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Purpose of today’s presentation

®

PY ;. In_troduce and explain the priority issues for the Review and key publication
TN milestones

AEMC, AEMO and AER staff will provide updates on issues being progressed
as part of the Review. AEMC will also provide an update on the Material
change rule change request

A
I

0e®
Tan Forum participants are invited to ask questions



Housekeeping

« All participants are currently in ‘listen-only’ mode
 Please stay on mute during presentations

 Presentations from today will be posted on our website after
the webinar

 Please engage respectfully



Before we start, an important notice: Compliance with Competition Law

« The attendees must not discuss, or reach
or give effect to any agreement or
understanding which relates to:

* Pricing

Targeting markets or customers

Tendering processes

» Boycotting other parties Each entity must make an
« Sharing competitively sensitive independent and unilateral
information decision about their

Breaching confidentiality obligations commercial positions.



Zoom Q&A function

» ¥ L

Chat Raise Hand Q&A

* Q&A function is open throughout the webinar
« Use the Q&A button on the bottom of your screen

© Question and Answer

jashn23 (You) 10:32 AM
o ‘Upvotmg’ function Does life exist on Mars?
b 1 _
« We will try to answer all questions, but will prioritise
questions with most ‘upvotes’ first o o e
* ‘Dismissed’ queue
° This is a Zoom term Type your question here... -
« We will move questions here if they are duplicates .

‘:‘ Send anonymously Send



Asking questions

Questions will be answered at dedicated Q&A sessions

 Please keep questions on topic and avoid making comments — we have a large audience
and limited time

« When asking questions, please indicate which presenter you are directing the question to

« If requested by moderator please switch your mic or mic/video on during the Q&A
session to further explain your question. Moderators won't switch your mic/video on
unless you specifically request it.

10






Recap: The Review will explore options to support the timely and efficient delivery
of major transmission projects

A pipeline of major transmission investment is required to
support the energy transition

« The Commission foreshadowed the Review in the
TransGrid and ElectraNet financeability participant
derogation determinations

« The purpose of the Review is to:

o identify issues with the existing regulatory
frameworks in relation to the timely and efficient
delivery of major transmission projects

o explore options for reform of, or improvements to
the existing regulatory frameworks and recommend
possible changes
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Submissions on the Consultation Paper expressed support to progress a number of
key issues
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The Review prioritises issues that will have the greatest impact on ensuring the timely
and efficient delivery of major projects that are in the long-term interests of consumers
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The priority issues to be addressed via the Review have been separated into two
stages

* Issues targeted for initial change will also be considered as part of longer term reforms, reflecting the interrelated nature of the planning and investment
frameworks (e.g., contestability may alter planning and cost recovery arrangements).

** Some of these issues will not be progressed as standalone issues via the Review. Others will be considered in the course of addressing other key issues. See 15

Appendix for more information.



Timeline to progress the Review

STAGE STAGE STAGE

1 Identify and test issues 2 Identify and develop 3 Identify and develop solutions
associated with the frameworks solutions to address to address any longer-term and
for planning, funding and issues identified in Stage more complex framework
delivering major transmission 1that can be addressed issues that were identified in
projects initially Stage 1

COMPLETE

STAGE STAGE

2021

Draft report Final report

Draft determination Final determination

Draft determination Final determination
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The Review will explore how particular cost types may be treated differently to
manage how cost uncertainty interacts with the incentive framework




The Review will examine options to improve the practicability of the feedback loop
assessment
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Accuracy and consistency of cost estimates will be assessed as part of the Material
change in network infrastructure project costs rule change request




The Review will consider the cost recovery arrangements for early works




Promoting community engagement to build social licence is a priority issue




The Review will explore if the existing framework has the appropriate tools should
financeability or other concerns arise in the future




We intend to provide clarity on the current treatment of carbon, while exploring
how this relates to explicitly quantifying carbon reduction benefits

Stakeholder submissions regarding the treatment of
carbon can be grouped into three categories

Current approach of scenario planning is not
sufficient — carbon reduction benefits should be
explicitly quantified and considered in the planning
process

The Commission will seek to clarify the existing
arrangements during Stage 2 of the Review
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Carbon is factored into the RIT-T similarly to how it is treated in the development
of the ISP

Includes carbon
budgets for some
scenarios

RIT-T proponents must
adopt the market
modelling from the ISP as
Electricity market far as practicable Electricity market

modelling modelling

Estimation of benefits Estimation of benefits
associated with associated with credible

development paths options relative to the base
relative to the base case case
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We intend to explore three broad policy solutions to deal with the risk of non-
delivery of major transmission projects




Contestability may also be considered more broadly as a possible solution to multiple
issues identified in the Review




The Commission will examine whether there are opportunities to improve the
balance of timeliness and rigour in the economic assessment process




Broader ISP process issues will be considered as part of the 2025 review of the
actionable ISP framework

| 4
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m EATMENT OF
CARBON IN TRANSMISSION PLANNING

AEMO - Andrew Turley




The treatment of carbon in the 2022

ISP

ISP scenario deve|opment: Scenarios used for the Draft 2022 ISP
Scenario modelling undertaken
to assess costs, risks,
opportunities and
development needs by varying
inputs associated with major
sectoral uncertainties,
including decarbonisation Technology led

Consumer-led

Decentralisation

Market-led

Electrification impact from
decarbonisation considered:
« Transport sector

» C&l sector impact )
« Hydrogen >

Underlying Demand

ull &=

Economy- and technology-led




The treatment of carbon in the 2022

Progressive STEPS (pre-2030), SSP2 — Middle RCP4.5 (around 2.6°C

EaCh Scenarlo |n the |SP |S mapped to Change transitioning to of the Road increase in temperatures by
1. IEA World Energy Outlook — scenario narratives post > -

Slow Change DRS SSP3 — RCP7.0 (around 4°C
COV' D Regional increase in temperatures)
Rivalry
sDs

2. Shared socioeconomic pathways (SSPs) — baseline
Step Change SSP1— RCP2.6 (consistent with a
Sustainability less than 2°C increase in
temperatures, in line with
the Paris Agreement)

scenarios
Hydrogen NZ2050 SSP1— RCP1.9 (consistent with
Superpower Sustainability limiting temperature
increases to 1.5°C)
[ C 2&3

3. Representative concentration pathways (RCPs) —
\\\ I! I The Intergovernmental

projections

greenhouse gas trajectories/temperature increase
Panel on Climate Change




The treatment of carbon in the 2022

ISP

Step 2: NEM carbon budgets and indicative emissions trajectories that achieve them
Multi-sectoral modelling to 180

inform pace and breadth across & 160 Historical NEM

scenarios 140 /\missions

120

Outcomes: 100

1) Carbon budgets for

Emission Trajectory (IVk CO,

electricity sector %0

2) Scale of fuel switching as &0 Slow Change
loads shift towards lower 40 PRSI <o) Change Frogressive Change '
emissions sources, 20 Superpower 891 MT 232 MT
particularly electrification 0 S

Financial year ending



Improved transparency

Scenario analysis for each
development path undertaken

Price on carbon implicitly imposed

Carbon emissions would be
published

Options for freatment of carbbon for
the 2024 ISP and beyond

Carbon price

Carbon price set by Government
AEMO applies to carbon emitted

Emission cost savings included in
cost benefit analysis

Societal emissions
abatement value

Could use agreed international
reference price, or multi-sectoral
modelling assumption

Requires material difference
between development paths




AER — Arista Kontos
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Introduction

* The issue:
How to manage the increased uncertainty and/or risk associated with the
costs of major transmission projects

* The objective:

Ensure the regulatory process is ‘fit for purpose’ for approving major
transmission projects

* The scope for this specific workstream:

JTransmission determination framework (Chapter 6A of the NER)

Will not consider the “planning” framework (i.e. the ISP and RIT-T); that is the
subject of a separate workstream under this review

aer.gov.au
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Problem statement (1/2)

The context:

» Associated with major complex transmission projects is greater risk that
the actual costs will exceed forecasts. However, there is uncertainty about
the extent to which actual costs will exceed forecasts.

* Therefore, TNSPs may seek to mitigate the risk of cost overruns by
including risk allowances and “buffers” within their proposed forecasts at
the contingent project application (CPA) (or revenue determination)
stage.

«  TNSPs are expected to identify sources of cost risk. However, there is
concern that we have insufficient information at the CPA stage to assess
and quantify appropriate buffers and/or risk allowances to be included in
an efficient capex forecast.

aer.gov.au
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Problem statement (2/2)

The arising issues:

* Are the incentives placed on TNSPs for these major projects
appropriate to ensure efficient costs to consumers overall (i.e. to
avoid creating incentives for excessive cost buffers upfront but still
ensure efficiencies are promoted in project delivery)?

* Do we need to improve the accuracy of, and confidence in, cost
forecasts at the CPA (or revenue determination) stage?

* How can we give TNSPs confidence in how their proposed costs will
be assessed by the AER?

aer.gov.au
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Understanding the problem

+ Based on stakeholders’ feedback and experience with Project EnergyConnect,
examples of the sources of increased cost risk associated with major projects are:

1. Lack of comparable project information (at point in time)
2. Undetermined line route (at contingent project/revenue determination stage)

« Lack of comparable information should only be temporary — we will have increasing
information as actionable ISP projects are delivered

» Separate workstream focused on improving cost estimates at the RIT-T stage; this may
assist in reducing cost risk at the subsequent contingent project application stage

We are open to feedback from stakeholders on other factors that may be contributing to
increased cost risk and/or uncertainty associated with major transmission projects

aer.gov.au 41



Incentive based vs cost of service regulation —
achieving the right balance

» Reforms should appropriately balance the trade-off between the level of productive efficiency
a]tc}:ai_ned and the cost of any incentive payment made to attain greater levels of productive
efficiency

Price/
cost

Cost of
transrhission
proje¢t

Optimal power
of incentive
for ‘very

large” projects

%

Very large projects have higher
risk, leading TNSPsto include a
larger “buffer” when they are
exposed to stronger incentives.
This can shift the optimal trade-off
towards lower-powered
incentives.

Optimal-power of
incentive for

_+“narmal’” projects

RN 1 i R ——

. Cost of servi

ce

Power of incentive

Incentive regulation

Source: HoustonKemp, Regulatory
treatment of large, discrete electricity
transmission investments: A report
for the AER, August 2020

* Many stakeholders also highlighted the potential for effective competition to address issues in this
area, as an alternative to regulation

aer.gov.au
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Material change rule change request — recap
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What changes are proposed?
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What did stakeholders say?

=




Linkages to other issues highlight need for an integrated approach

_
_




Next steps

 Cost estimate accuracy roundtable in February 2022
- Please register your interest by emailing katy.brady@aemc.gov.au

 Draft determination to be released in April 2022 alongside draft report for Stage 2
of Review (Initial changes)

 Final determination would then be due for publication in August 2022 (if no
extension required)
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Next steps

STAGE STAGE STAGE

1 Identify and test issues 2 Identify and develop 3 Identify and develop solutions
associated with the frameworks solutions to address to address any longer-term and
for planning, funding and issues identified in Stage more complex framework
delivering major transmission 1that can be addressed issues that were identified in
projects initially Stage 1

COMPLETE

STAGE STAGE

2021

Draft report Final report

Draft determination Final determination

Draft determination Final determination
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The current approach for the RIT-T and ISP

Selects preferred option based on the net
benefits to all those that produce, consume
and transport electricity

“Standard” cost benefit assessment

Does not include wealth transfers between
producers and consumers

Market benefits versus consumer benefits test — what's the difference?

Consumer benefits test

Selects preferred option based on the net
benefits to all consumer only

Takes into account wealth transfers between
producers and consumers
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Work to-date allows us to conclude the market benefits test remains appropriate

( Despite its name, the consumer benefits test is not consistent with the national h
electricity objective of the /ong-term interest of consumers.
The consumer benefits approach can result in inefficient outcomes (ie, higher overall
- total system cost), justified on the basis of wealth transfers from producers to
consumers. In turn in the long run this can be expected to increase costs to
consumers.
< 4
p

The consumer benefits approach may undermine confidence in investing in generation\
assets. Overwise efficient business cases may be undermined by inefficient
transmission investment justified by expropriating revenue from generators and giving
it to consumers — further increasing total system costs to consumers.

The consumer benefits test is also more complicated to administer, as it requires
forecasts of prices, as opposed to costs under the market benefits test.
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(OF

The current approach to the RIT-T and ISP
excludes wider benefits that do not accrue to
those that produce, consume and transport
electricity.

For example, employment benefits are not
included in the analysis.

The consultation paper noted a variety of earlier
reviews that concluded that wider economic
benefits should not be included in the RIT-T.

Inclusion of wider economic benefits: stakeholder views were mixed

e

00
e

Stakeholder views

Stakeholder views on this matter were mixed.

Some stakeholders felt that the existing
approach captured major drivers of transmission
investment, was consistent with the NEO, and
alternatives risked distorting transmission
investment.

Others argued for wider benefits to be taken
into account in order to fully capture the
appropriate drivers of transmission investment.
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The national framework focuses on maximising benefits to consumers — consistent
with the NEO. Wider benefits are already accounted for

(" )

Governments have legitimate wider objectives.

Jurisdictions have a range of instruments at their disposal to meet these objectives —
such as taxpayer contributions to fund transmission infrastructure, or regulatory
standards that must be met.

The national framework focuses on maximising benefits to consumers, given any
external funding provided, or regulatory requirements set, by jurisdictions.
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The planning process already requires uncertainty in benefits to be accounted for —
no rule changes are required

There is general agreement among stakeholders that actionable ISP projects appear to have a
higher intrinsic uncertainty relating to future benefits (and costs)

This greater degree of uncertainty represents a challenge for the regulatory framework. Many
stakeholders suggested that the incentive framework may need to be altered to account for
this uncertainty.

The Commission has not identified any deficiencies in the mechanics of how the RIT-T or ISP
account for uncertainty. It does not propose to continue to explore this issue in stage.

The ISP and RIT-T are a standard, forward-looking, probabilistic economic cost-benefit
assessment.

They seek to account for this intrinsic uncertainty relating to benefits via a range of
mechanisms — for example the ISP uses scenario analysis.
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Additional guidance on hard to monetise benefits will not materially improve
outcomes in the timely and efficient delivery of major projects

The Commission has concluded that providing additional guidance on hard to
monetise benefits is not a priority issue.

It does not appear to be particularly material to the timely and efficient
- = investment of major transmission infrastructure

Furthermore, it is not clear what additional guidance may be provided which
would materially improve outcomes.

N




Changes to the treatment of non-network options provide limited opportunity to improve
consumer outcomes in the context of the delivery of major transmission projects
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In stages 2 and 3 the assessment framework will be used to assess whether proposed
solutions are likely to promote the NEO

Criteria Explanation

Effectiveness « Assesses whether the regulatory arrangements promote the timely and efficient delivery of transmission projects.
Economic « Assesses whether the solution promotes efficient investment in, and use of, electricity services in the long term
efficiency interests of consumers with regard to:

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

o Effective price signals/incentives — effective incentives are needed to support service providers in
making efficient investment decisions, including with regards to timing

o Information provision/transparency — service providers require clear adequate information to inform
decision making in an evolving market

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

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

Implementation

« Considers the complexity of implementing a solution, i.e. whether it will require law and rule changes or other
jurisdictional legislative changes.

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

 Evaluates the timing of costs and benefits.

Flexibility

« Assesses whether the solution is consistent with the long-term direction of energy market reform.
 Evaluates whether the solution is flexible enough to accommodate uncertainty regarding unknown technological,
policy and other changes that may eventuate.
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AEMC

Office address
Level 15, 60 Castlereagh Street
Sydney NSW 2000

ABN: 49 236 270 144

Postal address
GPO Box 2603
Sydney NSW 2001

T (02) 8296 7800
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