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1 Introduction

International Power-GDF Suez Australia (IPRA) wetas the opportunity to provide this
preliminary submission on the consultation thatAC is conducting on transmission
frameworks in the NEM.

This preliminary submission in intended to provateinsight into an alternative proposal
being developed by IPRA. IPRA, however, reservegidht to vary its proposal in the final
submission to the AEMC as it develops its thinkingher.

2 Desirable features of a transmission framework

In the first interim report, the AEMC specified et f desirable features for a transmission
framework such that the national Electricity Objeetwill be supported. These features are
stated as:

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

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

c) the policies, incentives and signals that goveandmission and generation decisions
are coordinated to promote consistent decision mgglketween the regulated and
competitive sectors of the NEM; and

d) safety, reliability and security of the transmissgystem is maintained.

IPRA is generally supportive of this approach, agtees with the features as specified.
However, we are concerned that this approach @pbete without the recognition of the
history of NEM development and of existing invesirse

We propose an additional feature that new transomg$sameworks should include and then
examine the justification for this. The additiofedture is —
e) Once connected to the network, generators shouldenmmpacted by changes to the

level of access and costs. Specifically generatoesistence at the time that new
transmission frameworks commence should not beldisaaged by the change

The justification for this feature lies directly ine National Electricity Objective. The market
relies on private investment in generation to naima continuing reliable supply. A major
source of new investment in the NEM can be expectdx incumbents, who will be heavily
influenced by the expectation of the impacts ofifetregulatory risks. This applies to project
investors and financial institutions providing ist@ent funds.

Imposition of unmanageable regulatory risk willarly raise concerns for all classes of
potential future investors, at best leading to tgedsk margins, or at worst diverting capital
into other markets with less perceived regulatisk. The electricity sector competes for
investment funds with other sectors both domedyieald internationally. With the financial
crisis in the EU and the spectre of a second gltaahcial crisis, investors are far more risk
averse and funding is more challenging to secure.

We acknowledge but disagree with concerns thafetfieires sought in the interim report
cannot be achieved without disadvantage to incutsb&ve address this concern in our
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submission by describing in detail new transmis$iameworks which provide all the
features now proposed by the AEMC and also inchudeadditional feature (e) covering
existing generators.

We also recognise that there may be an objectatrthis feature would constitute unfair
treatment of some groups of generators. Our regpnihis is in three parts:

» Firstly, we note that this feature involves unifom@atment of all generators in the
important sense that all generators get the outs@xgected when they made an
investment decision to connect to the grid or ammm@ncement of the market;

» Secondly, the National Electricity Objective cdis economic efficiency, not for
‘fairness’ (a subjective quality in any event). Wadieve that ‘fairness’ is desirable,
but only if it does not compromise economic effigg. Since disadvantaging
incumbent generators would compromise economicieffcy, this objection fails the
test of consistency with the NEO; and

» Thirdly, consider whether achieving a perceived@tfass’ in transmission
frameworks would support more effective market cetitipn. In relation to this we
note that existing generators have been progrdgsivanected to the grid over a
period spanning several decades. Over this perang/nssues related to competition
between generators have changed greatly. Thesglengeneration technology, the
availability and cost of fuels, environmental reggidns and objectives, the
operational and maintenance demands of plant etccaitend that in the face of
these many differences, an attempt at perceiv@&uhéss’ focussing only on
transmission arrangements is unlikely to materiatigact on the efficiency of
competition in the market.

We further note that even if we confine our att@mtio transmission costs, it is now unlikely
that the extent to which individual generators halveady indirectly paid for network access
can be accurately assessed, whether through digaivan process prior to the NEM, or
though debt allocation in the process of disagdgregaf earlier state-owned bodies.

In short, we consider that while it is desirables¢ek ‘fairness’ as a notion within each group
of generators, this must not be at the expensearfamic efficiency, and we do not believe
that there is any benefit in relation to the NEGéeking ‘fairness’ across plant of widely
different vintages. Finally, the historical infortizan that would be required for any realistic
effort to achieve ‘fairness’ in retrospective tmarssion charging is not available.

3 Integrated package of framework elements

This section of our submission describes an intedrpackage of complementary measures
that we propose as major components of a new tiaagm framework. We will later
demonstrate that this package delivers all theifeatthat the Commission has set out as
desirable as well as meeting the additional requérg that we have proposed above.

We will also later show the connections betweenesofrthese elements and evident, but
unrealised, intentions within the current Rules.

We will begin by listing these elements, and wikkh examine each in some detail.
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a) Protection of agreed access

b) Locational signals through charging deep conneatasts for new entrants

c) Choice of level of access

d) Ability to trade access

e) Congestion management

f) Interconnector planning to maintain a sufficientliegrated NEM

Before describing our proposed integrated pack&iRA stresses that in its view the ultimate
objective remains the ability for generators tabke to manage all of their risks due to
congestion and pricing events, and make econonaisidas regarding the risk/cost trade-off
for their business circumstances. However in raisigg that this ideal has proven difficult
to achieve to date, we propose the following irdégnt package as a pragmatic step towards
more effective risk management. At a later timmaty be appropriate to consider additional
mechanisms for generators to secure higher leVelskoassurance, after the materiality of
residual generation financial risk resulting frdme present proposal can be assessed.

However, when major transmission events occurrtedtiple transmission outages due to
bushfires, or multiple contingency transmissionrgse market participants are exposed to
potentially devastating financial risks with noesffive means of mitigation Although the
integrated package described below does not adtiress risks, IPRA is firmly of the view
that a mechanism to manage these risks should ioéegmal part of the transmission
framework, and recommends that consideration oh#ea for more specific risk
management mechanisms for these events should paraptly.

3.1 Protection of agreed access

The intention that agreed access should be protéam degradation due to subsequent
generator entry is evident in the current Rules. fdaposal in this regard is that the future
frameworks should ensure that this intention i§ised, rather than remove clauses that
attempt to reflect this intehbecause they are inconvenient or unworkable iin terent
form.

Maintaining this original intent that there be sopnetection of agreed access is proposed for
two reasons:

» If access is unprotected in the sense that thesa@feone participant, as agreed with
the TNSP, can be degraded by the action of a gfarty, then this must adversely
impact on potential investors in a way that is camtto the NEO. The potential
investor will either be discouraged or will seefraater risk margin on this account;
and

» If, as we separately propose, new entrants faoeatibnal signal in the form of a
cost of access (which is consistent with the NE@Bn they will not be justified in
paying for an efficient level of access if that@eggis not protected (nor is it
reasonable that they should do so).

'For example, multiple transmission line trips daduishfires on 9 February 2009, and multiple lintages between
Hazelwood and Loy Yang on 23 July 2008.
2 These provisions were approved under the origicakss Undertaking for the NEM
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In seeking a form of protection of agreed accessneed to be clear on the form of protection
proposed. The actual level of access that a grbuparby generators share can be envisaged
as the combination of:

* A base level of access which applies when the mitigdn a defined state (in terms
of availability of network assets, temperature,dvépeed, voltage levels and other
relevant circumstances); together with

* Frequent and sometimes large fluctuations away ttosnbase level. Most of these
fluctuations will give lower access (although tersextent this depends on how the
base level is defined — see later discussion).

The proposal we are advocating is a planning psotesnsure that the base level of access,
under certain defined conditions, is sufficiensimultaneously provide all the agreed
individual levels of access to all relevant genasat

This proposal leaves generators still facing timeaiaing fluctuations in network access as
system circumstances change. While protection fampmpensation for, such fluctuations
would clearly be desirable from the perspectivgaierators, it is not part of the proposal
advocated here.

The first part of implementing this proposal woblkl a requirement in the Rules that a
Network Service Provider must not agree to anytatdil access unless and until it has
demonstrated by a planning study that it can peothis new access in parallel with all
previously agreed access (but would remain obligetb whatever is necessary to provide
the access sought). This may or may not requirgarktaugmentation, depending on
circumstances.

The second part of implementation would be defirarsgt of principles to be adopted in the
above evaluation, what might be called a “measun¢metocol’. Some considerations in
relation to such a measurement protocol will begiin IPRA’s full submission.

3.2 Locational signal for new generators

We propose that the transmission frameworks shiogldde effective and complete
locational signals related to transmission as apple for new generators.

This is necessary to ensure that decentralisedidasiby prospective generators result in
overall efficient investment across both their damvestment in plant and the consequential
investments in the transmission network.

We have emphasised “effective and complete” locatisignals because we recognise that
some aspects of the current market arrangemeniglpriomited locational signals, but also
that one important aspect has not been implemefitesl.is the cost of providing access in
terms of maintaining the adequacy of the sharedaritcapability (by augmentation of the
network as necessary). The cost of maintaining oitwapability, relative to access granted,
is appropriate because if capability is not so ma@ed then the cost of one generators entry
can be imposed largely on other generators, leadingefficient investment decisions.

It is also relevant to note here that one of thsteeg locational signals, namely the
application of average marginal loss factors inkeasettlement is, largely for technical
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reasons, inflated to about twice its physical valthés practice has applied since market start
and was intended as the principal transmissiortitmtal signal. We recommend that the
Commission should, in parallel with filling the gagpmake locational signals more effective
and complete, also seek a way to counteract tissiry inefficient over-signalling. We note
that there is an inconsistency, which needs t@belved, between the requirement for
efficient dispatch , requiring marginal loss fastaand the requirements for efficient
locational signalling, requiring average loss fasto

This over-signalling has very different locatiochbracteristics from the costs of network
augmentation, and hence these two issues of netwastk and network losses should not be
regarded as trading off one against the other.

A critical characteristic of locational signals fgenerators is that they can only be effective to
the extent that they are known in quantitative semwhen the locational decision is made. It is
generally impractical (technically and commerciptly re-locate a generator once
constructed, so retrospectively applied or alténedntives will have no benefit as a

locational signal. The issue of retirement incesgiis better handled by other means.

In this regard, the cost of any network augmentatiiat is needed to provide access would
form an efficient and practical locational sigraafice the lifetime cost of network assets is
quite well defined at the time of construction.

In contrast, the existing locational sighals of g@estion and loss factors are impossible or
extremely difficult at best, for a prospective gexter to forecast over the life of their plant,
and hence are inherently less efficient. We néesgss support their continued application,
subject to the changes proposed in this submigaibith will provide a more predictable
level of congestion, and eliminate the over-signglbf the current marginal loss factor
practice). Our support is on the basis that theséetter included, however imperfectly,
rather than hidden.

While supporting the application of charges intielato any necessary network
augmentation in order to complete the locatiorgais, we recognise that the important
issue of economies of scale in network construatidincomplicate the application of this
principle. We note however that this issue is mague to our proposal, but is an important
issue in relation to any process of charging fansmission services, even if it is not made
explicit.

3.3 Choice of level of access

The level of access for a generator need not ntaichapacity of the plant. While we expect
that all generators will want connection equipntéat matches the capability of the
generation plant, there are different incentiveelation to the capacity of the shared

network to allow access. For this, a generator ratignally choose a lower access level,
where that generator foresees little conflict betviheir needs and the needs of other nearby
generators, for example, in cases where the pugfdabe new generator is to “firm up” or
“backup” existing plant.

We also note that a generator could correspondsegk access greater than its plant
capacity in order to give a high level of assuraofcesliable access or to cater for future plant
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expansion. Our proposal would allow this, if dedjrend the network could be upgraded to
achieve this level of access.

The proposal to allow a choice of access leveteslto the previous two elements of this
proposal, namely protection of access and costa#ss.

The chosen level of access would be the level prededuring entry of subsequent new
generators. It would also be the basis for detémgiany network augmentation needed to
support access, and hence determine the magnitullat docational signal.

In order that a choice of the level of access shtmad to efficiency gains, the participant
making the choice should be subject as far aslpedsi the genuine consequences of that
choice.

The first relevant consequence, as mentioned al®teat the participant would face
network charges that relate directly to the choieele.

The second form of appropriate consequence ighiatperational consequences should
relate appropriately to this chosen level. Thubk@sen low level of network access should
lead to more restrictive operational consequerttas & higher level of access. But, on the
other hand, in order to maximise market efficiertbgse operational consequences should
not result in under-utilisation of the network.

The proposal below satisfies all these conditions.

Before setting out the detalil, it is convenientligcuss the means by which these operational
consequences would be imposed. The context withinlwthe arrangements will operate
influences the form they should take. We note #haartial access level would need to be
agreed between a prospective generator and theoNe&ervice Provider. The quantity
would appear in the bilateral connection agreerhetween these parties. It is therefore
convenient and pragmatic to keep the operationaeguences within this agreement. This
has the advantage that market dispatch and setttggrecesses do not need any alteration
and, by avoiding any need to keep a third partyrmed of agreed access level, the risk of
error is reduced.

The proposal is that the Rules would be changedduvire that a Network Service Provider
that agrees to provide a level of access to a ge@rawhich is less than the plant capacity
must include certain specific conditions in thatesgnent. For convenience we will refer to
such access as “partial access”.

The requirements that the connection agreementdimpose on the generator with partial
access are as follows:

» The generator with partial access is free to dffghe market as it choses except
when there is a relevant binding network constréhis is to avoid needless
restrictions on network utilisation);

* When there is a relevant binding network constridietgenerator with partial access
must not offer greater generator availability te tharket than its agreed partial
access level; and
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* Inthe event that a generator with partial accass fo comply with the above
condition, then it owes the Network Service Provicempensation equal to the
additional revenue received due to non-compliance.

The term “relevant binding network constraint” usdzbve refers to constraint equation
applied in dispatch and representing a network limivhich the output of the relevant
generator appears explicitly as a dispatch quantity

A further aspect of this proposal is that the Nek®ervice Provider, if it becomes entitled to
such compensation, would be obliged to use theavawlount to compensate those other
generators that are determined to have been adiveffected by the non-compliance. This
compensation would be required to be in proportiotnose losses of revenue due to that
non-compliance. It should be noted that such a ar@sh is quite similar to the outworking
of the original NEM Code as contemplated by itdglesrs.

The obligation to avoid the incidence of a relevainding constraint or to limit their offer,
allows the generator to make use of network cajpyaldl provide more than their agreed
access at times, but on the other hand imposeblgation to monitor the possibility of
congestion and act in a timely manner when thitisismminent. The rewards of greater
access (above the agreed level) are balanced me#tkefor prudent and timely action to meet
their obligation.

We note that while this proposal includes the dmkisi of compensation paid by one
generator and received by others, it is not thenitiwn that such compensation would
normally apply. Rather the compensation mechanasrtine intention of ensuring
compliance with the obligation to restrict offer@ehilability to avoid or reduce network
congestion. If this obligation is met then no congaion would be paid or received.

It might be thought that a restriction on generatwailability offered to the market would
adversely affect supply reliability. However it st be noted that the circumstances in
which an availability offer would be reduced anregmstances where all the offered
availability would not genuinely add to reliabilibecause it would be restricted in dispatch
due to the congestion.

This component of our integrated package is lobicannected to those previously
described. If a prospective generator is requiogohly for the network augmentation needed
to allow ongoing access, then it should have tloécehof the level provided and hence the
cost to be met and should also face the operatommeequences consistent with that choice.

3.4 Ability to trade access

The proposal described above allows a prospectuergtor to choose the level of network
access that suits its particular purposes. Howewver the life of a generating plant the needs
for access may change.

The case of a generator seeking a greater leaglaafss is straightforward; the generator
would negotiate with the Network Service Providard higher level of access and this
process would resolve any changes to costs arasHueiated operational benefits.

The contrary case is more difficult, since the adshitially providing access will often be
the construction of expensive and long-life asseid, there would naturally be a risk that a
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reduction in access provided would leave a straadedt. It would be inappropriate to allow
a generator reduced charges for reduced accédmséf were no reduction in network costs
and no alternative source of funds. However, redut@arges could apply if there were
another generator willing to buy a part (or alltloé existing access provision. We propose
that the Rules should provide for such transactioth particular conditions.

We note that network access is location-specifetlnce that a purchaser of existing access
should be responsible for any plant needed tohgét dutput to the location of the existing
access.

The purchaser would take on a proportion of thet&g agreed access and the same
proportion of any ongoing costs associated with #lcaess.

The Network Service Provider would need to be Batighat the purchaser’s plant satisfied
technical requirements, and that the purchasercreatt-worthy in relation to any ongoing
charges.

Such a transaction may leave the seller or therlfoydoth) holding partial access for their
plant, and we envisage the provisions describedefor partial access would be applied
where relevant.

The proposal to allow trade of access has particalavance where plant retirement is
contemplated. In this case there may be a numbashaintages for new plant locating where
plant is retiring. In addition to the use of exigtinetwork access, there may be other benefits
in relation to fuel supply or transport, coolingtemfacilities, skilled local workforce etc.

We submit that providing for trade in network acce®uld best allow these commercial
issues to be balanced without an intrusion froroemtral planning” model. Any “central
planning” model would be unable to determine a ratvialue for the existing access, and
would provide only a more or less arbitrary chasgeed on historical costs.

This proposal is logically linked to our proposat protection of agreed access, because
without such protection there would be nothing igdo trade.

The negotiation of the terms of such a trade wputdide an alternative locational signal that
could then be compared to the costs of alternativgy at other locations.

The ability to trade a quantity of access thauitable to a prospective buyer is dependent on
having arrangements for partial access, such ae tthescribed above.

3.5 Congestion management

We propose the implementation of a congestion mamagt regime, of the type that we have
earlier described to the Commission and which fakrthe basis for the SACP proposal in the
first interim report.

We will not repeat here the details of that prophdsat will briefly summarise the reasons for
its inclusion in our package, covering the circuanses that support its inclusion and the
expected outcomes from it.

The capability of the transmission network, pafady in the Australian context, is subject to
frequent and sometimes large changes. Partly @sudt of this, augmenting the network to
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reduce the incidence of congestion is subjectrgrdshing returns, and hence it is not
regarded as practicable to reduce network congesiiaegligible levels.

In addition, because of its geographical exter nbtwork is subject to a variety of
environmental risks which can cause major disrmpfidhese risks include bush fires, severe
storms, floods, earthquakes, landslides, among®othience the possibility of large scale
congestion with little warning is always present.

Under the current arrangements, when congestiamsggarticipants behind the constraint
are frequently incentivised to make offers at thedst price allowed ($-1000/MWh). This
results in inefficient dispatch of those generasuisject to the congestion, and leads to
market behaviours and market outcomes which afieulifto explain or justify to those
unfamiliar with the current dispatch arrangements.

ug ”

The incentive for this action (pejoratively dubkesi“disorderly bidding™) can be eliminated
by changes to the market settlement process tada@¥fective price signals to alter
behaviours. These need to retain substantial sedtlequantity at the Regional Reference
Price, in order to support hedging contracts, whilthe same time giving incentives at the
margin for generation variations which reflect tbeal price determined by the dispatch
process.

This could, at least in theory, be done on locdl tme-limited way to deal with substantial
congestion as it arises. However, application is filrm would be expensive, and given the
great unpredictability of congestion would gengrak lagging (I.E. “behind the action”).

The alternative which we have proposed is to gia standard process which is triggered
by the actual incidence of congestion and henceighes a proportionate and timely response
as circumstances change.

This proposal has previously been described t&€tiramission and here we will only briefly
describe its effects:

« It eliminates the incentive for ‘disorderly bidding

» As aconsequence it allows improved dispatch eificy in the event of congestion,
with the benefits shared between the affected géorey;

* By eliminating ‘disorderly bidding’ it allows theigpatch process to schedule
counter-price interconnector flows if and onlyh&se are economic;

» In the event of economic counter-price interconmefibws, the changed settlement
process leads to a positive settlement residuthéinterconnector;

» This positive settlement residue eliminates thalrfeethe market operator to limit
economic counter-price flows; and

* The positive settlement residue arising from a terdprice flow enhances the value
of settlement residue auction units in the manageémwfeinter-regional basis risk.

This proposal is complementary to other parts ofpzaposed package in relation to time
scale. This congestion management regime haddéstein the operational time frame when
the change in incentives to discourage ‘disordeidgling’ must apply. On the other hand our
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proposals on protection of access, locational $$gaad choice of level of access all have
their effect at the time that a locational decisierds to be made.

The congestion management proposal also contera@ateher aspect of our package, to be
described below, intended to increase the certaihityterconnector capability. One seeks to
increase the certainty of interconnector physieglability, while another, namely congestion
management seeks, inter alia, to increase thereggonal risk management support that
derives from a given physical capability.

A further complementarity exists in that our progesn relation to generator access are
designed to allow choice by generators of theielle¥ access. It is not possible to say in
advance whether this exercise of choice, if implet@e, would result in more or less
congestion. In this context, the implementatioc@igestion management in advance, to deal
with whatever level of congestion does emerge shbalseen as a prudent and low-cost
precaution.

Congestion management would provide various effigidmprovements in the operational
time frame, complementing the larger-scale meaghetorm the remainder of the package.

3.6 Interconnector planning to maintain a sufficiently integrated
NEM

IPRA proposes that there should be a change indtveork planning arrangements with the
intention that sufficient interconnection capaahpuld be maintained to ensure that the
National Electricity Market functions broadly assdegbed, rather than as a series of separate
markets.

We note that in the context of a Rule change pralpms potential generator market power

the Commission has contemplated the possibilitylagsifying a market region as a separate
market for the purpose of assessing market poweess That this outcome is seen as a
serious possibility causes us concern, as it seggesis that interconnector performance may
have fallen below some critical level that enalst can be described as a “National”
market, rather than a series of loosely intercotatemarkets.

Further, we have provided the Commission with evigethat in particular instances the
average capability of interconnection has declioeet time, and separately that
interconnection capability has exhibited extremersterm volatility. These outcomes raise
concern in relation to whether interconnector cdjplhas been sacrificed as a solution to
local transmission issues, or at least reflectptbeeminence of intra-regional investment
mechanisms in the NEM over inter-regional investimeachanisms.

We note that there appears to be no defined reijplidtgsor interconnector capacity or
reliability under the current frameworks.

This proposal is less defined than other compoakatr package because we recognise that
there are likely to be alternative methods whicluldachieve our aim, and we can at present
see no convincing reason to prefer one over andduethermore the method adopted should

be matched to whatever transmission planning reggmecommended by this review.

Accordingly we will confine our recommendation tmad aims. These are:
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* There should be a single body responsible for deteng for every regulated
interconnector, the necessary capacity and ralialfdr delivery of that capacity for
each flow direction and each year, for a substhpl@ning period (say 5 years);

* The bodies responsible for transmission planniegllp should be obliged to
determine and implement the most economic meadslieer that performance; and

* In the same way as new connection should not raified to undermine the level of
access available to other participants, so neweaxions or network augmentations
should not be permitted to reduce interconnectapability.

The last of these aims is consistent with our neiagpin above. Investment certainty for
participants is not restricted to certainty thatesms to the regional reference node is
maintained. Locational decisions also involve cdemtion of the dynamics and potential of
the market as it operates in adjacent regionsttentkely risks arising from changes
(positive or negative) in the capability of intencection to support access to and from these
regions.

In proposing this change we are not seeking to rttakease that adequate interconnector
capability cannot be delivered by the current fraxodk. Rather we are suggesting that the
current framework gives insufficient assurance #uquate interconnector performance will
be provided and that greater assurance would b&stent with the NEO.

The assurance of interconnector capability is yikelbecome more important over time, as
the distribution of low C@emitting energy resources may lead to increasamadures from
the approximate regional supply-demand balanceathalied early in the market. In these
circumstances the assurance of future interconneafmbility would be increasingly
important in generation investment decisions.

4  Alignment of proposal with desirable features for
Transmission framework

IPRA has noted earlier in this submission our suipjoo the list of features proposed in the
first interim report. We have also proposed an timlutl feature to further enhance the
contribution of the transmission frameworks to Na&ional Electricity Objective. In this
section we will examine the alignment between aoppsal as described above, and this set
of desirable features.

4.1 TNSP incentives for investment and operation

Our proposal provides for efficient investment gtworks and allows enhanced incentives
for efficient operation.

In relation to network investment to support get@raccess, the proposal ensures that a
connecting generator faces both the costs andethefits of any network investment to
support their access. The generator is enablednonit to such costs because the agreed
access will be protected. The choice of level akas allows the generator to gain the
network access that suits its individual needs.cérgend that individual choices driven by
commercial disciplines (resulting in reciprocalhtsg) will lead to more economic outcomes
than any “central planning” model can achieve.
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In relation to network investment to support intencector flows, our proposal provides
greater efficiency by separating the decision @nlélrel of interconnection needed from the
optimisation of the cost of providing that leveN3Ps are not well placed to evaluate
competition benefits from increased interconnecaability. Furthermore, a TNSP seeking
to increase interconnector capability by changékiwits network may be frustrated by the
absence of complementary changes in the neighlgpngtwork. Hence we contend that
NEM-wide analysis should be the basis for decismm@terconnector capability.

In relation to efficient operation of the netwovke note that currently the efforts by AER to
incentivise efficient network operation are limitectheir effectiveness because ‘disorderly
bidding’ obscures the cost of network congestidme tongestion management component of
our integrated package will eliminate the incenfiwe'disorderly bidding’, and hence enable
a more effective incentive arrangement to be deezland implemented.

4.2 Generator incentives

The incentives for efficient investment in new gati®n plant are improved by several of the
components of our integrated package. These are:

» Protection of agreed access;

» Locational signals through charging deep connectasts for new entrant
generators;

* Choice of level of access; and

» Ability to trade access.

These allow the generator to make the appropniatketoffs, from their perspective, between
the locational costs associated with the transorssetwork and the various other costs that
are affected by a locational decision.

In relation to generators offering energy at aicifht price, we note that the congestion
management component of our integrated packagelwvilinate the incentives for
‘disorderly bidding’, which is now the major compant of inefficient pricing.

4.3 Coordination between transmission and generation

IPRA agrees that the policies, incentives and s$igtiat govern transmission and generation
decisions should be coordinated to promote comgigliecision making. Our proposal
supports such coordination in the following ways:

* The protection of agreed access gives generatfirsisnt basis to commit to pay for
access where this forms part of their optimal liocet! choice;

» Theright for a TNSP to charge for deep conneatimsts gives them a firm basis for
investment in any augmentation needed to provicleaen level of access;

* The choice of a level of access allows a coordithapgproach to the planning of
generation and any network augmentation neederbtade that level of access; and

» Our proposal for interconnector capacity plannitioves the required network
service to ensure adequate inter-regional competit be determined independently,
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while maintaining the responsibility of the TNSPstrve this requirement in the
most economical way.

4.4  Safety, reliability and security of system maintained

Our proposal is fully consistent with the mainterenf the safety, reliability and security of
the transmission system at current levels, or bette

We note that under the existing arrangements whegestion occurs there have at times
been efforts to maintain production levels, otlwemt ‘disorderly bidding’, which have
compromised system security. We expect that théeim@ntation of the congestion
management component of our package will substhntéduce the pressure to take such
action, and hence will support security outcomeikvhare at time better than under the
current arrangements.

4.5 Existing generators not disadvantaged

This additional feature, proposed by us, has begriding principle in the design of our
package, and is a significant difference separaturgproposal from the options considered in
the first interim report.

The reasons for adopting this feature are outlewtier in this submission.
The elements of our package that support this featxe as follows:

» Existing generators are required to make only timagenents for transmission
services that they anticipated at the time ofegittonnection or market start; and

» Existing generators are not treated as havingdessess rights than generators that
subsequently enter the market.

5  Glossary

Abbreviation Description
AEMO Australian Energy Market Opera
AEMC Australian Energy Market Commission
AER Australian Energy Regulat

CPI Consumer Priclndex

CPT Cumulative Price Threshold

ETS Emission Trading Scher

EOM Energy Only Market

FIT Feed In Tarif

MPC Market Price Ca

LRMC Long Run Marginal Cost

O&M Operation and Maintenar

NEL National Electricity Law

NEM National Electricity Market

NEO National Electricity Objectiv

NER National Electricity Regulation

NSF Network Service Provid

RET Renewable Energy Target
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SACF Shared Access Congestion Pric
VEET Victorian Energy Efficiency target
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