;

= the NTP would comment on the draft RIT-T Projece&fication Consultation Report
(PSCR) prepared by the TNSPs, with a focus on igigtihg those areas where options in
one region may help in addressing an investmerd imea different region;

= the NTP would provide demand forecasts to TNSR®tosed as a starting point for the
forecasts adopted by the TNSPs in their APRs, R&ERd non-RIT-T assessments; and

= the NTP would provide an advisory role to the AERelation to economic regulation
and monitoring compliance with the RIT-T, and disahe institutions involved in the
setting of reliability standards.

We note that this proposed role builds upon theecN TP role in South Australra.

5 NER 5.6.2(b)
% NER 5.6.5D(b)(5).

% In South Australia AEMO provide demand forecast&lectraNet. AEMO also advised the Essentialies
Commission of South Australia (ESCOSA) in 2010tsiréview of reliability standards.

NERA Economic Consulting Allens 39



Implementation of Alternative Framework

The NTP’s role in reviewing draft APRs, would behighlight where it appears that
individual TNSPs are planning investments whichehe@mplementarities, or where it
appears that an investment need could potentialinét by investment options in other
regions. This role would act as a check on the A-NSISP consultation requirement in the
NER, and would provide a further avenue for TNSPkecome aware of what others are
planning. The NTP would flag with the TNSP thathbuld be consulting on a particular
investment with neighbouring TNSPs. We note thatNER requires all APRs to be
produced by the end of JuNe The consistency in APR timeframes across jurtgttis

would facilitate this overview role by the NTP,iagould be able to review all the APRs at
the same time and provide consistent commentssathieSNEM.

The NTP’s role in highlighting areas where coortimais likely to be beneficial would be
further pursued through a new role in advisinglendonsideration of investment options in
neighbouring regions as part of the RIT-T process.

We note that the NTP’s role in relation to proviglinput into both the APR and RIT-T
processes conducted by the TNSPs would be spdlgifiaegeted at identifying areas where
coordination with other TNSPs should be occurrifiis targeted approach is consistent
with the view previously expressed by the AEMC ttiet NTP should not be ‘at large’ to
involve itself in all RIT-T proposals by TNSPs,tags would not be an efficient used of its
limited resources and may affect the timelinesthefregulatory approval proce¥s.

In addition, the NTP should provide a standardsetdbf demand forecasts to TNSPs across
the NEM. This would provide a consistent starfagnt for the demand forecasts used in
planning across the NEM. These would be in addlitiothe ‘bottom up’ demand

information that is currently required to be praaddby Registered Participants under clause
5.6.1 of the NER? TNSPs would not be required to use the NTP fatscand would be
able to deviate from them where local knowledgegests this is appropriate, provided that
they clearly state how and why they have deviatechthe NTP’s forecast8. For example,
TNSPs may have more specific knowledge about é&péat load area or potential customer
connections than is reflected in the NTP’s forecast

We note that the current practice in the NEM hasnlfer jurisdictional governments to
decide upon the question of who is responsibleléonand forecasting in each jurisdiction (ie,
whether it is the NTP or the TNSP or another irtiral). However, the rationale for
government involvement in this area is not cldaappears more appropriate for the role of

5" NER 5.6.2A(a).

%8 AEMC, National Transmission Planning Arrangemelsisues Paper, 9 November 2007, p.49.

% We note that as part of AEMO’s current additicaavisory functions in South Australia it produties South
Australian Supply and Demand Outlook (SASDO) repdttiis provides ‘top down’ demand forecasts fountBo
Australia, which AEMO then compares with the ‘battap’ demand forecasts that are produced by ETSIRiék and
ElectraNet.

5 This is similar to the current practice in Soathstralia. ElectraNet adopts demand forecasts £ai8A Utilities (the
South Australian distributor) in its APR and RITa$sessments, and supplements these with particfdemation
about load and customer connections. It notesth its APR and RIT-T assessments where this hasred.
ElectraNet also notes in its APR that it comparm the NTNDP and the SASDO demand forecasts fatiSo
Australia with the ETSA Utilities’ forecasts.
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demand forecaster to reside with a single natibady (ie, the NTP), in order to ensure a
consistent national approach in developing loaddasts.

5.3. Enhanced TNSP input into NTNDP

The third key element of the alternative framewisrk role for enhanced TNSP input into the
NTNDP. We understand that this would be a fornasili of existing practice. This would
ensure that coordination between national and ssaks occurs right at the outset of the
planning process.

This enhanced TNSP input would occur through a wgrgroup, comprised of TNSP
representatives from all jurisdictions, being irvedl in advising the NTP in the preparation
of the NTNDP. This working group would comment and provide input to, the NTP in the
development and preparation of the NTNDP. This mbuld complement the NTP’s role in
commenting on aspects of the TNSP’s APRs and Répflications.
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6. Roles and Responsibilities under the Alternative
Framework

This section details who would be responsible fatartaking the detailed roles and
responsibilities relating to planning (as set ousection 2.2) under the alternative framework.

There are five key institutions involved in theeaftative framework:

= the NTP;

» the ‘home’ TNSP’, ie, the TNSP in the jurisdictismere the need has been identified -
eg, if the need is to meet a reliability standar@ueensland, Powerlink would be the
‘home’ TNSP;

= the ‘other region’ TNSP’ ie, a TNSP in a regionatthan that of the ‘home’ TNSP;
» the AER; and
‘other body’ eg, state regulator, AEMC etc.

6.1. Planning

The first ‘high level’ area is planning — Table 6.1

Table 6.1
Roles and Responsibilities: Alternative Framework - Planning
Planning
Long term strategic plan: Development of plan v v v
NEM-wide (NTNDP)
Identification of need v
Demand forecas v
Development of v
scenarios (incl.
generation)
Shor-term detailed plar Development of plan v v v
regional and cross-regional
(APR)
Identification of need v v
Demand forecasts v v
Development of v v
scenarios
Note: v° = Primary responsibility; v~ = Also involved
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Under the alternative framework, the developmernheflong-term strategic plan (ie, the
NTNDP) would be undertaken by the NTP, as currenilge NTP would be responsible for
the development of the plan, identifying the naadjertaking demand forecasts and
developing scenarios (including generation). Tagelopment could be informed by a
working group of TNSP representatives, to ensusédbordination between national and
local issues occurs right at the outset of thermpfanprocess.

These roles and responsibilities are indicatedkibld 6.1. The ‘black ticks’ represent the
institution that has the ultimate responsibility &ach task. The ‘grey ticks’ represent that
the institution has input into the task, but omyan advisory capacity. For example, the NTP
is responsible for producing the NTNDP (‘black t)¢ckut a working group of TNSPs
representatives would advise on the developmettteoplan (‘grey tick’).

Short-term strategic planning (ie, the APRs) wdwgdundertaken by the relevant TNSP, the
same as currently. The NER would however includegairement for TNSPs to consult

with other TNSPs in developing their APRs, in ortieidentify whether an option in another
region could also meet identified needs for investhin their own region. TNSPs would be
required to summarise in their APRs the consultadiind interaction which has occurred with
other TNSPs in developing their plans, includingevehconsultation has not ultimately led to
identification of options.

The NTP would also have a role in commenting orditaét APRs. This includes
commenting on the proposed options, and suggestiege an investment need may be able
to be met by an investment in a neighbouring regionvhere coordination between regions
on specific investments appears likely to be beradfi If the NTP considered that a
particular investment could potentially be met hyimvestment in another region, and that
this was not currently being considered in the ARPétess, it would flag this with the
relevant TNSPs. This provides a check to enswttliie coordination across regions is in
practice being undertaken by TNSPs, in accordaritetihe NER requirement. If the TNSP
disagreed with the NTP’s comments, it would neeth¢tude a statement in its APR setting
out why it does not consider that investments eptegions are relevant in meeting a
particular investment need.

The consideration of the potential for investmeatbe met by options in another region
could be informed by guidelines. These guidelcmsd be developed by the NTP.

Such guidelines would be similar in nature to theent guidelines that AEMO is required to
publish for assessing whether a proposed transmisstwork augmentation is likely to have
a material inter-network impatt. These guidelines are required under the NER to be
developed in accordance with guiding objectives prinitiples set out by the AEME.

These criteria allows for the use of professiondfjment to determine whether or not there
will be a material impact — however, if any levéldoubt exists, then a screening process

51 NER 5.6.3(b). These guidelines were developetheynter Regional Planning Committee, and atklistied as
current on the AEMO website. See: IRPC, Final Deieation: Criteria for Assessing Material IntertiWerk Impact
of Transmission Augmentation, October 2004.

52 NER 5.6.3(c)
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should be appliet® Considering that there is no “bright line” betweghen investments in
other regions may be relevant and when they areetetant, it is likely that a similar
sentiment could be reflected in guidelines appigedssist this identification.

Under this alternative framework, the NTP wouldyitde demand forecasts to the TNSP to
be used as the starting point for the demand feteda the TNSP’s short-term plans,
together with load information provided by RegistéParticipants. The TNSP could depart
from using the NTP forecasts, provided they anespparent in their APRs about doing so.
This is similar to the current approach within $oAustralia, where ElectraNet adopts
demand forecasts from ETSA Utilities (the South talgan distributor) in its APR and RIT-
T assessments, and supplements these with particfdemation about load and customer
connections. It notes in both its APR and RIT-$emsments where this has occurred.
ElectraNet also notes in its APR that it companesNTNDP and South Australian Supply
and Demand Outlook (SASDO) demand forecasts fottSaustralia prepared by AEMO
with the ETSA Utilities’ forecasts.

6.1.1. Last Resort Planning Power

Another planning function that currently existdtie NEM is the Last Resort Planning Power
(LRPP). This is an oversight power which has thieative of ensuring timely and efficient
inter-regional transmission investment, for thegld@rm interests of consumers of
electricity®

Currently, the AEMC is responsible for the LRPFheT.RPP is designed to “provide
transparency and to encourage TNSPs to identisawéthe network which may need
reinforcement or augmentation and test potential tnansmission projects® Under the
LRPP the AEMC may direct one or more participaatagply the RIT-T to a potential
transmission projeéf The AEMC is required to report on the LRPP anryuall

In exercising its power, the AEMC must have regarthe NTNDP for the past two years,
the APRs produced by the TNSPs and any advicegeduy AEMO®’ In effect, the LRPP
acts as a confirmation of the extent of coordimatidnich is occurring between the various
elements of the planning arrangements, in thagjtiires reconciliation between the NTNDP
produced by AEMO and the later APR and RIT-T preessadopted by the TNSPs. In its
2011 report on the LRPP, the AEMC noted that eardkdictional planning body appears to
be progressing projects which adequately addrésiseatelevant inter-regional planning
issues or opportunities identified by AEMO. Aslsuthe AEMC concluded that there was
no material need for the exercise of the LRPP 129

8 IRPC, Final Determination: Criteria for AssessMgterial Inter-Network Impact of Transmission Augmtation,

October 2004, p.18.
54 NER 5.6.4(b).
8 AEMC, Transmission Frameworks Review Issues Rd@eAugust 2010, p.24.
% NER 5.6.4(c).
5 NER 5.6.4(g)(2).

%  AEMC, Last Resort Planning Power Review 2011 Bieci Report, November 2011, p.ii.
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We propose that under the alternative framewok NfiP would become responsible for the
LRPP, rather than the AEMC. This re-allocationalés appears appropriate, as under the
alternative framework the NTP has a role in comingndn the TNSPs’ draft APRs, and so
will already be undertaking a review of the TNSplains. In addition, the NTP itself has
relevant planning expertise (through its role as?lNWhich is likely to provide it with the
practical experience to better direct other patbesndertake RIT-T&"°

We note that if the LRPP role was given to the NfRi;, would require a separation between
the NTP and the Victorian planning function, in@rdor the LRPP to have applicability for
Victoria. We consider this further in section 8.3.

6.2. Project specific planning/investment decision

The second high level area is project specificilag and the investment decision — Table
6.2.

Table 6.2
Roles and Responsibilities: Alternative Framework — Project Specific Planning
/ Investment Decision

Roles NTP ‘home’ TNSP ‘other region’ TNSP AER Other body

Project specific planning/ investment decision

Identification of need

Demand forecasts

Development of scenarios

Identification of options

Evaluation (RIT-T, non-RIT-T)

NN S N NS

Investment decision

Note: v/ = Primary responsibility;

For project specific planning, the ‘home’ TNSP wabidentify the need and develop
associated demand forecasts and scenarios foth®RIT-T and non-RIT-T assessments.
These would be based on the scenarios developdetBYyTP in the higher level planning
documents (ie, NTNDP). However, the TNSP couldagiefpom these where they have more
detailed knowledge of the issues which should kertanto account (eg, where they have
particular knowledge of specific load conditionsconnection enquiries). TNSPs would be
required to note where they have departed frofNifie’s demand forecasts and scenarios.

5 Alinta Energy set out similar sentiments in ighsission to the AEMC'’s First Interim Report. tinsidered that the

AEMC should give further thought to an NTP indepamtdof AEMO holding the LRPP. It considered thwe t
safeguards desired by the Victorian DPI would bplate through a not-for-profit planner; howevee advantages of
financial incentives and local decision-making vebbk retained.

7 We note that currently the AEMC may request aglfiom AEMO (and so draw upon its planning expejtis relation

to the exercise of the LRPP. NER 5.6.4(e),

NERA Economic Consulting Allens 45



Implementation of Alternative Framework

The NTP would comment on all the draft documentatiooughout the RIT-T. This would
include commenting on the Project Specification €dtation Report (PSCR), and the
Project Assessment Draft Report (PADR). A spegfiecess would be included for the NTP
to comment on the PSCR, and the NTP may (as iadrenvisaged) participate in the
consultation process for the PADR. The NTP’s remiele would focus on advising on the
demand forecasts, scenarios and the considerdtinoaestment options located in other
regions. The TNSP would not be bound by the NTBmments, but would be required to
consider them in its final documentation.

In terms of developing options, the ‘home’ TNSP Vddoe ultimately responsible for
developing the different options for assessmehbith the RIT-T and non-RIT-T
assessments. As discussed in section 5.1, tharel Wwe a new NER requirement for the
TNSP to consider investments located in other regthat may also address the identified
need, ie, for investments affecting major transmisfow paths or reliability driven
investments situated near jurisdictional borddfshe TNSP considers that an investment
need may be met by an option in another regiom itheill consult with that ‘other region’
TNSP. Accordingly, the ‘other region’ TNSP may e#von potential options. Alternatively,
the ‘other region’ TNSP could also propose potéwidions to the ‘home’ TNSP. If an
‘other region’ TNSP option is considered approgridihe ‘other region’ TNSP may be
involved in the more detailed development of thBaspfor assessment, including providing
information on the costs of the options.

We note that currently the NER does not precludeedible option in a RIT-T assessment
being a transmission investment undertaken by an@tNSP’! However, the proposed NER
changes included as part of the alternative framlewould make this possibility explicit,
and would require the TNSP to actively comment dethver such credible options existed
for a particular RIT-T application. If the ‘hom&NSP did not consider that there was a
potential option in another region, then its assest would need to state this, together with
the reasons why.

The NTP will also have an advisory role in suggestiptions that could be met by
investments in different regions, in order to erdiiat coordination is facilitated.

Importantly, the investment decision would be mbgé¢he ‘home’ TNSP. Even if the
preferred option under the assessment was an dpabmvas wholly located in the ‘other
region’ TNSP’s network, the decision would still iIm&ade by the ‘home’ TNSP.

For an ‘other region’ TNSP option to be choserhaspreferred option, the ‘other region’
TNSP would need to be willing to act as a propofenthe project ie, demonstrate that it is
sufficiently committed to building the investmerif.the ‘other region’ TNSP was not willing
to be a proponent, then this investment could eathbsen as a preferred option. This
reflects the current requirement in the NER intretato credible options for reliability
corrective action under the RIT-T, ie, they musteha proponent to be selected as the

I NER 5.6.5D. TNSPs are required to considereaisonable options which could be reasonably ciedsik credible

options, taking into account factors including: @mship, whether the credible option is intendeddagegulated, and
whether it is a network or non-network option
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preferred option at the PADR stafeHowever the transparency of the RIT-T processlévou
be likely to provide sufficient moral suasion taeunrage other TNSPs to be a proponent for
the option, provided that they were not financiaigadvantaged by doing so (see section
6.5.1).

If moral suasion does not turn out in practicedasbfficient, thought may need to be given to
imposing obligations on TNSPs as part of the NEBwElVer we do not consider that
obligations be imposed on TNSPs in the first instamefore it is clear that moral suasion is
insufficient in practice. Imposing abligationon an ‘other region’ TNSP to act as a
proponent, would result in the RIT-T assessmendlingeto be conducted jointly between the
‘home’ and ‘other region’ TNSPs, (ie, similar tor@nt practice with interconnector
assessments), since both TNSPs would need to agrée analysis and evaluation presented.
This would likely prolong the time associated wethnducting a RIT-T assessment, in
contrast with the COAG principle that, where polsithe time taken to gain regulatory
approval for investment should be no slower thanpitesent time. We note that while
maximum timeframes associated with RIT-T assessrastset out in the NER, TNSPs may
in practice complete their assessments in a shirieframe. This may be less likely where
the assessment is jointly conducted.

There would also be a requirement in the NER feirdlar TNSP-TNSP coordination
process to occur in relation to non-RIT-T investiserThe NER could require investments
not covered by the RIT-T to include consideratibomions that could be partially or wholly
located in another regiofi. We note that the non-RIT-T assessment of opimtess
transparent than RIT-T assessments, and is nacubjthe same public consultation
requirements. However, we also note that the @@eeof RIT-T projects is extensive, and
many investments will be assessed through thigrolnvestments considered through the
non-RIT-T process are likely to be confined to thoslating to:

* maintenance or replacement;
= reconfiguration of the network;

= augmentation to provide market benefits, whereetfiignated capital cost of the
augmentation component is below $5 million; or

* to meet service standards or to increase net mbhekedfits where the estimated capital
cost of the most expensive option to meet this neéelow $5 million.

It appears unlikely that investments to meet thikeseers are likely to be met by options
located another region. For example, replacemargraliture would likely be constrained to
a replacement of the asset in the same regioreaexibting asset. However, the NER could
require the AER to consider the extent of TNSPsrdmation in planning for these non-
RIT-T investments as part of its revenue deternonat

2 NER 5.6.6()).
™ This change could potentially be achieved by afitrenNER 5.6.5C(d).
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6.3. Implementation of investments

The third ‘high level’ area is implementation o¥@stments — Table 6.3.

Table 6.
Roles and Responsibilities: Alternati\t;eelfrsmework - Implementation of
Investment
Roles NTP | ‘home’ TNSP ‘other region’ TNSP = AER Other body
Implementation of investment
Obtaining planning permission v
Obtaining easements v
Outage planning v
Detailed desigh v ——p
Procurement of materials v
Procurement of resources v
Management of site works v
Commissioning v

* If the ‘other region’ TNSP was prepared to becdime proponent for the investment, then these @hels
responsibilities would shift to the ‘other regiofiNSP.

#Note that if the ‘other region’ TNSP was the progon the ‘home’ TNSP would still need to providetn
into the detailed design of the investment in otdegnsure that it meets the relevant jurisdictistendards.

The roles and responsibilities associated withrtidementation of the investment (eg,
obtaining planning permissions, easements, outgming, detailed design, procurement,
management of site works and commissioning) wollldeaundertaken by the ‘home’ TNSP
itself, if the ‘home’ TNSP was the proponent foe thvestment.

If the ‘other region’ TNSP was the proponent fag thvestment, then these roles and
responsibilities would all shift to the ‘other regi TNSP. The ‘home’ TNSP would

however still need to provide input into the degditiesign of the investment in order to
ensure that it meets the relevant jurisdictionahdards. For example, if the investment was
built to meet reliability standards in NSW, but fhreferred option was in Queensland, the
investment would need to be built in a manner émsured that NSW reliability standards
were met.
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6.4. Ownership, O&M, and liability

The fourth high-level area is that of ownershipem@ting and maintenance and liability —
Table 6.4.

Table 6.4
Roles and Responsibilities: Alternative Framework — Ownership, O&M and

Liability

Roles NTP ‘home’ TNSP ‘other region’ TNSP = AER Other body

Roles and responsibilities

Transmission asset ownership v

Maintenance v . *

Operation v

Responsibility/liability v

* |f the “other region’ TNSP was prepared to beeothe proponent for the investment, then theses iahel
responsibilities would shift to the ‘other regiofiNSP.

Under the alternative framework, the ‘home’ TNSRulddbe responsible for the ownership,
maintenance and operation of the transmission dsset the proponent. Importantly, it will
also be liable for the asset, and so bear the iassdaisks.

We note that if the proponent TNSP is an ‘othera®gINSP, then the ownership,
maintenance and operation roles and responsibiliti# shift to the ‘other region’ TNSP. It
will be required to maintain it in accordance witle relevant standard, with this governed
through a contract with the ‘home’ TNSP.

However, the responsibility/liability will remainith the ‘home’ TNSP no matter which
TNSP is the proponent. If a breach of servicedsteshoccurs, ultimately the ‘home’ TNSP
will be held responsible and liable.

If the ‘other region’ TNSP wishes to be a proporfentan investment, as part of meeting the
‘home’ TNSPs reliability obligations, it must albe willing to accept any liability that may
arise from its contribution to a reliability of uip failure. This would be managed through a
contract between the ‘other region’ TNSP and toerie’ TNSP pursuant to which:

= the ‘other region’ TNSP is obliged to operate aralntain the assets so as to enable the
‘home TNSP’ to meet the reliability standards atiteorelevant obligations applicable in
the jurisdiction of the ‘home’ TNSP; and

= the ‘other region’ TNSP indemnifies the ‘home’ TN&IP any liability of the latter
arising from a failure by the former to operate amintain the assets as required.

We note that this is similar to the current cortratrequirements where there is a non-
network proponent!

7 For example, see: Transend, Kingston area augiemt Project Specification Consultation Repo@t 2, p.13.
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The mechanism we propose relies on the two TNSRsitagily reaching agreement on these
matters. Given the potentially more risk averseimeof regulated monopolies, this factor
could inhibit the implementation of investmentsritiged through the alternative planning
framework. If, after a period of operation of {@posed framework, it became apparent
that TNSPs were failing to undertake inter-jurisidical investments in the desired manner
because investing TNSPs were unwilling to accegh sisks, the NER could be amended to
require investing TNSPs to make such investmerdsaanept these risks.

6.5. Regulation and Standards

The fifth high level area is that of regulation atdndards — Table 6.5.

Table 6.5
Roles and Responsibilities: Alternative Framework — Regulation and
Standards
Roles NTP | ‘home’ ‘other AER  Other
TNSP region’ body
TNSP
Regulation and Standards
Revenue regulation Economic regulatic v
Advisory role to economic v
regulator
How is asset owner economic primarily
compensated? (ie, economic regulation economic
. regulation
regulation or contract
payment)
Compliance with Compliance monitoring v
network planning
requirements in NER
Advisory role to compliance v
monitor on RIT-T
Network reliability Setting of standards v
standards
Advisory role in relation to v
standards

Economic regulation and compliance monitoring wdagdundertaken by the AER, the same
as currently. The NTP could have an advisory molelation to each of these activities, as
they are not responsible for undertaking the acivastment decisions.

We consider the approach to economic regulatiorutitk alternative framework in more
detail below.

6.5.1. Economic regulation

As noted earlier, it is important that the arrangata for economic regulation do not result in
financial disincentives for TNSPs to coordinatgianning the network, and, in particular, do
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not discourage TNSPs for being proponents for nétwwvestment in their region which
may address an investment need in other regions.

TNSPs are currently subject to regulation underp@re6A of the NER. We note that
specific elements of the Chapter 6A arrangememts@amrently the subject of a rule change
proposal submitted by the AER, which is in the psscof being considered by the AEMC.
The discussion in this section refers to the cuampeovisions of Chapter 6A. We also note
that the arrangements applying to the economidaéiga of transmission investments in
Victoria are somewhat different (as has been dgsdigarlier in Box 4.1). We discuss the
specific situation in Victoria separately below.

In a situation where the ‘home’ TNSP is the proparier a transmission option, the
approach to economic regulation under the alteradtamework would be the same as
currently under Chapter 6A. That is, the ‘home’Smwould include the capital expenditure
in its expenditure forecasts set out in its revegmoposal to the AER, or would identify the
investment as a contingent project; the AER wopldrave the expenditure forecast,
provided that it meets the capital expenditureegatset out in the NER, or would approve
the contingent project; a RIT-T or non-RIT-T assesst would then be undertaken by the
TNSP, and the optimal investment option identifiethis investment would then be built
and rolled into the businesses’ Regulatory AssseB&AB) at the start of the next
regulatory period.

Economic regulation only becomes a potential isgiere an ‘other region’ TNSP may be
able to build an investment to meet the need iiffarent jurisdiction ie, the ‘other region’
TNSP is the proponent.

It is unlikely to be appropriate to treat theseeistvnents as ‘unregulated’ (ie, remunerated by
contract with the ‘home’ TNSP, outside of the Cleaj®A framework) since:

» these may in some instances be substantial invatgmehose use may change over time
ie, as they become more integrated into the ‘atbgion’ TNSP’s network; and

» they may also have significant benefits for théastregion’ TNSP’s own network ie, it
may defer investment in the ‘other regions TNSRtvork.

Therefore, the presumption is that these investsn@ould be treated as regulated
investments under Chapter 6A of the NER. We riwdé this does not preclude treatment of
the investment as a non-regulated network optfappropriat€’® However, this is unlikely
to be common.

There are two potential routes under Chapter 6Aéww investments by an ‘other region’
TNSP could be regulated. We discuss each of tihasen below.

S ARIT-T may have been undertaken prior to theeexiture forecast being submitted to the AER. Hewén many

instances the RIT-T process will be applied duthrgregulatory period itself.
" This is currently permitted under NER 5.6.5D(b).
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6.5.1.1. Contingent project route

The first route involves the assets being propasecbntingent projects.

Investment proposed as a contingent project byadtter region’ TNSP

The ‘other region’ TNSP could include the investiasa contingent project in its revenue
proposal, with the trigger being the passing ofRIE-T (conducted by the ‘home’ TNSP) or
a non-RIT-T trigger eg, outcome of an asset coowliteport.

This situation is most likely to occur if the joilNSP-TNSP consultation conducted as part
of the APR process identifies the likelihood oféstment in the other region being a solution
to an issue in the TNSP’s home region. In ordetHe project to be proposed as a
contingent project, the ‘other region’ TNSP musndestrate that the expenditure is required
to meet the capital expenditure objectif®sThere is therefore likely to be a need to revise
the wording of the capital expenditure objectivesider to ensure that investments which
are being undertaken to meet a need in anothedjation are adequately captured. For
example, the wording of NER 6A 6.7(a)(2) could k&eaded to refer to expenditure which
is necessary to enable the TNSP to ‘comply witlapfilicable regulatory obligations or
requirements associated with the provision of pileed transmission services, or enable
compliance by another TNSP with the reqgulatorygailons or requirements applicable to
that TNSP’.

Once the RIT-T has been applied, assuming thdbther region’ option is the option that
satisfies the RIT-T, the ‘other region’ TNSP wotitén apply to the AER for approval of the
additional revenue associated with the contingesjept. Once approved, the TNSP would
receive the associated incremental capex and @wexue during the current regulatory
period, via an approved increase in its TUOS clardée asset would then be rolled into
the ‘other region’ TNSP’s RAB at the start of tledlédwing regulatory period. Importantly,
economic regulation of the ‘home’ TNSP’s is noeafed under this approach. However
there would need to be consideration of appropimaés-regional charging arrangements
(discussed further below).

Investment proposed as a contingent project byhiime’ TNSP

A second variant of the contingent project route/fiere the ‘home’ TNSP proposes the
project as a contingent project in its revenue psajh with the trigger being the passing of
the RIT-T (or a non-RIT-T trigger). This situatianlikely if the alternative ‘other region’
option had not yet been identified, or there isssaifitial uncertainty as to which option is
likely to satisfy the RIT-T (or a non-RIT-T assessit).

Once the RIT-T/non-RIT-T assessment has been abjflig identifies the ‘other region’
option as being preferred, the ‘home’ TNSP wouldhapo the AER for the contingent
project allowance. The application would be basedhe costs of the ‘other region’ option.

" Grid Australia noted in its submission to the AEM First Interim Report that most projects whepeocdination

would be beneficial are likely to be sufficientbrje to be classified as contingent projects.
®  NER 6A.6.7(a)).
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This approved contingent project amount would iasesthe ‘home’ TNSP’s TUOS charges
for the current regulatory period.

The ‘home’ TNSP would then pay this amount to tiiaer region’ TNSP (under contract)
for the current regulatory period. The asset wdnddolled into the ‘other region’ TNSP’s
RAB for the next regulatory period, at which pdimé contract payments from the ‘home’
TNSP would ceas€.We note that this approach is similar in concegihe current
arrangements for economic regulation applying betw®EMO and SP AusNet in Victoria
(detailed above in Box 4.1).

In relation to both of the variants discussed abwxeenote that in order for a TNSP to
propose an investment as a contingent projecyahe of the project must exceed the larger
of either $10m or 5% of the TNSP’s MAR, in th@ykear of the regulatory period. For the
majority of TNSPs, 5% of the MAR is larger than $ndlion.2° However, the RIT-T must be
applied where the most expensive option considieréite assessment is greater than $5
million.®* Therefore, not all RIT-T projects could be cléissias contingent projects. For
projects that fell below the contingent projecetirold, the second route for economic
regulation (discussed below) would need to be adpli

6.5.1.2. Capital expenditure allowance route

The second route for economic regulation is whiseetiome’ TNSP proposes the capital
expenditure as part of its expenditure forecadudex in its revenue proposal to the AER.
This would likely occur for smaller projects (eaqider $10m), or if the APR process had not
identified the likelihood of investment in anothiegion.

In this case, the ‘home’ TNSP’s capital expenditllfewance would reflect the estimated
expenditure that the ‘home’ TNSP would need to utadte in order to meet the capital
expenditure objectives. Its TUOS charges wouldetoee reflect the costs of the anticipated
expenditure.

The ‘home’ TNSP would later undertake either th&-Rlor non-RIT-T assessment, which
may identify investment in another region as thet lbéternative. The ‘home’ TNSP would
then contract with the ‘other region’ TNSP for pidon of the asset in the current regulatory
period, with the contract payments covering theuahnosts of the asset (ie, return on and of
capital, plus incremental operating costs). Inrtagt regulatory period, the asset will be
rolled into the other region’s RAB, with contra@ypnents ceasing. Again, this approach is
similar in concept to the current arrangementsetmmomic regulation applying between
AEMO and SP AusNet in Victoria.

The ‘home’ TNSP’s TUOS charges would remain unattarnder this approach. However
part of its revenue would be passed through toother region’ TNSP in the contract

7 An alternative to the approach discussed herddimito modify the NER to allow the ‘other regioFiNSP to apply to

the AER for the ‘home’ TNSP’s contingent projedbalance. This would avoid the need for contraginpents
between the ‘home’ TNSP and the ‘other region’ TNfBFing the regulatory period in which the investinakes
place.

8 For example, 5% of Powerlink’'s MAR is $41m, 5%IloansGrid's MAR is $34m, 5% of SP AusNet's MARS&3m,
5% of Electranet’'s MAR is $12m, and 5% of TranserndAR is $9m.

8 NER 5.6.5C(a)(2).
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payment for the asset. The ‘home’ TNSP has amihaeto coordinate with the ‘other
region’ TNSP (similar to the current adoption ohAmetwork options), since it will benefit
from lowering its costs in the current regulatogyipd®* The ‘other region’ TNSP option
would be lower cost than the ‘home’ TNSP optiord #me ‘home’ TNSP would retain the
difference between what it has been allowed anakitisal costs for the remainder of current
regulatory period.

The NER would need to be modified to ensure thatctntract revenue received by the
‘other region’ TNSP would not be considered as phits revenue cap. That is, the ‘other
region’ TNSP should be allowed to earn additioeaenue from constructing the asset, as
this represents an efficient, coordinated outcoonehife NEM as a whole.

We note that the capital expenditure rolled forwiatd the ‘other region’ TNSPs RAB

should not include the amount associated with eshipayments from the ‘home TNSP’
during the current regulatory period (which arenaki capital contributions). We note that in
order to give effect to this, changes to the curcest allocation guidelines would be required.

It is possible that the required investment wasfoi@seen at the time of the regulatory
proposal, and so there would be no explicit pravisn the ‘home’ TNSP’s capital
expenditure allowance for this investment. In tiase, the approach described above would
still apply. The ‘home’ TNSP would still contrawith the ‘other region’ TNSP for provision
of the asset in the current regulatory periodthinext regulatory period, the asset will be
rolled into the other region’s RAB, with contra@ypnents ceasing. This situation is no
different to the current regulatory arrangementsene the TNSP is still required to build
unforeseen investment and bears a cost penalanfooverspend during the current
regulatory period. Where the costs of meetingrkiestment need are lower with an ‘other
region’ option, the TNSP would still have an indeatto contract with the ‘other region’
TNSP, as it will lower the overall cost penaltyaites during the regulatory period.

6.5.1.3. Application in Victoria

We have considered how the above approach to edomegulation would apply in Victoria,
where AEMO is not subject to a revenue determinatiom the AER (see Box 4.1).

In Victoria, AEMO does not receive a capital expéme allowance, nor does it propose
contingent projects. Therefore, if it is the ‘hoifdSP’, and the preferred option is in
another region, then it would simply procure thénéy region’ asset under contract, prior to it
entering the ‘other region’ TNSP’s RAB. That isn#ar to its current approach with SP
AusNet.

If Victoria is the ‘other region’ TNSP then it walivork in the same way as described above.
The ‘home TNSP’ would need to arrange for AEMO toqurre the investment. AEMO

would pay SP AusNet as per the current arrangenfantsthe asset would eventually enter
SP AusNet’'s RAB). This would occur in both thentiagent project’ and ‘expenditure
allowance’ routes.

82 This would only not be the case where the otagion TNSP's investment option had higher markeefies than the

‘home’ TNSP’s investment option, but also a higbest.
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6.5.1.4. Inter-regional charging

Under both of the approaches to economic regulatioother region’ assets, the inter-
regional charging arrangements would need to erikat¢he appropriate customers pay for
the investment. That is, where an investmeneisdundertaken to meet an investment
need (such as a reliability requirement) in a gipgisdiction, it is the customers of that
jurisdiction who should pay for that investmengagdless of the region in which the
investment is located.

Currently, TUOS charges differ over a particulargdiction, reflecting different costs
imposed. For example, TUOS charges in north-e&$WNnay be higher than Sydney, if a
substantial investment has recently been builetwefit north-east NSW.

The alternative planning framework may result inrarestment being built in Queensland,
instead of north-east NSW, to meet the same invadtmeed. Under an inter-regional
charging regime that smears costs across the whd&W, the costs of that investment
would be allocated over the whole of NSW — as opgds only being allocated to those
located in north-east NSW who are benefiting fromm investment. Ideally, the inter-

regional charging arrangements should allow cha@és targeted at those specific locations
in a region which is driving the investment nedthis would ensure that the charging regime
continues to be cost reflective.

Inter-regional charging is currently under considien by the AEMC. The AEMC'’s recent
Discussion Paper proposed three options for imgienal charging. We note that Option 3
(NEM-wide CRNP) would address the concerns desdrdtmve ie, is cost reflective. It is
not clear whether the other two options consideredld address these concerns.

6.5.1.5. Summary

It is important in terms of ensuring a nationalboodinated transmission planning outcome
that the arrangements for economic regulation doesult in financial disincentives for
TNSPs to coordinate in planning the network, angharticular, do not discourage TNSPs for
being proponents for network investment in thegioa which may address the investment
need in other regions.

Under both of the routes for economic regulatioscd®ed above, the ‘other region’ TNSP
has no financial disincentive to agree to be a @mept for a project in another region, since

it can recover its costs either via normal TUOSrie (ie, via a contingent project trigger)

or through a contract payment from the ‘home’ TN&Rhe current period. In the next
regulatory period, the asset would get rolled thi ‘other region’ TNSP’s RAB. The ‘other
region’ TNSP also has a reputational incentived@tproponent, through the transparency of
new NER coordination provisions and the RIT-T psxce

The ‘home’ TNSP also has no financial disincentiteeBave the ‘other region’ TNSP as a
proponent. Indeed, under the second route disdus®ve, the ‘home’ TNSP would have a
financial incentive to pursue lower cost optionsther regions to address the same need, due
to the efficiency benefits that can be achievedhiwithe current regulatory period.

The discussion of economic regulation highlightteeptial advantages associated with
aligning the timing of revenue resets for TNSPaclSalignment would allow the AER to
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consider the identification of contingent projeatsl capital expenditure allowances across
different TNSP’s at the same time, taking into acgtdhe potential for cross-regional options.
However, the resourcing implications for the AEBnfraligning reset timing would need to
be considered in order to see whether such alighrmésasible.

6.5.2. Reliability standards

Under the current transmission planning framewnetwork reliability standards are found
in a variety of instruments and set by differendlies in each NEM jurisdiction.

In Victoria, transmission planning is undertakemgsa probabilistic planning approach in
accordance with s 50F of the NEL. Specificallgetiding whether a proposed
augmentation to the declared shared network shwokceed, AEMG?

(a) must undertake a cost benefit analysis; and

(b) must apply a probabilistic (as distinct frordeterministic) approach to determining the berufit
an augmentation unless —

(i) a probabilistic approach will not produce ater@lly different result; or
(ii) it is not reasonably practicable to use ayatalistic approach; or

(iii) a probabilistic approach is, for some otheason, in appropriate.

The effective level of network reliability in Victa is therefore an outcome of this
probabilistic planning approach.

In NSW, reliability standards are found in a Netkwbdtanagement Plarthat the TNSP is
obliged under section 8 of tl#ectricity Supply (Safety and Network Management)
Regulations 2008NSW) to lodge for approval by the NSW Departmdrimade and
Investment, Regional Infrastructure and Servic&$ie Director-General of the Department
has, under to section 13(1) of the RegulationsisadvTransGrid to take account of the
Transmission Network Design and Reliability Standi@r NSWwhen drafting the Network
Management Plan.

In Queensland, reliability standards are found ‘tnaamsmission authority' (a form of licence)
issued by the Queensland Department of Employnkeminomic Development and
Innovation to the TNSP pursuant to section 18GeHlectricity Act 1994Qld).

In South Australia, reliability standards are foundhe Electricity Transmission Code made
by the Essential Services Commission of South Aliatpursuant to section 28 of the
Essential Services Commission Act 2082).

In Tasmania, reliability standards are found irtisexc of theElectricity Supply Industry
(Network Performance Requirements) Regulations 2083) administered by the
Tasmanian Department of Infrastructure, EnergyResources.

In Victoria®*, Queensland, South Australia and Tasmania, congaiavith the instrument
noted above is a condition of the TNSP's licerfeailure to comply with a licence condition
may result in civil penalties and, ultimately, seispion or revocation of the licence with the
Government or the regulator having the power te taker the licensee's operations (or to

8 NEL s.50F(2)(b).

84 These provisions do not appear to apply to AEM@espect of its Victorian transmission functions.
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appoint another person to do so). In New Southed/alransGrid may be subject to an order
of the Director-General if it is not in compliane&h any aspect of the Network
Management Plan, and failure to comply with an owiél attract a civil penalty.

The AEMC has conducted a review of the regulatibrelability standards. It initially
published its report, the Transmission Reliabitgndards Review, in September 2008, and
published an updated report in November 2010. MG& has recently released a response
to this review®® The MCE broadly accepted the framework proposethé AEMC, and has
directed the AEMC to undertake further work on itnplementation of this.

In terms of the roles and responsibilities in theraative planning framework set out in this
report, the reliability standards are an imporzart of the regime as these standards provide
the basis on which the transmission network mugtiéwened. There are two key issues
relevant to this report.

The first is to ensure that there is effective satian between the role of setting the standards
and owning the assets which are required to mesetktandards, to avoid potential conflict
between those roles. As previously discussedNBHs have a role in setting reliability
standards they may have incentives to set thoedatds higher or lower than may be
appropriate. Similarly, where the body setting risleability standard is also the owner of the
TNSP (as is the case in both NSW and Queenslaraniives may also be affected. Under
the alternative framework, the setting of relidgpitandards would be undertaken by either a
national body (such as the AEMC) or a state-basely fsuch as a state regulators). In both
cases, these bodies are separate to the TNSPsoté&/that currently state governments are
responsible for determining reliability standandsome jurisdictions.

The second issue relates to the desirability ftional consistency in reliability standards, as
this will drive greater consistency in transmissi@iwork planning and promoting
coordination between TNSPs. We note that thisassubject of the AEMC Transmission
Reliability Standards Review. We have proposeeewer, for current purposes that it
would be of benefit for the enhanced NTP role tiude an advisory role in relation to
reliability standards. This would allow the relavdody determining reliability standards to
seek advice from the NTP, which is similar to tbke rcurrently undertaken by the NTP for
the South Australian jurisdiction, which we undarst is performed as part of the additional
advisory functions for that jurisdiction under Siision 2 of Division 2 of Part 5 of the

NEL.

6.5.3. Advisory role to revenue regulation, setting of standards and
compliance monitoring

Under the alternative framework, the NTP could @ayadvisory role in relation to revenue
regulation, the setting of reliability standardsl@oempliance monitoring in relation to the
application of the RIT-T. In all of these actieisithe NTP can provide detailed engineering
and planning knowledge, which the other instituiomay not have, thus enhancing the
effectiveness of the overall regime.

8  Ministerial Council on Energy, Transmission Rhligy Standards Review, Response to the Austrafinargy Market

Commission Final Report, 16 November 2011.
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The NTP is the appropriate body to undertake thies. rimportantly, no conflict of interest
would be created since the TNSPs are still respteniemselves for the short-term detailed
planning and investment decisions.
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7. Assessment of the Alternative Framework Against the
Principles

In this section we assess the alternative frameWarkationally coordinated decision-
making, against the principles that we set oueitisn 3. Importantly, the alternative
framework meets all of the principles — see Table 7

Table 7.1 Assessment of the Alternative Framework A gainst the Principles

Principle Is the principle
met?
1 | Promote investment decision-making on a coorduhabasis to maximise net 4

benefit.

Allow for both local and a strategic perspective.

Allow the use of incentives to promote efficiamiestment decisions

Minimise conflicts of interest

Maximise net benefits from reform

Allow risk to be allocated to the party best alolenanage risk

Be clear and transparent in approach

Does not create barriers to connection.

Accountability will remain with TNSPs

New regime be no slower than the present time

D00 oo N o g M W N
N N NN N N K KN

=]

Must not reduce or adversely impact on the abildy urgent and unforesee
transmission investment to take place

Principle 1 is met since the framework has as a key compddERt changes targeted
specifically at requiring that TNSPs consult witick other to identify investment options to
meet an identified need that may be located inra#tgions. The requirement for TNSP-
TNSP coordination across the APRs, RIT-T and noiFRhssessments ensures that
investment options in other regions are considered stages of planning, and for all
investments. The enhanced role for the NTP prevadEheck’ on this process, and results in
the NTP acting as a central hub in ensuring thatdination occurs.

Importantly, the TNSP itself is responsible foréstment decision-making as well as short-
term and project specific planning, based on thera defined in the NER. This ensures
that investment decisions will be made consisttit the outcomes of the coordinated
planning process.

Principle 2 is met, since the local perspective is maintailedugh TNSPs being responsible
for producing APRs and undertaking project spegfanning. While the NTP may provide
demand forecasts as a starting point in this pgydhsese can be modified by the TNSP to
reflect particular local knowledge, eg, potentiahiections or load conditions. The strategic
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perspective is also maintained through having the droduce the NTNDP, providing a
high-level strategic plan across the entire NEM.

Importantly, having two different institutions urntike these different planning roles ensures
that there is necessary tension and exchangew$§\ds part of the planning process, and that
‘checks’ are provided on each institution.

Principle 3 is met, since the TNSPs as for-profit entities loanncentivised through financial
incentives in order to achieve the focus of theraktive planning arrangements. For
example, if the TNSP does not consider optionghermregions, it will be in breach of NER
requirements and so can face a financial penattyportantly, the TNSPs do not face any
financial disincentives by pursuing coordinatiordenthe alternative approach, and stand to
gain if they can identify options in other regiomiich are lower cost than those in their own
region.

Conflicts of interests are also reduced, with theegtion of in Victoria — iePrinciple 4 is
largely met. The investment decision remains with the TNSP Hdnatitutions other than
Victoria. This mitigates concerns about any catdlithat may occur where the investment
decision maker is also the market operator. Tteatso appropriate tension in the planning
process, and the opportunity for different poirftgiew, through having TNSPs responsible
for the detailed short-term plans, and the NTPaasjble for the high-level long-term plan.

However, we note that in there is still a confo€interest between the NTP having the role
of NTP and Victorian jurisdictional planner. Wesdiiss this in more detail below in section
8.3.

Principle 5 is met as a consequence of the minimal implemientabsts of the proposed
framework for most jurisdictions. The alternativemework does not require new
institutions to be set up, and instead can be imefged via NER and NEL amendments.
However we note that implementation costs may gbédriin Victoria, which would require
more consideration and we discuss this in secti8n 8

Ideally, adherence to the risk allocation princigReinciple 6) in respect of network planning
functions would entail the same entity being resjiae for investment decisions that expose
them to legal liability risks as well as all upstne planning decisions that affect those
operational decisions. However, in our proposéstative option we have contemplated
departures from this ‘ideal’ structure to the extizsirable to achieve other objectives.

First, our proposed alternative option providesa@cenario where the implementation of an
investment decision is made by a TNSP that is iffeto the TNSP which faces some of the
risks associated with that investment. We condiutrthis is a necessary consequence of
increased coordination absent a reform option wirigblves significant institutional change.

As discussed, we consider the risks to TNSPs ieguttom the disjuncture between the risk
facing TNSP and the TNSP that makes the investmest be managed by way of contract
between the TNSPs. However, as already noteldisittioes not occur in practice, thereby
impacting on the implementation of other regioreistynents, then it may be necessary to
consider imposing further obligations through tHeR\to facilitate the desired outcomes.
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Second, our proposed alternative option retainseah@nces the role of the NTP. This
provides for the involvement in planning decisiafs different body to that making the
ultimate investment decision and implementing theestment. This would be a concern, for
example, in a scenario where a TNSP did not sugaolier planning conclusions reached by
a joint planning body. Although the TNSP wouldftee to implement the investment
decision it considered to be appropriate, the @ffe@verruling of earlier planning activities
would call into question the value of those acigt Ideally, the progress from long-term,
strategic planning through to short-term detailkzshping and the final investment decision
should be one in which there is an effective ‘fuling’ of planning activities towards the
final decision. However, given the nature of thEFR'\¢ role, and in particular its focus on
long-term strategic planning, we consider that asks that the NTP’s involvement in
planning activities will turn out to be redundasifow, and are outweighed by the
enhancements proposed to the NTP's role and tbe wélhaving a different perspective
applied to the first-stage of planning activities.

This proposed approach is clear and transpareagproach Principle 7 is met. The NER
changes ensure that this coordination occurs laa and transparent manner, with this
occurring in a number of publicly available docurtsenThis will readily ensure assessment
of whether increased coordination is being achievBie enhanced role for the NTP
improves transparency of information to TNSPs,ittegket and market institutions.

The alternative framework does not create barf@rsonnectionPrinciple 8). Connection
arrangements are the same as in the current pafmaimework, and so no additional barriers
are created.

The COAG principles are also met. TNSPs areatitountable for jurisdictional investment,
operation and performance since they undertakattestment decision, as well as
maintaining, operating, owning and having liability the asset. Moreover, since the
alternative framework does not significantly chatige current framework it will not be
slower than the present time taken to gain regiapproval for transmission investments.
While the NTP has an enhanced role in commentingspects of the TNSPs’ APRs and
RIT-T documentation, the timeframes within whiclesk documents must be produced are
maintained.

Lastly, it will not reduce or adversely impact ¢we tability for urgent and unforseen
investment to take place. Urgent and unforseeasiment will be dealt in the same manner
as currently (ie, TNSPs must simply construct tiere necessary). The alternative
framework does not impinge on this ability. Weetiat the timeliness of this investment
means that it is unlikely that coordination willoe. However, these investments would not
currently be subject to the full RIT-T process, aodess consideration is given to potential
options in the current framework.
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8. Implementation of Alternative Framework

This section describes in general terms the maangés that would be required to the NEL
and the NER to implement the proposed alternatamméwork. It also considers changes
that may be specifically required in Victoria ambi8 Australia, as the two jurisdictions
which currently operate under a variation of thenpling framework established under the
NER and NER.

At this stage we have not considered specific mh@for identified all changes that may be
required for the implementation of the proposedralitive framework.

8.1. NEL Changes

Subject to the discussion in sections 8.3 andrBrélation to the Victorian and South
Australian jurisdictions, the alternative planningmework proposed in this report can be
mainly implemented through the NER and does natirecignificant changes to the NEL.

The first change which may be desirable would bexigand the functions of the NTP as
described in section 49(2) of the NEL.

The additional functions to be conferred on the NidRIld be covered by the catch all

provision in section 49(2)(e). However, given siignificance of these new functions, it may

be preferable to add a specific paragraph reflgdtie change to the NTP's role, for example:
to assist [transmission network service provideyg]ndertake consistent and coordinated

transmission planning by providing planning dataeggiired by the Rules and facilitating
coordination between [transmission network serpiceviders].

The second change relates to the proposed advigerjor the NTP in relation to reliability
standards. Under the existing provisions of thé. NEis already possible for a jurisdiction
to declare that subdivision 2 of Division 2 of Paif the NEL applies in that jurisdiction,
and to seek AEMO's advice in accordance with thatlivision. However, we suggest that it
would be preferable for equivalent provisions tari@uded as NTP functions that apply to
all jurisdictions, without the need for the juristibn to make such a declaratihWhile this
would not compel jurisdictions to seek NTP advicereliability standards, including this

role as an NTP function of general application reagourage jurisdictions to do so.

8.2. NER Changes
8.2.1. Planning
8.2.1.1. Long-term strategic planning

Long term strategic planning is currently undertak@ough the preparation of the NTNDP
by the NTP (clause 5.6A).

The proposed enhanced TNSP input into the NTNDPdvoe effected through amendment
to this provision, requiring the establishment GMNSP working group and setting out the

8  For example, this could be done by repealings®&0(1) and section 50B, and inserting a provisionilar to section

50B in Division 1 of Part 5 of the NEL.

NERA Economic Consulting Allens 62



Implementation of Alternative Framework

process for that working group to review and prevdi@mments on the NTP during its
development.

8.2.1.2. Short-term strategic planning

Short term strategic planning is currently undestathrough the preparation by TNSPs of
the APRs, as required by clause 5.6.2A. Elemdmnttaases 5.6.1, 5.6.2 and 5.6.3 are also
relevant to this process.

Changes to these provisions would be requiredrasudt of the proposals for ensuring
coordination between TNSPs and the enhanced NEP rol

These changes would include the following.
Demand forecasts

The NTP would be required to provide demand fortscmseach TNSP as part of the annual
planning process (this could be addressed in claus8, noting that it applies to a number of
different processes). These are in the natutepiown' forecasts, and would be in addition
to the 'bottom up' information that is currentlguéed to be provided by Registered
Participants under clause 5.6.1.

TNSPs would not be compelled to use the NTP fotechst would be required to be
transparent in their APRs in relation to departdires) the NTP forecasts that they consider
are required to accurately reflect local conditi¢elause 5.6.2A).

As noted above we understand that, as a matteristjctional practice, TNSPs in some
jurisdictions are required to undertake 'top dosarthand forecasts under local instruments,
such as a Ministerial order. To achieve a consisipproach, it would be necessary for
jurisdictions to withdraw any such requirementsitow the TNSPs to use the NTP demand
forecasts as contemplated above.

Coordination between TNSPs

TNSPs would be required to consider whether ansimvent need could be met by an option
in another region, and to consult with TNSPs irsthother regions in preparing their APRs.

Clause 5.6.2A would be amended to require TNSRwxctode in their APRs, for each
investment need (clause 5.6.2A):

= whether an option in another jurisdiction may naeinvestment need or, if not, the
reasons why not; and

» the consultation that it has undertaken with TNBRgighbouring regions.

In considering whether investment needs may bebyeptions in other regions, TNSPs
would be required to have regard to guidelinesiphbt by the NTP (clause 5.6.2A would
impose this obligation on the TNSP and clause 3@3ld require the NTP to prepare and
publish such guidelines).

Review by NTP

TNSPs would be required to submit their APRs toNfA@ for review (clause 5.6.2A).
This review would be limited to:

= the use of the demand forecasts as provided byTire and
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= the coordination between TNSPs for investment ndstanay be met by an option in
another region.

The NTP would be required to provide comments asdhaspects of the APRs. In respect of
the coordination aspects, the NTP would be abttoment both on:

» investments where the TNSP has identified an opti@nother region; and

» investments where the TNSP has not identified diooin another region, but the NTP
considers there may be such an option worth inyastg.

The TNSP would not be compelled to action and iporate the NTP's comments. However,
if it did not agree with the NTP's comments in tiela to demand forecasts or coordination, it
would be required to explain the reasons for noptidg the NTP's suggestions in its APR
(clause 5.6.2A).

8.2.2. Project specific planning
8.2.2.1. RIT-T investments
The requirement for and process for undertakingfieT is currently set out in clauses

5.6.5B, 5.6.5D, 5.6.5E, 5.6.6, 5.6.6A and 5.6.6AA.

As above, changes to these provisions would barestjas a result of the proposals for
ensuring coordination between NSPs and the enhai€Bdole.

These changes would include the following.
Demand forecasts and scenarios

The demand forecasts prepared by the NTP for tHe piecess and the scenarios developed
by the NTP for the purposes of the NTNDP (claus&2(c)(3)) would both be relevant for
the purposes of the RIT-T.

As for the APRs, the TNSPs would be required téréesparent in their RIT-T documents in
relation to the way in which they have updated depiarted from the most recent demand
forecasts prepared by the NTP.

TNSPs would also be obliged to use any relevanmissoes developed by the NTP for the
purposes of the NTNDP and, again, be transpareaterhey have made variations to those
scenarios.

Each of these matters would be addressed in themsrequirements for PSCRs in clause
5.6.6.

Coordination between TNSPs

TNSPs would be required to consider whether ansimvent need could be met by an option
in another region, and to consult with TNSPs irsthcegions in preparing their RIT-Ts.
Clause 5.6.5D would be amended to specificallyga=e investments in other regions as a
credible option.

Clause 5.6.6 would be amended to specifically reqUNSPs to set out in its PSCR and
PADR, for each investment need:

= whether an option in another region may meet teatror, if not, the reasons why not;
and
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» the consultation it has undertaken with TNSPs ighteouring regions.

In considering whether investment needs may bebmeptions in other regions, TNSPs
would be required to have regard to guidelinesiphbt by the NTP under clause 5.6.3
(referred to section 6.1).

Review by NTP

TNSPs would be specifically required to submit tiR$CRs to the NTP for review prior to
publication of the PSCR (clause 5.6.6).

The review would be limited to the coordinationess of the PSCR.

The NTP would be required to provide comments aabpect of the RIT-T. As for the
APR, the NTP would be able to comment on an idexctibption or propose an option for
investigation.

The TNSP would not be compelled to action and ipoate the NTP's comments. However,
if it did not agree with the NTP's comments it wibbke required to explain the reasons for
not adopting the NTP's suggestions in the PADR.

Consistent with current clause 5.6.6(1) an optionifivestment in another region would only
be able to be included in the PADR if the TNSPhia other region (or, if it is contestable,
another person) has agreed to be the proponetitsfbmvestment.

The NTP would also be entitled to make submissmnthe PADR as part of the existing
consultation process.

8.2.2.2. Non-RIT-T investments

Clause 5.6.5C(a) currently provides that non RlifnWestments must be planned and
developed at least cost over the use of the asset.

We propose that a specific reference to giving ictamation to investment options in other
regions and to consulting with TNSPs in those negiishould also be included, but suggest
this would be more appropriate as part of the ahpikpenditure factors in clause 6A.6.7(e)
to be considered by the AER in making a revenuerdehation.

8.2.3. Implementation of the investment

As discussed earlier, it is envisaged that impleatem of the investment by an 'other region
TNSP would be undertaken on a contractual bastwveder, it may be necessary for this to
be reconsidered if it is not occurring in practice.

8.2.4. Economic regulation

Some changes to the NER may be required from amoewic regulation perspective.

In particular, an amendment to the capital expenglibbjectives in clause 6A.6.7 may be
required in order for an 'other TNSP' to be ableettover revenue for constructing an asset
that is required to meet the regulatory obligatiohthe 'home TNSP'. Similar changes may
also be appropriate in clause 6A.6.6 in relatiotheooperating expenditure objectives.

An additional carve out would also be required frin@ prohibition on earning in excess of
the maximum allowed revenue for prescribed transimisservices (clause 6A.3). This
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would allow the "other region" TNSP to earn addiibrevenue under the contract with the
"home" TNSP, until the asset is able to be rolted the RAB of the "other region" TNSP.

As previously noted, these contractual paymentsldhue treated as capital contributions
and netted off the amount that is rolled into t&BR We propose this would be addressed in
the cost allocation guidelines made by the AER uctirise 6A.19.3.

We also note that changes to the NER would be redjin order to implement inter-regional
TUOS charging arrangements. However, we havedudreased these changes here as this is
being considered under a separate process.

8.2.5. Other issues

The other elements of the enhanced NTP role include

= an advisory role to the AER in relation to econongigulation (note that this is already
covered by clauses 6A.6.6(e);

= an advisory role to the AER on monitoring compliamdgth the RIT-T (this could be
addressed in clause 5.6.3) and on disputes inaelat the application of the RIT-T
under clause 5.6.6A.

8.3. Issues in relation to Victoria
As discussed earlier in this report, one of thesfiesof the proposed alternative framework
and, in particular, the enhanced NTP role is thatdvides a degree of oversight and tension

in the planning process. We consider that th¢imoad separation of roles between the NTP
and TNSPs as proposed will lead to better planairigomes.

In Victoria, the NTP and TNSP responsible for plagrare the same entity. Accordingly,
this particular benefit is not able to be deliveirethe Victorian jurisdiction.

There are a number of institutional reforms thatldde undertaken in order to address this
issue, each of which would require the supporhef\ictorian Government.

8.3.1. Ringfencing

The first option would be for that part of AEMO thandertakes some or all of the Victorian
declared network functiofiSto be ringfenced within AEMO.

8 AEMO's declared network functions are set owgdation 50C(1) of the NEL as follows:
(a) to plan, authorise, contract for, and direagraentation of the declared shared network;
(b) to provide information about the planning preses for augmentation of the declared shared nietwor

(c) to provide information and other services talfeate decisions for investment and the use sbueces in the
adoptive jurisdiction's electricity industry;

(d) to provide shared transmission services by sieéror in connection with, the declared shareawaoek;

(e) any other functions, related to the declaradsmission system or electricity network servicesiged by means
of or in connection with the declared transmissigstem, conferred on it under this Law or the Rules

(f) any other functions, related to the declarath$mission system or electricity network servicesiged by means
of or in connection with the declared transmissigstem, conferred on it under a law of the adogtiviediction.
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This would mean that the AEMO personnel perforntimggNTP function would be different
to the AEMO personnel performing the declared netviionction. This would provide, to
some degree, the same benefits as would be achievtdee other jurisdictions.

The disadvantage of this approach is that it resaltluplication within AEMO, as AEMO
could require two separate teams with the requdéening expertise. However, we
understand that the costs of AEMO performing itslaled network functions are borne by
Victorian consumers and AEMO's costs of perforntimgNTP role are recovered from
Registered Participants generally. The duplicaitioroles would in effect be the same as
currently exists for other jurisdictions where & a team within each TNSP which has
responsibility for the functions which, for Victagiare undertaken by AEMO as declared
network functions.

In addition, ringfencing solutions are typicallynsidered to be less effective that actual
structural separation. This is both because @@l on-going perceptions that the
activities are not fully separated, given that they still conducted by the same body, as well
as the continuing single management structurevtbatd sit above both functions.

This option could be implemented through Divisioaf2art 5 of the NEL, pursuant to
which these functions are created.

8.3.2. New Victorian planning entity

An option involving more significant change thatwa provide for separation between the
NTP and TNSP planning roles for Victoria would be the relevant functions to be carried
out by a body other than AEMO. For example, thecfions could be conferred on a new or
existing Victorian statutory corporation.

In considering this approach, an issue ariseslatioa to AEMO'sdeclared system functions
under the NGI¥ AEMO operates the Victorian wholesale gas maakek undertakes gas
transmission functions under similar legislativeaagements in the NGL to those which
establish the declared network functions in the NEHowever, we note that the actual
functions are undertaken by AEMO in this context different. For example, in relation to
the gas market, AEMO does not have responsibiitynfaking investment decisions as it
does in electricity, but only to monitor and revidve capacity of the declared transmission
system.

8  AEMO's declared system functions are set ouedtisn 91BA of the NGL as follows:

(a) to determine security standards for the dedlnnsmission system;
(b) to control the operation and security of theldeed transmission system;

(c) to monitor and review the capacity of the deslstransmission system and the trends in demarttiéanjection
of gas into, and the withdrawal of gas from, thattem;

(d) to provide information and other services tlftate decisions for economically efficient ine®nt in markets
for natural gas;

(e) to coordinate the interaction of producersiagie providers and service providers for ensuriagfa, secure,
reliable and efficient declared transmission system

(f) to operate and administer the declared whodegab market;

(g) to make, amend or revoke Procedures goverhimgperation and administration of the declarediegade gas
market.
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If some or all of the declared network functionsédtectricity were to be transferred to a new
body, then consideration would need to be giveto aghether any of the equivalent declared
system functions for gas should also be transferiidds would depend on whether greater
synergies exist in the relevant functions as betvwibe Victorian electricity and gas
industries on the one hand, or between the vadeukared system functions on the other.

A further issue arises in relation to the costafieness of this proposal, and whether it
would be more or less costly than the ringfenciptiom described above. This is likely to
depend in part on whether the functions can sgnbilgiven to an existing body (which
would make this option more cost effective), or thlee a new body would need to be
established just for this purpose. In considetivgcost effectiveness of this option, the
potential for it to deliver greater benefits thae tingfencing option through the achievement
of more effective separation should also be taktmaccount.

Changes to both the NEL and the NER (and posdii@yN\GL and NGR) would be required
to implement this option.

8.3.3. Transfer TNSP planning function to SP AusNet
A final option, which is again more significant, wid be for the declared network functions
to be given to SP AusNet. This would place SP AetsN the same position as the other

TNSPs in the NEM, and allow for separation of tHEPN'rom jurisdictional transmission
planning activities in Victoria.

In addition to the considerations noted aboveHerdreation of a new planning entity, this
approach would also need to be agreed with SP Austterwise sovereign risk issues may
arise (as noted earlier in relation to the propémah TNSP joint venture).

We note that SP AusNet currently has a role asldigton planner, through its distribution
busines$?

8.4. Issues in relation to South Australia
As discussed above, we propose that provisiongasinoi subdivision 2 of Division 2 of

Part 5 of the NEL should have general applicatiather than being limited to adoptive
jurisdictions, in order to encourage jurisdictidaseek NTP advice on reliability standards.

If this approach is adopted then these provisiomglevno longer apply only in respect of
adoptive jurisdictions and would be replaced byiwjant provisions of general application.

8.5. Interaction with Generator Network Access Pack  ages

The AEMC'’s First Interim Report also proposed fpreliminary packages of policy reform,
focussing on different levels of generator netwackess.

We understand that the AEMC is now considering potential packages in further detail,
specifically:

1. a Non-firm Access regim&:and

8 See SP AusNet, Distribution System Planning Rep@t2-2016, 2011.
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2. an Optional Firm Access reginie.

These packages would each interact with the tresssom planning framework. We have
therefore considered the potential implicationghefadoption of either package on the
alternative transmission planning framework setiouhis report.

Under Option 1 (ie, a Non-firm Access Regime) gatws would not have any firm access
rights. That is, generators would have a rightdnnect to the transmission network, but no
rights to dispatch output across the network. €quently, when a generator is dispatched,
and there are no constraints in the network, itld/@xport its output and so earn revenue.
However, if it is constrained in how much it caper, and is not fully dispatched, it will
face lost opportunities for revenue.

Under Option 2 (ie, an Optional Firm Access regingenerators would be able to choose a
level of firm access to the regional reference remuig:would pay the TNSP for this rigfit.

If there is a constraint on the network, and arifigenerator is not able to be dispatched, then
it would be eligible for financial compensationritadhe TNSP. ‘Non-firm’ generators would
still face lost opportunities to earn revenue éytlare constrained ie, they would receive no
compensation.

In an Optional Firm Access model, TNSPs would lspired to plan to a standard to allow
for firm generator access. That is, to plan tteadard that ensured, under defined operating
conditions (and ignoring non-firm generation),falin generation would be able to access the
regional reference node. This requirement wouldefiected in the NER. TNSPs would

also still have to plan to meet the existing religbstandards for load. The RIT-T would be
adapted to reflect these new planning standards.

We next consider how our alternative transmissianming framework would interact with
each of these proposed models.

8.5.1. Alternative Planning Framework under a Non-f  irm Access Regime

Under Option 1 (ie, a Non-firm Access regime), dlternative transmission planning
framework would work as set out in sections 5 ard #is report. This option is

substantially based on the arrangements thatiexsactice in the NEM today?. Under this
option the NER would simply be modified to clartfyat the NEM operates as an open access
market, and NER clause 5.4A would be removed. eSihere are no associated changes that
influence network planning, there are no implicasidor the alternative transmission

planning framework.

% This can be considered equivalent to ‘Package ipen access regime’ as set out in the Firgtiim@eport. See:

AEMC, First Interim Report Transmission FramewoReview, 17 November 2011, pp.56-64.

1 This can be considered a hybrid between ‘PacRa@¥pen access with congestion pricing’ and ‘Paek&gRegional

optional firm access model’ as set out in the Hirtrim Report. See AEMC, First Interim Report iseission
Frameworks Review, 17 November 2011, pp.65-74;9%n05.

Generators would be able to choose a quantiégoéss for which they are firm, ranging from zertheir full
generating capacity. However, for ease of disoansBere we only consider ‘firm’ (ie, those that égaid for firm
access for their full capacity) or ‘non-firm’ (ithose who have not paid for firm access).

92

% Indeed, this was recognised in the First InteRiaport. While some generators consider that taegnce of NER

clause 5.4A means that they can negotiate with T\BBbtain firm access to the regional refererazenthe AEMC
considers that this cannot work in practice bec#lusescheme is not mandatory, and all generataes ben access to
the network. See: AEMC, First Interim Report Traission Frameworks Review, 17 November 2011, p.57.
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8.5.2. Alternative Planning Framework under an Opti  onal Firm Access
Regime

If an Optional Firm Access regime (ie, Option 2pigsued then there are two corresponding
implications for the alternative transmission plsgrframework.

The first is that when TNSPs invest to meet theiireg generation planning standard, the
need may be potentially be addressed by an alteenavestment option located in another
region (ie, the same considerations are needeet asisabove for those reliability
investments).

This is already reflected in the alternative traission planning framework. The RIT-T
would need to be applied by the TNSP (with the iified need being to meet a required
generation planning standard), and the altern&taraework requires options in other
regions to be considered as part of the RIT-T appbn.

The second implication arises from the possibtligt, for a TNSP in a particular region to
provide firm access to a generator, it may requiygrades to the network in another
jurisdiction. In this situation, the network iretlother region istegral to ensuring that the
generator has firm access ie, firm access cannptdsded unless both TNSP networks are
upgraded.

For example, a generator located near the Queehktander may pay Powerlink for firm
access to the transmission network. However, prawiof this firm access may in practice
require part of TransGrid’s network in NSW to beytgded, given the pattern of power flows
on the interconnected network. This would theiarolve investment by both Powerlink
and TransGrid, in order for Powerlink to guararftea access to the generator. The
alternative planning framework requires the ‘hoMESP to consult with the ‘other region’
TNSP in the identification and, ultimately, the depment of the option that provides the
greatest net market benefit. This would occunéf dption either involved an investment in
the ‘other region’ TNSP’s network or for investmgtiiat involve assets in more than one
region. However, once the preferred option has leentified, TNSPs still need to agree to
build the investment. Continuing on the above exarrthis would requiroth Powerlink
and TransGrid to be proponents for the investment.

We note that there is no financial disincentivetfa ‘other region’ TNSP to agree to be a
proponent, since they would be compensated thrtheframework for economic regulation
(as set out in section 6.5.1). However, the adtiva planning framework relies on a degree
of moral suasion being applied to provide an inwerior the ‘other region’ TNSP to be a
proponent.

There may be concerns under an Optional Firm Accextel that moral suasion will not be
sufficient to convince the ‘other region’ TNSP tedome a proponent for investments in its
region which provide firm access to a generatoated in a different region. This concern
may be greater than in the case of the Non-firme&s@approach, since for reliability-driven
investments there will always be an investmentarplbcated in the ‘home’ TNSP’s region
which could proceed if the ‘other region’ TNSP &dd to be a proponent. However, in the
case of generator planning standards this mayentidcase.
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In addition, we note that if under the OptionalnfiAccess model Powerlink (in this example)
were to be liable to pay financial compensatiothtbgenerator if firm access is not available,
then this liability would need to be imposed onrn&@rid through contractual means, in
respect of the assets under TransGrid’s contrsldidcussed previously, TNSPs may be
reluctant to voluntarily accept additional liakjliof this nature.

If there were such concerns, further thought ctxldjiven to imposing an obligation in the
NER on the ‘other region’ TNSP to be a proponentadses where investment in the other
region forms part of the investment option whictis§ies the RIT-T. Finally, it may also be
relevant to consider such an obligation if thee@mncerns that the negotiation between
TNSPs to allow firm access to generators may pgplggnerator connection times.
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Report qualifications/assumptions and limiting conditions

This report is for the exclusive use of the NERABamic Consulting client named herein.
There are no third party beneficiaries with respechis report, and NERA Economic
Consulting does not accept any liability to anydtparty.

Information furnished by others, upon which alpaortions of this report are based, is
believed to be reliable but has not been indepahdeerified, unless otherwise expressly
indicated. Public information and industry andistatal data are from sources we deem to be
reliable; however, we make no representation éise@ccuracy or completeness of such
information. The findings contained in this repory contain predictions based on current
data and historical trends. Any such predictiomssabject to inherent risks and uncertainties.
NERA Economic Consulting accepts no responsibibtyactual results or future events.

The opinions expressed in this report are valig éml the purpose stated herein and as of the
date of this report. No obligation is assumed tasethis report to reflect changes, events or
conditions, which occur subsequent to the datedfiere

All decisions in connection with the implementatimnuse of advice or recommendations
contained in this report are the sole respongitilitthe client. This report does not represent
investment advice nor does it provide an opiniararding the fairness of any transaction to
any and all parties.
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