:’7 “International Power
GUOF S\

Australian Energy Market Commission
Level 5, 201 Elizabeth Street
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10 October 2012

Dear AEMC Commissioners,
Re: EPRO019 - Transmission Framewor ks Review Second Interim Report

Thank you for the opportunity to provide commentlois important review into transmission
arrangements in the NEM.

International Power entered the Australian enemgiystry in 1996 and has grown to become
one of the country’s largest private energy gewoesatvith assets in Victoria, South Australia
and Western Australia. Now a wholly-owned subsid@a GDF SUEZ, International Power
is a leading independent electricity generating gany with 75,579MW gross (43,288MW
net) in operation and a significant program of 20)8W gross (5,868MW net) projects
under construction as at 31 December 2011. Iniierred Power GDF Suez is present in 30
countries across six regions worldwide.

International Power GDF Suez has taken a very gideeest in the transmission framework
review for many years now, and is very appreciabivthe considerable work that the AEMC
have carried out in this consultation to date. W/pe that our attached submission provides a
valuable contribution to this critical review.

Please do not hesitate to contact either myselfhois Deague on 03 9617 8331 if you wish
to discuss any matter regarding this submissiothetransmission frameworks review more
generally.

Yours sincerely,

-/V'(’« /<4"‘/"" ( C’"

Stephen Orr
Director, Strategy and Regulation
International Power GDF Suez Australia

IPR - GDF SUEZ Australia

Level 33, Rialto North Tower, 525 Collins Street
Melbourne, Victoria 3000, Australia

Tel. +61 39617 8400 Fax +61 3 9617 8401
www.gdfsuezau.com

INTERNATIONAL POWER (AUSTRALIA) PTY LTD
ABN 59 092 560 793
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1 Executive Summary

International Power GDF Suez Australia (IPRA) catglates the Australian Energy Market
Commission (AEMC) on its comprehensive transmissiameworks review and second interim
report. The AEMC have described a package of anhat reforms that in IPRA’s view, would lead
to more efficient investment decisions and market@mes. This in turn would eventually result in
reduced costs to customers.

IPRA have made a close examination of the AEMCtppsals for optional firm access, and we are
pleased to note that the proposals closely aligh IWRA’s detailed submission to the first interim
report. We strongly support the proposed optifinal access arrangements, as they would greatly
enhance locational investment signals, provide igeaes with a mechanism to manage congestion
risk, and provide TNSPs with incentives to maintaétwork capacity to agreed firm access levels.

Some of the apparent complexity within the propasegess pricing and firm access standard, arise,
in IPRA’s view, from an incorrect understandinghofv the access planning process would be carried
out. Section 3 of this submission contains a tkgtagxplanation of the basis of this view, and then
outlines a practical and simpler alternative appinoa

The access pricing regime proposed by the AEMChaasd on the expectation that the agreement of
firm access would lead to a series of future coStiese consideration of the necessary network
planning regime reveals that this expectation wesrrect. A fundamental point thus outlined irsthi
submission is that once firm access is agreed @hduring. In other words, all of the costs respli

for the provision of firm access can be establishtdtie time of the firm access request.

IPRA have also given consideration to the plan@ind connections proposals in the second interim
report. We consider that many of the proposaldgward by the AEMC have merit, and should
lead to clearer responsibilities for AEMO, TNSPd @aonnecting parties. Our overarching
consideration is that any reforms to the planningomnections area should be compatible with, and
supportive of, reforms towards optional firm access

IPRA appreciate that reforms such as those propioserptional firm access need to be carefully
designed, and then implemented in a way that doesaverely disrupt the NEM. We have therefore
suggested that where practicable, a staged implat@mwould be preferable to enable industry
participants to adapt to the new arrangements.

IPRA look forward to providing any further assistarto the AEMC or its consultants as might be
required in clarifying any items within this subsi@n, and in taking forward this vitally important
NEM reform.

2 The case for reform

IPRA considers that there is a strong case formefaf the National Electricity Market (NEM)
transmission frameworks, and has provided detaitgdments for reform in its previous submissions.
We will not repeat these arguments in detail is thibmission. However we have included a brief
summary of what we believe are the main argumergparting urgent reform.

2.1 ACCC access approval:
In its decision in 1998 to accept the NEM Accesdé&;dhe ACCC made the following statement:
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“Consequently, the Commission believes that wiike€ode is largely neutral on firm access
arrangements, the Code includes sufficient fleiibfbr generators and NSPs to negotiate
access arrangements (including firm access) whkiahthe commercial interests of both
parties. Nevertheless, if the generators’ concaresealised, and the NSPs refuse to
negotiate terms and conditions, then at that stagay be appropriate for the Code Change
Panel to consider alterations to the Code whichigeoNSPs with additional incentives or
obligations to provide firm access arrangemehts.”

It is clear from this decision taken at the comnaenent of the NEM that the ACCC was of the view
that the ability to secure firm access was in tramercial interests of both generators and network
service providers, and further, had the expectatiahif needed, the Code should be altered to
provide firm access arrangements.

2.2 Connection agreements

There are connection agreements in place todaydiraed part of the basis upon which many of the
now privately owned generators were purchasedndny cases, these connection agreements include
clauses which lead to the expectation that netwerkice providers will maintain the required level

of transmission access. It is also noteworthy $kations of the Rules note that where a conflict

exists between the Rules and a connection agreetherdonnection agreement is to prevail.

2.3 Code / Rule intent

IPRA was directly involved with the design and depeent of the Code and our experience
confirms that the original intent of the Code (nBwies) was to provide for firm access arrangements.
Although it is correct that the provisions in thedg/Rules have been found to be deficient in their
practical application, there is never the lessarcintent in the Rules reflected in clause such4A.

2.4 Locational signals — efficient investment

Without adequate location signals for new generatarstment, it is unlikely that generators will
make efficient investment decisions, which in twiti ultimately lead to increased costs for
consumers. The current transmission investmeatitmt signals based on marginal loss factors and
knowledge of transmission constraints are diffitalpredict and vary with time, and therefore
provide poor locational signals. Firm access ayeaments would provide a much clearer and more
effective location signal, leading to more effidi@émvestment decisions.

2.5 Risk allocation

The current transmission arrangements leave gemerexposed to risks associated with network
congestion with virtually no ability to manage theiMost generators enter into hedging agreements
with retailers to manage wholesale price volatilit times of high spot market price, the genarato
pays substantial difference payments. If the geoels constrained by the network during thesé hig
price periods, the generator is unable to recoviicent spot market revenue to cover its diffezen
payments. The generator is unable to effectivatigate this risk, unless it avoids contracting,ieth

in turn impacts retail risk, end consumer costs, \&itl potentially lead to inefficient over-invesant.

! ACCC NEM Access Code Decision 16 September 1966tiéh 4.2: Connection negotiation procedures /
Section 4.2.5 - Commission's considerations, pége 9
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Firm access provides a more appropriate and mabkgeltocation of congestion risk by allowing
the generator the option of paying to receive fwoess, or deciding to remain as non-firm. Thra fir
access model also incentivises the TNSP to maiaggiee firm access levels, thus providing a more
balanced risk allocation between generators andPENS

2.6 Efficient dispatch

The firm access proposal would incentivise genesatmoffer into the spot market in a more cost
reflective manner, and effectively eliminate theentives for generators to bid at the price flobew
facing a constraint (so called “disorderly biddifig This would lead to more economically efficient
dispatch outcomes.

2.7 TNSP incentives

By providing incentives on the TNSPs to manageraathtain agreed firm access levels, the firm
access regime provides a more coordinated setarigements between the market facing generators
and the regulated TNSPs.

3 Access proposal

IPRA congratulates the AEMC on its comprehensiwe @etailed examination of the important issue
of firm access arrangements in the NEM. We weeag#d to note that the proposed optional firm
access arrangements would achieve many of thetolgethat IPRA was seeking in its submission to
the first interim report.

This submission by IPRA provides high-level comrnsemt both the non-firm access and the
optional-firm access (OFA) proposals. This isdaled by a detailed examination of the OFA
proposals, and suggestions for improvement.

3.1 Non-firm access proposal

IPRA appreciates that in considering an importat significant reform, the “do nothing”
counterfactual must always be considered to erthatehe proposed changes represent an
improvement over the status quo.

The AEMC noted in its first interim report thatrafework that promotes the efficient provision of
transmission services would include the followimgidable features:

¢« TNSPs have incentives to efficiently invest in aperate their networks to meet load
requirements at least cost and support a competigneration sector;

e generators have incentives to offer their energynagfficient price and invest in new plant
where and when it is efficient to do so;

2 |IPRA continues to note the inappropriateness etenm “disorderly bidding” and urges the AEMC tone
accurately reflect the issue in its chosen charigetion of the market response. The responsestkansignals
pejoratively characterised as “disorderly biddimagé on the contrary, the logical and correct respdar
generators faced with the outcomes caused by thentRules, including regional pricing . The wootiof
“disorderly bidding” suggests generators shouldyatimple economic theory to the detriment of their
commercial positions, and should not be perpetuayetie AEMC.
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e the policies, incentives and signals that goveangmission and generation decisions are
coordinated to promote consistent decision maketgeen the regulated and competitive

sectors of the NEM; and
* the safety, reliability and security of the transsin system is maintained.

IPRA believes that it is clear that current arrangets in the NEM Rules fail to deliver on the first
three of these desirable features to any signifieatent. In particular, we note the lack of
coordination between the regulated and competsiaors, and the current incentives for “disorderly
bidding”. The non-firm access option will not leadan improvement in the achievement of these
desirable features.

IPRA suggests the characterisation of the non-ficaess proposal as being “status-quo” is incorrect.
The non-firm access proposal would in fact repreadrackward step, as it would remove from the
Rules the clauses that refer to the original intéihe ACCC access decision and the original inten
of the Code, to provide the option to generatorgifon access.

Apart from the issue of firmness, the changes eoplated would likely remove the protection of
access agreed when new access is being negotiltiéglintention is clear in the current Rules
although it has not been delivered in practice. Stvemit that this component at least should be
retained and applied in practice.

The removal from the Rules of clause 5.4A wouldnoensistent with the intent of those existing
connection agreements, which make provision foeasure of firm access. It is also noted that if
there were an inconsistency between the Rules andreection agreement, the connection agreement
would prevail®

In short, IPRA is firmly opposed to the non-firmcass proposal, as it fails to achieve an
improvement in any of the desirable features eistabdl by the AEMC, and further, it erodes the
original intent of the ACCC and Code decisions.

3.2 Optional-firm access proposal

IPRA strongly supports the optional-firm accesgpial. We believe that it will result in signifita
improvements in the contribution to the first thode¢he AEMC’s desirable features (listed in settio
3.1), without impacting negatively on the fourth.

IPRA considers that the OFA proposal represenigréfisant reform of the NEM, and recognises

that although this is a highly desirable refornisialso complex, and the implementation need€to b
a carefully managed to allow parties to adapt éortbw arrangements. In our detailed comments
below, we have suggested some components of thepgaEkage that could be introduced as part of a
staged implementation.

3.3 Detailed comments / suggestions on OFA

3.3.1 AEMC access pricing proposal
IPRA agrees with the aims of the proposed accessgmechanism which are understood to be:

e introduce an incremental charge per MW for firmess; and
e ensure access costs are based on the transmissisrfar provision of access.

3 See for example, Rule clause 5.2.3(b)
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Our support for both of these aims will be furtegpanded later in this submission.

IPRA has assessed the practicality of the propaseess pricing arrangements and has had extensive
discussions with other industry participants, idahg generators and TNSPs. As a result, it is our
view that the proposed arrangements are unnedgssamplex, and more importantly, are based on a
false premise.

False premise

IPRA considers that the AEMC proposed access griapproach seems to be based on the incorrect
assumption that access pricing would need to esstaestimate based on both the access under
consideratiorand a series of hypothetical access provisions stirggahto the future.

This (in our view) false premise is expressed ef@ample, in the first sentence of section 3.6 ef th
second interim report:

“Providing new or additional firm access would iease the network capacity that the TNSP
is required to provide under the firm access stahdather immediately or at some point in
the future (where spare capacity could be utilisd)s imposing new costs on the TNSP.”

The following two sections expand on this issue.

Not all firm access requires network augmentation

The AEMC firm access pricing method has an imphsisumption that all firm access for a generator
will make demands on the transmission network aifidiverefore impose network costs. We argue
that on the contrary, there will be some opportesito provide firm access at locations where
customer demand is dominant and hence where tleaienaccess makes no demands on the
transmission network. In fact, generator instataat such a location will relieve demand on the
network and provide some reliability benefits fastomers.

This is demonstrated in the example shown in Figusehich shows three generators connected to a
node with a local demand A. If the minimum valoedemand A is greater than the aggregate firm
access level for the three generators, then theeggte generator firm access requirement is sdisfi
by the local demand, and the network capacity reguo support firm access is zero.
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Figure 1 Generator access example

Gl
Regional
Capacity required reference
G2
R node
___________________ O

G3

Demand A Demand B

We further submit that the utilisation of such loast opportunities for firm access is consisterhwi
the National Electricity Objective (NEO), sincéniis the potential to minimise the total cost of the
generation and transmission investment. Hencpribig process should provide the pricing signals
to give such investment the right incentives.

No need to forecast future access requests

The above simple example can be extended to deratmghat there is no need to forecast future
network events or access requests in evaluatirgteylar access request.

We note that there is no rational basis for makisgumptions regarding future firm access requésts a
any particular location. The past is likely todpoor indicator of potential future access reqiast

any given location, and the future outcomes atiatpo the network will be influenced by prior
decisions. As an example, consider the situatestiibed above where a preponderance of local
demand provides a benefit in terms of low-cost faroess. Such an opportunity may lead to a high
rate of new firm access provision, but only foimaited period during which this cost advantage
remains. When the amount of access availablenattst is consumed, then the rapid growth is

likely to cease abruptly, as other locations becoefagively more desirable. Hence a forecast based
on past growth is particularly likely to prove impect.

An assumption of high future growth in access iavi would lead to the estimation of high future
costs, which would then impact on current acceskess, despite the continuation of high growth
being inherently unlikely in these circumstancésy resultant price signal would be a mixture of
real and hypothetical costs which would resultdaremically inefficient signalling.

The dangers of access pricing based on forecasts

The dangers of using forecasts for pricing becolaar dy examining the way in which the cost of
providing access changes with the aggregate léadaess provided.

For the purpose of this discussion we will igndre issues of lumpiness and scale- efficiency in
network investment (although these are signifitssues which we address later in this submission).
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G1 has 800 MW of firm access, and a new genera®ds Geeking a level of firm access. The
network has capability to provide flow into nodddk reliability purposes, which can also (at no
extra cost) allow flowirom node A, as indicated in Figure 2.

Figure 2 Access pricing example

Existing New access
Firm access sought
800 MW X MW
G2
100 MW
B < > C D
A Q O—
«—> -
200 MW
Demand Demand To rest of
1000 MW 200 MW network
Demand
300 MW

The variation of cost in providing firm access leXas described in the following table —

G2 access leve Situation Incremental Cost
XMW

0 < X<200 Access provided by local demand at node A — n$0/MW
transmission service involved.

200 < X< 400 | Access provided by local demand at node A an&0/MW
existing network capability A to B.

400 < X<500 | Access requires augmentation of network from Incremental cost of
node A to B to provide G2 with access to demgnaugmentation of network
at node B. from node A to B.

500 < X< 600 | Access requires augmentation of network from Mcremental cost of
to B to provide G2 with access to demand at B} augmentation of network
No augmentation required from node B to C as from node A to B.
this part of the network is within its existing
capability.

600 < X< 700 | G2 access requires network augmentation fromincremental cost of

node A to B as well as from node B to C. This
needed to provide G2 with access to demand &
nodes B and C.

saugmentation of network
tfrom node A to B, plus
incremental cost of
augmentation of network

from node B to C.
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700< X Access requires network augmentation from ng
Ato B as well as from node B to C. This is
needed to provide G2 with access to demand &

nodes B and C.

Potentially augmentation required from node C
D and beyond

dacremental cost of
augmentation of network A
tto B, plus

incremental cost of

taugmentation of network
from node B to C, plus

any augmentation costs from
node C to D and beyond

The variation of access cost with the level of asaought is illustrated in Figure 3. (Connection
costs are excluded as they are not relevant talisisission).

Figure 3 Access cost variation with level of access

Access Estimated incremental "
Cost cost based on an oo /
$ arbitrary forecast of R

firm access sought

Incremental cost
based on actual
levels of firm
access sought

Z

»

Level of access

400
sought (MW)

600 700

It is clear from this characteristic that any imaental cost based on a forecast of future firmssce
requirements will be dominated by the arbitraryuagstion of future demand for firm access, rather
than being determined by the actual firm accessgosbught. The adverse effect of this method,
especially with a generator seeking a lower le¥aogess (in this example, less than 400 MW) is
clearly evident. Such an outcome would provideirect locational signalling and yield
economically inefficient outcomes (by either natising spare or low cost network capacity; or by
undertaking uneconomic expansions which are miggrés they are subsidised by the earlier
connections).

The above discussion has demonstrated the deficiarthe premise that provision and pricing of
firm access requires a forecast of future evemts am estimate of the potential costs of thesadutu
events. IPRA considers that this incorrect vieigioates from a misconstruction of the network
planning approach that would be required to supgperfirm access arrangements.

To examine what IPRA considers to be the real patfithe cost consequences of firm access, we
will take a short detour to describe network plagniinder firm access.
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3.3.2 Network planning with firm access

As acknowledged in the second interim report, utideoptional firm access proposal, network
planning for reliability of supply to customers ébntinue unchanged.

The important relevant fact is that the same géoeraperating into the same transmission networ
will have the same effect on customer reliabilégardless of whether or not it has firm access.
Hence network reliability studies do not need tosider whether or not a generator has firm accegs.

Furthermore, network reliability studies will proé no information on whether or not the
transmission network is adequate to provide theeggge firm access that has been agreed or is bging
sought. This is because the power flows usedasetistudies are an undifferentiated mix of flows
originating from both firm and non-firm generation.

In order to study the adequacy of the network fzpsut firm access, separate network analysis will
be needed. The same basic techniques of netwaltsemwill apply, but different conditions will
need to be assumed, as described below.

While the techniques for network reliability plangiare well established (although different in
different regions), the techniques for access plapare yet to be developed. We expect that the
access planning process will require further cdatioh. However the following observations
suggest how access planning will differ to religgpiplanning. Access planning analysis must:

* be based on all relevant firm generators, operatirige full extent of their firm access.
Non-firm generators will not impact on the analysis

*  be specific to a group of firm generators that cetagor use of a common flowgate.
Separate analysis will be needed for each suctpgrbgenerators;

* recognise the variability of network capability,affected by various weather conditions
and network conditions, and will specify reasonabiyuous conditions; and

*  recognise that the power flow that the network seecaccept is the total flow from the fir
generatorsess the local customer demand. Hence, low demanag®&rnay be critical to
the analysis.

Access planning analysis is not only separate fi@iability analysis, it is also related to quite
different circumstances. Each form of analysid iniicate a required network capability for a
particular component of the network. It is verypiontant to recognise that these requirements are
independent of one another and rrokadditive.

The network capacity that is required at any paldiclocation will be determined by whichever forn
of analysis calls for the greater capatitjs noted in section 3.3.3, both the reliabitityalysis and
the access analysis are potential inputs intod¢hess pricing determination.

-

Different parts of the network may be dominatedh®yrequirements for either reliability or firm
access. However in some locations, these diffesgntirements may be closely matched and the
dominant requirement may change from time to time.

From this discussion it is evident that providiirgfaccess cannot result in a delayed cost from a
future reliability analysis, since the fact of figocess will play no part in that reliability ansiky.

However it might be thought that the access armipdiater years might lead to network costs that p
attributable to the original provision of firm asse

* These capacity requirements may need weatheratiomeio make them comparable.
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In order to clarify this point we need to consittex flows imposed on a flowgate due to firm acceq
provision. As noted in the last dot point aboWés flow comprises the components from each of t
relevant group of generatdess the reduction in flow due to local customer demand

Earlier we considered the consequences of thisrfatgtermining the impact of an access request
network augmentation requirements. We now congiteconsequences of this fact in relation to
repeated analysis over a period of years.

Consider a case where the access agreed with agraup of generators competing for use of a
common flowgate remains constant over a perioceafs

The flow that the flowgate needs to accommodatdeuaccess analysis, will be changed only by
changes in local customer demand. In generaldisand is likely to increase, thus reducing the
network capability needed for the flowgate. Traisan be stated that once agreed, firm access i
enduring, that is, it does not diminish with time.

It is conceivable, although unlikely, that thisabdemand might reduce. However, it would be
unreasonable to expose a generator seeking aocasisk of additional cost due to a change in
customer behaviour. The only case where a delegsdmay be a justified inclusion in the pricing
process is where a demand reduction is highly ptaldlie in both timing and magnitude. We subm
that such circumstances will be vanishingly raree more typical situation with local demand
growth is illustrated below.

Figure 4 Changes in network capacity with time

Network |
capacity
MW Capacity increased
to provide new
firm access

Capacity provided

‘ 

Capacity required
(reduces over time with
growth in local deman:

v

4
New access Time (years)
provided

It should be noted that the capacity required winddease if new firm access were agreed, but af
cost would be attributable to that new firm accassker, and not the original firm access.

This analysis does not imply that future costs milt occur at such a flowgate, but rather that they
will not be attributable to the access agreed earliFor example:

* In later years, a reliability analysis may indicateeed to augment the flowgate capacity

on

y

that was originally set by access analysis. Ia thise the relevant analysis (the later
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reliability analysis) is unaffected by the firm ass, and would give the same result Whetlluer

the generator is firm or non-firm. Hence this figtgost is not attributable to the firm
access.

* Inlater years, if a generator seeks new firm aceaésa location that already has one or mg
firm generators, then analysis of access adequagyimdicate a need to augment the
flowgate to accommodate the new request. Thisisadtributable to the new access
seeker, not to the original firm access holder.

Contrasting characteristics of the two planning processes

Before continuing the discussion of access prigiegwill briefly compare and contrast the two
parallel planning processes that are required @gtional firm access. The following table
summarises some of the differences.

Input Effect on reliability studies Effect on access studies
Customer demand Will generally increase the capgcitocal demand near relevant
required of the network generators will reduce network
capacity required.
Remote demand has no effect
Connection of a non-firm May increase network capacity | Will not increase network
generator required capacity required
Connection of a firm May increase network capacity | May increase network capacity
generator required required (unless aggregate firm
access remains below local
demand)
Assumed weather High temperatures generally Access levels maybe stressed
conditions increase demand and reduce the | during other times, such as low
capacity of certain network demand periods where local
elements, making augmentation | demand is low. In contrast the
more likely temperatures maybe quite mild,
thus increasing network
capability.

We note that the second interim report has relrethe concept of “spare capacity” in relation to

network adequacy. Given that the need for tworsepanalysis processes under OFA is now cleqgr,

the concept of a single value of spare capacitmisnable. A flowgate will potentially have spare
capacity in a study of supply reliability, but tiias no relevance in relation to adequacy of firm
access provision. In this context a different sgapacity, if any, will be assessed.

Hence, under OFA the identification of spare cayaaill be meaningful only if it is qualified as
being in the context of a reliability study or attatively in the context of an access study.

The access pricing regime proposed by the AEMChveagsd on the expectation that the agreemer
firm access would lead to a series of future coBtem a closer consideration of the necessary
network planning regime, we suggest it is cleat thia expectation was incorrect.

With this concern removed, it is evident that aen and more accurate pricing method, based or
the fact that agreed firm access is enduring, shoelapplied.

t of
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3.3.3 Alternative access pricing proposal

IPRA propose that an alternative access pricingagmbh be adopted, which is simpler to implement
and more accurately reflects the actual plannioggsses. Before describing the proposed approach,
we will outline some important principles and preal difficulties.

Principles for access pricing

The access pricing method must be consistent WwétNiational Electricity Objective. In this context
we believe that the method must result in econdraiefits and not simply shift costs between
segments of the market.

We agree with the AEMC that price signalling to goip locational decisions by new generators is
one of the appropriate purposes for the pricingioekt The cost of obtaining network access is one
of many costs related to a generator investmemnwtiiavary with location and time. Additional
locational considerations will be fuel/energy seuawailability, access to water, the level of
transmission losses, land availability and coste @im of introducing locational-specific
transmission investment costs is to ensure thageherator’s planning process takes into accolnt al
the resource usages that it will require for iteragion.

As noted earlier, we also concur with the AEMC mrsifions that the access price should be an
incremental price (that is a price per unit of ascagreed), and that the price should be based on
transmission costs.

In addition to these principles, we would add that price determined should be specific to the time
and place at which access is being sought. Tlee phiould not be “smeared” across different
locations, or across different time frames. Thiegple is necessary to ensure that the priceasign
reflects the efficient costs of generation andgnaission, as outlined in section 3.3.2.

Practical difficulties with pricing

The following aspects of the transmission netwankplicate the practical implementation of the
above principles:

« Itis often impossible (or inefficient) to incremeretwork capability by only the amount
needed, and the practical level of augmentation lseayuch larger than the estimated
requirement.

« Itis often necessary to implement a higher incrgiadecost augmentation before a lower
incremental cost one (see our discussion lateugmantation in a meshed network).

« There are at times significant cost savings thatbeaachieved by anticipating future needs,
(recognising a risk of stranding if the forecaswieng).

In addition to these aspects of the transmissidwanré itself, there is the further complication thiae
cost of providing access at a given location is@ngly non-linear function of the aggregate quanti
sought. This provides a strong incentive for aegator to be priced on an early increment of usage
rather than a later one, as demonstrated in Figure

On the other hand, one practical difficulty consédkin the second interim report, namely a series o
future costs resulting from the provision of acaesw, has proved on examination to be
inappropriate and some simplification results fribis.

Simplification is important here, because the Uggricing as a locational signal implies that pnii
for a given generator’s access will need to be uotedl at more than one prospective location so that
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the signal of differential pricing can be utilised.complex pricing process might make this acfivit
unduly time consuming and costly.

Outline of access pricing proposal

Having regard to the principles described abovethadgractical difficulties outlined, IPRA’s
proposal for pricing is as follows:

e The price is a rate per MW of firm access acquired.

e The price applies to a generator, or a group oéigors gaining firm access at the same
node and the same time.

e The price is the sum of the relevant incrementatstor each of the network links that are
shown in the access planning study to carry flouss b the access at the relevant node.

e The relevant incremental costs are:

o0 zero if the relevant network assets existed wherQRA regime commenced;

o0 zero if the relevant network assets were constidugitece OFA commencement on the
basis of a reliability analysis;

o the price per MW of flowgate capacity increasedetermined at the time of
construction, multiplied by the relevant genergiarticipation factor, for assets
constructed since OFA commencement on the basip#vious access adequacy
analysis, where the new access provision religbatnspare capacity, but with the MW
quantity limited to the spare capacity utilised;

o the price per MW of flowgate capacity increase,tiplied by the relevant generator
participation factor, for assets constructed tgsupthe relevant access provision, but
with the MW quantity limited to the extent to whitthe current access provision relies
on the new assets (i.e. the component not sugpbyt@rior spare capacity).

* The incremental cost of increasing flowgate capauidy be either the cost of augmentation
(if the augmentation was not contemplated for béliix purposes) or the cost of advancing
the augmentation (if the augmentation was conteteglat a later date for reliability
purposes).

This proposal deals with the lumpiness of netwarlestment by applying the incremental cost of any
network augmentation to only the usage level reglior the access. This will often leave some the
cost of the network augmentation not being fundethk generator(s). This is a common feature
with the proposal in the second interim reportis llso a characteristic of current network plagni

and funding arrangements that customers bear gteo€such unavoidable over-capacity due to
lumpy investments.

In relation to this we note that the aim shoulddprovide an appropriate locational signal, anttao
shift costs from customers to generators needlessly

The effect of combining an incremental cost based past augmentation for the purpose of access,
with the incremental cost of a new augmentatiocotmplete the access provision, is illustrated in
Figure 5.

® The generator participation factor for a givemfimte is the resultant increase in the flowgate ficthe
relevant generator were to increase its output BYAL It is in effect, the generator coefficient fincdhe relevant
NEM constraint equation.
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Figure 5 Combined incremental cost
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One complexity has so far been omitted from thegopsal, namely the issue of scale efficiency. This
differs from the lumpiness of investment in thahpiness is a consequence of the technology of the
network, whereas scale efficiency relates to aaghoi

There are two related questions here; who shoudild@vhether a scale-efficient alternative design
should be adopted, and who should bear the additast.

We note the ultimate beneficiaries of a scale-igffitdesign, if it succeeds, are the electricity
customers. We therefore suggest that the decésionld be made on the customer’s behalf by an
independent regulatory body (perhaps by the AEREMO in its capacity as national transmission
planner).

This leaves the question of whether any specialipian needs to be made in the pricing regime in
relation to scale-efficient alternative designsthé augmentation proposal is genuinely scale-
efficient, it will have a lower cost per unit offability and hence reduce the price to generators
seeking related access under the proposed incrahpeiting regime. Hence, as long as the
independent body satisfies itself that the altéveas genuinely scale-efficient, no special pravis

is needed in the access pricing mechanism.

Optional group access acquisition

As noted earlier, it is characteristic of the qustfile of access provision that early users maxeha
cost advantage over later users. In generalghdesirable in incentivising the harvesting of “low
hanging fruit” prior to more expensive options.

However, it also has the potential problem of emaging non-genuine queuing for access.

To deal with this potential queuing problem, ipr®@posed that there should be arrangements for
voluntary grouped acquisition of firm access. ™@ild be separate from any arrangements, as
outlined in the second interim report, for grougeedrcise of access in settlement.
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The elements of this proposal are:

e The possibility of a grouped acquisition of accatsa stated location would be advertised
following an initial approach to a TNSP, at thegetavhere a preferred location has been
determined by the prospective generator.

¢ Any generator or prospective generator would be fogoin the group, subject to the
condition that, if the grouped acquisition proceellsy will commence payments for
access from a common date applicable to the wholgpg(regardless of whether they have
generation capacity to make use of the accesaatitie).

e The pricing for the group acquisition would be theremental cost determined for the total
firm access sought by the group.

*  Any generator that chooses not to be part of tbarcould separately negotiate for access
at the same location, subject to the conditions tha

o the access would be provided later than the groapeess; and
0 the separate access would be separately pricatii{emte potentially more expensive).

Generator impact on network capability

The above discussion has taken the network capadia given, under specific conditions, such as
temperature, wind speed, voltage level, networkiels in service and generating patterns.

However, we understand that under some specifiditons, the connection of a generator may not
only utilise part of the network capability, but yralso change that capability itself. This we
understand to be characteristic of networks thatianited by stability considerations rather than
thermal limits.

In the case of a generator seeking firm accessjgbile would be dealt with automatically by the
requirement for the network following the additibaacess to support the whole new aggregate
agreed access. The cost of restoring any lostankteapability would therefore fall on the newly
connecting generator seeking firm access.

In case of non-firm generators causing such a propit is also necessary to provide economically
efficient location signals. The efficient outcomeo require the non-firm generator to pay for
restoring any network capability that their preseremoves, irrespective of their choice to be non-
firm.

Consequences of network augmentation in a meshed network

In the staff report accompanying the second integport, it is evident that the effects of network
augmentation in a meshed network have been misstodel:

The important consideration to note is that thednasission network is operated to limits which are
based on the situation that would apply followihg failure of some network element (the “critical
contingency”).

In order to illustrate the consequences of thisyilleuse the example discussed in the staff report
section 6.2.2, namely a situation where there @ueifientical lines operate in parallel and one is
augmented. For the purpose of this discussion iW@ssume that only thermal limits are relevant.

If one of these four lines was increased in caigly 1000 MW (as postulated), the critical
contingency would become be the loss of the upgréide and there would b® increase in overall
network capacity.
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The general pattern of the consequences of upgradia meshed network can be seen by
considering the upgrading progressively of all fiies in this example.

Number of lines up-rated Increase in network capability,
by 1000 MW (MW)
1 0
2 < 1000*
3 < 2000*
4 3000

* The increase in capability is less than 1000MW@B@MW because in the post contingency situation the
flows will divide between the up-rated and origiliaks according to their impedances. Hence orteepther
will be fully loaded before the other reaches é@pability, thus leaving some unusable capacity.

These considerations would be automatically takémaccount in our proposal for access pricing,
because this is based on the costs and the capalfiticts of actual augmentations. This is ahferrt
consideration in support of our pricing proposatissussed earlier.

3.3.4 Firm Access Standard

IPRA supports the inclusion of a firm access steshda a part of an optional firm access proposal.
However, some details of the proposal concernngsyae recommend:

e That the requirement for planning the networksrtuvjgle firm access should be confined to
a single network condition, and hence not involse af a pre-determined set of scaling
factors for different operating conditions.

e That the use of scaling factors based on diffeppetating conditions for the purposes of
describing the expected performance of the trarsomsetwork to generators and setting
performance standards for network service providegseparated from the remainder of the
OFA proposal to form a later stage, with implemg&atasubject to a comprehensive review
of the costs and benefits of these componentsegbdickage.

The following discussion addresses the reasonhése recommendations.

The effect of pre-determined scaling factors on network planning

The effect of pre-determined scaling factors invoek planning is to create a bundling of products s
that the choice faced by a generator seeking atxesedlessly limited. We conclude that the
consequences of this are inconsistent with the NEe following discussion will support this
conclusion.

Firstly we note that the effects of different netiwvoonditions, such as outage of particular network
elements, vary greatly from location to locatiodngse of differing network configurations. Unless
scaling factors are made so restrictive that treyome meaningless, there will always be locations
where a particular operating condition is unusudifficult to meet.

Such a difficult operating condition may have a lpmgbability of occurrence, for example it may
apply only 1% of the time.
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Consider the situation of a generator seeking aombere the cost of access under most normal
operating conditions (those termed NOC1, NOC2 &tdhe report) is low, but the cost of providing a
fixed scaling factor under a particular operatingdition (NOCXx) is high.

Their generator’s choices are to:

« scale back its firm access level until the parécuaperating condition can be met at low
cost, thus limiting the quantity of firm accessttagarticular configuration of the network
can provide, with this reduction based only onva wobability event;

e accept the increased cost of the desired accesis fleus incurring substantial cost for the
sake of increased access provision only for aqaati low-probability event; or

* seek access at another location.

If given such choices, a generator would likelycete unbundle the access and choose lower cost
access for the majority of the time, while accegptime small risk of significantly reduced access
under the critical operating condition.

We conclude that the bundling implied by fixed sugfactors results in outcomes incompatible with
the NEO, in that it increases the cost of acces¥/oareduces the quantity of access that a given
network can provide, without allowing an econontioice by the generator seeking access.

A better solution would be to provide informatianthe generator regarding the foreseeable effécts o
different network conditions of the access provideithout forcibly bundling a mixed product and
hence limiting the generator’s choices.

We expect that TNSPs, if freed from the obligatiomssess access for a large suite of network
conditions, would be able to assess the partiadaditions most likely to restrict access in a
commercially significant way, and advise the prasive generator accordingly. The generator
would then have the choice of accepting the acwébshis forecast limitation, or alternatively
choosing super-firm access (at additional cosprtdect against this risk.

The simpler process we propose thus provides ib&ppctive generator with a greater range of
choices, and allows it to make the decision this $i$ business best.

Aside from the major concern noted above, we algstion whether network planning based on a
variety of network operating conditions is pradlicachievable on any reasonable time scale in any
event.

As described earlier in this submission, the amslysthe adequacy of the network to support agreed
access must be separate from existing network plgrfwhich is designed to assure reliability of
supply).

We expect that the need to support both forms allyais will rapidly lead to a workload at least

twice the current network planning effort, evethié evaluation of access is limited to a single
defined condition (as we suggest). The additioa significant number of alternative network
conditions for this analysis is likely to take thierkload beyond the capability of the available
resources.

A further issue of practicability relates to theeddo define the relevant operating states. We not
that the list of flowgate limits under differenttn@rk conditions would run into many thousands for
the NEM. The task of reducing this complexity tmanageable number of conditions while
maintaining accuracy and meaningfulness appeayschallenging. Even if this task should prove
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manageable, we contend that it would be unwisétéongpt it in parallel with the already significant
task of implementing the essential components®QRA proposal.

We therefore propose that the use of scaling fadtrdifferent network conditions for any purpose
should be included as a potential second stage tmplemented at a later time if required, subject
detailed consideration of the costs and benefits.

In the absence of scaling factors the firm accessard would reduce to a single standardised Wway o
evaluating the adequacy of the network to deliieraggregate of all agreed firm access.
Uses for defined access under different network conditions

Previously, we have made the case that the applicaf scaling factors for access under different
network conditions would be contrary to the NEO.

In two other contexts, we see such scaling fa@srdesirable if they were to prove practicable.

The first benefit that we support is to inform ageator seeking access of the characteristics that
would pertain to that access. The second bersdfit$etting standards for the actual delivery of
access by Network Service Providers.

Both of these applications are separable from thi@ romponents of the OFA proposal.

Given the high degree of difficulty we see in defthaccess over the range of network conditions, we
propose that these uses for the information shiseilichcluded in the OFA proposal as desirable
objectives, but needing further consideration agts@nd benefits prior to a final decision to peste

Information for generators on future access

We note that under the current market conditidmes ability of a generator to understand and respond
to changing network conditions is essential inva&lhg economically efficient outcomes. In this
context, we suggest, the type of information thaghinbe provided through scaling factors linked to
network conditions may be seen as a potentialljulsepplement (if they were to prove practicable)
but not as an essential component of the OFA regime

Based on this view, we have proposed above trabgpect not be included in any recommendation
for initial implementation of OFA, but rather fatér consideration.

In the absence of formal scaling factors, we furtwggest that Network Service Providers would be
able to supply information to a generator seeking ficcess on selected network conditions judged
to be of commercial significance. Commercial digance relates to both the likelihood of the
network condition arising and to the effect on aedéit arises.

The extent of such analysis and the cost of progidiwould be a matter for negotiation between the
generator and the NSP.

Performance incentives for Network Service Providers

IPRA support the concept of providing performameeentives for Network service Providers.

However, as noted above, we do not believe thatdheept of fixed scaling factors based on network
operating conditions can be achieved in a reaserahbé scale, if at all.

Further we note that the proposal would have serd@iiciencies even if this central concept were
workable. The critical element that is missinghis time dimension. Under the optional firm access
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proposal, a network condition giving severe redungiin access could be continued indefinitely
without penalty provided only that the access @etd was better than allowed by the scaling factor.

We submit that an important objective of an incantiegime for NSPs should be to minimise the
incidence of and duration of any circumstancesltimat network access. This should include
planned outages, to ensure that the work is adelyuasourced, and forced outages, to ensure that
appropriate urgency is applied when restoring #iled element.

We suggest that an effective incentive regime @aimiplemented without the need for scaling factors
related to network conditions. As an example, vilebsiefly outline an alternative incentive regime

« Each firm access agreement will include a levdbodcast restriction below the agreed firm
access level. This would be defined as an anralaévio recognise the seasonality of
network operation. It might be defined as a quamati MWh of shortfall, which would be
relatively easy for an NSP to estimate, or as atftllocost, which would be more difficult
for a NSP to estimate but more meaningful for tbeegator, and lead to better incentives in
terms of timing of planned outages.

¢ Once this forecast restriction level has been redan a year, the NSP would then be
obliged to contribute a proportion of the costsubsequent access shortfalls (the use of a
pre-determined proportion is similar to the propasshe second interim report).

e The risks to NSPs could be mitigated by one or nobtee following options:

0 Exclude contributions in relation to force majeaxents.

0 Exclude contributions in relation to circumstancassed by third parties (e.qg.
restriction due to gunshot damage to network gssets

o Capping the total annual contributions. (We noteutthdesirable consequence of
capping in that the incentive regime has no effecie the cap level is reached; this
could be managed to some extent by reducing thigilbotion proportion once a
defined value is reached rather than reducing iutions to zero).

» Therisks to the generator due to access shontalld be mitigated by using the NSP
contribution to restore some of the financial sfadirt

3.3.5 Transition proposals

IPRA agrees with the AEMC proposal to apportiomsiional firm access within the existing
network capability. While this leaves in place lingitations in access created by 14 years of hysto
operating under an inadequate generator accessagijidoes reflect augmentations put in place in
the interim, and provides a less controversialdfsi commencement of the changed arrangements.

IPRA support the proposal to allow transitionalesscto be traded between participants. This
overcomes any concerns regarding the potentiadivggaby generators of transitional firm access.
Further to this, IPRA also note that the optioivahfaccess settlements process, which limits firm
access entitlement to the lower of agreed firm s€ead generator availability, effectively elimest
the ability for a generator to hoard firm access.

Importantly, IPRA stress that there is no basisce back the transitional access levels of tiddea
access rights as proposed by the AEMC for theviolig reasons:

* As has been established in this submission, oneedgfirm access is enduring. It is noted
that all costs implied by the provision of accessestablished prior to the network
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augmentation, including ongoing network operatind maintenance costs, if any, which
can also be reasonably estimated at that time.

* It would not be reasonable to allow any marketnmafto overturn current commercial
agreements such as connection agreements. Thid am@ate regulatory uncertainty
around generation investment which has already beightened by emissions legislation
reform. Existing connection agreements will haifeecent terms and conditions, including
terms relating to access and the term of the ccntfEhese must be recognised in the
transition process. In any case these contraobsiside the rules and it is not clear that
changes in the rules can effect changes in thegeacts.

e The proposal to have contracts of limited term dusisappear to have any economic
justification or efficiency objective.

3.3.6 Inter-regional proposals

IPRA remains concerned, as indicated in our prevgubmissions, by the risk that interconnector
capacity will be further eroded, leading to a deddragmentation of the National Electricity Matke

We therefore agree with the intent of the propasaler OFA to allocate firm access to
interconnectors in the case where there is rengimitwork capacity after transitional access has
been provided to generators.

However, the remaining allocation left for intero@ators may turn out to be zero in many cases, as
there are likely to be a number of network corstsavhere there is insufficient capability to piae/
transitional access to all relevant generatorstarzsh interconnector as well. The second interim
report proposes that in this case the generatontirave priority, and we support this proposal.
However the result may be that there are somecioeectors with no firm access allocated, unless a
specific provision is made to avoid this outcome.

We note that the second interim report has notess$ed the need we perceive for the OFA
arrangements to be supported by two parallel pteppiocesses, one to assess customer reliability of
supply and the other to assess the adequacy oktierk to support the aggregate agreed firm
access. When this requirement is recognised th®tomes apparent that an interconnector with no
firm access would be entirely excluded from theesscadequacy analysis.

We propose that, to avoid such exclusion, eacldatmector, in each price difference direction
should be allocated some firm capacity. If noctoon results from the standard transitional psece
we propose that a nominal firm access of, say 1 M&applied to an interconnector. This allocation
would not reduce transitional firm access to geieesaappreciably. It would, on the other hand,
ensure that the interconnector was included (alb&tminimal way) in the assessment of the
adequacy of the network to support firm access cioments.

We further propose that the AEMC should considereghanism to ensure that some level of
interconnector capacity would be retained in atlvaek planning contexts. IPRA is not seeking here
to be definitive about how this should be achiewed,suggest that one mechanism would be to
empower the National Transmission Planner to specifiinimum level of interconnector capacity to
be retained when any network change is proposed.

We note that such a mechanism could be appliednallpl with the concept of auctioning
interconnector firm capacity, and would act as ackstop” in case the necessary coalition of interes
under that mechanism proves difficult to assemble.
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3.3.7 Other recommendations

5 minute settlement

The AEMC staff paper proposes that the settlemalcutations required under the OFA model
should be conducted on a Trading Interval (TI) ©asiowever, all the information that is relevamt t
this calculation process is defined on a dispattérval (DI) basis.

The relationships between input and output quastiti the dispatch process is highly non-linear;
there is no smooth transition between an uncomstdaand a constrained dispatch outcome, and the
relationship between inputs such as demand anthbiléy and market price outcomes is very
strongly non-linear.

It follows that the process of taking averages akierDls within a Tl will unavoidably create errprs
distortions and anomalies.

This proposed process is not only a new sourcerofs but is unnecessary. The settlement amounts
relating to OFA can be simply calculated on a Ddipand these dollar amounts accumulated over the
Dls within a TI. This process would avoid the esrmmherent in averaging the various input values.
This is true regardless of whether the currentgnsettlement process is retained or modifieds It i
also noteworthy that the existing settlement pred¢esfrequency control ancillary services uses a 5
minute process.

While it is not pertinent to the current consuttatiwe note in passing that it would be simple to
apply DI settlement selectively for energy settlatnand would this overcome some distortions that
are apparent under the current arrangements. xaong@e, all scheduled generators and loads could
be settled on a DI basis without adverse effectsemondary markets. The information needed to do
this is readily available. Settlement on a DI basiuld also be made available to any other
participant that chooses to provide suitable meggiriformation.

Flowgate support (constrained on generation)

Section 2.3.9 of the Technical Report deals wibhvflate support and constrained-on generators, but
concludes that a model to take advantage of flosvgapport would be complex to design.

However, this conclusion arises because the digpussils to distinguish between two separate cases
which can easily be distinguished in practice. €@ined-on generation is the dispatch of generatio
above a minimum level where the price of that omlageneration exceeds the regional reference
price. Minimum generation here refers to eitheozw else the level of generation defined by the
initial generation level and the offered ramp fatereductions.

The two cases of constrained-on generation areendnepnstraint equation:

e cannot be satisfied without the constrained-on ggiom; or
« could be satisfied without the constrained-on gati@n, and hence the additional generation
is dispatched because it leads to a more econdspatdh result.

In the first case the value ascribed in the didpptocess to the constrained-on generation is hased
a “constraint violation penalty”, a value whichaisignificant multiple of the Market Price Cap asd
applied to achieve an orderly sequence when contstialation becomes inevitable. This is an
arbitrary value and not a suitable value to beiafgph the OFA model.

To this extent we agree with the Technical Repgmat inclusion would be too complex, but only for
this case.
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The expected sequence of events in this casetithéhgenerator would recognise that its revenue
would not cover its costs, would withdraw its offeausing AEMO to direct it to generate and hence
make it entitled to compensation, enabling it teezdts costs.

However, the second case is very different. la daise the dispatch process is making a cleareshoic
recognising that the additional flowgate capac#pehdent on the constrained-on generation has an
economic benefit that outweighs the cost of thestrained-on generation. In this case there igarcl
pricing discipline on the constrained-on generatamit will not be dispatched unless its offeceris
lower than the benefits that it provides.

In this second case, simple regional settlemensléainefficiency. As in the first case, the geer
would recognise its insufficient revenue and witdhwdits offer. In the second case AEMO would
have no basis to direct the generator, and henopartunity for greater dispatch efficiency would
be lost.

This situation can be improved by a simple modifaraof the OFA model, to allow the constrained-
on generator to receive its local price (the effitiprice for their generation), leaving those gatoes
sharing access through this flowgate sharing dry part of the flowgate capability that is
independent of the constrained-on generation. & geserators are not worse off due to this change,
because the access they share would be the sagss éloat they would share following the
withdrawal of availability of the flowgate supp@gnerator. Customers would benefit from this
change due to the increased market competitiorfdiatvs the greater access to market by low cost
generators that would otherwise be constrained-off.

3.3.8 Implementation

The introduction of the optional firm access prapospresents a major reform the NEM, and will
require some time for industry participants to dddpis therefore recommended that rather than
introduce the full suite of changes as one packihgeimplementation be staged in such a way to
minimise impact on industry participants.

The package of proposals lends itself to a staggteimentation as outlined below:

e The firm access standard could initially be introgli using a single network condition as
outlined in section 3.3.4, with the introductionmbre detailed scaling factors at a later
stage.

e The proposed transitional arrangements for TNSBlaggn are supported, with the
financial incentives on TNSPs being part of a latage of implementation.

4 Planning proposals

IPRA is providing only high level comments in respe to the planning proposals in the second
interim report. Our primary concern is that whatepl@anning arrangements are introduced, they
should be compatible with the optional firm accasangements, which we are hoping will be
implemented.

4.1 Broad views on planning proposal

IPRA support the principle of a strengthened natiq@hanner role for AEMO, with increased
responsibility for ensuring planning coordinatiamass the NEM. In particular, IPRA is strongly
supportive of the national planner having cleapoesibilities for ensuring that interconnectors
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provide sufficient capacity to meet the efficiengoing needs of the NEM. This would include
consideration of providing market participants witkb ability to confidently enter into inter regain
trading arrangements.

Although IPRA support increased responsibilitiestfee national planner, we believe that it is etyual
important that there are clear and transparentyolbjectives in place for the national planner and
the jurisdictional planners. This will be importda ensure coordination of effort, and consistent
outcomes.

As discussed earlier, IPRA is strongly supportif/ehe optional firm access proposals in the second
interim report, and our consideration of the plagnproposals are subsequently based on the
assumption that optional firm access will be introed. On that basis, a key consideration for any
changes to the planning arrangements is that tieegupportive of the optional firm access
arrangements. Areas where this may need to bédewed in greater depth include:

*  Ensure clarity of which network service providgraaticipant needs to deal with in order to
obtain firm access; and

¢ Coordination of the broader planning applicatiod argotiation processes with the optional
firm access arrangements.

IPRA strongly supports the proposal for the lasbreplanner to be moved to AEMO, as we believe
that this provides a good fit with AEMO’s curremtdBproposed responsibilities.

IPRA remains somewhat neutral on the questionasfdgirdising planning arrangements across the
NEM. Whilst we accept that all else being equatre may be merit in seeking a standard approach
across the NEM, it is also important not to relilsguany desirable features of the current Victorian
jurisdictional planning process.

IPRA is aware that there are currently quite pekdiviews among the TNSP’s as to the merits or
otherwise of the various jurisdictional planningdets. IPRA notes that the second interim report
seems to take the view that the current Victoriadeh, which differs to the other states, is the odd
one out, and should therefore be aligned with theramodels. We suggest that any proposal to
change a planning approach should be done byyfhatting established the desirable features and
objectives that are being sought. Without a sefuading objectives, it is difficult to assess wimta
proposed change is desirable or not. Furthegstiteen suggested that when the development of
transmission planning arrangements across markatis@ the world are considered, the Victorian
model may be more the norm than the exception.

IPRA considers that the desirable features of thening and investment arrangements should
consider the following:

e There should be national planning of transmissidaast for the bulk supply level —
generation and main transmission paths — this dhengure target optimised cost for
delivery of the combined generation and networleseary to support demand.

e This planner should be independent, and AEMO pesritlis independence with beneficial
synergies in expertise and the relationship to eteekd system operations.

« In principle, it is difficult to conceive regulatparrangements that would protect market
facing participants from unnecessary investmeirtansmission assets, unless the
investment decision is independent of ownershifheietwork. Only if the AEMC can
devise a companion regulatory test that absolatedyds the over-investment risk, should
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the planner and investor be permitted to be theesamtity. This view is not dissimilar to
the existing prohibitions on common ownership aigm@tion and transmission.

* Consistent network reliability standards are impeeaand a means must be found to take
the beneficial elements of the probabilistic plaignapproach used in Victoria into the
common model. There is little doubt that the Viigio arrangements are more frugal with
consumers money than those used in other stategtitit is possible that the Victorian
approach tends to slight underinvestment.

e Competition in supply of the planned network eletaésimperative to ensure lowest cost
delivery.

*  Whether operation of the augmented network cadeesith the network owner or must
reside with the regional TNSP is likely to depemdloe nature of the augmentation.

IPRA is in general, supportive of the proposed dearto improve the transparency of the RIT-T,
including information regarding potential wealthrisfers due to the proposed option being
considered. As noted by the AEMC, wealth transterdd have significant impacts on affected
participants, and the wider economy, and it isrdé# that these impacts are transparently reported
However, as indicated in the principles above pitegposed changes seem to IPRA insufficient to
avoid the need for separation of ownership fronmipitag.

5 Connections proposals

Broadly speaking, IPRA is comfortable that the AEM&S chosen to focus on strengthening the
framework that applies to negotiated transmissamises. Our more specific comments follow.

5.1 Connections

In relation to improving the efficiency of the caation process IPRA supports measures to increase
transparency and provide an enhanced role forcaatits in the provision of augmentations to the
shared network and connection assets.

IPRA believes that each TNSP should publish a stahdonnection contract. However, IPRA does
not believe it is necessary to apply standard ctimreagreements or standard clauses across the

NEM. This reflects the bespoke nature of connectvbere connection agreements are tailored for
each connection and to meet the applicants’ reaugings and risk profile.

The AEMC should also note that while standard @mt$r can be published, this is not a panacea that
will eliminate disagreements in terms which leadiétays in connecting and increased connection
costs. Where parties cannot accept the standaing,té is inevitable that these will be challenged

IPRA also supports the Commission’s proposal foSIP$ to provide detailed cost information to
connection applicants.

The proposal to allow connection applicants to regeeater role in the TNSP tender process for
connection assets through increased transparedcdynput; by providing connection applicants with
all responses, a detailed business case for thei@eand to demonstrate consideration of the
connection applicant’s preferences in choosingthreractor is also supported.

It is noted however that if all tenders for a cortiten conform to the relevant technical specificat

(as governed by the Rules , TNSP standards andityesod reliability requirements) there should be
no reason why the connection applicant should aathte to select the contractor as proposed in the
report by Deloitte for the Commission.
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5.2 Network extensions

The Commission’s proposal to amend/clarify the Radeconfirm that provision of extensions is
through the competitive market for these servicethat a connecting party can either:

« tender for the provision of extensions (conneclings), or
« atthe request of the connecting party oblige tNSF to provide the extension as a
negotiated service.

IPRA supports both of these objectives.

In practice extensions are currently provided hynaztion applicants generally through a
competitive tendering process. They are not cavbyethe Rules as they are not part of the
transmission system and in most states they arred\by the generator’s licence. It is therefare n
clear that any changes to the Rules are requiradhigve the Commission’s first objective in reati
to the competitive provision of extensions.

IPRA is of the view that the market for the proeisiof extensions is workably competitive.
All the elements comprising the establishment obsension can be undertaken either by:

e agenerator connection applicant together withrdractor; or
« ownership operation and maintenance of an exteqsimrided by a TNSP through a
competitive tender.

As the Commission notes in most jurisdictions edtipiarty may be able to gain a transmission licence
and provide these services. The incumbent TNSPhaag advantages by benefiting from
economies of scale, scope, experience and capaliiit does not necessarily mean that they have a
competitive advantage or market power in the promisf extensions.

In the event that workable competition is not fbsthe proposal by the Commission that, at the
request of the connecting party, the TNSP is obligeprovide the extension as a negotiated service,
provides a fall-back option.

In relation to extensions owned by a TNSP, and w/aehird party connects then IPRA agrees that
the Rules need to be clarified to specify thatlite must be upgraded (if required) in order toueas
that it can be operated to an unconstrained Ieveither the Rules must clarify that the upgrade
should be paid for by the third party. Upgrading &xtension to be unconstrained ensures that the
existing generator or customer is not disadvantéydtie TNSP providing access to the third party
and is consistent with the principles of the OFAdelcas applied in the shared network.
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