


 

 

Preface 
This report has been prepared to assist the Australian Energy Regulator (AER) with its determination 
of a potential adjustment to the appropriate revenues to be applied to the prescribed transmission 
services of Transgrid from 1 July 2023 to 30 June 2028, consistent with rules and guidelines that apply 
for consideration of Contingent Projects in the NEM.  The AER’s determination is conducted in 
accordance with its responsibilities under the National Electricity Rules (NER).   
 
This report covers a particular and limited scope as defined by the AER and should not be read as a 
comprehensive assessment of proposed expenditure that has been conducted making use of all 
available assessment methods.  This report relies on information provided to EMCa by Transgrid and 
other parties.  EMCa disclaims liability for any errors or omissions, for the validity of information 
provided to EMCa by other parties, for the use of any information in this report by any party other than 
the AER and for the use of this report for any purpose other than the intended purpose.  In particular, 
this report is not intended to be used to support business cases or business investment decisions nor 
is this report intended to be read as a legal interpretation of the NER or other legal instruments. 
 
EMCa’s opinions in this report include considerations of materiality to the requirements of the AER 
and opinions stated or inferred in this report should be read in relation to this over-arching purpose.   
 
Except where specifically noted, this report was prepared based on information provided by AER staff 
prior to 26 April 2024 and any information provided subsequent to this time may not have been taken 
into account.  Some numbers in this report may differ from those shown in Transgrid’s regulatory 
submission or other documents due to rounding. 
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EXECUTIVE SUMMARY 

Introduction and context 
1. AER has engaged EMCa to advise on the cost allowance that Transgrid has submitted for 

its second stage Contingent Project Application for HumeLink (CPA2).  The scope of our 
review excludes amounts that Transgrid proposed for biodiversity offset costs, social licence 
costs and for equity raising.   

2. We have reviewed each of the components of the cost allowance that Transgrid has 
submitted, taking account of information provided in its Principal Application and including 
associated reports and workings that Transgrid provided, together with Transgrid’s 
responses to information requests.  We also held an onsite review meeting with Transgrid 
on 15 March 2024, and this was of considerable assistance in clarifying certain key aspects 
of Transgrid’s proposal.   

3. Commencement of our review (in early December 2023) was initially hindered by a lack of 
complete information from Transgrid.  While there are significant challenges in providing 
information on such a large and complex project, over the course of our review Transgrid 
reissued some documents several times with updates and corrections and retracted and 
qualified some information initially provided.  We also found that some information was ‘not 
current’ by the time it was provided to us; for example, some aspects of the CPA2 
submission relied on information from periods around June to October 2023 and which had 
been superseded by the time it was formally submitted in late February 2024. 

4. By agreement with AER, we commenced our formal review in early March 2024 and, as at 
the time of completing this report, we have shared the substance of our findings with AER. 

Project overview and status 

Transgrid has proposed an allowance of $4.3 billion for HumeLink Stage 2, based on 
target delivery in 2026.   

5. AER determined Contingent Project Application allowances for ‘early works’ and for the 
purchase of Long Lead Time Equipment (LLE), under CPA1 Parts 1 and Part 2, and 
Transgrid has been undertaking works to date based on these allowances.  Transgrid has 
now submitted its application, referred to as CPA2, for the remaining design and 
construction of the project with a proposed allowance of $4.3 billion (in $2023).   

6. Transgrid’s CPA2 project plan assumes target delivery dates of July 2026 for the Eastern 
section of the project and for the Western section to its interface with the Eastern section.  
Transgrid’s plan assumes a delivery date of December 2026 for the final part of the Western 
section to the substation that the connection to Snowy 2.0 is being built to.   

The project is currently behind schedule, however Transgrid considers that its target 
delivery date is achievable. 

7. Status information that Transgrid has provided suggests that it is currently behind schedule 
with the pre-construction works and with land and easement agreements that it has been 
undertaking as part of ‘Stage 1’.  Transgrid also anticipates a delay in achieving 
environmental approvals, relative to the plan that is its basis for CPA2, and this will result in 
a delayed commencement of construction.  However, Transgrid states that it is seeking to 
manage resourcing and prioritisation in an effort to realise its target delivery dates, which it 
considers remain achievable. 



 

 

 
Assessment of proposed expenditure for CPA2 AUSTRALIAN ENERGY REGULATOR | x 

Our assessment of main review topics 

Review Topic 1: Project timing 

Transgrid claims that HumeLink is required by 2026, however this is in advance of its 
demonstrated need.  Transgrid’s attribution of this timing requirement to AEMO is 
circular as this is a timeline that Transgrid has advised to AEMO. 

8. Transgrid’s CPA2 submission is based on delivering HumeLink in 2026.  Transgrid asserts 
that this is consistent with AEMO’s ISPs and with Snowy 2.0 requirements.   

9. Transgrid’s claimed ‘required’ timing is in advance of its demonstrated need, both with 
respect to AEMO ISPs and with respect to the expected timing of Snowy 2.0.  While AEMO 
has provided feedback loop confirmation of the need to proceed with the project, it has done 
so based on costs and timings that Transgrid has advised to it.  AEMO’s latest draft ISP 
gives optimal timings for HumeLink delivery of 2029/30 and 2030/31, depending on the 
AEMO scenario, but maintains an ‘actionable window’ for the project which encompasses 
these dates.   

Transgrid’s stated timeline is not consistent with its proposed cost allowance, which 
comprises a significant allowance for the assumed cost of delays.   

10. As we discuss further in section 4, Transgrid’s proposed cost allowance includes delay-
related risk-costs which it quantifies as $272 million that transpires are based on a P70 
assessment of a range of risk-based timing delays.1  In other words, while maintaining that 
its proposal is based on achieving delivery dates in July and December 2026, the regulatory 
cost allowance that it has proposed to AER is based on significant delays relative to these 
delivery dates.  As at the date of this report, Transgrid has not advised us of the aggregate 
project timing impact of the individual risk-based delays that it has assumed. 

Transgrid’s proposed costs are overstated because it has assumed the need for an 
accelerated timeline with elevated risk-costs that do not align with its stated timeline. 

11. Our finding is that Transgrid’s proposed costs are overstated due to an assumed need for 
an accelerated timeline and misaligned assumptions regarding the ‘required’ project timing 
and its deliverability of the project to its stated schedule.  We consider that Transgrid has 
exposed itself to a higher level of delay costs than was necessary by proceeding to enter 
into construction contracts based on accelerated timeframes that it knew to be unlikely to 
achieve.  Despite currently seeking to mitigate its own delay-related costs, we consider that 
Transgrid has also exposed itself to higher levels of labour and indirect costs by basing its 
resourcing assumptions on achieving a July/December 2026 completion that similarly does 
not align with its own assessment of the likelihood of delays. 

12. In section 4 we discuss what we consider to be an unwarranted level of risk-cost that results 
from these assumptions, and which have resulted in Transgrid’s proposed CPA2 allowance 
being higher than a reasonable and prudent level.   

Transgrid has not advised an aggregate project delay that would be consistent with its 
proposed risk-cost allowance, but it appears that it can deliver HumeLink within 
AEMO’s actionable ISP window.   

13. While Transgrid has not provided its assessment of an aggregate project timing delay 
consistent with its proposed risk-cost allowance, we consider that delayed delivery dates 
consistent with a reasonable risk-cost allowance are nevertheless likely to deliver HumeLink 

 
1  As we also describe in Section 4, we find that in Transgrid’s analysis, the aggregate risk-cost of time delay-related risks is 

somewhat greater than Transgrid has stated. 
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within the AEMO actionable ISP window and would appear to be in time to assist with 
relieving constraints on Snowy 2.0 output. 

Review Topic 2: Proposed risk-cost allowance 

Transgrid has proposed a risk-cost allowance of $599 million, based largely on certain 
risks leading to project delays.   

14. As part of its proposed CPA2 expenditure allowance, Transgrid has included a risk-cost 
allowance of $599 million, which it refers to as ‘Other Construction Costs’.  Transgrid has 
quantified the probabilities and consequences of specific risks that it has identified and its 
proposed allowance results from Monte Carlo simulation of these probabilistic cost 
distributions.  Most of the proposed risk-cost allowance results from Transgrid’s 
assumptions regarding various risks that would result in project delay. 

15. We have considered the evidence provided by Transgrid at an individual project risk level 
for each of its 74 risks, focussing on the top 25 risks that account for 90% of the risk-cost 
allowance and its modelling of the aggregate risk-cost allowance. 

Transgrid’s application of its risk-cost estimation methodology has led to an 
overstatement of its required cost allowance. 

16. The principle of including a probability-weighted allowance for risks that are likely to occur, 
above those included in the base case estimate, is reasonable.  However, we consider that 
Transgrid’s application of this methodology results in an overstatement of the risk-cost 
allowance that it proposes for the HumeLink project.   

17. We consider that Transgrid has not taken satisfactory account of the AER guidance material 
available to it, nor has it adequately drawn from AER’s interpretation of this guidance in 
recent determinations regarding matters such as the allowable inclusion of certain risks nor 
for its estimate of costs associated with these risks.  Transgrid also has not adequately 
considered mitigation of identified risks including from management of its own costs, from 
contract management and incentive mechanisms and contractor contingencies that it has 
presented to us.  These issues are further exacerbated by Transgrid’s adoption of the ‘P70’ 
value of its aggregated risk-cost, meaning that its proposed allowance represents a value 
that it has a 70% probability of not exceeding, rather than an ‘expected’ value.  We consider 
its proposed risk-cost allowance also results to an extent from the accelerated timeline that 
it has adopted. 

Based on assumptions that were provided by AER consistent with our assessment of 
specific risk-costs, Transgrid has advised an alternative aggregate risk-cost estimate 
that is over 40% less than its CPA2 proposal. 

18. AER asked Transgrid to produce risk-cost outcomes for a range of scenarios with an 
alternative set of risks and risk-cost assumptions to generate alternate aggregate risk-cost 
allowances.  Except for the specific alternative assumptions, this modelling otherwise 
reflects Transgrid’s assumptions and methods used in its Monte Carlo modelling.  The 
scenario that most closely reflects the findings of our report indicates a P50 risk-cost 
allowance of $339 million.2 This is 43% less than Transgrid has proposed and represents 
7.9% of its proposed aggregate project cost.   

19. This alternative risk-cost allowance would still be higher than benchmarks we have 
identified.  However, we consider that a higher allowance around this level is consistent with 
the higher risk that Transgrid has retained through its contracting model, and against which 
it claims to have achieved lower base contract costs. 

 
2  Includes biodiversity offset and social licence-related risk-costs of around $40m, that were not in our review scope.  



 

 

 
Assessment of proposed expenditure for CPA2 AUSTRALIAN ENERGY REGULATOR | xii 

Review Topic 3: Proposed labour and indirect costs 

Transgrid has proposed an allowance of over $400 million for labour and indirect 
costs. 

20. Transgrid has included an allowance of $205 million for its own labour resources and $203 
million for indirect costs to deliver the project.  These allowances are for project 
management resources and for a range of insourced and outsourced technical and other 
specialist resources.   

Transgrid’s proposed allowance for labour and indirect costs is reasonable but is not 
consistent with the high level of risk-costs also allowed for.   

21. We consider the proposed capex allowance for labour and indirect costs reflects a 
reasonable estimate of the cost of delivering the HumeLink project for the purposes of the 
CPA2 submission.  However, as we note in section 4, Transgrid has proposed a significant 
risk-cost allowance that does not reflect the risk management and risk mitigation outcomes 
that should be achievable from the high level of project management and specialist 
resources that it has allowed for, especially under an incentivised contracting model.  We 
consider that there is an element of double-counting in allowing for a higher labour and 
indirect cost allowance than under a standard contracting model, and also a significantly 
higher risk-cost allowance and this contributes to our finding in section 4 that Transgrid’s 
proposed risk-cost allowance is overstated.   

22. Further, components of Transgrid’s proposed risk-cost allowance are to allow for what is in 
effect a risk-cost premium on its own labour and indirect costs.  As discussed in section 4, 
we consider that this is not justified and that Transgrid should be able to manage its own 
resources within the labour and indirect cost allowance that it has proposed. 

The profile of Transgrid’s proposed labour and indirect costs is not consistent with the 
delay assumptions embodied in its proposed risk-cost allowance.   

23. As we have noted in section 3, Transgrid’s proposed cost allowance assumes project delays 
relative to its stated July/December 2026 delivery targets.  As with other components of its 
proposed CPA2 allowance, the profile of Transgrid’s proposed labour and indirect costs is 
based on its delivery target timeline and is therefore not consistent with the delayed timeline 
implied by its proposed risk-cost allowance.  We consider it likely that the labour and indirect 
costs profile will be prolonged relative to what Transgrid has proposed, but that Transgrid 
should be able to profile its resource utilisation accordingly.   

Review of other proposed cost allowances 

Allowance for tendered works 

Transgrid’s proposed allowance of $2,604 million for tendered works, which comprise 
the main design and construction work packages, is reasonable.   

24. The information provided to us, which includes independent reviews, indicates that 
Transgrid has adopted a sound procurement process for its principal works and accordingly, 
we consider that its proposed cost allowance is reasonable.  The procurement process has 
placed significant emphasis on collaboration, based on adopting an Incentivised Target Cost 
(ITC) model that includes components of fixed and reimbursable costs.   

25. The adoption of this model is appropriate for the scope and complexity of HumeLink and is 
an emerging model for similar projects across Australia and internationally.  Adoption of this 
model requires additional risk allocation to Transgrid, and which Transgrid claims has 
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resulted in higher allowances for owner’s risk and owner’s cost.  We review these claims, 
and the reasonableness of the proposed costs in section 4 and section 5 respectively. 

Aspects of the tendered woks agreements, including misalignment with the likely 
project timeline, appear likely to result in an inefficiently high cost exposure. 

26. The contractual agreements reached for the principal tendered work packages are based on 
project timing that is inconsistent with the delay assumptions that Transgrid’s has applied in 
deriving its proposed owner’s risk and which we have reviewed in sections 3 and 4.  While 
we have not had access to the tendered works contracts themselves, there are indications 
in Transgrid’s advice to us on risks and associated costs that this inconsistency may have 
resulted in an elevated cost exposure which has contributed to the level of risk-costs that 
Transgrid has proposed.  We also found evidence of costs that have been included for 
Stage 2, that were included in the Stage 1 allowance, and which Transgrid has 
acknowledged to be an error. 

Allowances for land and easements and LLE 

Transgrid’s proposed allowances for land and easement acquisition, and for LLE, are 
reasonable. 

27. We consider that Transgrid’s proposed allowance for land and easement acquisition costs 
within Stage 2 is reasonable, as are the remaining costs for the procurement of LLE.  
Potential risks associated with the supply, transport and installation of LLE and remaining 
uncertainties for land and easement acquisition are allowed for in Transgrid’s proposed risk-
cost allowance, which we review in section 4 . 

Observations on other matters 

From the information that Transgrid has provided, its cost uncertainty range would 
appear to be ‘fit for purpose’. 

28. Transgrid provided AEMO with a cost uncertainty range on its total HumeLink cost (i.e.  
comprising stages 1 and 2) of -5%/+12%.  While that estimate is now 29% higher in real 
terms than its original estimate, Transgrid’s stated uncertainty range would be consistent 
with one of the objectives of Stage 1 which was to improve the level of certainty of its cost 
estimate.  AEMO has provided feedback loop confirmation of the need for the project based 
on that cost and the advised cost uncertainty range. 

Transgrid’s reference to information from external reviews is selective and in places 
misleading, but we have not had regard to the ‘savings’ that Transgrid claims in its 
submission. 

29. Transgrid provided a number of external reviews in support of its CPA2 submission.  While 
these reviews provide useful information, we consider that some claims made on the basis 
of these reviews are selective and potentially misleading.  These include claims made for 
savings arising from its Powering Tomorrow Together (PTT) program, which we find to be 
targets set across multiple projects rather than realised savings attributable to the HumeLink 
project, and savings claimed from adopting the ITC contracting model.  However, we have 
not had regard to the claimed savings in our review. 

We consider it appropriate that Transgrid has not accounted in its CPA2 submission 
for the possibility of Liquidated Damages. 
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30. In response to an information request, Transgrid advised of provisions for Liquidated 
Damages (LDs) against the contractors if they fail to reach practical completion by the 
contracted dates.  Transgrid has not accounted in its CPA2 submission for the possibility of 
obtaining LDs.  We similarly consider that it would be problematic to do so, noting that (1) 
contracted completion dates are adjusted under contract provisions, (2) the contractors 
each have their own delay contingency allowances within their contracts and (3) accounting 
for LDs, even on a probabilistic basis, would assume non-delivery by the contractors. 

Conclusion 

Transgrid’s proposed cost is overstated. 

31. We conclude that Transgrid’s proposed cost allowance for CPA2 is overstated.  We 
consider that the primary source of overstatement is a misalignment between Transgrid’s 
challenging target timeline for the project and assumptions that it has made, and which are 
supported by its advisers, that a range of risk factors are likely to lead to delays.  These in 
turn drive a significant proportion of the $599 million risk-cost allowance that Transgrid 
proposes. 

32. We consider that a risk-cost allowance for this project is reasonable in principle, and that it 
is likely to be higher than for other similar projects, reflecting the higher ‘owner’s risk’ 
associated with the principal contracting model that Transgrid has adopted.  However, the 
proposed risk-cost allowance is greater than its ‘expected’ cost and we consider that 
significant components of this allowance are not justified and not consistent with AER’s 
guidelines on such allowances. 

33. Taking account of the elements that we have reviewed, we consider that Transgrid’s 
proposed risk-cost allowance is overstated by around 40%.  We consider that other CPA2 
allowances that it has proposed are reasonable, on the basis that our finding on the 
proposed risk-cost allowance effectively represents a holistic assessment of all proposed 
allowances.   

The profile of Transgrid’s proposed expenditure is not consistent with the likely project 
timeline.   

34. While a project timeline consistent with an alternative assessment of risk-cost is unclear, it is 
highly likely to be somewhat longer than the ‘target’ timeline that Transgrid has based its 
CPA2 expenditure profile on.  A realistic cost allowance would be based on a longer cost 
profile, that would embody a later start to the major expenditure phases than Transgrid has 
adopted. 
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1 INTRODUCTION AND CONTEXT 
AER has engaged EMCa to advise on the cost allowance that Transgrid has 
submitted, for its second stage Contingent Project Application for HumeLink (CPA2).3 

We have reviewed each of the components of the cost allowance that Transgrid has 
submitted, taking account of information provided in its Principal Application and 
including associated reports and workings that Transgrid provided, together with 
Transgrid’s responses to information requests.  We also held an onsite review meeting 
with Transgrid on 15 March 2024, and this was of considerable assistance in clarifying 
certain key aspects of Transgrid’s proposal.   

Commencement of our review was initially hindered by a lack of complete information 
from Transgrid.  While there are significant challenges in providing information on such 
a large and complex project, over the course of our review Transgrid reissued some 
documents several times with updates and corrections and retracted and qualified 
some information initially provided.  We also found that some information was ‘not 
current’ by the time it was provided to us; for example, some aspects of the CPA2 
submission relied on information from periods around June to October 2023 and which 
had been superseded by the time it was formally submitted in late February 2024. 

By agreement with AER, we commenced our formal review in early March 2024 and, 
as at the time of completing this report, we have shared the substance of our findings 
with AER. 

Following a brief overview of the HumeLink project and its current status (section 2) we 
provide the substance of our review in three sections of this report, where we have 
focused on the three issues that we consider to be of greatest significance: 

• Review Topic 1: Transgrid’s assumptions regarding project timing (section 3) 
• Review Topic 2: Transgrid’s proposed risk-cost allowance (Other Construction 

Costs) (section 4), and 
• Review Topic 3: Transgrid’s proposed allowance for labour and indirect costs 

(section 5).   

We cover our review and findings on other cost components in section 6, and provide 
some observations on other matters in section 7.   

1.1 Purpose of this report 
35. The purpose of this report is to provide the AER with advice to assist it with assessing 

Transgrid’s Contingent Project Application for Stage 2 (CPA2) of the proposed HumeLink 
project.  This stage of the project is to design and construct the transmission works and 
comprises a major part of the overall proposed project expenditure. 

36. The assessment contained in this report is intended to assist the AER in its own analysis of 
the capex allowance as an input to a determination on Transgrid’s proposal to provide for 
the costs of this stage of the project to be recovered commencing with an increase in its 
revenue requirement for the remainder of the current Regulatory Control Period (RCP). 

 
3  The scope of our review comprises all proposed costs, except biodiversity, social licence and equity raising. 
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1.3 Our review approach 

1.3.1 Approach overview 
42. In undertaking our review, we: 

• completed a desktop review of the information provided to us by the AER; 

• assisted the AER in preparing requests for information to Transgrid, and reviewed the 
information provided by Transgrid (via the AER); and 

• undertook an onsite meeting with Transgrid on 15 March 2024, with the objectives of 
helping to ensure that we correctly understood elements of the project as proposed and 
the basis on which Transgrid has developed its proposed cost estimate. 

43. As a technical review, we undertook this review based on relevant requirements of the 
National Electricity Rules (NER) and relevant AER guidelines that the AER has prepared 
and which are relevant to assessing the proposed expenditure for a contingent project.  We 
have not sought, nor is it within our scope, to assess: 

• the overall economics of the project, or its role in the National Electricity Market (NEM); 

• Transgrid’s Material Change of Circumstances (MCC) statement, nor the merits (or 
otherwise) of reopening the Regulatory Investment Test for Transmission (RIT-T), other 
than to note Transgrid’s finding that its preferred option remains the same as previously; 
or 

• the merits or otherwise of past decisions, including the decision to ‘stage’ the project 
and the decision taken in Stage 1 (with the AER’s agreement) to proceed with purchase 
of Long Lead-time Equipment (LLE). 

44. We do, however, comment on some of the matters above to the extent that they are 
relevant to Transgrid’s CPA2 cost estimate, or to the extent that the cost estimate may be 
relevant to those considering these matters. 

1.3.2 Sources of information 
45. Our principal source of information for review is the suite of documents and models that 

Transgrid provided in support of its Contingent Project Application (CPA).  This list is 
reproduced in Appendix A.  Of particular significance are: 

• The Principal Application (document A.1) 

• The Direct Capex Forecasting Methodology (A.2) 

• Labour and Indirect Costs Report (A.3) 

• Risk and Contingency Report 

• ECI Cumulative Risk Model 

• HumeLink Resource Management Plan 

• Land Easement and Acquisition Cost Estimate Report (20230830). 
46. For context on the project and, in particular, the relevance of the Stage 2 cost estimate in 

decision-making, we referred to the Australian Energy Market Operator (AEMO) draft 2024 
Integrated System Plan (ISP), including document A.6 of the ISP (Cost Benefit Analysis), 
the AEMO feedback loop analysis report (May 2023) and AEMO’s ISP feedback loop notice 
on HumeLink (issued 21 December 2023). 

47. Our assessment draws on the AER’s Guidance Note on Regulation of actionable ISP 
projects (March 2021)5. 

 
5  https://www.aer.gov.au/system/files/AER%20-%20Final%20Guidance%20note%20-

%20Regulation%20of%20actionable%20ISP%20projects%20-%20March%202021%20-
%20FINAL%20FOR%20PUBLICATION%2812129318.1%29.pdf 
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48. We were provided with a range of Transgrid IR responses dated 20, 22 and 28 February 
2024.  Following our onsite meeting with Transgrid on 15 March 2024, we were provided 
with material that Transgrid had presented, and we received a further and final set of IR 
responses (IR05) on 8 and 10 April 2024 and IR06 on 26 April.  We also received an email 
qualifying Transgrid’s response to IR06 on 1st May.6 

49. We observe that the information that Transgrid provided along with the first draft of its CPA2 
Principal Application in December 2023, was incomplete and in places contradictory.  
Successive reissues of the Principal Application and associated annexures, and the 
provision of information referenced in the Principal Application and annexure documents but 
not initially provided, progressively resolved inconsistencies and revealed the methods and 
assumptions that Transgrid had applied in determining its proposed cost.  A set of 
information sufficient to enable our review, was not available until Transgrid’s response to 
IR05 in mid-April 2024 and further information was provided through to 1 May.   

50. In this report, we refer to information that is most relevant in presenting the basis for our 
review findings.  Absence of reference to particular documents or particular statements in 
those documents should not however be construed as implying that this material was not 
considered. 

1.3.3 Rules and guidelines relevant to our review 
51. The principal guiding documents for our review are as follows: 

• NER, in particular the capex objectives and capex criteria and those parts that refer to 
contingent projects 

• AER contingent project guideline 

• AER’s guideline on regulation of actionable projects. 

1.4 This report 

1.4.1 Report content 
52. In section 2, we provide an overview of aspects of the HumeLink project that are most 

relevant to our assessment. 

53. In sections 3, 4 and 5 we provide our assessment of those aspects that we consider to be of 
greatest significance, being: 

• Transgrid’s proposed timing and its implications for the proposed cost (section 3); 

• the risk-cost allowance (referred to as ‘Other Construction Costs’ in Transgrid’s CPA2 
submission), and which comprises a proposed allowance of $599 million (section 4); 
and 

• Transgrid’s proposal for labour and indirect costs, which total over $400 million (section 
5). 

54. In section 6 we provide our assessment of other aspects within the scope of our 
assessment, but which on preliminary assessment we considered to be either largely 
reasonable or relatively immaterial.  This comprises the proposed cost allowances for: 

• the ‘tendered works’ for the detailed design and construction of the project; 

• Land and easements; and 

• Long Lead-time Equipment (LLE). 
55. In section 7 we provide some observations that provide further context for our findings.   

 
6  Transgrid’s response to IR05 contained responses to 28 questions, of which 26 responses were provided by 10 April.   
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56. Humelink is a large and complex project and our review has necessarily involved reviewing 
a considerable amount of information, which we list in Appendix A, while in Appendix B we 
summarise our consideration of specific risks costs that are referred to in section 4. 

1.4.2 Basis for numbers 
57. Transgrid has presented its CPA2 submission in FY $2023 and, unless otherwise noted, 

costs referred to in this report are denominated in these terms.  Where costs were 
denominated in other terms, such as for Stage 1, we have adopted the conversions to FY 
$2023 that Transgrid has applied. 
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2 OVERVIEW OF HUMELINK PROJECT 
STATUS 
HumeLink is a major 500kV transmission project that will strengthen the transmission 
system in southern NSW.  It will strengthen connection to the NSW termination of the 
interconnector to South Australia (Project EnergyConnect (PEC)) that is currently 
under construction, the substation to which Snowy 2.0 is to be connected and the 
NSW transmission hub south of Sydney, and is intended to be linked to a new 
Victorian interconnector (VNI West). 

AER determined Contingent Project Application allowances for ‘early works’ and for 
the purchase of Long Lead Time Equipment (LLE), under CPA1 Parts 1 and Part 2, 
and Transgrid has been undertaking works to date based on these allowances.  
Transgrid has now submitted its application, referred to as CPA2, for remaining design 
and construction of the project with a proposed allowance of $4.3 billion (in $2023).   

Transgrid’s CPA2 project plan assumes target delivery dates of July 2026 for the 
Eastern section of the project and for the Western section to its interface with the 
Eastern section.  Transgrid’s plan assumes a delivery date of December 2026 for the 
final part of the Western section to the substation that the connection to Snowy 2.0 is 
being built to.   

Status information that Transgrid has provided suggests that it is currently behind 
schedule with the preconstruction works and with land and easement agreements that 
it has been undertaking as part of ‘Stage 1’.  Transgrid also anticipates a delay, 
relative to the plan that is its basis for CPA2, in achieving environmental approvals and 
this will result in a delayed commencement of construction.  However, Transgrid states 
that it is seeking to manage resourcing and prioritisation in an effort to realise its target 
delivery dates, which it considers remain achievable. 

2.1 Project overview 
58. HumeLink is the designation for the proposed project by Transgrid to develop a 500kV 

transmission system in southern NSW.  The project comprises establishment of: 

• around 365km of 500kV transmission line; and  

• new or upgraded infrastructure at Gugaa, Wagga Wagga, Bannaby and Maragle 
substations. 

59. The transmission development will provide an additional point of connection between 
Bannaby substation in southern NSW7, Project Energy Connect (PEC) which links to South 
Australia, VNI West which will strengthen links to Victoria and Snowy Hydro generation 
(including the Snowy 2.0 pumped storage scheme that is currently under construction).8 In 
summary, the role of HumeLink is perceived as being to strengthen these various 
interconnections.   

 
7  A separate project, Sydney Ring 500kV, is intended to strengthen supply from Bannaby to the greater Sydney region.  
8  For clarity, the HumeLink development is separate from the transmission development required to connect Snowy 2.0 to 

the existing Transgrid substation at Maragle. 
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60. While HumeLink is nominally described as a 500kV project, and will be constructed to this 
voltage, Transgrid advises that the works at Wagga Wagga and Gugaa will be operated at 
330kV, until the VNI West project is delivered.   

61. The Humelink line route is shown in Figure 2.1, with the northern/eastern section coloured 
purple and the southern/western section coloured yellow.  As we discuss in section 6.2, 
Transgrid has tendered these two sections separately.   

Figure 2.1: Line route for proposed HumeLink project 

 
Source: Transgrid project overview (provided from 15 March 2024 onsite presentation) 

62. HumeLink is referred to as a staged ‘actionable ISP’ project, in that AEMO has included the 
project as an ‘actionable’ development in its ISPs since 2020.  At that time, the project was 
defined as staged in that a ‘Stage 1’ would refine the design and expected cost, undertake 
some preliminary works with a view to reducing subsequent project risks and timeframes if 
the project was to proceed, and to provide optionality to confirm (or otherwise) its need and 
timing. 

63. The electrical arrangement (as planned in 2022) is shown in Figure 2.2 below.   
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Figure 2.2: HumeLink: electrical arrangement 

 
Source: GHD review 

64. The specifics of the arrangements between the new Gugaa substation and Wagga Wagga 
highlight the complex interactions between PEC, Humelink and VNI-west projects.  
Specifically, lines between Dinawan, Wagga Wagga and Gugaa are to be built at 500kV and 
operated at 300kV.  At such time VNI-West has been delivered, the lines will be 
reconfigured at the substation ends and operated at 500kV. 

Figure 2.3: HumeLink: electrical arrangement for Wagga Wagga and Gugaa substations 

 
Source: Transgrid presentation to AER and EMCa ‘AER EMCa CPA2 Review - Major Project - Humelink’, 15 March 2024, slide 

52 
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2.2 Project staging 
65. HumeLink is designed as a two-stage project, with a decision point between Stages 1 and 2.   
66. Transgrid has now completed a significant proportion of Stage 1.  In this process, Transgrid 

has: 

• identified a preferred route for the line, and which differs for part of that route from the 
originally assessed alignment; 

• undertaken a range of preliminary works, including activities intended to assist with 
social licence for the project and including geotechnical studies; 

• undertaken and submitted an Environmental Impact Statement (EIS), which is currently 
under assessment; 

• obtained tenders from two Design and Construction consortia, which, subject to the next 
Notice to Proceed (NTP2), will respectively construct the ‘east’ and ‘west’ sections of the 
development; 

• progressed land and easement option agreements and acquisitions; and 

• developed a resource plan and updated cost estimate for the CPA2 submission that is 
the subject of our review. 

67. As part of Stage 1, Transgrid also purchased significant LLE.  This equipment was 
purchased following a ‘Stage 1 Part 2’ application by Transgrid to the AER to approve 
inclusion of the cost of this equipment in its regulated tariffs for the current RCP. 

68. On 21 December 2023, AEMO provided Transgrid with a Feedback Loop Notice, that 
confirmed that:9  

• ‘the HumeLink project addresses the relevant identified need and aligns with the ODP 
specified in the most recent ISP; and 

• the total cost of the project, $4.88 billion ($2022-23), does not change the status of the 
actionable ISP project as part of the ODP specified in the most recent ISP.’ 

69. On 29 February 2024, Transgrid published an MCC assessment of the HumeLink project.  
In summary, Transgrid concludes in that assessment that its proposed option (‘Option 3C’) 
‘continues to be the preferred option and so an MCC has not occurred’.10  

2.3 Overview of Transgrid’s project cost estimate 

2.3.1 Stage 1 
70. Transgrid’s originally approved allowance for Stage 1 of the project was $380.39 million.11 

The AER subsequently approved a further $227.9 million for the purchase of LLE, so that a 
total of $608.29 million was approved as Stage 1. 

2.3.2 Stage 2 
71. Transgrid’s CPA2 submission is for the Design and Construction of HumeLink, including 

costs for land and easement acquisition and biodiversity offset costs.  Transgrid proposes a 
total of $4,279.14 million12 for this stage of the project, as shown in Table 2.1. 

 
9  AEMO ISP Feedback Loop Notice – HumeLink - 21 December 2023. 
10  Our scope does not include consideration of Transgrid’s MCC assessment and we report Transgrid’s conclusions on this 

for the record only. For the purpose of our review, we have considered only the costs as Transgrid has proposed in 
CPA2, and which are solely for option ‘3C’. 

11  FY $2023, excluding equity raising costs. 
12  FY $2023, excluding equity raising costs. 
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75. Transgrid has structured the contracts with these parties to comprise a fixed (lump sum) 
component and a ‘reimbursable’ component.  The reimbursable component includes a 
pain/gain sharing mechanism, a program incentive for delivery ahead of the target date, and 
performance incentives.  There is also provision for liquidated damages to be paid by the 
contractors in the event of breaches or contractor delays.  Transgrid claims that the 
structure of the contracts that it has entered into provide incentives to mitigate the impact of 
cost increases, whether cause by delays or other reasons.   

76. The two design and construction contracts comprise the majority of Stage 2 costs, and we 
consider the implications of the structure of these contracts for the proposed Stage 2 cost 
throughout this report.   

77. During Stage 1, Transgrid also procured the majority of LLE required for the project and we 
understand that this is currently in process of being manufactured for delivery to the site in 
Phase 2.  Some remaining LLE is required for Phase 2, and transport and storage activities 
are required in Stage 2.   

78. In Stage 1, Transgrid has progressed land and easement acquisition and option 
agreements, has submitted its EIS for assessment and consideration and has progressed a 
range of social licence activities.   

79. Transgrid is undertaking overall management of the project, with a combination of internal 
and external resources, and also incurs a range of indirect expenses such as for legal and 
specialist technical services.  Transgrid’s proposed resourcing from July 2024 is of the order 
of 150 to 170 Full Time Employees (FTE) over its assumed core two-year design and 
construction campaign, as discussed in section 5. 

80. HumeLink is one of several major projects that Transgrid is supporting through its Powering 
Together Tomorrow (PTT) program.  Transgrid claims that this program is assisting 
procurement of LLE ‘while driving costs down through economies of scale and scope.’16      

2.4.2 Current project status 

GANTT chart and status summary 

81. At our onsite meeting with Transgrid on 15 March 2024, Transgrid provided the GANTT 
chart overview of the project plan shown in Figure 2.5.  As we discuss in section 4, we find 
that the construction time allowances include time delay contingency allowances for each of 
the design and construction tenderers. 

Figure 2.5: Project GANTT chart as at 15 March 2024  

 

 
16  A.1 HumeLink - Stage 2 (Delivery) - Contingent Project Application - Principal application document, Transgrid, 21 

December 2023, page 10 



 

 

 
Assessment of proposed expenditure for CPA2 AUSTRALIAN ENERGY REGULATOR | 13 

Source: Transgrid presentation to AER and EMCa ‘AER EMCa CPA2 Review - Major Project – HumeLink’, 15 March 2024, slide 
717 

82. Transgrid summarised project status at that time as follows:18 

• ‘Route locked in 

• Planning Approval submission (with approval anticipated in Q3 2024) 

• Significant community engagement 

• D&C contractors secured 

• LLE production slots secured 

• Land: 

– 160 (62%) of land agreements in place 

– 86 Option Deeds fully executed 

– 81 applications with DCCEEW19 

• 20% design complete.’  

Delays and current critical path approval 

83. The GANTT chart indicates delays that have already occurred or are now almost certain to 
occur relative to the plan provided with CPA2, in particular with regard to environmental 
approvals, and also to the construction contract award.   

84. EIS approval is on the critical path, and Transgrid stated its then-current expectation that 
this will be granted by the end of September 2024.  Transgrid’s plan is to be able to issue 
‘Notice to Proceed 2’ (NTP2) as soon as it receives this approval, allowing construction to 
proceed from October 2024.  We note that this positions NTP2 around 2 months later than 
shown on the GANTT chart but is consistent with timings shown in a separate diagram in 
Transgrid’s 15 March presentation, as shown in Figure 2.6. 

Figure 2.6: Humelink approvals and critical path 

 
Source: Excerpt from Transgrid presentation to AER and EMCa ‘AER EMCa CPA2 Review - Major Project – HumeLink’, 15 

March 2024, slide 8 

85. Transgrid’s current assumption that it will receive EIS approvals by the end of September 
2024 is not consistent with CPA2, which assumed that it would be able to issue NTP2 in 
July 2024.  At our onsite meeting, and subsequently, Transgrid described a range of time 
delay and cost increase management measures that it is applying to mitigate both time 

 
17  In response to our query, Transgrid identified an error in the chart, that should have shown the East and West 

constructions starting at the same time.   
18  Transgrid presentation to AER and EMCa ‘AER EMCa CPA-2 Review - Major Project – HumeLink’, 15 March 2024, slide 

7. 
19  NSW Department of Climate Change, Energy, the Environment and Water. 
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3 REVIEW TOPIC 1: PROJECT TIMING 
ASSUMPTION AND ITS IMPLICATIONS 
Transgrid’s CPA2 submission is based on delivering HumeLink in 2026.  Transgrid 
asserts that this is consistent with AEMO’s ISP and with Snowy 2.0 requirements.  A 
nuance that becomes apparent on reading the various submission documents is that 
its CPA2 submission is based on a staggered delivery plan, with the east section 
delivered in July 2026 and the west section in December 2026.   

Transgrid’s claimed ‘required’ timing is in advance of its demonstrated need, both with 
respect to the AEMO ISP and with respect to the expected timing of Snowy 2.0.  While 
AEMO has provided feedback loop confirmation of the need to proceed with the 
project, it has done so based on costs and timings that Transgrid has advised to it.  
AEMO’s latest draft ISP gives optimal timings for HumeLink delivery of 2029/30 and 
2030/31, depending on the AEMO scenario, but maintains an ‘actionable window’ for 
the project which encompasses these dates.   

As we discuss further in section 4, Transgrid’s proposed cost allowance includes 
delay-related risk-costs which it quantifies as $272 million that it transpires are based 
on a P70 assessment of a range of risk-based timing delays.21  In other words, while 
maintaining that its proposal is based on achieving delivery dates in July and 
December 2026, the regulatory cost allowance that it has proposed to AER is based 
on significant delays relative to these delivery dates.  As at the date of this report, 
Transgrid has not advised us of the aggregate project timing impact of the individual 
risk-based delays that it has assumed. 

Our finding is that Transgrid’s proposed costs are overstated due to an assumed need 
for an accelerated timeline and misaligned assumptions regarding the ‘required’ 
project timing and its deliverability of the project to its stated schedule.  We consider 
that Transgrid has exposed itself to a higher level of delay costs than was necessary 
by proceeding to enter into construction contracts based on accelerated timeframes 
that it knew to be unlikely.  Despite currently seeking to mitigate its own delay-related 
costs, we consider that Transgrid has also exposed itself to higher levels of labour and 
indirect costs by basing its resourcing assumptions on achieving a July/December 
2026 completion that similarly does not align with its own assessment of the likelihood 
of delays. 

In section 4 we discuss what we consider to be an unwarranted level of risk-cost that 
results from these assumptions, and which have resulted in Transgrid’s proposed 
CPA2 allowance to be higher than a reasonable and prudent level.   

While Transgrid has not provided its assessment of an aggregate project timing delay 
consistent with its proposed risk-cost allowance, we consider that delayed delivery 
dates consistent with a reasonable risk-cost allowance are nevertheless likely to 
deliver HumeLink within the AEMO ISP actionable window and would appear to be in 
time to assist with relieving constraints on Snowy 2.0 output. 

 
21  As we also describe in Section 4, we find that in Transgrid’s analysis, the aggregate risk-cost of time delay-related risks is 

somewhat greater than Transgrid has stated. 
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3.1 Introduction 

3.1.1 Purpose 
97. We examined Transgrid’s assumed timing for HumeLink primarily to assess the extent to 

which this may have influenced the cost allowance that it has proposed.  There are two 
dimensions to this: 

• The first consideration is when the project is required, on the basis that the project 
delivery timing should be related to the technical and economic drivers that define the 
need for the project.  Implicit in this consideration is a view that, once a deliverable 
timeframe is determined, it is more efficient to execute the delivery promptly than to 
prolong it.  Unnecessarily accelerated and unnecessarily prolonged timeframes are both 
likely to be more costly than a delivery time that is prudently planned to meet the 
defined need.   

• The second consideration is the deliverability of the project – that is, considering the 
project plan and the feasibility of delivering it in the planned timeframe.   

98. There is a clear relationship between project timing and project cost, which Transgrid makes 
clear in the risk-cost component of its proposed CPA2 allowance.  Transgrid also states the 
project has significant risk and associated risk, because of the timeframe that it is seeking to 
deliver it in.  An example of such a statement is as follows: 

‘Facilitating the project to adhere to the accelerated timelines set by AEMO (July and 
Dec 2026) poses significant risks of potential delays and associated costs.’22 

99. We have sought to consider whether the accelerated timelines that Transgrid refers to are 
externally driven and, to the extent that they are not, whether they might be resulting in a 
higher cost than a prudent operator would reasonably incur.   

100. As a secondary consideration, the expenditure timing of the project determines the project 
expenditure profile, which is an input to the Post Tax Revenue Model (PTRM).  The timing 
of expenditure therefore influences the increase in ‘allowable revenue’ that Transgrid is 
asking the AER to determine for the remainder of the current RCP (to 2027/28).   

3.1.2 Qualifications on timing considerations 
101. Humelink is a large and complex project that is intended to meet several needs, which in 

themselves have uncertain timing.  In considering assumed project timing, our perspective 
is as follows: 

• While AEMO has defined ‘Optimal Development Paths’ that provide optimum delivery 
dates for HumeLink under different scenarios, we consider it likely that such economic 
optima are relatively ‘shallow’ and would not preclude delivery either side of such dates.  
This is consistent with AEMO defining an ‘actionable window’ within which delivery of 
the project is considered to be net beneficial. 

• Secondly, the size and complexity of HumeLink necessarily means that the delivery 
timeframe is uncertain.  It would not be prudent to plan for a ‘just-in-time’ expected 
delivery date for a project of this nature and it is prudent to allow for some contingency 
in timing. 

• Thirdly, the current state is that the project has commenced, certain expenditure is 
‘sunk’ and the project has a degree of momentum.  On the assumption that the project 
is required within the actionable window, as AEMO has confirmed, we consider that it 
would be both risky and more costly to pause the project and we have not further 
contemplated this scenario.   

102. With these factors in mind, we caution against applying unwarranted precision in defining 
either the timing need or the delivery timing feasibility for the project.  Nevertheless, it is 

 
22  Transgrid response to IR02, Question 13. 
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necessary for us to consider the possibility that project planning and project costing may be 
misaligned to an extent that the cost is ‘unreasonable’.  Our objective in this section is to 
consider whether, and if so to what extent, this might be the case. 

103. In this section, we first describe the timing that Transgrid has proposed, and which is 
inherent in its CPA2 submission.  We then consider: 

• Transgrid’s statements regarding the timing need for the project and the influence that 
this has had on Transgrid’s project plan.   

• The deliverability of the project in the timeframe that Transgrid has proposed and which 
is inherent in Transgrid’s CPA2 submission; 

• The extent (if any) to which Transgrid’s assumed timing need and its project plan may 
have resulted in an unreasonable cost estimate.   

3.2 What Transgrid has proposed 

3.2.1 Clarifying the delivery date 
104. In its Principal Application, Transgrid makes the following statement on project timing:  

For the purpose of this Stage 2 Application, the applicable dates for starting and 
completing Stage 2 activities, pending timely approval, are: 

– date for commencement – June 2024 

– anticipated date for completion – July 2026. 

The proposed timing in this Application reflects a realistic assessment of the required 
dates for the Stage 2 activities to meet the target delivery date of July 2026.  The Stage 
2 completion date is consistent with the timeframes in AEMO’s 2022 ISP.  23 

105. Transgrid also states: 

We are committed to meeting the delivery date for Humelink of July 2026 as determined 
in AEMO’s 2022 ISP.  AEMO recently highlighted the importance of delivering Humelink, 
and other actionable transmission projects in the 2022 ISP, on time if reliability risks are 
to be avoided.  Delivering Humelink by July 2026 will ensure that its benefits arrive as 
soon as possible at the lowest sustainable cost to consumers, supporting a reliable 
supply and facilitating significant access to renewable energy.  24 

106. In summary, Transgrid asserts in its Principal Application that HumeLink is required to be 
delivered by July 2026, and that Transgrid is realistically able to deliver the project by this 
date.   

107. July 2026 is consistently stated as being the ‘delivery date’ for the project in the Principal 
Application.  However, the delivery schedule in figure 3-1 of Transgrid’s Principal Application 
shows the east section construction being completed by this date, but with the west section 
being completed by December 2026.  These staggered completion dates are what 
Transgrid provided to AEMO in its feedback loop confirmation request.25 In response to an 
IR, Transgrid responded: 

The Contractors confirmed, during the procurement process, that it is not possible to 
complete both sections by July 2026.  Accordingly the construction program and section 

 
23  A.1 HumeLink - Stage 2 (Delivery) - Contingent Project Application - Principal application document, Transgrid, 21 

December 2023, page 35. 
24  A.1 HumeLink - Stage 2 (Delivery) - Contingent Project Application - Principal application document, Transgrid, 21 

December 2023, page 9. 
25  Letter from Transgrid to AEMO, 18 December 2023. 
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completion dates have been optimised to achieve completion of the northern section in 
July 2026, followed by the southern section in December 2026.26 

108. Other documentation provided by Transgrid in the course of our assessment similarly 
confirms that Transgrid’s CPA2 submission is based on these staggered commissioning 
dates.  In the course of our onsite, Transgrid confirmed that while construction of these two 
sections would start at the same time, the west / southern section involves more difficult 
terrain and more challenging winter climate conditions and that this had led Transgrid to 
accept the longer construction period for this section. 

109. Transgrid’s statements referring without caveats in its Principal Application to delivery by 
July 2026 are misleading.  Transgrid’s plans, and its ‘reference point’ timing for its CPA2 
submission, are based on seeking to achieve delivery of the northern/eastern section, in 
conjunction with the southern/western section to its interface point with the eastern section, 
by July 2026.  And to complete the southern/western section (from the interface point to 
Maragle) by December 2026. 

3.3 Timing – external need 

3.3.1 Humelink timing requirements derived from AEMO ISP 

Transgrid’s attribution of timing need to AEMO 

110. Transgrid repeatedly refers to the timing that it is seeking to achieve as being driven by 
AEMO.  In a letter to AER, Transgrid states that:   

The expected delivery date for Option 3C remains 2026/27, as early works have already 
been largely completed for this option and therefore this date remains achievable. 

Transgrid is committed to meeting this delivery date, which aligns with that in the 2020 
and 2022 ISPs.  AEMO’s draft 2024 ISP comments that maintaining the Project’s 
momentum is in consumers’ long-term interest.  Further, delivery of HumeLink in July 
2026 is necessary to support the sequence of commissioning works required to connect 
Snowy 2.0 and relieve network constraints in southern NSW.  AEMO highlights in the 
draft 2024 ISP that that the sooner firmed renewables are connected, the more secure 
the energy transition will be, and that any delay to the ODP will increase risks to the 
energy transition and its benefits.27   

111. Transgrid’s attribution of the required timing to AEMO is somewhat circular, as AEMO 
attributes these timings to Transgrid.  For example, in table 1 of the 2024 Draft ISP, AEMO 
refers to the July / December 2026 timing for HumeLink as ‘in service timing as advised by 
the proponent’.   

112. AEMO has consistently referred to HumeLink (and other actionable network project) timings 
using terminology such as ‘earliest in-service date’ and ‘in service timing advised by 
proponent’.  Consistent with this, Transgrid’s feedback loop notice indicates the timings of 
July and December respectively for the HumeLink sections, and attributes these timings to 
those stated in Transgrid’s feedback loop request.28 

Humelink timing relative to AEMO Optimal Development Plan (ODP) 

113. The timings of July/December 2026 that Transgrid’s CPA2 submission are based on are in 
advance of the optimal timings that AEMO has consistently determined.  For example, in its 

 
26  Transgrid response to IR02, Question 5 (21 February 2024). We observe that the ‘northern’ section is sometimes referred 

to as the ‘eastern’ section and the southern section as the ‘west’ section.  
27  Transgrid letter of 14 February 2024.  The letter is addressed to the Australian Energy Market Operator, but the email 

address and salutation are to  AER.  
28  AEMO Feedback loop notice – Humelink – 21 December 2023. 
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2022 ISP AEMO found that the optimal timing for Humelink ranged from 2027-28 to 2037-
38, depending on its scenario, with an optimal timing of 2028-29 for the ‘step change’ 
scenario.29  

114. In AEMO’s 2024 draft ISP, AEMO states clearly that the in-service date that Transgrid has 
offered is in advance of the optimal timing that AEMO has determined:  

‘Transgrid estimates completion of early works by 2024 with implementation by 
December 2026.  This timeline is ahead of optimal delivery (2029-30 in Step Change and 
Green Exports, 2030-31 in Progressive Change).’ 30 

AEMO actionable window 

115. In its ISP methodology, AEMO defines an ‘actionable window’ for each project, and which 
would appear to be 6 years for Humelink.31 On this basis, AEMO has confirmed in its 
feedback loop notice that Humelink remains actionable based on the timings that Transgrid 
has advised. 

116. We conclude that Transgrid’s attribution to AEMO of a ‘required’ delivery date of 2026 is not 
supported by the evidence and is a Transgrid internal target.  AEMO’s ISP requires that 
Humelink is delivered in the window between July 2026 and July 2032. 

3.3.2 Timing requirements in relation to Snowy 2.0 

Snowy 2.0 timing and its connection to the Transgrid transmission system 

117. Connection of Snowy 2.0 to the Transgrid NSW transmission system, is to be through a 
330kV connection to Maragle substation, with upgraded substation infrastructure.32  This 
connection is being undertaken as part of the Snowy 2.0 project and is not within the scope 
of the Humelink project. 

118. In AEMO’s 2022 Electricity Statement of Opportunities (ESOO), Snowy 2.0 was to be 
completed by ‘2025-26’.33  However, in AEMO’s 2023 ESOO, the expected timing of Snowy 
2.0 is defined as ‘December 2029’34 and Transgrid refers to this timing in its CPA2 
submission.35  

119. In response to an IR, Transgrid also advised that it understands that the first Snowy 2.0 
generating units are expected to start commissioning in July 202736, and this is broadly 
consistent with the Snowy 2.0 project website (as of 19 April 2024) which states that ‘first 
power is expected in the second half of 2027’.   

 
29  AEMO 2022 ISP, table 8 (page 80). 
30  AEMO 2024 Draft ISP, Appendix 5 Network Investments, December 2023 (page 23). 
31  AEMO describes the actionable window as being 4 years from the Earliest In Service Date, plus 2 years for each previous 

ISP in which the project was declared as actionable.  For example, in AEMO 2024 draft ISP (December 2023), Appendix 
A6, pages 15 and 16. 

32  A.1 HumeLink - Stage 2 (Delivery) - Contingent Project Application - Principal application document, Transgrid, 21 
December 2023, page 44 

33  AEMO ESOO 2022, August 2022, page 10. 
34  AEMO ESOO, August 2023, page 8. 
35  A.1 HumeLink - Stage 2 (Delivery) - Contingent Project Application - Principal application document, Transgrid, 21 

December 2023, page 30.  As at 19 April, however, the Snowy project website states that ‘the target date for commercial 
operation of all units is December 2028’. 

36  Transgrid response to IR02, question 5(b). 
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Role of Humelink in relieving a constraint that would otherwise appear to severely limit 
Snowy 2.0 generation 

120. In its MCC report37, Transgrid states that a ‘change in estimating market benefits of 
Humelink since the PACR addendum’ is that there would be ‘a 660 MW constraint on 
generation export from Snowy 2.0 in the base case where Humelink does not proceed.’   

121. It is not clear from Transgrid’s statement whether this constraint would exist at all times or 
only under certain circumstances, and neither is it within our scope to examine this matter, 
to the extent that this constraint applies.  The apparent implication of Transgrid’s statement 
is that Snowy 2.0 operation would be significantly constrained, given its capacity of more 
than 2 GW, if HumeLink is not present.  At our meeting with Transgrid on 15 March, 
Transgrid also stated that this constraint would inhibit Snowy commissioning.   

122. At our onsite meeting, Transgrid confirmed that this constraint has been advised to AEMO 
and that it is incorporated in AEMO’s CBA assessments for its draft 2024 ISP.  We would 
expect that a constraint of this magnitude limiting Snowy 2.0 generation would manifest on 
exploratory CBA as indicating a strong linkage between Snowy 2.0 timing and the timing 
requirement for HumeLink and this can be inferred from AEMO’s analysis which suggests 
optimal timing for HumeLink from 2029/30, around or shortly after Snowy 2.0 is currently 
expected to be fully commissioned.   

123. In its MCC assessment, Transgrid reports CBA results assuming that HumeLink is 
commissioned in 2026.  We asked Transgrid if it had undertaken timing sensitivity in its 
MCC analysis, for scenarios in which HumeLink might be delivered later, up to and including 
the ODP dates in AEMO’s draft 2024 ISP.  Transgrid advised that it had not considered any 
timing scenarios in its MCC analysis, other than its target date of 2026.  Given its lack of 
alternative scenario testing, the statement that Transgrid makes that ‘MCC analysis shows 
that delivering Option 3C by 2026 delivers the highest net benefit to consumers’38 cannot be 
interpreted as a finding with regard to timing, but rather, only as Transgrid’s finding on the 
selected option.   

124. We consider that it would have been prudent for Transgrid to have considered alternative 
timing scenarios for three reasons: 

• As we describe in section 3.4, Transgrid’s own risk analysis and the advice from its 
consultants, place an extremely low probability on delivering HumeLink by 
July/December 2026. 

• Given that AEMO’s ODP dates for HumeLink are around 3 years later than this, we 
would have expected Transgrid to explore the economic implications of HumeLink being 
delivered after 2026, up to the ODP dates in the AEMO ISP. 

• Thirdly, we observe that while AEMO finds that HumeLink has an NPV of the order of $1 
billion,39 for what Transgrid claims to be the same principal assumptions, Transgrid 
derives an NPV of $4.19 billion in its MCC analysis.40  In answer to our query at the 
onsite meeting, Transgrid stated that it was in discussion with AEMO to try to 
understand why there is such a large difference, but had yet to determine the reasons.   

125. We consider that alternative timing scenario economic analyses would provide Transgrid 
with useful insights into the economic implications of different delivery timings and their 
relationship with the timing of Snowy 2.0.  We expect that this would also include reconciling 
differences in outcomes to AEMO’s analysis at least sufficiently to provide a degree of 
confidence in their validity.  This understanding would help inform decisions Transgrid is 

 
37  Reinforcing the NSW Southern Shared Network to increase transfer capacity to demand centres (HumeLink) - Material 

change in circumstance assessment - Region: Southern New South Wales, Transgrid, 29 April 2024.  
38  Transgrid presentation to AER and EMCa ‘AER EMCa CPA-2 Review - Major Project - Humelink’, 15 March 2024, page 

11. 
39  AEMO draft 2024 ISP, Appendix 6, table 20.  Scenario 11 is ranked number 1 with weighted net market benefits of 17.45 

billion and includes Humelink project.  Scenario 5 excludes Humelink and provides weighted net market benefits $1 billion 
lower, at $16.43 billion.  

40  Transgrid MCC, page 3 (option 3C weighted NPV). 
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inevitably required to make throughout the project when considering options to mitigate 
timing risks, each of which will have associated cost implications.   

Transgrid’s consideration of Snowy 2.0 timing in its planned timing for HumeLink 

126. The relationship between the required timing for delivery of HumeLink and the expected 
timing of Snowy 2.0 is only loosely defined in CPA2.  For example, after referring to the 
delay of Snowy 2.0, the Transgrid proposal states only that it ‘…expect(s) the analysis in the 
draft 2024 ISP to confirm that [Humelink] continues to provide net benefits to the market and 
remains a key component of the ISP Optimal Development Path (ODP).’41 While Transgrid 
refers frequently in its documentation to the importance of HumeLink to Snowy 2.0, 
Transgrid’s development plans for HumeLink are firmly anchored to delivering the two 
sections by July and December 2026 respectively; that is, around three years before the 
expected full commissioning of Snowy 2.0. 

The relationship between HumeLink timing and the commencement of commissioning of 
Snowy 2.0  

127. Transgrid’s statement on the relationship between Snowy 2.0 timing and the timing of 
HumeLink is made most clearly in its MCC report, where it states the following:42 

Further, delivery of HumeLink in July 2026 is necessary to support the sequence of 
commissioning works required to connect Snowy 2.0 and relieve network constraints in 
southern NSW.  These works include establishing a substation, 500kV connections and 
associated works that align with the first expected power flows from Snowy 2.0, from July 
2027 onwards.  Any delay of HumeLink beyond 2026/27, would forgo market benefits as 
it risks constraining Snowy 2.0 (i.e.  limiting its dispatch to 660 MW) and delay its full 
connection to the transmission system. 

128. We find this statement unconvincing.  As we have noted above, while a commissioning 
window for HumeLink is required, connection of Snowy 2.0 to the Transgrid system does not 
in itself require HumeLink to be commissioned since a separate project is providing Snowy 
2.0 with its required connection to Maragle substation.  Transgrid stated in our meeting that 
relief of the constraint is required for the commencement of Snowy 2.0 commissioning, 
though we have not seen this corroborated in any other source, and this need does not 
appear to be recognised in AEMO’s ODP.   

129. Transgrid’s statement that delivery beyond 2026/27 would forgo market benefits by risking 
constraining Snowy 2.0 appears to be inconsistent with the AEMO ODP, which is based 
directly on AEMO’s assessment of the timing of expected benefits.  Further, we would not 
expect the loss of market benefits from constrained access of Snowy 2.0 to be material until 
full output from Snowy 2.0 is achieved (i.e.  in late 2028 or 2029 according to the current 
schedule) and this view is consistent with AEMO’s ODP which finds that the optimal timing 
for HumeLink (under any scenario) is by 2029/30.   

130. We consider that Transgrid is misleading in seeking to justify the need for ‘delivery of 
Humelink in July 2026’ based on the timing of Snowy 2.0.  Moreover, the latter part of 
Transgrid’s statement somewhat undermines this claimed timing requirement by referring to 
loss of market benefits if HumeLink is delayed beyond July 2027 – i.e.  up to a year later 
than Transgrid’s plan. 

131. From the information provided, we can only conclude that a possible Snowy 2.0 timing 
driver for HumeLink arises possibly from sometime in late 2027 and becomes more 
compelling through 2028 and 2029.   

 
41  A.1 HumeLink - Stage 2 (Delivery) - Contingent Project Application - Principal application document, Transgrid, 21 

December 2023, page 11. 
42  Transgrid Material Change in Circumstances (MCC) report, February 2024, page 6. 





 

 

 
Assessment of proposed expenditure for CPA2 AUSTRALIAN ENERGY REGULATOR | 25 

138. We queried the significant difference between Transgrid’s IR05 and IR06 responses.  This 
led Transgrid to advise that ‘…the output pertaining only to Time Delay in IR#05 is 
inaccurate and should be discounted’.45 Transgrid now also advised that ‘the Monte Carlo 
assessment is undertaken for calculating cost contingency only’ and that ‘calculating time 
delay costs using Monte Carlo method is not in line with the process adopted by Transgrid 
in developing risk contingency.’ 

139. We consider that Transgrid’s statements do little to clarify the timing-related implications of 
its delay-related risk-cost analysis, which transparently calculates a significant portion of its 
proposed risk-cost allowance as a function of delays.  We do not see how it is credible for 
Transgrid to propose an aggregate risk-cost calculated on the basis of probabilistic project 
delays, yet not acknowledge the implied probabilistic project delay itself.  Further, Transgrid 
has explained that individual delay risks will only affect the project cost to the extent that 
they result in a delay or prolongation of the project itself and this is a factor that we consider 
in our findings in section 4 on the level of its proposed risk-cost allowance.   

140. We consider it to be an inescapable conclusion that the risk-cost allowance that Transgrid 
has proposed relies on assumptions that overall project delivery will be delayed, but that the 
project schedule that Transgrid has submitted and has used to profile its proposed CPA2 
cost allowance does not account for such delays. 

Transgrid’s claim to deliver on time and within budget 

141. Transgrid claims that its CPA2 submission reflects what is ‘required to deliver Humelink on 
time and within budget’. 

142. We consider this statement is disingenuous: 

• If ‘within budget’ means ‘for the cost proposed in CPA2’, then this would not deliver the 
project on time, because it is based on assumed delays which appear to be significant. 

• If ‘on time’ is defined as July/December 2026, then Transgrid’s CPA2 submission does 
not deliver this for a budget that would be consistent with this delivery timing, as 
Transgrid has presented its budget as allowing $272 million of risk-costs for time delays 
that essentially would not be required if the project was delivered to this timeline. 

143. In summary, there is an intrinsic and significant inconsistency in Transgrid’s CPA2 
submission, between its claims on project timing and its proposed expenditure allowance.   

3.4.3 Commissioned reports 
144. We sought information from Transgrid on a Quantitative Schedule Risk Analysis (QSRA) 

that initial documentation indicated Transgrid had commissioned.  In response to an 
information request, Transgrid provided a report by a consultancy firm, TBH that was dated 
7 September 2023.46  Transgrid described the scope of the assessment as being to: 

– ‘develop an appropriate time contingency allowance for the project that accounts for 
both Transgrid and the contractor; 

– validate the probability of meeting the deterministic finish dates for key milestones; 

– Identify the high-risk areas or opportunities; and 

– recommend alternative options and measures to aid in achieving the desired 
objectives and outcomes of the project.’47 

145. The report provides a relatively detailed project schedule analysis, focusing on assessment 
of the timing the key project milestones, through to final commissioning of the project. Dates 
are ascribed to each milestone with P10, P50 and P90 probabilities.  As Transgrid 
summarises in its response, the ‘best case’, representing a one in ten scenario, was 

 
45  Transgrid email clarification to AER re information request #06, 1 May 2024 
46  Transgrid’s response to IR05, Question 10. Transgrid provided the report by TBH ‘HumeLink – CPA2 Stage Time 

Contingency Report’, (7 September 2023) as PCR0.10. 
47  Response to IR05, Question 10 
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assessed as an overall project delay of 2.6 months, with a most likely scenario being 8.2 
months and a ‘P90’ worst case delay of 11 months.  Transgrid refers in its response to the 
P50 completion date for ‘Commissioning – Residual Power’ as determined in the TBH 
assessment, as 27 September 2027.  For the project as a whole, TBH states that at the time 
of its assessment the ‘earliest finish date of 30 July 2026 …has a very low probability of 
being met48 and in its IR response, Transgrid refers to the range of outcomes from the 
analysis resulting in less than a 1% chance of the ‘base date’ being achieved.   

146. While the TBH QSRA report is the only independent assessment provided for the overall 
project schedule, it has been superseded by events. For example, the TBH assessment 
predated signing of the Tendered Works contracts, which were themselves delayed and, we 
assume for this reason, assumes a single delivery date for the east and west sections, 
rather than the July/December staggered commissioning dates subsequently contracted.  

147. The TBH report also assumed NTP2 would be issued by 29 July 2024 (on a P50 basis), 
whereas Transgrid has advised, as of mid-March 2024, that it is currently planning on being 
able to issue this at the end of September 2024, i.e.  a further 2-month delay.  Other factors 
have also changed since TBH’s report was provided, as is inevitable.  While informative, it 
therefore does not provide a project schedule assessment that aligns with Transgrid’s CPA2 
submission.   

148. We asked Transgrid to advise whether the profile of expenditure that it has proposed in 
CPA2 reflects the delayed schedule indicated in the QSRA assessment, or any other delay 
scenario.  Transgrid advised that ‘no such analysis has been undertaken and the capex 
profile is uniformly forecasted.’ We take this to mean that Transgrid’s CPA2 expenditure 
profile is based on its targeted July/December 2026 completion timing. 

149. Transgrid also commissioned an Independent Verification and Assessment by GHD, to 
undertake a bottom-up assessment of evidence that supports the forecast cost elements, as 
well as a top-down assessment.49 

150. GHD comments on project duration in Appendix A of its report, presumably from its review 
of Transgrid documentation including the QSRA report referred to above, that ‘The 
likelihood of achieving the deterministic base date is less than 1%’.50 It is not clear from 
GHD’s report whether, or to what extent, it took this timing into account in its assessment.  

151. While current risk-based assessments of the overall project schedule and expected delivery 
dates for the east and west sections are therefore currently unclear, these commissioned 
reports provide further evidence that the schedule and expenditure profiles presented in 
Transgrid’s CPA2 submission are not consistent with reasonable and likely estimations of 
the project timeline. 

3.4.4 Factors for which Transgrid has identified potential delays 

Context for delay risk information 

152. The material in this section is intended to provide an indicative window to the factors that 
Transgrid has identified as potential causes of delays.  As we have stated previously, 
Transgrid has provided delay information that it has applied in determining its proposed risk-
cost allowance, and we have assessed that specifically in section 4. Delay risk information 
has also been used in assessing project schedule milestones and overall project timing, as 
described in section 3.4.3, however this is not always consistent with the assumptions 
applied in Transgrid’s risk-cost analysis.  

153. While the information in this section directly reports from source information that Transgrid 
provided, it should be read as providing an indication of the key delay-risk factors that 

 
48  Humelink – CPA2 Stage Time Contingency Report, TBH, 07 September 2023, page 21. 
49  Humelink CPA2, Independent verification and assessment, GHD.  This report was originally dated 30 November 2023.  

An updated version was provided dated 16 April 2024.  
50  Ibid, Appendix A, page 61. 
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• scope variations due to Transgrid changes to its manuals or requirements; 

• manufacturing and shipping delay risks; 

• potential delay risks relating to Aboriginal land claims or discovery of heritage artefacts; 

• delay risks due to loss of social licence, and 

• severe or protracted weather-related delay risks (beyond the ‘normal’ weather-related 
contingencies already allowed for). 

Other observations  

162. Transgrid has undertaken a process to identify potential causes of delay and has sought to 
apply a mix of evidence-based and experience-based parameters in defining these risks 
and their probabilistic delay impact.  We have not exhaustively assessed the 
reasonableness of these parameters, though we take note of the ‘workshop’ processes that 
Transgrid has utilised and the independent reports that it commissioned.  These 
substantially support the likelihood that the project will be delayed relative to Transgrid’s 
reference delivery dates. 

163. In section 4, we consider specific risks that Transgrid has allowed for, by reference to AER’s 
Guidelines, and we seek to broadly align those findings on risk-costs with implications for 
delay risk. 

3.5 Transgrid’s consideration of the project’s timeline at 
key decision points 
Relevant decision points 

164. The ability to mitigate delay costs is highest before delay-costs have occurred and before 
Transgrid has made commitments on the basis of plans that differ from those that 
eventuate.  We have considered the cost implications of delay by reference to two 
milestones that we consider to be most relevant: 

• Milestone 1: The time at which Transgrid committed design and construction tenderers  

• Milestone 2: The time at which Transgrid commits to labour resourcing to manage 
design and construction.   

Design and construction timing 

165. Transgrid has explained that its design and construction tenders are based on the delivery 
dates that we have referred to above: namely, that east section will be delivery by July 2026 
and west section will be delivered by December 2026.   

166. In our onsite meeting, Transgrid presented a schematic that showed the two contracts being 
awarded in early October 2023.56  However Transgrid’s project website announces the 
award of these contracts on 4 December 2023, and we understand this to be the case.57 
This was shortly before Transgrid provided its CPA2 submission to the AER. 

167. In an IR, we asked Transgrid when it concluded that it would be unable to exercise NTP2 by 
20 July 2024, as it had planned.  Transgrid responded that it was aware of this ‘on or around 
27 February 2024 at which point an instruction was issued to the Contractors advising of a 
likely 10-week delay’.58 

168. Evidence suggests that Transgrid had identified in July 2023 what it referred to as ‘a 
significant risk of delay costs that have a high likelihood of occurring’, as we show in Figure 

 
56  Transgrid presentation to AER and EMCa ‘AER EMCa CPA-2 Review - Major Project - Humelink’, 15 March 2024, page 

22. 
57  Transgrid Announces Construction Partners for Nation-Critical HumeLink Project | Transgrid. 
58  Transgrid response to IR05, Question 6. 
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these additional costs.  But by contracting design and construction in December 2023, with 
target completion dates of July and December 2026, we consider that Transgrid exposed 
itself almost immediately to delay-related risk-costs with its contractors. 

Commitment of labour resources 

172. Given the information that Transgrid had provided showing that its likely delivery date would 
be considerably later than the targets that its CPA2 proposal is based on, we asked 
Transgrid whether this might have implications for its labour resource plan.  We were 
particularly interested in understanding whether Transgrid might have considered it prudent 
to schedule its labour resourcing based on a construction campaign of around the period 
that its risk assessment was indicating (indicatively, July/December 2027 completion).  And 
if so, whether this might result in a lower cost than planning to July/December 2026 targets 
but then incurring ‘delay costs’ if (as all indicators suggested) it did not achieve those target 
dates. 

173. While we understand the value of a momentum mentality in driving to achieve a project such 
as this, a finding that a particular approach is prudent and efficient requires consideration of 
alternative approaches. 

174. We found that Transgrid had not formally considered modifying its resourcing plan around a 
2027 completion and considered that it would be lower cost to resource on the basis of 
achieving July/December 2026 delivery, and then to incur ‘delay costs’ to the extent that it 
did not achieve this delivery date.  We nevertheless asked Transgrid to assess this option. 

175. Transgrid provided the analysis shown in Figure 3.2, together with some explanatory notes.  
As shown, Transgrid’s overall assessment is that the cost would be around $100 million 
higher than its CPA2 submission.  We find it surprising that it would cost more to plan to 
deliver HumeLink in accordance with an expected delivery timeframe than to commence the 
design and construction stage with an accelerated plan that Transgrid’s own advisers say 
has only a 1% probability of being achieved, but then to incur delay-related risk-costs.   

176. As part of its response Transgrid provided the GANTT chart that we reproduce in Figure 3.3.  
Despite us seeking to define the scenario in effect as a prolongation of the delivery time 
from 2 years to 3, it appears that Transgrid considered a scenario in which there is 
effectively a one-year pause before commencing the same two-year pre-construction and 
construction campaign as it has included in its current plan. 
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Figure 3.3: Transgrid GANTT chart illustrating its assumptions for a one-year delayed completion scenario 

 
Source: Transgrid response to IR05, questions 2a and 2d, ‘PCR0.11 AER Q2 Response’, page 8 

177. As part of our scenario query, we also asked Transgrid to provide an indicative resourcing 
plan to support the ‘’alternative project management” scenario.  Transgrid provided such a 
plan, with monthly FTEs. 

178. As is shown in Figure 3.4, Transgrid’s scenario resourcing plan has only slightly lower FTEs 
in the ramp up phase but reaches the same level as in its accelerated plan, despite the 
longer construction campaign and then has a one-year prolongation overhang at this same 
level.  Transgrid’s resourcing assumptions for this scenario therefore go a significant way 
towards explaining why Transgrid’s estimated cost under this scenario is higher than under 
its CPA2 proposal. 

179. As we have stated in section 3.1, we consider that prompt execution of a project plan to a 
deliverable timeframe will result in the most efficient cost.  However, for a given deliverable 
timeframe, we are not convinced that it is more efficient to commence a project by 
resourcing and contracting to an accelerated but highly unlikely timeframe, then incurring 
‘delay’ costs.   

Figure 3.4: Transgrid resourcing plan for CPA2 submission timing, and alternative resourcing plan for delivery 
one year later. 

 
Source: EMCa analysis, using data from Transgrid’s response to IR05, question 2b, ‘PCR0.11 AER Q2 Response’, and 

submission document ‘A.7 - Humelink CPA 2 - Labour and Overhead Costs’ 
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3.6 Implications for proposed cost 

3.6.1 Transgrid’s expected cost of delays 
180. Transgrid states that it has included a cost allowance of $272 million for the risk-cost of 

delays, in its CPA2 submission.  This amount is part of the overall allowance of $599 million 
for ‘Other Construction Costs that we consider in section 4.  However, as we describe in 
section 4, we find that the risk-costs resulting from assumptions regarding timing delays 
sum to considerably more than $272 million and that project timing-related risks dominate 
the proposed risk-cost allowance.   

3.6.2 Conclusions on timing 
181. Our conclusions on project timing are as follows: 

Transgrid’s target timing of July/December 2026 is self-determined 

182. Transgrid states that its target is to deliver HumeLink by 2026 and it has developed its 
CPA2 schedule on this basis.  Transgrid states that this is an AEMO requirement, however 
AEMO states that Transgrid has provided this as its ‘earliest in service dates’.  Depending 
on AEMO’s scenario, this is around three years before the Optimal Development Path 
requirement for HumeLink and at the beginning of the AEMO ‘actionable window’ for this 
project.   

183. We also find that Transgrid has not provided evidence sufficient to conclude that HumeLink 
is required by 2026 to facilitate connection of Snowy 2.0, noting that Snowy 2.0 
commissioning is currently not scheduled to commence until late 2027.  It is not clear from 
information provided at what point the lack of connection to HumeLink might become an 
impediment to Snowy 2.0 commissioning, but we note that full power from Snowy 2.0 is 
currently expected by late 2028 or 2029.   

Transgrid is highly unlikely to be able to deliver HumeLink by July / December 2026 

184. Transgrid’s own delay-risk assessment indicates that it is highly unlikely to deliver HumeLink 
by the July and December 2026 target dates that it has stated in its CPA2 submission as its 
scheduled delivery dates, respectively, for the east and west sections.  Transgrid’s external 
advisers similarly define a minimal likelihood of achieving the 2026 target dates and likely 
delivery timeframes in 2027.   

Transgrid’s CPA2 cost is based on delivering HumeLink later than July/December 2026 

185. Transgrid has proposed a CPA2 cost allowance that it has calculated consistent with a P70 
achievable delivery date that is significantly later than its target July/December 2026 target 
dates and includes $272 million of what it describes as delay-related risk-costs in its ‘time’ 
risk category.   

186. As we discuss in section 4, we find that the components of Transgrid’s proposed risk-cost 
allowance that are based on assumed delays sum to more than the $272 million that it has 
referred to and assume a significant overall project delay.  We further consider the validity of 
specific delay-related risks in section 4, where we conclude that a lower allowance for risk-
costs is warranted.   

Aspects of Transgrid’s planned timing are likely to have led to costs that are higher than a 
reasonable and prudent level  

187. While an expeditious project plan is most likely to deliver an efficient outcome, we consider 
that Transgrid has added an inefficient level of risk-cost to this project by planning to an 
accelerated delivery date that is unlikely to be achieved.  We consider that it is more likely 
that HumeLink would cost less if Transgrid was to work to a plan that is based on a timeline 
that its own assessment and that of its advisers, finds to be realistic.  Transgrid may by now 
have already partly foregone that opportunity through the terms now embedded in its 
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principal contracts with its two design and construction partners though Transgrid has also 
advised that it is already working to seek to mitigate additional costs that are already being 
claimed.   

188. With pre-construction apparently delayed, as well as environmental approvals, we consider 
that there are likely opportunities for Transgrid to assign labour and possibly some indirect 
costs more efficiently by reconsidering and taking account of the likely and realistic project 
delivery timeframe.  As we discuss in sections 4 and 5, we consider that by doing so, the 
extent of risk-cost that Transgrid has proposed based on this delivery timeframe should be 
less than it has proposed. Moreover, Transgrid has advised that it is already taking such 
actions and its current project resourcing is less than it had assumed in its CPA2 
submission.   

The profile of the CPA2 expenditure allowance should be aligned with the expected timing 

189. The expenditure profile that Transgrid has proposed for CPA2 does not align with the 
project timing that is built into its proposed cost allowance through its risk-cost allowance.   

190. The total cost allowance should align with a P50 estimate of the project’s timing, and the 
expenditure profile should similarly align with that timing.  In approximate terms, this would 
stretch the allowed budget over a period to 2027/28, rather than to 2026/27 as Transgrid 
has proposed.  Since it seems likely that construction, which was timetabled to commence 
in January 2025 will now be delayed until quite late in the 2024/25 FY, we would expect a 
re-profiled expenditure allowance to result in a significant reduction in the required 
expenditure in that financial year. 
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4 REVIEW TOPIC 2: PROPOSED RISK COSTS 
As part of its proposed CPA2 cost allowance, Transgrid has included a risk-cost 
allowance of $599 million, which it refers to as ‘Other Construction Costs’.  Transgrid 
has quantified the probabilities and consequences of specific risks that it has identified 
and its proposed allowance results from Monte Carlo simulation of these probabilistic 
cost distributions.  Most of the proposed risk-cost allowance results from Transgrid’s 
assumptions regarding various risks that would result in project delay. 

We have considered the evidence provided by Transgrid at an individual project risk 
level for each of its 74 risks, focussing on the top 25 risks that account for 90% of the 
risk-cost allowance and its modelling of the aggregate risk-cost allowance. 

The principle of including a probability-weighted allowance for risks that are likely to 
occur, above those included in the base case estimate, is reasonable.  However, we 
consider that Transgrid’s application of this methodology results in an overstatement of 
the risk-cost allowance that it proposes for the HumeLink project.   

We consider that Transgrid has not taken satisfactory account of the AER guidance 
material available to it, nor has it adequately drawn from AER’s interpretation of this 
guidance in recent determinations regarding matters such as the allowable inclusion of 
certain risks nor for its estimate of costs associated with these risks.  Transgrid also 
has not adequately considered mitigation of identified risks including from 
management of its own costs, from contract management and incentive mechanisms 
and contractor contingencies that it has presented to us.  These issues are further 
exacerbated by Transgrid’s adoption of the ‘P70’ value of its aggregated risk-cost, 
meaning that its proposed allowance represents a value that it has a 70% probability of 
not exceeding, rather than an ‘expected’ value.  We consider its proposed risk-cost 
allowance also results to an extent from the accelerated timeline that it has adopted. 

AER asked Transgrid to produce risk-cost outcomes for a range of scenarios with an 
alternative set of risks and risk-cost assumptions to generate alternate aggregate risk-
cost allowances.  Except for the specific alternative assumptions, this modelling 
otherwise reflects Transgrid’s assumptions and methods used in its Monte Carlo 
modelling.  The scenario that reflects the findings of our report indicates a P50 risk-
cost allowance of $339 million.59 This is 43% less than Transgrid has proposed and 
represents 7.9% of its proposed aggregate project cost.   

This alternative risk-cost allowance would still be higher than benchmarks we have 
identified.  However, we consider that a higher allowance around this level is 
consistent with the higher risk that Transgrid has retained through its contracting 
model, and against which it claims to have achieved lower base contract costs. 

For the reasons that we have outlined in section 3, the assumed project delivery 
timeline should be consistent with the risk-cost allowance.  However, without access to 
the time-dependency relationships that Transgrid has relied upon we are not able to 
assess the implied aggregate project delay and at time of drafting this report, this 
information has not been provided by Transgrid.   

 
59  Includes biodiversity offset and social licence-related risk-costs of around $40m, that were not in our review scope.  
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4.1 Introduction 
191. In this section we present our assessment of the risk-cost allowance that Transgrid has 

proposed for inclusion into its CPA2 capex forecast for HumeLink.  The risk-cost allowance 
is intended to address the remaining risk and uncertainty associated with the final 
construction phase of the project, having completed the early works associated with CPA1, 
also referred to as Stage 1, comprising Part 1 and Part 2. 

192. We have assessed Transgrid's proposed project risk-cost allowance by a number of 
methods: 

• Bottom-up assessment including: 
– examining the individual risk items included within its allowance against the AER 

guidance, and previous AER decisions; and 

– review of the methodology for calculating the probability and financial impact of 
each individual risk.  Here we also considered whether there were offsetting factors 
such as duplication between risk items or symmetrical likelihood of risks relating to 
both cost increases as well as cost savings. 

• Top-down assessment of the risk-cost allowance against previous AER decisions and 
Transgrid’s own advisors. 

193. Our review has focussed on the methodology followed by Transgrid, and the application of 
reasonable inputs consistent with that methodology.  We have not sought to independently 
develop a risk-cost allowance for this project using all inputs known to Transgrid, but rather 
undertake a review of the information provided by Transgrid to support the composition of 
the risk-cost allowance proposed as a part of CPA2.   

4.2 What Transgrid has proposed 

4.2.1 Overview  
194. Transgrid has included $599 million as a risk-cost allowance in its CPA2 capex forecast, 

comprising 14% of the CPA2 capex forecast, and 12% of the total project cost of $4,892 
million.  Transgrid refers to this as a risk-cost allowance and as the ‘other construction costs’ 
in the submission. 

195. Transgrid describes the inclusion of the risk-cost allowance as: 

‘The risk contingency required for this major project must appropriately reflect the 
complexity, uncertainty, contract model selection and large variety of risks the Project 
has exposure to, and to ensure successful delivery for consumer benefit.’ 60 

196. Transgrid’s risk-cost allowance comprises 74 risks,61 with the top 25 risks accounting for 
$537 million (or 90%)62 of the total Other Construction costs of $599 million.63 

 
60  Risk and Contingency Report, Transgrid, page 8. 
61  Some individual risks were included at zero value. 
62  CPA1. 
63  Risk and Contingency Report, Transgrid, page 5. 
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‘A probability distribution represents the likelihood that an indefinite quantity will take on 
any value within the range of values that can arise.  We have adopted Trigen distribution 
to remove distortion of distribution driven by extreme events (absolute best and worst 
cases).  The data was developed for each risk item by considering a plausible best and 
worst cases, (P90 and P10 equivalents).   

The Monte Carlo analysis also considers risks that are likely to occur together and other 
risks that are unlikely to occur together.  Our model considers correlations for risks that 
have the same drivers of uncertainty.’ 

201. Transgrid sought expert advice for the development of its risk register, and individual risk 
items which it has relied upon in developing its proposed risk-cost allowance. 

Consideration of Transgrid versus contractor risks 

202. Transgrid states that it has identified the risks that are owned by Transgrid, and those 
owned by the contractor.  The contracts developed for the project provide an adjustment 
mechanism for risk events that cause delays, that are owned by Transgrid, including the 
following:  

• Site access delays 

• Acts of prevention (by Transgrid, Landholders or Interface Contractors) 

• Planning Approval delays 

• Native title and Cultural Heritage (artefact find) delays  

• Unforeseeable Utilities  

• Changes in Law 

• Inclement Weather exceeding the allowances in the Contract (evidence-based)  

• Failure to provide Employer Supplied Materials  

• Failure to provide track possessions or Outages; and  

• Force Majeure events.  67 
203. Transgrid has similarly identified those risks for which the contractor is also entitled to claim 

cost.   

Biodiversity risk and loss of social licence risk-cost are not within our scope of review 

204. In accordance with the scope of our review, we have not considered biodiversity risk (also 
referred to as environmental offset risk in prior AER decisions), nor have we considered 
risks associated with loss of social licence. 

4.3 Transgrid’s methodology for determining risk-costs 
205. We consider that many of the risks and uncertainties identified by Transgrid for the 

HumeLink project are reasonable.  Our assessment focusses on the issues that we have 
identified and the impact of those issues on the determination of a prudent and efficient risk-
cost allowance. 

4.3.1 Management of risk in project allowance 

Process and methodology adopted by Transgrid is reasonable  

206. It is reasonable to include a risk-cost allowance based on the risk and uncertainty of 
delivering the project scope.  In Figure 4.1 below, we show a typical breakdown of a project 
budget that includes provision for risk-cost allowance. 

 
67  Risk and Contingency Report, Transgrid. 
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Figure 4.1: Breakdown of a typical project cost estimate 

 
Source: Risk, time, cost and contingency - Identifying, quantifying and managing risk, time, cost and contingency, CM REF: 

D21/163352, figure 5 and figure 8, Victoria Department of Treasury and Finance 

207. In Figure 4.1 above, the authors refer to the base risk estimate as:68 

‘the amount estimated for project risk, uncertainty, and escalation with a 50 per cent 
confidence level.  Combined with the base cost estimate, this equals the P50, denoting a 
50 per cent probability that the cost estimate will not be exceeded.  It is not the sum of all 
identified project risks and may be higher than the most likely project outcome.’ 

208. We consider the representation in Figure 4.1 above instructive, as it reflects a risk-cost 
allowance in the project cost estimate based on a P50 probability, and an additional risk-
cost allowance that extends the project cost contingency retained for other purposes 
including project funding.  In addition, this figure is contained within broader guidance by the 
Victorian government, relevant to the delivery of mega projects including contracting models 
adopted by Transgrid for HumeLink. 

209. We explore that basis of the estimated risk-cost in later sections of this report.  In general, 
we consider that Transgrid has following a methodology and process to develop a 
probability weighted risk-cost that is logical and, depending on the soundness of judgement 
used to determine inputs and risk tolerance levels, should calculate a reasonable 
aggregated risk position. 

Assessment of risk ratings is not compelling 

210. We have focussed our assessment on the quantitative assessment proposed by Transgrid, 
and which leads to the risk-cost allowance.  As part of its risk register, Transgrid also 
includes a qualitative risk assessment, using a traditional risk matrix, for ratings of 
uncontrolled risk (before risk treatments) and controlled risk (after risk treatments and 
existing controls).   

211. Overall, Transgrid has included 5 extreme risks, 9 high risks, 42 medium risks and 17 low 
risks.  A further risk does not have a rating. 

212. We would expect a clear relationship between the higher value risks and those rated high 
and extreme using Transgrid’s risk ratings.  If we consider the risk consequence categories 
of cost and time, a major consequence is considered for financial values of $20 million to 
$200 million, and milestone over-run of 3-6 months, and catastrophic beyond these values.  
Based on our assessment presented earlier, many of the identified risks in the top 10 had 
values greater than $20 million, however were not all considered as a high or extreme risk.  
Similarly, there are five extreme risks where the financial value did not exceed $200 million.   

 
68  Risk, time, cost and contingency - Identifying, quantifying and managing risk, time, cost and contingency, CM REF: 

D21/163352, page 25, Victoria Department of Treasury and Finance 
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• TNSP to explain where and why it has transferred risks to contractors as part of its 
scope of work 

• TNSP to identify, establish and maintain a risk management framework for all project 
risks. 

217. AER guidance specifies considerations where a risk-cost allowance would not be provided.  
These include that:  

• it would not provide a project risk allowance that completely covers the eventuality of all 
consequential costs being incurred; and 

• a risk allowance would not be allowed for risks that are reasonably under, or should 
reasonably be under, the TNSP’s control or form part of its business-as-usual practices. 

218. We have taken account of the above factors, and of decisions made by the AER in recent 
determinations when applying these factors in our assessment. 

Transgrid claims to have applied the AER guidance note 

219. We asked Transgrid to describe how it has met the requirements of the AER guidance 
note72 for the development / presentation of risk provisioning.  In response to our request, 
Transgrid provided statements in its submission in relation to the following references to 
AER’s guidance note: 

• Section 2.6: ‘AER can accept a project risk allowance …’  

• Section 2.6.2: ‘Consequential cost adjusted to reflect likelihood of occurrence.… 
accounting for the presence of any controls or mitigations.’   

• Section 2.6.3, ‘Risk management, requires a robust risk management framework.’   

• Section 2.7.1 Basis of cost estimates, The guidance note requires estimates that: ‘are 
not overly conservative….and should be realistic.’73   

220. In its response, Transgrid also refers to the project having ‘been audited and reviewed on 
several occasions against the frameworks, procedures and plans also by other external 
consultants, against what they consider is best practice.’74 We consider this further in the 
following section. 

221. As we detail in our assessment, we have found evidence of individual risks that are not 
consistent with the AER guidance note, and advice that is not by Transgrid’s description 
evidence of an audit or extensive review of its proposed risk-cost allowance. 

Transgrid has involved contractors in developing its risks 

222. During our onsite discussion, we were presented with a summary of the stakeholders 
involved in developing the risk register.  Initially, we did not see sufficient consideration of 
the contractors in these workshops, such that the risks may overstate the likely costs having 
not adequately considered the provisions made by the contractor or mitigations of those 
risks.  Following further enquiry, including an IR, Transgrid confirmed that: 

• Each contractor participated in 4 risk workshops during the Early Contractor 
Involvement (ECI) period (8 total including below).   

• In ECI Stage 1, each Tenderer together with the Transgrid Project Team attended one 
risk workshop to review, identify and discuss the top 30 risks and opportunities.   

• In ECI Stage 2, each Tenderer together with the Transgrid Project Team attended three 
risk workshops. 

223. We remain concerned that the costs estimated by Transgrid may overstate the level of risk 
that may incur. 

 
72  Ibid. 
73  Transgrid’s response to IR02, question 26. 
74  Ibid. 
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224. We also understand from the report by fission that the risk and uncertainty contingencies 
identified by each of the contractors were included in the cost estimates in CPA2 and 
importantly were included in the Transgrid risk report.75 However, we have not seen 
sufficient evidence to convince us that risk and contingency costs included by the 
contractors have not also been included in Transgrid’s risk-cost allowance. 

225. Based on the fission report, which appears to be based on an earlier version of the 
estimated target cost, the risk and contingency amounts included by the contractors in the 
tendered costs total approximately $165 million.  Whilst the contractors arguably have 
responsibility for a different set of risks, the associated risk and contingency allowances 
have the potential to overlap with the risks identified in Transgrid’s risk register.  However, 
based on these provisions, and additional float time included in the project schedule76, we 
consider that the mitigated risk values should be considered in the residual risk register, 
rather than the inherent or unmitigated risks.  We tested each of the individual risk events 
and contingencies to determine the degree to which Transgrid had taken account of 
possible risk mitigations. 

P50 is the appropriate metric for assessment of the risk-cost allowance 

226. We consider that adoption of a P50 probabilistic risk-cost allowance, rather than the P70 
that Transgrid has chosen, is required.  We base this on the following: 

• P50 has been adopted in recent AER decisions,77 including for PEC.78 

• In its compliance claims to the AER Guideline requirements in its CPA2 submission, 
Transgrid claims that the ‘[r]isk-costs in this Stage 2 Application have been considered 
for each activity and the associated costs are based on a qualitative approach to 
determining the mid-point (i.e., P50) estimate of the forecast costs.’79 

• Transgrid has required that its contractors base their assessment of risk and 
uncertainties on a P50 basis.80 

• P50 is supported by Infrastructure Australia and included in its guidance material81 
including material developed by state governments that feed into this process as sighted 
by EMCa. 

227. Transgrid claims that it is ‘typical’ to apply probability levels of P80 as a basis for its 
selection of P70, however in our opinion this results in a material overstatement of the risk-
cost allowance. 

Some considerations in the AER guidance have not been adequately considered 

228. The AER guidance material includes considerations such as:  

• Inclusion of project risks and efficiencies that lead to cost reductions.  Of the risk-cost 
allowance of $599 million, Transgrid has identified risk and uncertainty events leading to 
cost reductions totalling $1.8 million. 

• The AER determination is not intended to completely de-risk a project.  Whilst it cannot 
be determined whether or not Transgrid’s intention is to completely de-risk the project 
from the information available, the inclusion of a 12% risk-based contingency is high 
relative to other projects. 

• It may not be efficient to fully identify and mitigate all project risks.  Transgrid has 
identified 74 risks, of which the top 25 account for 90% of the proposed risk-cost 

 
75  Transgrid response to IR05, Humelink Project Independent Review of Contractors Cost Estimate, fission, March 2024.  
76  As included in the project Gantt chart and confirmed in discussion with Transgrid. 
77  Final decision - TransGrid transmission determination 2018 to 2023, Attachment 6 – Capital expenditure, AER 
78  Project Energy Connect, Cost Estimate Report, ElectraNet 
79  Principal Application document, table 7-2: Compliance to AER Guidelines, Transgrid. 21 December 2023 (and which was 

removed in the subsequent draft submitted on 7 February). 
80  HumeLink Project Independent Review of Contractors Cost Estimate, Fission, March 2024. 
81  Assessment Framework 2021 Guide to economic appraisal, Infrastructure Australia 
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asymmetrical increase to the project cost and risk-cost allowances.  This is further 
impacted by cost uncertainty in many areas of the project. 

• The proposed risk-cost allowance for HumeLink uses risk-sharing mechanisms within 
collaborative contracting arrangements which result in a higher owner’s risk-cost, which 
we would expect.  As discussed in section 6, the selected commercial model seeks to 
reduce the overall risk and uncertainty of the project, and which should result in a lower 
overall cost of the project.  We accept that whilst the commercial model is becoming 
commonplace in Australia for megaprojects, it remains new for electricity infrastructure, 
and therefore the experience in its application is developing.  Additionally, there is 
additional complexity associated with the scope and timing of HumeLink, that may 
impact the risk provisioning.   

243. Accordingly, the comparison to past projects cannot be directly applied to HumeLink. 

4.3.3 Accounting for the commercial model and governance structure 
244. Transgrid describes its owners risk, or provision for other construction costs, as: 

‘This element of the risk contingency is required for the shared risks Transgrid retains 
under the D&C ITC contract which fall under the reimbursable component of the 
payment model’85 

245. In terms of the out-turn contact cost for the reimbursable items, Transgrid also states: 

‘Delivery Partners are incentivised via the painshare gainshare regime to drive contractor 
and subcontractor performance of the reimbursable cost elements within the target cost 
allowance to avoid paying in the overrun for these costs which would unnecessarily 
increase capex and reduce the margin fee they earn for the project.  86   

246. Accepting this is a feature of the commercial model, we expect that the same pressures are 
applied to Transgrid in driving the cost elements within the target cost. 

247. We expect that the proposed risk-cost allowances should not act against the incentive 
provisions that already exist in the commercial model to encourage transparency and 
innovation, such that these and other items may result in costs that are lower than those 
included in the base estimate for target cost and not all above.  For that reason, we would 
suggest that costs proposed that are not consistent with the adopted commercial model and 
are not prudent and efficient.  We explore these issues further in our review of specific risks, 
and specifically for the included reimbursable risks costs. 

Early resolution of issues is a feature of the governance structure 

248. Transgrid has established a contract-level governance structure aimed at early resolution of 
identified issues as shown in Figure 4.5 below. 

 
85  Risk and Contingency Report, Transgrid, page 12. 
86  Ibid. 
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Figure 4.5: Contact management governance structure 

 
Source: Transgrid response to IR05, ‘PCR0.3 HumeLink Board workshops (compiled)’ 

249. In addition to the incentive provisions, and governance structure provisions, Transgrid has 
formalised a collaborative working arrangement as a part of the commercial model for 
HumeLink to assist deliver the project on budget and on time. 

4.3.4 Level of external review 

Transgrid has engaged external advice for review of its risk analysis 

250. In Table 4.5 we summarise the scope of the reviews by GHD, Beca and fission as they 
relate to the 74 risks included by Transgrid in its risk register. 

251. We have been provided with a copy of a further review of the cost estimated by fission, 
where it concludes that the target cost is considered to represent reasonable value-for 
money / efficient pricing.  fission refers to the contractor risk contingency for the east 
package, and using the similar words for the west package as being: 

‘..based on sound risk qualitative and quantitative assessment and commensurate for 
the West Package noting the transmission line scope is administered under a 
reimbursable cost model’87 

252. In regard to the Transgrid risk contingency, fission concludes that the ‘Transgrid risk register 
is considered robust and prudent, and cross references the respective JV Contractor risk 
registers to minimise risk gaps.’88 It appears to base its view on, amongst other things, its 
own benchmarking analysis.   

253. Whilst fission refers to Transgrid’s risk register, we did not see direct commentary on the 
risk-cost allowances for individual risks relied upon by Transgrid in its analysis, or the 
reasonableness of the risk-cost allowance in aggregate other than when used as a 
percentage in its benchmarking analysis as below: 

‘Transgrid risk contingency at (~P70) correlates to 21.9% of the combined Packages TC.  
fission consider this risk contingency falls within Class 3 AACE Estimate (10% to 40% 
project definition).  Noting that the Substations are lump sum, the Transgrid provision is 
considered reasonable. ‘89 

 
87  Humelink Project Independent Review of Contractors Cost Estimate, fission, March 2024.  
88  Humelink Project Independent Review of Contractors Cost Estimate, fission, March 2024. 
89  Humelink Project Independent Review of Contractors Cost Estimate, Fission, March 2024, page 18. 
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‘considers alignment with AER guidance notes on risk provisioning.’ 93 

257. Transgrid further clarified in response to a separate IR that GHD had not in fact reviewed 
the individual risks as it first claimed: 

‘In general, GHD has not undertaken a review of individual risk, rather the process with 
which risk assessment and quantification has been conducted, should some of these 
risks be provisioned, and how it compares if estimated using class 4/5 estimate.’ 94 

258. When considered alongside other limitations of scope for review of the risks proposed by 
Transgrid identified in Table 4.5 above, we consider that the external review of the individual 
identified risks, and the resulting risk-cost allowance included in the CPA2 submission was 
limited. 

4.4 Consideration of specific risk-costs 
259. We have focussed our assessment on the top 25 risks, as they account for 90% of the risk-

cost allowance.  We undertook a targeted review of the remaining lower value risks, based 
on the issues we identified, and found that these issues similarly exist in these remaining 
risks. 

260. We present the outcomes of our review on an issues basis below, and have summarised 
this for the top 25 risks in Appendix B.  Where we state specific risk-costs, we are referring 
to P55.2 amounts that Transgrid has provided, and which sum to the $599 million that 
Transgrid has proposed.   

4.4.1 Risk-costs that result from assumed delays relative to Transgrid’s 
accelerated timeline 

261. As discussed in section 3, Transgrid’s project plan reflects an accelerated timeline and 
Transgrid’s assessment, corroborated by that of its external advisers, indicates that there is 
a minimal chance that the project plan will be met.  Transgrid has therefore proposed a 
number of risk-costs that represent Transgrid’s assessment of additional costs based on a 
timeframe that it has a higher probability of achieving, and which reflect the impact of 
‘delays’ relative to this accelerated timeline.  This includes probabilistic allowances for 
planning, approval and construction delays. 

262. Transgrid states in its risk report,95 that the risk-costs that are required to deliver HumeLink 
form part of the overall cost of the project and reflect the probability-weighted calculation of 
‘expected costs.’  

263. Transgrid has further grouped its risk-costs into three categories: (i) reimbursable risk-costs, 
(ii) variation risk-costs; and (iii) time (delay) risk-costs.  Transgrid describes the time (delay) 
risk-costs as relating to timing delays that may emerge during the delivery phase because of 
planning or secondary approval delays and construction delays, which result in additional 
labour resources and corporate overhead costs.   

264. In its risk model, Transgrid presents the time (delay) risk-cost (within the overall risk-cost 
allowance of $599 million) as $272 million.96  However, in reviewing individual risks, we find 
a somewhat higher total of $385 million risk-costs that Transgrid has calculated from an 
assumed time delay.  This higher value is the sum of those risks where Transgrid has relied 
on a time delay as the basis for the estimated risk-cost, rather than attribution to the “Time” 
risk category as Transgrid has presented. 

 
93  Transgrid response to IR05, question 8. 
94  Transgrid response to IR05, question 9. 
95  HumeLink CPA-2 Risk Report, Transgrid, page 16. 
96  Humelink CPA2 – ECI Cumulative Risk Model and QRA Register, Transgrid.  
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265. Transgrid claims to have accounted only for delays that it retains accountability for (that is, 
excluding contractor-caused delays) and has applied what it considers to be realistic costs 
for delays, noting that these vary at different stages of the project.  In our review we have 
considered the basis that Transgrid describes for each delay, and how Transgrid has 
ascribed a cost to that delay. 

266. We have focussed on the estimated risk-cost allowance rather than the time delay that is 
indicated by the risk-cost.  Whilst a probability is assigned to each risk, it is not clear to us 
how Transgrid has determined the aggregate time delay, for example how it accounts for 
delays that may be concurrent, or that may be mitigated by other contingent provisions, 
rescheduling or re-prioritisation of works (despite the potential to incur additional costs). 

Planning and approval delays are based on an ‘upper limit’ of possible costs 

267. Transgrid has included a risk that relates to delay and cost claims from the contractor due to 
a Transgrid delay in receiving statutory planning approval, that it describes as Risk ID 2 at a 
cost of  (P55.2).  The contractor is entitled to cost and time relief under the 
contract where there is a failure of Transgrid to obtain an EIS approval by July 2024, and is 
delayed in issuing NTP2 under the contract.97 

268. Transgrid has estimated the risk-cost allowance from the results of the QSRA (as discussed 
in section 3) and moderating daily delay rates provided by the contractors for delay cost per 
day during its ECI process, which Transgrid refer to as Pre-Agreed Values (PAV).  We 
consider that the estimate of time delay measured in days used for the calculation of this 
risk are reasonable at the time the assessment was undertaken, with a likelihood of 90%.  
As explained in section 3, this equates to a P50 approval around November 2024 whereas 
based on our discussions during the onsite meeting Transgrid is planning for approval at the 
end of September 2024.   

269. From discussions with Transgrid, we also understood that the PAVs were provided as 
indicative delay costs during the ECI process and are not in fact agreed by both parties, nor 
do they form a part of the contract.   

270. In advice provided by its independent cost estimator, fission, on the contractor rates to be 
used in development of its risk register,98 it concluded that only 80% of the delay rates are 
‘time-phased.’  We infer this means 20% of the rates are fixed, and the remaining 80% vary 
with time for the duration of the project.  fission made allowance for a fixed proportion of 
these costs as evidenced by the derivation of its ‘full delay prelims cost (per day)’:  

271. In response to our IR, Transgrid clarified that it expects that the PAVs are an ‘upper limit’ or 
‘unmitigated’, and that actual costs are likely to be much lower.  Transgrid’s response refers 
to the advice from fission.100  Our review of this advice suggests that the moderation of the 
PAV rates for fixed versus ‘time-phased’ costs is different to consideration of the potential 
costs after mitigation, in consideration of ‘upper limits.’  We agree with Transgrid that 
accepting the delay rates in the contract, would remove the requirement on the contractor to 
implement mitigating actions, and may result in higher costs.  Notwithstanding that there 
may be a fixed portion to these costs, as suggested by fission, we expect that the variable 
costs once mitigated would be materially lower than the adjusted PAVs applied by 
Transgrid. 

Actual costs of the delay may be lower due to mitigation actions by all parties 

272. As noted above, a delay to the commencement of the project is considered highly likely, 
based on the progress of discussions with government regarding its EIS approval.  A delay 

 
97  Humelink CPA-2 Risk Report, Transgrid, page 18. 
98  Transgrid risk artefact ID02 TG RO Technical memo. 
99  Transgrid Project risk artefact, ID0.2 TG RO Technical Memo v02. 
100  Transgrid’s response to IR05, question 15. 
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to EIS approval has a consequential impact to NTP2, and which under the contract provides 
an extension of time to the contracted end date.   

273. In anticipation of the delay, Transgrid has provided early notice to the contractor, and stated 
that it is working collaboratively with the contractor to actively mitigate the time delay and 
cost of delay to the project.  This includes bringing forward some preliminary and 
preparation works, resequencing works to occur in parallel rather than in series, and 
deferring commencement of other works.  We consider this a prudent response, and a key 
element of the adopted commercial model for the HumeLink project. 

274. Whilst the contractor is entitled to a claim for costs and Extension of Time (EOT) for delay to 
NTP2, the actual costs of any delay are based on actual audited costs, after any mitigation 
actions which primarily impact the delay costs as the time delay is fixed.  It follows that the 
actual costs of any delay, are likely to be lower than those assumed by Transgrid in its 
CPA2 submission. 

The contractor is entitled to further cost relief for escalation 

275. As a consequence of any delay, it would be expected that the consequential costs would 
reflect any changes in market costs, including the impact of inflation for any contract 
extension.  Transgrid has included an additional risk-cost of  (P55.2) for Risk ID 
68 which it describes as contractor repricing arising from an employer driven delay to NTP2.  
However, based on the information provided above, the assumptions used for the derivation 
of this cost are based on pricing described as PAVs.  As stated above, we consider that 
these values are likely to similarly overstate the likely cost impact of escalation for any 
delay. 

Associated prolongation costs for Transgrid’s internal costs are materially over-stated, and 
could reasonably be removed 

276. As opposed to additional costs provided for the contractor to hold its resources following 
delay, Transgrid has included a further risk that relates to Transgrid’s internal costs, largely 
associated with staffing.  Transgrid refers to this risk as Risk ID 49, relating to an increase of 
owner’s costs due to an extension in the project’s duration at a cost of  (P55.2). 

277. It is unclear why Transgrid would incur the extent of costs (if any additional costs) identified 
by this risk for any contract extension arising from planning and approval delay, and not re-
prioritise and re-apportion its resources between major projects, or though other contracting 
provisions.  We see evidence that Transgrid has effectively done this through CPA1 and is 
already taking action to re-profile its resourcing based on the expected delay to NTP2.  It 
would also be expected by consumers that Transgrid employs controls that it has at its 
disposal to ensure the most efficient delivery of this project, including by re-prioritising and 
re-sequencing works for HumeLink.  Given the advance notice of the delay, resourcing 
plans could be deferred, which Transgrid has already commenced.   

4.4.2 Risk costs that result from time delay other than approval 
278. Transgrid has included seven additional risks its time delay risk grouping other than for 

planning and approvals totalling P55.2), being: 

• Risk ID 5 being for delays to and claims by the contractor due to being unable to access 
the site, at a cost of  (P55.2) 

• Risk ID 6 being for variation claims by the contractor due to changes in substation 
reliance information included in the contract, at a cost of  (P55.2) 

• Risk ID 27 being for exceptional events such as lockdowns, war, terrorism or natural 
disaster, at a cost of  (P55.2) 

• Risk ID 35 being for delays to Transgrid being supplied reactors and transformers due 
to delayed overseas manufacturing and shipping timeframes, at a cost of  
(P55.2) 
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• Risk ID 37 being for project loses support (social licence) that results in disruptions such 
as blockades, protests, legal challenges and other means of obstruction including 
councils, at a cost of  (P55.2)101   

• Risk ID 56 being for delays to Transgrid being supplied conductor and optical ground 
wire (OPGW) from delayed overseas manufacturing and shipping timeframes, at a cost 
of  (P55.2) 

• Risk ID 80 being for insolvency of Joint Venture (JV) member, at a cost of  
(P55.2). 

279. For the risks that we have assessed, we consider the risks are reasonable to include.  We 
present our assessment of these risks below.   

Inclusion of risk event associated with restrictions on site access should be considered 
alongside other risks to delay 

280. Transgrid is required to provide site access to the contractor by the times listed in the Site 
Access Schedule, and at all times after that date.  Whilst the contractor is required to 
mitigate delay as part of Extension of Time (EOT) test, the contractor is entitled to a cost 
claim.  Based on the supporting information provided, we consider that the likelihood of 
access restrictions through the actions of private landowners, landowner activities or other 
unplanned events to include Risk ID 5. 

281. Delays to and claims by the contractor due to being unable to access the site may overstate 
the probability of occurrence given the large investment in stakeholder consultation, land 
acquisition and access being undertaken by this project.  Transgrid has informed its 
assessment from sentiment maps, for which the purpose is to identify land for compulsory 
acquisition and not access, and its experience in other projects. 

282. We suggest that whilst there is a real risk of restricted access for some sites, the probability 
of the time delay to the project and associated costs appears high and should be considered 
alongside other related drivers for potential delay and mitigation methods available to the 
contractor.  Whilst we consider this risk should be included, the resultant cost and time 
delay should be considered alongside other risks. 

283. As a further example, Transgrid has included a risk of delay and cost claims from the 
contractors due to delay in receiving planning approval modification for Greenhills option.  
Greenhills is the preferred line route option.  We understand from our discussions with 
Transgrid that it now has agreement for the land and has reflected that in a zero cost for this 
risk.  However, a P50 time delay of 50 days is still included in Transgrid’s time delay 
analysis. 

Provision for exceptional and extreme events is reasonable 

284. Transgrid has included Risk ID 27 for exceptional events which are as defined in the 
delivery contract to include war, terrorism, riot or disorder, state/nationwide lockout, 
encountering explosives, natural catastrophes such as earthquake, hurricane, bushfires and 
delay to critical plant and equipment as a result of the Russo Ukrainian war, epidemic or 
pandemic.   

285. Transgrid consider that the most likely exceptional event that will occur on the project is a 
bushfire given the project location and large geographic spread, and scenarios included by 
Transgrid are based on this type of event. 

286. Transgrid has included a low likelihood of this risk at 5%.  The cost allowance is based on 
the several events resulting in damage to the constructed facilities that require 6 months in 
total to procure the equipment and materials and rectify the damage.  A delay allowance has 
been used as Transgrid considers the majority of damage caused by these events are likely 
covered by insurance.  We have not reviewed the insurance cover to determine whether this 
risk could be further mitigated by insurance and are guided by Transgrid’s assessment.   

 
101  Consideration of this risk is not within our scope of review. 
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287. On balance we consider that this is an acceptable risk for inclusion. 

Inclusion of risk of reliance information is reasonable 

288. Transgrid has identified a risk that some of the reliance information provided at contract 
execution will be inaccurate or would have changed from what is shown on the drawings by 
the time construction starts, or that the interaction of multiple projects at substation sites 
(e.g.  Wagga Wagga) may lead to changes. 

289. Considering the supporting information, we consider it is reasonable to include this risk. 

Inclusion of risks due to manufacturing and shipping delay of strategic items is reasonable 

290. Notwithstanding that the procurement costs should be known where determined as part of 
Stage 1 and orders placed, there remains uncertainty around the delivery of equipment.  
Transgrid has included two risks for delays associated with the supply of its equipment: 

• Risk ID 35 being for delays to Transgrid being supplied reactors and transformers due 
to delayed overseas manufacturing and shipping timeframes, at a cost of  
(P55.2) 

• Risk ID 56 being for delays to Transgrid being supplied conductor and OPGW from 
delayed overseas manufacturing and shipping timeframes, at a cost of  
(P55.2). 

291. As a rule, transport of equipment is not within the control of Transgrid, and despite extensive 
coordination and planning with the OEM, is subject to risk and uncertainty.  As Transgrid 
points out in its supporting information, some of this equipment has not been transported in 
the terrain within the HumeLink project previously.  It is therefore reasonable to consider 
risks of delay from the supply and transportation of equipment. 

292. During the onsite discussion we heard that Transgrid was taking steps to bring forward the 
delivery of some plant to assist mitigate some of the risk of time delay to the project, 
however this would be offset by greater storage costs, and planning and coordination of 
delivery to site from the storage location.  Delay from the manufacturer, shipping and ports 
remain variables outside of Transgrid’s control. 

Insolvency risk for tier 1 contractors reflects a low probability event 

293. Whilst we consider the risk of insolvency of a tier 1 contractor included in Risk ID 80 to be a 
very low probability event given the extensive procurement and review process undertaken 
by Transgrid, it is not beyond precedent.  Recent experience indicates that the risk in the 
current economic climate is present, albeit at a low likelihood of occurring.  We consider that 
the inclusion of this risk at a likelihood of 5% as assigned by Transgrid is reasonable. 

4.4.3 Risk costs that result from assumed cost uncertainties for reimbursable 
items for reasons other than approval delay 

294. In accordance with the AER guidance, and supported by recent AER determinations, risks 
that are considered within the reasonable level of control of Transgrid cannot be accepted 
as a risk-cost allowance.   

295. Transgrid, like other NSPs, has mechanisms to manage the prioritisation and sequencing of 
costs associated with decisions within its control, and these are not costs that should be 
borne by consumers.  Furthermore, while Transgrid has accounted only for the risk of 
additional costs, we have considered in our review the extent to which these cost 
uncertainties are likely to be symmetrical; to the extent that this is the case, then it is 
important to see the symmetrical nature of these risks adequately accounted for in the 
derivation of an aggregate risk-cost allowance. 

296. Transgrid has included five risks in its reimbursable risk grouping totalling $57.1 million 
(P55.2), being: 
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• Risk ID 40 being for an increase in contractor reimbursable labour costs above 
Enterprise Bargaining Agreement (EBA) for Transmission Line Works, at a cost of  

 (P55.2) 

• Risk ID 41 being for additional Local Area Works during construction leads to increase 
in reimbursable costs, at a cost of  (P55.2) 

• Risk ID 42 being for reimbursable plant and equipment costs above estimate for 
Transmission Line Works, at a cost of  (P55.2) 

• Risk ID 47 being for productivity less than planned, increase in rework, below plan 
productivity of tower foundations, unskilled and skilled stringers, riggers, electricians, etc 
at a cost of  (P55.2) 

• Risk ID 57 being for design refinement and growth of towers occurring during detailed 
design at a cost of  (P55.2). 

297. We present our assessment of these risks below.   

Contractors have included risk and contingency provisions in the target cost 

298. In a report for Transgrid, fission detail the components of the package price from contractors 
as including contingency, described as: 

‘Contingency – includes Contractor’s risk and opportunity, design growth and schedule 
risk analysis (SRA).  Risks include inherent and contingency risks.’ 102 

299. The report also identifies the contingency costs nominated at the time of their review as 
shown in Figure 4.6 below. 

300. We note that the final tendered package prices included in Figure 4.6 vary slightly from 
those included in CPA2, and which we consider relate to further negotiation as the 

 
102  Humelink Project Independent Review of Contractors Cost Estimate, Fission, March 2024. 
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differences are not material.  The contingency and risk values equate to 5.6% of the total 
tendered package price (east and west).   

301. The report from fission goes on to detail that each of the contractors has presented a 
detailed risk register with their cost estimate submission with 61 project risks developed for 
the east package, and a further 90 for the west package.  fission considers the process 
adopted by each contractor103 has been robust and prudent:  

‘fission consider an industry benchmark for contingency is between 5% to 10% of TC.  
UGL/CPB contingency risk falls at the lower end of the risk range however is offset with 
several price qualifications, and potentially high base cost estimates as noted above.  
The transmission line works is also administered on a cost reimbursable model; hence 
results in a reduced risk profile to the JV Contractor.   

fission note Transgrid has developed their Owners Risk Register in part incorporating the 
AG risk assessment.  This is considered a prudent approach to managing risk between 
UGL/CB and Transgrid.’ 104 

302. These statements are mirrored for the AG contingency risk for the east package. 

303. The report does not elaborate on the degree of integration, or potential for overlap between 
Transgrid’s risk register and those of its contractors, other than to note a close correlation 
between the two: 

‘Transgrid has developed a detailed risk register comprising [74] itemised risks.  fission 
has participated in several risk workshops with Transgrid and relevant Subject Matter 
experts (SME).  fission has also provided base cost data from which the risks are 
quantified.   

In developing their risk register, Transgrid closely reviewed both the East and West 
Package Risk registers to ensure close correlation between JV Contractor risk 
contingency and Transgrid risk contingency.’ 

fission consider the risk qualification and quantification approach used by Transgrid 
complies with AS/NZS ISO 31000:2009 Risk Management Principles and Guidelines.   

Transgrid risk contingency at (~P70) correlates to 21.9% of the combined Packages TC.  
fission consider this risk contingency falls within Class 3 AACE Estimate (10% to 40% 
project definition).  Noting that the Substations are lump sum, the Transgrid provision is 
considered reasonable.’ 105 

304. We observe fission’s comments relate to 10 to 40% project definition, which we consider 
understates the scope of this project as discussed earlier in our report and follows the 
completion of Stage 1 works.  Whilst the estimate class may be 2/3 (depending on the 
scope item) we would expect a much higher level of scope definition, and therefore lower 
cost uncertainty and corresponding contingency amount that applies to the target cost, to 
which Transgrid has stated is considered to be Class 2.   

305. We saw evidence of similar contractor contingency amounts presented to the Transgrid 
Board as shown in Figure 4.7 below.  We were not able to confirm from the CPA2 
submission material the final contingency values as they were combined with other 
components of the target cost for the contractor packages.  The values provided here may 
differ to the final values, however, are of a similar order to those relied upon by fission in its 
analysis to which Transgrid has relied.106   

 
103  The application of Monte Carlo simulations to develop a P50 risk probability varies between contractors 
104  Humelink Project Independent Review of Contractors Cost Estimate, Fission, March 2024. 
105  Humelink Project Independent Review of Contractors Cost Estimate, Fission, March 2024. 
106  PCR0.3 HumeLink Board workshops, Transgrid, July 2023.  
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306. If the contractor contingency of approximately $163 million is included in the analysis by 
fission, the project contingency would be closer to 28% of the target cost, for an estimate 
considered to be Class 2, corresponding to -15% to +20%, and not Class 3 as is claimed. 

Information presented to the Transgrid Board places primary focus on the draw down of 
contractor contingency 

307. We also asked Transgrid to explain the extent to which the Transgrid Board’s attitude 
towards a CPA2 risk allowance, or the quantum of risk-cost to be allowed for in the CPA2 
submission, materially changed over the course of its engagement, and the extent to which 
the Board was advised on and took account of ‘delay’ risks.  In response, we were provided 
with summary presentation materials provided to the Board, and which detailed the process 
followed by Transgrid.  We were not provided with details of decisions or directions from the 
Board regarding its determination of the risk allowance, or its risk appetite.  Transgrid did 
state that: 

‘There were several risk workshops held with the Board and security-holders to explain 
and consider the key risk areas for the project, how they were allocated and then valued.  
The respective contingency allowances that were developed to accommodate the 
Transgrid retained risks were then a key area of focus.’ 107 

308. In its discussions, we understand that the Transgrid Board considered the relationship 
between the contractors’ risk allowance and that held by Transgrid.  We were provided a 
copy of a slide used for a Board meeting that discusses the application of contingency, as 
shown in Figure 4.8 below. 

 
107  Transgrid response to IR05, question 12. 
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309. The application of contingency shown above, is as we understand how the contract is 
intended to apply, and we would expect these mechanisms to be taken into account in 
setting the risk-cost allowance.  Transgrid further states that: 

‘The discussions with the Board were robust.  There was a desire to present a total 
contingency budget that was efficient and justifiable without being excessive.’ 108  

310. Whilst we understand that the detailed risk register was shared with the Transgrid Board, we 
have not been able to determine the level of scrutiny applied by the Board at this level of 
detail.   

311. We also note that Transgrid provided the advice provided from fission that we refer to 
above, that concluded that the risk-cost allowance when measured as a percentage of 
target cost given the estimate accuracy class is reasonable.109  As we discuss, above, we 
consider that the presentation of the contingency in this way may be misleading.   

Reimbursable risks do not adequately take into account contractual provisions and 
contingency already included 

312. We note in Transgrid’s description of the reimbursable category of risk-costs, that they are 
attributable to the target cost including: 

- transmission line works – the costs for labour, plant and equipment associated with 
access tracks, clearing, tower foundations, steel towers and stringing  

- provisional sum items – the cost for unknown contamination, substation noise 
mitigation, architecture acoustic treatment works, post-practical completion support, 
unforeseen landholder costs, cultural heritage works, registered Aboriginal party costs, 
community options, local area works and insurance top ups.’ 110 

313. On the basis of this description, and the presentation of contractor contingencies as noted 
above, we expect that the contractor has already made allowances for these items in the 
base cost estimate included in the target cost and included cost contingency.  Whilst there 
may be some further uncertainty in the cost, above that included by the contractor, this is 
more likely symmetrical in nature with a likely value of zero.  Accordingly, we consider that 
the proposed reimbursable costs associated with Risk ID 40, and 42 are likely to be 
adequately addressed by existing allowances included in the target cost, or by the additional 

 
108  Transgrid response to IR05, question 12. 
109  PCR0.3 HumeLink Board workshops, Transgrid, July 2023. 
110  A.1_Humelink CPA-2_Principal Application, Transgrid, 21 December 2023, page 53. 
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contractor risk contingency where uncertainty remains, and further risk provision is not 
necessary. 

314. Issues with labour shortages have been well publicised across the Australian construction 
industry, and the energy sector is not immune to similar labour supply pressures.  This may, 
in some cases, result in contractors retaining lower skilled workers, which brings additional 
risks than having construction experience.  These workers may require additional 
supervision and support, and therefore suffer a lower level of productivity.   

315. The current challenges with access to and provision of labour is known to Tier 1 firms.  We 
expect these firms will have the requisite systems and processes to ensure the development 
of capability, performance and strong safety culture.   

316. For the local area works included in Risk ID 41, the requirements are determined by local 
councils.  Transgrid indicates that these works were not sufficiently scoped at the time the 
contracts were finalised and may be subject to provisions in addition to those in the contract 
due to higher-than-expected requirements of councils.  We consider that based on 
Transgrid’s previous project experience and the complexity of HumeLink (including access), 
the likelihood assumed by Transgrid is reasonable, and the inclusion of the risk-cost 
allowance reasonable. 

Additional risks for productivity are similarly included within existing contingency 
provisions 

317. Impacts to labour productivity associated with the contracted (or internal) labour force are 
expected to have been covered by existing uncertainty provisions in the base case estimate 
including tendered works, and not required to be covered by additional risk events.  
Accordingly, we do not consider that Transgrid has demonstrated why an additional risk 
provision proposed as Risk ID 47 is reasonable to include in the risk-cost allowance. 

318. Contractual incentives also exist to ensure that innovation and efficiency improvements are 
made throughout the project, that may offset any additional costs through loss of 
productivity.  It is important that these incentives are preserved through the life of the 
project. 

319. Additionally, Transgrid has calculated this risk-cost as a function of time delays and which 
we assume are also reflected in Transgrid’s assessment of the overall project delay as 
discussed in section 3.  On the basis that it is not prudent to include an additional risk 
provision on a cost basis, it is similarly not prudent to include a time delay of approximately 
2 months (on a P50 deterministic basis).   

Provision for refinement during detailed design of towers is reasonable 

320. Transgrid’s provision for additional costs as a result of refinement of detailed design 
identified as Risk ID 57 is reasonable.  Transgrid has based the estimate of this risk-cost on 
the likelihood of an increase in steel and shipping costs, which are based on advice from 
GHD and fission. 

321. The supporting information provided by Transgrid, and discussions during the onsite support 
the inclusion of this risk, as the tower designs are refined from the preliminary design stage 
to detailed design, including taking into account loading requirements specific to the alpine 
and sub-alpine regions. 

4.4.4 Risk costs that result from assumed inherent risks 

Inherent risks included for cost uncertainty reflect aspects within Transgrid’s control 

322. Transgrid has included three risks in the inherent risk-costs associated with the uncertainty 
of the cost item estimated or the duration of an activity in the schedule,111 rather than a risk 
event.  The inherent risks total  (P55.2) including: 

 
111  Risk and contingency report, Transgrid, page 14. 
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• Risk ID 70 being for the uncertainty in the estimate of owner's non-labour costs for 
support, travel, legal, etc, at a cost of  (P55.2) 

• Risk ID 71 being for the uncertainty in the estimate of owner's costs for labour and 
consultants, at a cost of  (P55.2) 

• Risk ID 72 being for the uncertainty in the cost of OEM transformers, reactors and 
conductor at a cost of  (P55.2). 

323. All risks are rated as low and have a most likely cost estimate of $0, with symmetrical best 
and worst-case cost estimates.  We consider that these risks are within Transgrid’s 
reasonable control and should not be included in risks cost allowances to be paid for by 
consumers, as Transgrid has identified in its inputs. 

324. The estimates should be informed by Stage 1 activities, and within a reasonable level of 
control available to Transgrid for internal costs, the external OEM costs should be known 
with a high degree of confidence.  Accordingly, any cost uncertainty is likely to be 
adequately addressed by existing allowances included in the base cost estimate, and further 
risk provision is not necessary. 

4.4.5 Risks costs for treatment of variations 
325. Transgrid has included seven risks in its top 25 within the variation risk category, totalling 

   

• Risk ID 13 being for claims for delay due to exceeding the inclement weather allowance 
in Contract Plus disputes over what is inclement weather and what sites were impacted 
at a cost of P55.2) 

• Risk ID 19 being for claims for variations due to changes in scope due to changes in 
design and construction manuals or Transgrid requirements, at a cost of  
(P55.2) 

• Risk ID 22 being for an increase in supply cost for fabricated steel, at a cost of  
 (P55.2) 

• Risk ID 33 being for the lack of coordination with interface contractors (OEM, 
East/West) resulting in design delays, construction delays, scope gaps, responsibility 
gaps and additional costs, at a cost of  (P55.2) 

• Risk ID 59 being for changes to the conditions of approval being more onerous than the 
baseline conditions assumed, at a cost of  (P55.2) 

• Risk ID 65 being for an increase in costs associated with tower footings due to 
geotechnical conditions being substantially different from the conditions expected 
following investigation works leading to increased costs and adjustment event under the 
Delivery Contract, at a cost of  (P55.2) 

• Risk ID 68 being for contractor repricing arising from an employer driven delay to NTP2, 
which we discuss in section 4.4. 

326. We present our assessment of these risks below. 

An additional provision for delays resulting from extreme events is reasonable 

327. Transgrid has taken the step of including provisions for inclement weather in the target cost 
based on its research of probable delays due to weather.  In addition, it is prudent to 
consider the likelihood of extreme weather causing a delay to the project where those 
events are likely to exceed the provisions in the contract.  Accordingly, Transgrid has 
included Risk ID 13 for claims for delay due to exceeding the inclement weather allowance 
in Contract plus disputes over what is inclement weather and what sites were impacted, at a 
cost of  

328. The cost estimate is based on a 50% likelihood of a delay exceeding the existing weather 
allowance, which is estimated using a most likely value of 23 days.  We note that the cost 
allowances are based on advice from fission and consider an extreme event to impact the 
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entire project (equally impact east and west).  The contractors have an obligation to mitigate 
delays, where possible, including through the use of planning and contingency provisions.  
We therefore consider that there may be further opportunity to reduce the risk-cost 
allowance, through greater consideration of potential mitigation plans, however on balance 
consider that the risk-cost allowance for this risk is likely to be reasonable.   

Changes of standards is within Transgrid’s management control and should not be included 

329. Transgrid has also included claims for variations due to changes in scope due to changes in 
design and construction manuals or Transgrid requirements identified as Risk ID 19 at a 
cost of  (P55.2).  Modifications to the standards for design and construction that 
are likely to have a material impact to the project should be reasonably known at the time of 
the base estimate or already included within existing cost forecasting accuracy.  The 
passage of law or regulation, which creates an external requirement imposed on and 
beyond the control of Transgrid, may also result in a change to a standard, however this too 
should be known.  We did not see evidence of any potential changes to regulation or law 
that Transgrid consider may impact the HumeLink project.  There remains a low probability 
that changes to taxes and duties may have an impact, however the impact of taxes and 
duties has been considered separately to this risk.112 

330. Making further changes to standards for design and construction is within the reasonable 
control of Transgrid, and therefore the definition of this risk does not meet the AER 
guideline.  Furthermore, Transgrid has included provision for innovation to drive 
improvements rather than incur additional costs, both in its proposed allowance for labour 
and indirect costs and the commercial model for design and construction packages. 

331. We note that there are additional risks for changes to reliance information, tower design and 
footings included as a part of separate risks, and which we comment on separately. 

Inclusion of risk of increase in cost of fabricated steel is reasonable 

332. Changes in the material rate costs for fabricated steel for the estimated tonnage also 
remains uncertain where this remains subject to final detailed design.  Transgrid has 
included Risk ID 22 for an increase in supply cost for fabricated steel at a cost of  

(P55.2).  We note that whilst this risk is described as an inherent risk ‘with a range 
from possible cost reduction to cost increases’ the resulting risk-cost allowance aligns with a 
most likely value of  reflecting a  increase in supply cost based on current 
pricing volatility.   

333. We considered the arguments presented by Transgrid, including recent project experience, 
competition on a global market and consideration of movement in fabrication costs above 
that of material price.113  We also understand that this risk is an adjustment event under the 
contract such that Transgrid is exposed to the rise and fall of fabricated steel between the 
execution date and the steel commitment date.  On balance, we consider it more likely than 
not that there will be additional costs associated with the movement in steel price, and that 
this risk is reasonable to include.   

Interface risk is reasonable to include 

334. Risk ID 33 being for the lack of coordination with interface contractors (OEM, East/West) 
resulting in design delays, construction delays, scope gaps, responsibility gaps and 
additional costs, at a cost of  (P55.2). 

335. The inclusion of Risk ID 33 for lack of coordination or delays on either the east or the west 
side resulting in delays as first presented to us focussed on coordination of construction of 
the interface tower and which may result in an increase in costs as a result of project delays.  
We initially formed the view that this was likely to be within Transgrid’s reasonable control, 
supported by the high level of owner’s costs. 

 
112  We note that an additional risk-cost allowance is included in a lower order risk, outside of the top 25, for changes to law. 
113  For example, the GHD review notes that the steel billet index forecasts indicate a flat trend, but this does not represent 

the fabrication costs.  



 

 

 
Assessment of proposed expenditure for CPA2 AUSTRALIAN ENERGY REGULATOR | 61 

336. Following further enquiry of this risk, we now understand that this risk relates primarily to 
risks to OEM supply and installation that require close supervision and coordination, to work 
alongside the contractors and coordination with the PEC contractor at Wagga.  In regards to 
the OEM risk, we understand that Transgrid has shifted accountability for installation 
services from the contractor to the OEM, and now holds the risk of on-time delivery.  
Similarly, there is no contractual relationship between the HumeLink contractor and the PEC 
contractor. 

337. At Wagga Wagga, Transgrid has a complex arrangement that allows for temporary 
connection at 330kV and subsequent upgrading to 500kV.  Coordination of the works 
including outages will be complex, and impacted by the timing of the PEC enhancement 
works.  Whilst this could be considered to be mitigated within project controls, and therefore 
catered for within Transgrid owners cost, the performance of un-related contractors 
including the OEMs is outside of the contractual relationship with HumeLink contractors for 
mitigation of project delay, should the risk event arise. 

338. We understand that the works at Maragle has been somewhat de-risked by using 
contractors already present at these sites for other works.  We are satisfied with the 
explanations provided to us that this risk is reasonable to include.  The assumed substation 
delay of 4 months based on a 60% likelihood of a PEC driven delay at Wagga, suggests to 
us that the existing mitigation measures are not considered effective, and once included 
may result in a lower resultant risk-cost. 

Risk of changes to baseline conditions is reasonable 

339. Transgrid has included a risk that changes to the Conditions of Approval from the baseline 
conditions are more onerous, Risk ID 59. 

340. Transgrid has based the assessment of the risk on changes requiring field work to advise 
existing studies / reports, and the resulting approval time resulting in an overall 1-month 
delay.  Transgrid estimates the likelihood as 50%, due to the more sensitive areas 
HumeLink is transversing that additional conditions will be placed on the project relative to 
PEC which was used as the source of the baseline conditions. 

341. We consider inclusion of this risk is reasonable. 

Risk of change in footing designs has already been realised 

342. Transgrid has included provision for increase in costs associated with tower footings with 
Geotechnical conditions being substantially different from the conditions expected following 
investigation works, and which leads to an increase in costs identified as Risk ID 65.  This is 
an adjustment event under the contract.   

343. Whilst we would expect that this risk should be symmetric, we understand that the 
geotechnical information provided to contractors, and which was used as the basis of the 
tendered works, was considered preliminary.  Transgrid is currently undertaking review of 
the footing designs based on investigation works being undertaken by the contractor.  
Transgrid's assessment of preliminary footing designs and limited information provided to 
contractors suggest a cost increase above the base case estimate is certain.114  

344. In discussions during our onsite meeting, Transgrid stated that it considers that this risk had 
already been realised as a result of geotechnical information and assumptions being 
updated since issued at time of ECI. 

345. This is an acceptable risk for inclusion. 

 
114  Refer Transgrid project risk artefacts see ID65.2 to ID65.6. 
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4.5 Implications for proposed cost 
Transgrid has not taken sufficient account of interdependencies in its modelling approach 

346. We consider that the Monte Carlo simulation methodology that Transgrid has utilised, and 
the process by which it has sought to identify and to quantify individual risks and their 
associated costs, is reasonable.  However,  many of the proposed risks and uncertainties 
for which Transgrid has claimed a risk-cost allowance are not independent and, because of  
the influence of compounding uncertainty factors, the aggregate risk-cost is more likely than 
not to result in an overstatement of requirements.  In our assessment,  we found evidence 
of: 

• assumptions for time delay and cost that have been applied by Transgrid that are 
overstated due to the ability to effect mitigations for the identified risk; and 

• risk and contingency allowances included where provision was included or is expected 
to be already included in the target cost. 

347. However, we also cannot rule-out additional risks eventuating, and our assessment should 
not be read as forming a definitive position on the exact risks and contingencies that may be 
incurred by the project.  Rather, Transgrid has not demonstrated that what it has proposed 
is resulting in a prudent and efficient aggregate forecast. 

Application of Transgrid’s methodology results in an overstated risk-cost allowance 

348. We have considered the reasonableness of the inputs and assumptions underlying each 
individual risk item proposed by Transgrid and find evidence that many of the risks 
considered by Transgrid are reasonable and reflect identification of risk events and 
uncertainty consistent with good practice.  However, we have also identified some specific 
risk-cost allowances that should not be included in a regulatory allowance, or which 
overstate the likelihood and/or cost impact of specific project risks.  We base this 
assessment on AER guidance, recent AER decisions, consideration of the ITC model that 
Transgrid has adopted including risk and contingency provisions in those contracts, and on 
industry good practice. 

349. To complement our bottom-up assessment we also considered the proposed risk-cost 
allowance from other metrics, including: 

• adoption of a P50 probabilistic assessment, rather than the P70 estimate that Transgrid 
has proposed; 

• deficiencies in the extent to which interdependencies and interactions between risks 
have been accounted for, including opportunities for risk and cost mitigation and cost 
efficiencies; 

• consideration of risk-cost allowance as a percentage of the total project cost; and 

• consideration of risk-cost allowance in context of other proposed costs.   
350. Importantly, adoption of a risk-cost allowance on a P70 basis is higher than a prudent level 

for regulatory purposes.  It overstates the expected risk-cost and is not consistent with 
recent AER decisions. 

351. Based on the other metrics we have reviewed, a higher risk-cost allowance relative to prior 
projects is reasonable.  However, in considering this higher risk-cost allowance we have 
also considered the higher level of labour and indirect costs that Transgrid has proposed, in 
part, to assist evaluate and mitigate potential cost increases associated with claims, and 
which give rise to some of the identified risk-costs.  In these instances, we consider that it is 
not reasonable to propose a higher owner’s cost and also to retain the proposed level of 
risk-cost. 
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363. Using Transgrid’s calculation of an alternative estimate based on our findings, would result 
in a P50 aggregate project cost of $4,632 million.117 This corresponds to a risk cost 
allowance of 7.9% of the aggregate cost, being higher than the benchmarks shown in Table 
4.4.  We consider that a higher risk-cost allowance around this level is consistent with the 
higher risk that Transgrid has retained, and against which it claims to have achieved lower 
base contract costs.118 

Claims by Transgrid arising from scenario analysis are not adequately supported 

364. In response to the AER’s request to complete a range of scenarios using the P50 estimates, 
Transgrid states that it:  

‘maintains that the contingency requirement of $599 million is critical for ensuring the 
successful delivery of HumeLink project, aligning with AEMO’s ISP program and within 
the context of the current market challenges.’ 119 

365. As noted in section 3, we consider that adoption of an accelerated timeframe by Transgrid 
should not result in a higher cost to consumers, than would otherwise be the case.  In its 
response, Transgrid refers to risks that it describes as being ‘in motion’ and indicative 
estimates from its contractors for ‘non-linear’ delays to the project totalling  
based on a 9-month delay.  Transgrid presents this information as evidence to approve the 
risk-cost allowance as it has proposed and states that it is considering re-submission of 
CPA2.  Transgrid has not provided sufficient information to consider the basis for these 
additional costs, over and above what is proposed in its CPA2 submission, and we have 
necessarily reviewed only the CPA2 submission that Transgrid has provided to the AER. 

366. In the same response, Transgrid refers to a 3-month delay to obtaining planning approval as 
currently being mitigated by the Project Team and which is consistent with what we heard 
during our onsite discussions.  This is as we would expect.  Accordingly, we have looked at 
the proposed CPA2 cost allowance in its entirety and have considered the proposed ‘Other 
Construction Cost’ allowance in accordance with AER guidance and regulatory precedents 
in order to advise an indicative prudent total regulatory cost allowance for the project. 

Delays to Financial Investment Decision (FID) or funding should not be a cost incurred by 
consumers 

367. Delays that may be experienced by Transgrid, including for FID and funding approval, and 
which result in a risk for delay and cost claims from the contractors need to be considered in 
the context of other planning and approval related risks that result in cost and time delay 
claims.  Any such costs appear to be a result of Transgrid’s decisions to accelerate the 
program, and our interpretation is that they would not be considered to be prudently incurred 
costs consistent with AER guidance.   

368. During the onsite meeting discussions, Transgrid stated that it expects that NTP2 will follow 
directly from EIS approval, and that no further delays are anticipated.  We would expect that 
Transgrid would ensure there is no further delay to funding approval. 

Implied project time delays are less than Transgrid has assumed 

369. Without access to the time-dependency relationships that Transgrid has relied upon in its 
Monte Carlo assessment, we are not able to assess the implied timeline for the project that 
is consistent with our assessment of the proposed risk-cost allowance.  Not all risk-costs are 
timing related, although the majority of those that we consider should not be allowed, are 
timing related. 

 
117  $4,892 million total project cost, less $599 million risk-cost as proposed, plus $339 million alternate P50 risk-cost = 

$4,632 million. 
118  This calculation does not account for any positive or negative adjustments that may be made to items that were not 

included within our scope or review 
119  Transgrid’s response to IR006, Question 1. 
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370. For the reasons that we have outlined in section 3, the assumed project delivery timeline 
should be consistent with the risk-cost allowance.  We are not able to confirm a revised time 
delay estimate from the alternative scenario provided by Transgrid however it further 
supports our view that Transgrid has not sufficiently considered realistic project timing in its 
analysis, and specifically to support delivery of the project by the July/December 2026 
delivery dates as proposed.  This would also imply that some re-profiling of the allowed 
expenditure may be required. 
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5 REVIEW TOPIC 3: PROPOSED LABOUR 
AND INDIRECT COSTS 
Transgrid has included an allowance of $205 million for its own labour resources and 
$203 million for indirect costs to deliver the project.  These allowances are for project 
management resources and for a range of insourced and outsourced technical and 
other specialist resources.   

The novel contracting and collaborative arrangements embodied in Transgrid’s 
commercial model for this project require a higher level of technical and other 
specialist resourcing compared with recent projects, to ensure adequate contract 
governance and risk management.  Our review of good practice and advice that 
Transgrid has relied on all recognise higher owner’s costs, included as a labour and 
indirect cost allowance for HumeLink, in delivering megaprojects using the Incentivised 
Target Cost (ITC) commercial model that Transgrid has adopted.   

Higher owner’s costs should be directed at ensuring efficient overall delivery costs, 
including mitigation of identified risks.  The intention, and Transgrid’s claim, is that the 
higher owner’s costs, when considered alongside the risk provisions and construction 
costs, deliver the project at a lower overall cost compared with other delivery models.   

We consider the proposed capex allowance for labour and indirect costs reflects a 
reasonable estimate of the cost of delivering the HumeLink project for the purposes of 
the CPA2 submission.  However, as we noted in section 4, Transgrid has proposed a 
significant risk-cost allowance that does not reflect the risk management and risk 
mitigation outcomes that should be achievable from the high level of project 
management and specialist resources that it has allowed for, especially under an 
incentivised contracting model.  We consider that there is an element of double-
counting in allowing for a higher labour and indirect cost allowance than under a 
standard contracting model, and also a significantly higher risk-cost allowance and this 
contributes to our finding in section 4 that Transgrid’s proposed risk-cost allowance is 
overstated.   

Further, components of Transgrid’s proposed risk-cost allowance are to allow for what 
is in effect a risk-cost premium on its own labour and indirect costs.  As discussed in 
section 4, we consider that this is not justified and that Transgrid should be able to 
manage its own resources within the labour and indirect cost allowance that it has 
proposed. 

As we have noted in section 3, Transgrid’s proposed cost allowance assumes project 
delays relative to its stated July/December 2026 delivery targets.  As with other 
components of its proposed CPA2 allowance, the profile of Transgrid’s proposed 
labour and indirect costs is based on its delivery target timeline and is therefore not 
consistent with the delayed timeline implied by its proposed risk-cost allowance.  We 
consider it likely that the labour and indirect costs profile will be prolonged relative to 
what Transgrid has proposed, but that Transgrid should be able to profile its resource 
utilisation accordingly.   
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5.3 Transgrid’s management of its labour and indirect 
costs 

5.3.1 Impact of current market conditions 
380. There has been a recent boom in infrastructure projects in Australia, extending beyond the 

electricity infrastructure sector and placing pressure on the supply of local resources 
including skilled labour.  In terms of the forecast period, key insights from the most recent 
Infrastructure Market Capacity 2023 Report include: 

‘Whilst demand is softening overall, energy sector demand continues to grow rapidly in 
response to the energy transition.  Labour remains the top capacity constraint, indicating 
longer-term structural barriers’ 121 

381. Accordingly, we consider that the resourcing strategy is a critical ingredient for project 
success.  The outlook for labour shortages as published in the Infrastructure Market 
Capacity 2023 Report is provided in Figure 5.1 below. 

Figure 5.1: Market conditions highlighting labour shortages 

 
Source: Infrastructure Market Capacity 2023 Report, Infrastructure Australia 

382. In its CPA2, Transgrid similarly refers to strong demand for labour in the development of its 
resource plan, citing Infrastructure Partnerships Australia (IPA): 

‘The IPA forecasts that the infrastructure labour force in NSW will be required to grow by 
56 per cent by 2024 to deliver the pipeline of infrastructure projects across NSW and 
Australia.122 

383. Access to and retention of labour to deliver mega projects remains a challenge and has 
been a focus of our review of the CPA2 submission. 

5.3.2 Resource management plan 
384. Transgrid has provided a resource management plan dated May 2023.  The plan considers 

the central elements of a robust plan, that considers the need, timing and assumptions to 

 
121  https://www.infrastructureaustralia.gov.au/sites/default/files/2023-12/IA23_Market%20Capacity%20Report.pdf 
122  A.1_Humelink CPA-2_Principal Application, Transgrid, 21 December 2023, page 50 
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meet project success, and resourcing considerations to ensure efficient on-boarding of the 
requisite skills. 

385. We observe differences in the detail of the number of FTEs, duration and staging between 
the resource management plan and the labour assumptions included in CPA2 and which we 
infer is due to timing differences in this material.  We have relied on the information provided 
in the CPA2 submission, that supports the labour and indirect capex forecast.   

Project organisation is reasonable 

386. The resource management plan includes the organisation chart and summary of positions 
included in Figure 5.2 below.   

Figure 5.2: Organisation chart 

 
Source: Submission document ‘HumeLink Resource Management Plan’, Appendix A 

Comparison of benchmark projects supports Transgrid’s proposal 

387. In its Resource management plan Transgrid has provided a comparison of benchmark 
projects, including a percentage of owner’s cost that ranges from 8% to 17%, with 
HumeLink at 11.9%123.  After adjusting for updated costs, the owner’s cost as a percentage 
of the total cost is now 8%. 

388. An applicable rule-of-thumb in construction is the larger the project, the smaller the labour 
and indirect costs for delivering the project should be as a percentage of the total project 
cost; this is because larger projects can spread fixed overhead costs over a larger capital 
base.  However, this does not account for differences in project delivery, that may result in 
shifting provisions (e.g.  risk) between the contracted cost and the owner.  Reference 
projects can therefore only be used as a guide. 

389. We observe that HumeLink is at the lower end of Transgrid’s own analysis, despite the 
increase in owner’s cost and total project cost relative to when its analysis was undertaken. 

390. We have seen evidence of increases to the labour and indirect assumptions, such as those 
included in table 16 of Appendix G, that reflect Transgrid’s learnings from PEC incorporated 
into HumeLink as summarised in Table 5.3 below. 

 
123  Transgrid, Resource Management Plan, Appendix G, table 16. This is based on an owners cost of $321.7 million and 

total construction cost of $2.7 billion. 
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5.3.3 Resource management profile 

Recruitment strategy appears sound 

396. A project of the scale, complexity, profile and duration of HumeLink requires specialist 
expertise to manage it through the development and delivery phase and it is unlikely that 
Transgrid has the personnel currently on staff with the requisite skills to successfully 
undertake all critical project management roles. 

397. We asked Transgrid to provide details as to how Transgrid plans to resource this 
requirement.  Transgrid states that it is currently actively recruiting in the market and 
pursuing internal promotions and development opportunities from the BAU programs as a 
feeder to HumeLink.  Internal recruitment will be supplemented from its Service Partner 
Panel (SPP) resourcing strategy which is a program level strategy (through the Major 
Projects Portfolio) comprising:  

• the SPP Service Partners;  

• Transgrid directly engaged personnel; and  

• other specialist contractors from external organisations will supplement the project team 
on an as-required basis.   

398. We consider that the additional recruitment avenues developed by Transgrid are likely to 
assist with meeting the recruitment needs for HumeLink and provide flexibility for changes in 
prioritisation or mobilisation/de-mobilisation of phases of the project. 

Overall, once CPA1 and CPA2 are considered together, the resource profile looks 
reasonable 

399. Transgrid provided the resource profile for its CPA2 submission as shown in Figure 5.3 
below. 

Figure 5.3: HumeLink - Forecast monthly FTEs (1 July 2023 to 30 April 2027) 

 
Source: Submission document ‘A.3 Labour and Indirect Capex Forecasting Methodology’, figure 2-2 

400. The labour profile shows a large step-increase in forecasted labour commencing in July 24, 
which coincides with the proposed commencement of CPA2.  In absence of better 
information, this step-up in resourcing seems implausible. 

401. We asked for clarification from Transgrid, and strategies in place to explain this profile and 
to achieve the proposed increase.   

402. Transgrid advised, that this chart was not an accurate representation clarifying that the step 
up from 92 FTEs in Jun-24 to 172 FTE in Jul-24 relates to existing FTE resources allocated 
to CPA1.  Transgrid advised that the hiring process for Stage 2 has commenced with 20+ 
FTEs to be hired by end of FY24.  In addition, a key focus is to utilise the SPP to accelerate 
hiring of resources.   

403. To illustrate this, Transgrid provided the diagram in Figure 5.4, which shows Stage 1 
resourcing (blue) in conjunction with Stage 2 resourcing (orange).   
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Figure 5.4: Resource profile (CPA1 and CPA2) 

 
Source: Transgrid presentation to AER and EMCa ‘AER EMCa CPA2 Review - Major Project – HumeLink’, 15 March 2024, slide 

71 

404. This profile more closely matches the profile provided in the resource management plan.  
Based on this updated profile, we observe the step increase evident in Jul-23 and again in 
Feb-24.  We reviewed the models provided by Transgrid and confirmed that the 
representation of this profile is consistent with its submission which similarly shows Stage 2 
expenditure commencing in 2023/24126 and Stage 1 labour expenditure ceasing from the 
beginning of 2024/25127.  . 

Resourcing changes between CPA1 and CPA2 support the program included in the 
submission 

405. The proposed labour and indirect capex for CPA2 includes $42.7 million for historical labour 
and indirect capex that Transgrid has or intends to incur during the 2023-24 financial year. 

406. In absence of a consolidated resource chart from Transgrid, to better understand the 
changes to the resourcing, we stitched together the labour and indirect model provided with 
CPA1 and the equivalent model in CPA2 to derive the overall resource profile as shown in 
Figure 5.5 below.  The resultant profile follows a similar shape.  In doing so we noticed that 
Transgrid had re-classified several of its cost categories, which complicated our review 
across the two CPA submissions.   

 
126  $43 million, as shown in Table 2.1 
127  Transgrid’s response to IR05, Question 7 a to d, workbook PCR0.9 Q7 forecast stage 1 CONFIDENTIAL 
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Figure 5.5: Estimated FTEs – CPA1 and CPA2 

 
Source: EMCa analysis of estimated resources provided at CPA1 and CPA2 

407. We find that the increases evident in 2023 and again in 2024 are generally consistent with 
Transgrid’s proposed program of key milestones, the commencement of the delivery 
contract, and resultant activities as it has proposed.  The largest change in resources at the 
time of July 2024 coincides with Transgrid’s CPA2 assumed timing of NTP2 and appears to 
be an increase in Transgrid’s construction-related resources.  However, as we have 
discussed in section 3, this timing is no longer valid, and Transgrid has provided information 
showing that its current FTE level is below that shown in its CPA2 submission and based on 
a revised forecast, is not required to ‘step up’ in July 2024 to the extent shown. 

408. While noting the change in profile, we have sought to assess the aggregate labour and 
indirect cost allowance that Transgrid has proposed, noting that we have considered timing 
implications in section 3 and the extent to which timing delays affect labour and indirect 
costs in our review of risk-costs, in section 4. 

The proposed resource profile over time will differ as a consequence of an ‘accelerated’ 
program and delayed start  

409. As discussed in section 3, Transgrid is experiencing a delay to its program driven by delays 
that it has incurred in Stage 1 and by a delay to EIS approval being a condition precedent to 
NTP2.  During the onsite discussion Transgrid informed us that it had already sought to 
mitigate the impact of approval delays by prudently deferring recruitment. 

410. With regard to labour resource planning, we asked Transgrid to provide the total FTEs as at 
the end of February 2024 for the HumeLink project versus the estimate included in CPA2, 
for Stage 1 and separately for Stage 2. 

411. In its response,128 Transgrid stated that as at February 2024, there are 33.3 fewer internal 
labour and contract FTEs compared for forecast for Stage 1 (Part 1) and Stage 2.  Transgrid 
explains the variation as being due to the following factors: 

• ‘Slower ramp up of resources to original estimate due to delayed funding timeline. 

• The slower ramp up over the last few months has been supplemented by contracted 
labour to progress activities.   

• We have been adverstising [sic] and recruiting for varoius [sic] roles, and these will 
continue to ramp up our FTEs from March to June-24.   

• We have the expectation that after April-24, following AER determination, our current 
recruitment plan will be even more aggressive and we will fill a large number of roles in 

 
128  Transgrid’s response to IR05, question 24. 
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readiness for our construction program.  We will use our Stratgeic [sic] Partner Panel 
from the PTT group to agressively [sic] fill these positions.   

• We forecast to bridge the gap through additional contracted labour to mitigate delays, 
especially for CEMP approvals.   

• Since the estimate we have further lessons from the most recent experience on PEC, 
and hence have added a few extra required roles for health, safety and environmental 
management during the construction program.’   

412. We have not relied on the analysis that Transgrid provided of the estimated roles for CPA1 
and CPA2 as we found it did not reconcile with the information we had from other sources.  
We consider this is most likely due to Transgrid’s decision to include only roles that ‘directly’ 
contribute to the HumeLink project in its response and to ignore some ‘part’ roles provided 
from other parts of the business. 

413. As noted in an earlier section of this report, however, Transgrid’s lower level of labour 
resourcing is somewhat offset by an increase in indirect, external service costs.  This 
provides evidence of Transgrid’s ability to manage its resource profile to meet the needs of 
the project.  As noted in section 2 of this report, Transgrid is not forecasting overspend in 
CPA1, however it is more likely that any variance to CPA1 will be offset by a commensurate 
variance to the resource profile during CPA2. 

414. Whilst in aggregate the required resourcing is considered reasonable, the profile of 
resourcing over time may differ from the program as proposed by Transgrid, depending on 
the project timeline. 

5.4 Consideration of specific cost items 
415. We queried the basis of a number of the large cost items included in both the labour and 

indirect cost categories.  We are generally satisfied with the responses provided by 
Transgrid that the costs are based on a reasonable methodology and reasonable cost 
estimates that where possible are drawn from internal systems or market tested processes.  
However, there are exceptions, which we highlight below. 

Adoption of commercial model has implications for higher labour and indirect cost 

416. Our review and findings of Transgrid’s proposed labour and indirect capex also considered 
the interaction between Transgrid’s costs and contractor costs in executing the HumeLink 
project under an ITC D&C contract model, and our findings relative to those areas of our 
review.   

417. Given the novel contracting and collaborative arrangements included in the ITC model and 
the need for close supervision and monitoring, there is benefit for Transgrid to invest in 
building capability.  Transgrid has also recognised the need for improvements relative to its 
delivery of PEC project, noting the different contracting model, and which have been 
adopted for the HumeLink project.   

Higher commercial and project management costs are expected  

418. From Table 5.2, approximately 20% of Transgrid’s forecast labour and indirect costs are for 
commercial, project management and project controls.  Based on our review of benchmarks 
provided for recent projects,129 the proposed cost is higher than those benchmarks.  We 
consider that this is associated with the higher requirements of commercial and projects 
controls required of a collaborative contracting model relative to an EPC model, and which 
make up a large proportion of these costs. 

419. The perfect storm of un-precedented mega project delivery, uncertain market conditions 
(including for labour) and application of a new commercial model for the HumeLink project 

 
129  Including GHD’s benchmarking assessment indicates that Transgrid’s forecast project management costs as a 

percentage of total project costs for WSB (11.3%) aligns with comparative projects such as the QNI contingent project 
(11.4%). 
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are more likely than not to require a higher level of supervisory and management support 
systems and capability, and which increases the cost estimate relative to other projects for 
these functions.   

Major projects related initiatives apply an additional overhead to delivery costs 

420. Transgrid has established a centralised Major Projects Portfolio team focused on delivering 
Major Projects-specific benefit to Transgrid’s actionable ISP projects, including HumeLink.  
Transgrid states that the creation of this team recognises the complexity, risk profile and 
scale of ISP projects.  We understand that it may be more effective and efficient to in-source 
this capability to be applied across multiple major projects, however this reflects an 
overhead to carry over the duration of the project delivery for each major project and 
appears at some level to duplicate the related internal and external advisory services that 
Transgrid has also included in its cost estimate. 

Cost efficiencies do not appear to be included in the CPA2 aggregate estimate 

421. We also do not see sufficient evidence of cost efficiencies being included in the project, that 
would normally be anticipated by the introduction of additional capabilities such as those 
being proposed by the major project initiatives relative to the counterfactual, including in the 
development of prudent risk-cost allowances. 

422. Transgrid states that: 

‘A major component of the program savings is derived through the Incentive Target Cost 
(ITC) contracting model over the more traditional Engineering, Procurement and 
Construction (EPC) model.  We note that the substantial savings to be gained by the ITC 
model have already been factored into the HumeLink costs.’ 130 

423. We have not seen explicit reference to how program savings have been factored into the 
proposed CPA2 capex forecast, other than those which remain ‘potential’ savings in the 
commercial model or incentives for delivery against the target cost.  Transgrid has made 
reference to savings throughout its CPA2 submission, and which we consider have oblique 
references to HumeLink, with many of the benefits not clearly identifiable from the CPA1 or 
CPA2 submissions, and which we review separately in section 7.3. 

Higher corporate support costs relative to comparison projects are explainable 

424. We reviewed a number of the specific line items, including examples where the cost items 
appeared high.  We are satisfied with the reasoning offered by Transgrid in these instances. 

425. For example, corporate support costs total approximately 35% of total labour and indirect 
costs and are higher than the same benchmarks.  However, we consider this primarily 
relates to the higher legal and insurance costs associated with HumeLink relative to the 
benchmark projects, and higher provision for safety and environmental project assurance. 

5.5 Implications for proposed cost 
The proposed cost and resource profile appears reasonable, if Transgrid’s project timing 
was assumed 

426. For the labour and indirect costs, we have reviewed the resource types and costs in 
Transgrid’s model and by reference to the external advice.  We also took account of 
Transgrid’s own comparative analysis of similar sized contingent projects, adoption of 
learnings from its PEC project and discussion of drivers of movements in resources relative 
to earlier projects. 

 
130  Transgrid response to IR05, question 26. 
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427. We were satisfied in Transgrid’s responses as to the allocation of costs to HumeLink 
separate to other contingent projects. 

The higher proposed cost for labour and indirect relative to other projects should lower 
the likelihood or consequence of some of the proposed risks 

428. As noted in section 4, we accept the need for a relatively high level of labour and indirect 
resources in response to the commercial model that Transgrid has adopted for its principal 
design and construction contracts and the complexity of the HumeLink project.  However, 
Transgrid has not only proposed the high level of labour and indirect resources described in 
this section but has also proposed a significant risk-cost allowance, much of which is for risk 
items that are within Transgrid’s control.  We would expect the proposed resources to be 
applied to manage these risks and, in accepting the proposed labour and indirect cost 
allowance as reasonable, we do not consider that an aggregate risk-cost allowance is 
warranted to the level that Transgrid has proposed for these items. 

The cost profile is likely to be both deferred and prolonged 

429. As we have discussed in section 3, the project is already delayed and Transgrid’s 
probabilistic assessment is that it is likely to be prolonged relative to the target dates that its 
CPA2 submission is based on.  Transgrid has already reflected these realities by deferring 
some of the planned increase in labour resources relative to its CPA2 profile, and the 
expected outcome of certain risks that it has accounted for will likely lead to a longer project 
construction phase.   

430. As has been the case to date (including in Stage 1), prudent management of labour and 
indirect costs that reflects needs will reflect the timing of different aspects of the project.  To 
the extent that this is delayed relative to Transgrid’s CPA2 timeline, labour and indirect costs 
(in concert with all project costs) are likely to follow a similarly delayed and longer profile. 
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6 OUR REVIEW OF OTHER PROPOSED 
ALLOWANCES 
Transgrid has proposed allowances of: 

• $2,604 million for Tendered Works, which comprises the main design and 
construction packages for the principal works; 

• $197 million for land and easement acquisition and associated costs; and 
• $30 million for remaining LLE purchase, including storage and transport. 

The information provided to us, which includes independent reviews, indicates that 
Transgrid has adopted a sound procurement process for its principal works and, 
accordingly, we consider that its proposed cost allowance is reasonable.  The 
procurement process has placed significant emphasis on collaboration, based on 
adopting an ITC model that includes components of fixed and reimbursable costs.   

In principle, the ITC model provides for flexible pricing and risk-sharing arrangements 
to accommodate changes and unforeseen circumstances and provides additional 
protections for the contractors.  The adoption of this model is appropriate for the scope 
and complexity of HumeLink and is an emerging model for similar projects across 
Australia and internationally.  Adoption of this model requires additional risk allocation 
to Transgrid, and which Transgrid claims has resulted in higher allowances for owner’s 
risk and owner’s cost.  We review these claims, and the reasonableness of the 
proposed costs in section 4 and section 5 respectively. 

However, the contractual agreements reached for the principal tendered work 
packages are based on project timing that is inconsistent with the delay assumptions 
that Transgrid’s has applied in deriving its proposed owner’s risk and which we have 
reviewed in sections 3 and 4.  While we have not had access to the tendered works 
contracts themselves, there are indications in Transgrid’s advice to us on risks and 
associated costs that this inconsistency may have resulted in an elevated cost 
exposure which has contributed to the level of risk-costs that Transgrid has proposed.  
We also found evidence of costs that have been included for Stage 2, that were 
included in the Stage 1 allowance, and which Transgrid has acknowledged to be an 
error. 

We consider that Transgrid’s proposed allowance for land and easement acquisition 
costs within Stage 2 is reasonable, as are the remaining costs for the procurement of 
LLE.  Potential risks associated with the supply, transport and installation of LLE and 
remaining uncertainties for land and easement acquisition are allowed for in 
Transgrid’s proposed risk-cost allowance, which we reviewed in section 4 . 

6.1 Introduction 
431. In this section we consider the proposed costs included in the CPA2 submission for: 

• tendered works for design and construction; 

• land and easement; and 

• LLE. 
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6.2 Tendered works for design and construction 

6.2.1 Introduction 
432. In this section we present our observations on the tendered works for the contract design 

and construction proposed for inclusion in Transgrid’s CPA2 capex forecast.  We refer to the 
direct cost components of design and construction as ‘Tendered Works’.  In its CPA2 
submission, Transgrid also refers to tendered works as comprising LLE and Other 
construction costs; however we have provided our assessment of these components in 
section 6.4 and section 4. 

6.2.2 What Transgrid has proposed 
433. Transgrid has proposed a total of $2,604.1 million for its tendered works for design and 

construction, comprising $1,256.5 million for the east package and $1,347.6 million for the 
west package.  The pricing is an outcome of the competitive two-stage ECI tender process 
undertaken by Transgrid. 

434. Transgrid describes the Stage 2 forecast capex, as being informed as follows: 

‘More than 61 per cent of our Stage 2 forecast capex is based on market prices obtained 
through competitive tender processes.  We have also relied on pricing from suppliers 
and independent specialists.  Our Stage 1 activities have resulted in a Stage 2 capex 
forecast in line with an AACE class 2 to 3 cost estimate, providing cost certainty that 
consumers will not be over- or under-investing in the Project.’ 131 

6.2.3 Review observations 

Work packages have been split geographically 

435. Transgrid has split the works into east and west, based on results of its ECI process.  
Transgrid describes this decision as follows: 

‘We have adopted a packaged approach to deliver HumeLink, splitting the Project into 
two geographic packages of similar sizes that will be delivered by two separate delivery 
contractors.  This approach:  

– provides a more manageable scope for contractors, aligned with market sounding 
feedback  

– allows us to select contractors with capabilities best suited to the varied works 
required.’ 132 

436. The two contract packages are:133 

• HumeLink East: This consists primarily of the transmission line works from the 
interface point to the eastern HumeLink terminus at Bannaby.  This package spans a 
greater geographical area, with double the length of HV transmission lines (compared to 
the HumeLink West package), while the substation works are relatively small (and 
predominately civil works rather than electrical works).   

• HumeLink West: This consists of the lines from the interface point south to the Snowy 
2.0 connection at Maragle, and west to the HumeLink western terminus at Wagga 
Wagga.  This package involves more substation works, including interfaces at 
brownfield sites and constructing a new substation near Wagga Wagga, named Gugaa.  
The route involves more works within alpine regions, state forests and national parks.   

 
131  A.1_Humelink CPA-2_Principal Application, Transgrid, 21 December 2023, page 44. 
132  A.1_Humelink CPA-2_Principal Application, Transgrid, 21 December 2023, page 48. 
133  A.1_Humelink CPA-2_Principal Application, Transgrid, 21 December 2023, page 48. 
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437. The packages are shown in Figure 6.1 below, reflecting the preferred route (green hill 
alignment). 

Figure 6.1: Overview of the HumeLink alignment and contract packages 

 
Source: Submission document ‘A.1_HumeLink CPA2_Principal Application’, figure 4-1 

Procurement process was fit for purpose 

438. Transgrid has outlined its procurement process in its Capex Forecasting Methodology.   

439. Transgrid has undertaken a multi-stage procurement process, comprising four phases:  
• Phase 1 – Market sounding from April 2022 to July 2022  

• Phase 2 – Expression of Interest (EOI) from August 2022 to October 2022  

• Phase 3 – Early Contractor Involvement (ECI) Stage 1 October 2022 to February 2023, 
and  

• Phase 4 – ECI Stage 2 March 2023 to August 2023.   
440. Transgrid’s objective of adopting a collaborative procurement process was to: 

‘mitigate[s] delivery risk by addressing upfront points of commercial engineering and 
operational tension between us and the D&C contractors.’ 134 

441. Transgrid engaged an independent cost estimator, fission, to independently verify the D&C 
contractor costs.  The procurement process was overseen by an external transaction 
manager and external probity adviser. 

Selection of contractors has followed a robust process 

442. The market engagement process is shown in Figure 6.2 below. 

 
134  A.1_Humelink CPA-2_Principal Application, Transgrid, 21 December 2023, page 54. 
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Figure 6.2: Market engagement for HumeLink – ECI Stages 1 and 2 

 
Source: Transgrid presentation to AER and EMCa ‘AER EMCa CPA2 Review - Major Project – HumeLink’, 15 March 2024, slide 

22 

443. Transgrid states that ECI Stage 2 resulted in delivery contracts being awarded for HumeLink 
East and HumeLink West in December 2023, and which differs from the diagram above.  
Earlier versions of this diagram have dates that vary from June 2023 to August 2023 (A.2 
figure 3-4) for this process. 

444. Transgrid provided a summary of the rationale for the selected contractors as shown in 
Figure 6.3 below.   

445. We have not identified any material issues of concern with the process undertaken by 
Transgrid to determine the tendered costs. 

Transgrid’s selection of commercial model is reasonable for the scale and complexity of 
HumeLink 

446. Transgrid states that increases in real construction costs are likely to intensify due to a 
surge in committed projects, which will compete for increasingly scarce resources.  In 
response to the uncertainties in the operating market, Transgrid states that: 

‘…contractors are presently offering contracts with flexible pricing and risk-sharing 
arrangements to accommodate changes and unforeseen circumstances and safeguard 
against potential losses.  This will assist to mitigate their own risk exposure given the 
significant uncertain operating environment’.  135 

 
135  A.1_Humelink CPA-2_Principal Application, Transgrid, 21 December 2023, page 50. 



 

 

 
Assessment of proposed expenditure for CPA2 AUSTRALIAN ENERGY REGULATOR | 83 

447. These trends are apparent based on our own review of a sample of recent mega projects 
across Australia and overseas.  This has led to an increase in the adoption of target cost, or 
incentivised target cost models over typical fixed price EPC D&C contracts both within 
Australia and overseas.  As an example of this, the NSW and VIC Governments have 
responded to these market changes by committing to use of more collaborative forms of 
contract.136 

448. Transgrid describes its commercial model as follows: 

‘The HumeLink contracts are an amended form of the FIDIC Silver Book EPC contract 
(2nd Edition, 2017), a standard form of contract for EPC projects, which includes 
standard design and construction obligations and with amendments made to incorporate 
the Incentivised Target Cost commercial model.  The FIDIC standard form of contract is 
used internationally and in Australia - examples include PEC and Snowy 2.0. 

The amendments to include an Incentivised Target Cost (ITC) commercial model reflect 
the issues with lump sum being experienced by Contractors, such as the insolvency of 
Clough (which affected both PEC and Snowy 2.0).’ 137 

449. In proposing an ITC D&C commercial model for HumeLink, Transgrid states that: 

‘The ITC D&C commercial model achieves an appropriate balance between:  

– fixed pricing, for components that are well defined and have high cost certainty  

– reimbursable pricing with shared risk, for components with scope and cost 
uncertainty.’ 138   

450. The ITC D&C model allows the contractor to offer a lower contract price than it otherwise 
would if it was required to price in all risk-costs though a fixed price D&C contract.  
Transgrid illustrates this as shown in Figure 6.4 below. 

Figure 6.4: D&C ITC vs traditional D&C contract model 

 
Source: Submission document ‘A.1_Humelink CPA2_Principal Application’, figure 4-2 

The ITC D&C model comprises a fixed and reimbursable component as shown in Figure 6.5 below. 

 
136  For example, NSW Government Action Plan  
137  Transgrid response to IR02, question 12. 
138  CPA-2 A.1 Humelink – Stage 2 (Delivery) – Contingent project application, page 51 
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Figure 6.5: ITC D&C contract model 

 
Source: Submission document ‘A.1_Humelink CPA2_Principal Application’, figure 4-3 

451. For our review, we place considerable weight on the contract review and negotiation 
process and expert review process that Transgrid has undertaken in arriving at the contract 
model.  In a letter to Transgrid, its advisors E3 advisory state: 

‘E3 Advisory considers the final commercial framework to be appropriate for the 
Humelink project as: 

• the cost model and risk allocation will support an efficient cost outcome; and 

• it has achieved commercial alignment between Transgrid and the delivery contractors 
which, together with the embedded collaborative approach of the delivery contracts, will 
support effective resolution of commercial issues that may arise in in delivery, given the 
nature, size and complexity of the project.’ 139 

452. We note that the features of the ITC model (relative to a typical D&C contract) typically 
result in: 

• lower project cost overall; 

• lower risk premium added by the contractor; 

• higher owner’s risk; 

• open book transparency and actual costs for change events; and 

• introduces greater level of collaboration to manage risks (advance warning and joint 
resolution). 

453. We looked for evidence of these features in the build-up of the cost estimate. 

Incentive provisions are included in the commercial model 

454. The reimbursable component in Transgrid’s contracts for the Tendered Works includes an 
agreed target cost with incentive arrangements to encourage collaborative behaviours to 

 
139  Transgrid’s response to IR05, Attachment COME30.1 Commercial framework letter CONFIDENTIAL 
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drive contractor performance and to help ensure the successful delivery of the Project.  
Transgrid describes the incentive structure of the ITC model as including:  

• a cost incentive, known as a pain-share/gain-share mechanism whereby the contractor 
shares the risk of total costs being lower (gain-share) or higher (pain-share) than the 
total target cost, with the contractor risk capped at its margin fee;  

• a program incentive up to 2.5 per cent of the total contract cost, payable where practical 
completion is achieved ahead of the target date;  

• Key Result Area (KRA) incentives up to 1 per cent of the total contract cost for 
achievement of key performance indicators in safety, retention of key personnel, and 
community/stakeholder outcomes; and 

• standardised design, contract and commercial structures to achieve efficiencies across 
the program that are internationally recognised and used in Australia.   

455. The incentive provisions and how they are intended to operate are adequately explained by 
Transgrid.  For example:  

• the cost incentive operates at a rate of 75/25% pain/gain by Transgrid/contractor, with 
any pain to the contractor capped at its margin fee.  The percentages are calculated by 
reference to Target Cost (i.e.  while they apply only to reimbursables, the percentages 
are relative to Target Cost).  We observe that the DTF guidance in place in Victoria has 
a higher share percentage of 85% (rather than 75%) 

• The construction end date for incentive purposes moves out only insofar as NTP2 is 
delayed (relative to 20 July 2024).  This incentive is not affected by ‘delay days’ claims.  
We observe a ‘dead band’ region is created whereby construction before NTP2 time-
shifted construction end dates earns an incentive, and construction beyond NTP2 time-
shifted end dates + delay day claims are subject to LDs. 

6.2.4 Further considerations in adopting an ITC model 
456. The usual approach to risk management in contract procurement is that ‘risk should be 

allocated to the contracting party best able to manage the risk.’ The traditional approach to 
risk allocation in construction contracting is that the delivery risk is best allocated to the 
contracted party responsible for delivery, which means it is included in the contingency 
provisions of a typical D&C contract.   

457. Insights from research, and more recent experience in contracting mega projects on this 
basis has been problematic. 

‘In theory, it creates clear divisions of responsibility between the employer and contractor 
and in that sense it creates a structure which should deliver certainty of outcome.  In 
seeking to obtain the best possible deal, procuring bodies may try to squeeze the 
contractor’s contingencies through competitive tendering, except where this is not 
possible because the supply chain is shallow. 

However, it pre-supposes that all risks can be identified and their impacts assessed, that 
the supply chain is willing to take on the risks allocated, there is sufficient depth of 
resource and expertise in the supply chain for the employer to select the contractor 
willing to take on most risk at the lowest price, that the contingency for risk-taking that 
the contractor charges is considered to be economic and represents value for money 
and that ultimately the contractor’s balance sheet is sufficiently strong to bear the costs if 
the risks materialise without going into insolvency.’ 140 

458. Target cost contracts usually operate by comparing the actual outturn cost of works 
(ignoring certain categories of disallowed cost) against an agreed target cost and dividing 
the benefit and burden of any cost savings or overruns between the employer and the 
contractor in accordance with pre-agreed share ranges.  The underlying philosophy is that 

 
140  Herbert Smith Freehills, Collaborative Contracting for Major Infrastructure Projects accessed at 

https://www.herbertsmithfreehills.com/insights/2019-08/collaborative-contracting-for-major-infrastructure-projects  
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the contractor will be incentivised to beat the target cost as its return will be boosted by its 
share of any achieved saving.  Cooperation is encouraged to share the gains. 

459. For this model, insights from research suggest that whilst improved relative to a traditional 
contracting model, there are considerations to be mindful of: 

‘Even if the target cost has been accurately assessed and fixed at the outset of the 
contract, a claims culture can still therefore be prevalent in target cost contracts. 

Incentive-based contracts are generally set up on a cost reimbursable basis where the 
contractor has limited downside exposure.  The contractor is paid the actual cost 
incurred to complete but only profit, or a proportion of profit, is put at risk.   

The basic premise is that successful delivery of the project is most likely to be achieved 
where there is a close alignment between the commercial interests of the employer and 
the contractor, so that they work together for the benefit of the project, rather than 
against one another because they have different commercial objectives.’ 141 

460. During our onsite discussions Transgrid advised that collaboration provisions have been 
included in the contract, and that it has adopted an ITC model which should go some way to 
achieving greater collaboration.  It will be critical that both parties act in this way, and to the 
extent that commercial interests can align, that any costs (or efficiencies) can be realised 
that are in the best interest of consumers. 

6.2.5 Stage 1 activities and costs  
461. Transgrid included activities and costs in Stage 1 to support activities needed to engage the 

contract market through the ECI process, including provision for payments for contractors to 
cover the costs of the ECI process.   

462. These activities were included to:  
– ‘promote competition and innovation to lower costs including costs for risks for the 

construction works in Stage 2, and  

– enable the successful contractors undertake detailed design and other pre-
construction activities in to ensure construction can start as soon possible following 
approval of our Stage 2 Application to meet the 2026/27 completion date.’ 142 

463. Transgrid has made adjustments to the tendered price for each contractor to appropriately 
remove costs from CPA2 that had been included in the CPA1 approval part 1 and 2 costs 
comprising:143  

• substation and transmission line pre-development;  

• tower design;  

• prototype and testing; and  

• supply and transport of steel structure galvanize.   
464. These deductions total $188.7 million across both contractors. 
465. We don’t have visibility of all tendered work components; however we note that the 

breakdowns provided by Transgrid also identify costs for participation in the ECI process 
totalling  (nominal) for UGL (west package) and  (nominal) for AKG 
(east package).144 In response to our request to confirm the treatment of these costs, 

 
141  Herbert Smith Freehills, Collaborative Contracting for Major Infrastructure Projects accessed at 

https://www.herbertsmithfreehills.com/insights/2019-08/collaborative-contracting-for-major-infrastructure-projects 
142  A.2 Humelink – Stage 2 (Delivery) – Capex Forecasting Method, Transgrid, page 30 
143  A.6 - Humelink CPA 2 - Direct Non-Labour Model – CONFIDENTIAL. Transgrid. 
144  On review of Transgrid’s A.6 Direct non-labour model, we found that Transgrid presented the composition of the 

contractor costs in varying ways and had minor variances between totals.  However, we don’t consider this variance to be 
material to our conclusions on the treatment of the ECI costs. 
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Transgrid confirmed that these costs were allowed for in CPA1 and have been incorrectly 
included in its CPA2 submission.145   

6.2.6 Implications for proposed cost 
466. We consider that Transgrid’s methodology and process for determining the cost for its 

tendered D&C works is reasonable.  Therefore, it is reasonable to assume this to have 
resulted in an overall allowance that reasonably reflects an efficient market cost. 

467. In assessing Transgrid’s procurement practices, we considered whether the tender process 
provided sufficient competitive constraint to enable market tested and efficient prices.  We 
are satisfied that the procurement process was appropriate and that the prices are an 
outcome of a market tested process, with reasonable allocation of risk. 

468. We have considered the reasonableness of the cost build-up model that Transgrid has 
provided and find evidence that cost line items are reasonable and have been allocated 
according to Transgrid’s documentation.  However, we found evidence of ECI costs already 
provided for in the Stage 1 application, and presumably paid (or will be paid) to successful 
tenderers in that period.  These costs totalling  (real June 23) should be 
removed from the CPA2 cost estimate. 

469. We also found evidence in Transgrid’s supporting documentation that supports the 
assessment of costs in other sections of this report, relating to: 

• the level of cost certainty afforded to the cost estimate; 

• the interaction of the selected ITC D&C model with other parts of the cost estimate; and  

• scope and scale of the contractor contingency.   
470. Apart from the ECI cost referred to above, we consider that Transgrid’s Tendered Cost 

allowance for the east and west design and construction packages has followed a 
reasonable process, and therefore is likely to be a reasonable estimate.  However, we have 
noted in previous sections of our report that: 

• there is inconsistency of assumptions in relation to the timing that has been assumed by 
the project, and written into contracts and which is an outworking of Transgrid’s planning 
assumptions which we reviewed in section 3; 

• all owners’ risks associated with the works packages are included in what Transgrid has 
described as ‘Other Construction Costs’ which we reviewed in section 4; and 

• the commercial model requires collaborative working and negotiation of actual costs and 
assumed delays for reimbursable works.  This may be at a different rate than Transgrid 
has assumed in the derivation of its risk-cost allowances, presented as ‘Other 
Construction Costs’, which we reviewed in section 4. 

471. For these reasons, our conclusions on Tendered Works cost allowance must be read in 
conjunction with our findings in sections 3 and 4. 

6.3 Land and easement values 

6.3.1 Introduction 
472. An objective of Stage 1 was for Transgrid to secure the land and easements needed to be 

able to commence construction in Stage 2, without this being either an impediment to 
commencement of construction or a significant project cost risk.  Transgrid identified certain 
sites that it would acquire, while for other sites and for easements it would obtain option 
agreements which it would then exercise in the construction stage. 

473. In reviewing what Transgrid has proposed for Stage 2, we have considered the progress 
that Transgrid made in Stage 1 in achieving its objectives, the consequences that this has 

 
145  Transgrid response to IR05, question 21 
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6.3.4 Assessment of proposed expenditure 
482. In its March 2024 update, Transgrid provided the information shown in Table 6.3, showing 

the Transgrid and landowner valuations for the 98 outstanding agreements.  The CPA2 
estimate of  lies between the Transgrid and landowner valuations and we 
consider that it can be considered to be a reasonable current estimate for this component of 
the proposed Stage 2 allowance.   

483. For the remaining components of the proposed land and easement cost allowance, 
Transgrid has relied on JLL’s report.  We consider these to be reasonable estimates on the 
basis of the evidence of its advisor.   

6.3.5 Implications for CPA2 allowance 
484. We consider that Transgrid’s proposed allowance for land and easement acquisition costs is 

reasonable.  As with other elements of Transgrid’s proposal, cost risk for land and 
easements is compiled in the risk-cost allowance which we have assessed in section 4.   

 
151  TG is Transgrid valuation. LO is Landowners valuation 
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6.4 Long lead-time equipment 

6.4.1 What Transgrid has proposed 
485. Transgrid has proposed a total of $29.6 million for LLE for transformers, reactors and 

conductors in stage 2.  These costs relate to delivering, storing and installing the equipment, 
which was secured in Stage 1. 

486. The forecast capex comprises: 

•  for reactors;  

• for power transformers; and  

• for conductors.   
487. The procurement of equipment for HumeLink largely formed part of CPA1 Part 2.  We 

understand that the costs associated with Part 2 relate to: 

• For reactors and transformer – storage, transportation/mobilisation (i.e., delivery) and 
installation costs, and  

• For conductor – procurement and transportation of earth-wire and securing land for a 
laydown facility location for all conductors.  152 

488. The proposed Stage 2 capex is additional to $249.7 million approved by the AER for LLE in 
its Stage 1 Decisions153, which covered the bulk of LLE costs that Transgrid expects to incur 
for HumeLink.   

6.4.2 Update: Current status information 
489. Since the Stage 1 Part 2 application, Transgrid made a number of changes that contributed 

to the additional costs relating to its power transformer and reactor procurement, including: 

• the preferred equipment suppliers to also oversee equipment installation and 
commissioning rather than the contractors. 

• change of the port of entry to Australia from Melbourne to Newcastle. 

• Additional storage costs due to arrival in Australia earlier to mitigate potential for project 
delays. 

490. We asked Transgrid to reconcile the scope and cost of items that were identified as LLE in 
Stage 1 Part 1, with those now purchased under Stage 1 part 2, and those now envisaged 
as part of Stage 2.  The information that Transgrid provided is reproduced in section 2 ( 

491. In Table 2.4, we summarise Transgrid’s expenditure allowances for Stage 1, its proposed 
allowance for Stage 2 and purchase orders issued to date.   

492. Table 2.4: ). 

493. We are satisfied with Transgrid’s responses that orders have been placed or are committed 
to payment milestones.  The remaining provisions for Stage 2 are allocated to design 
adjustments, delivery, storage, and testing. 

494. We note that the responsibility for Tower Steel procurement is with the contractors and has 
been included in the forecast target cost of the tendered works for CPA2. 

6.4.3 Review observations 
495. Based on the global competition for materials, and in particularly power equipment we 

consider that it was prudent for Transgrid to take early action to secure the manufacture and 
supply of equipment for HumeLink as it has done.   

 
152  A.2 Humelink – Stage 2 (Delivery) – Capex Forecasting Method, Transgrid, page 39 
153  This was determined by AER in Part 2 of Transgrid’s Stage 1 application 
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496. Transgrid has applied its Powering Tomorrow Together (PTT) program, which involves the 
integrated delivery of Energy Connect, HumeLink and VNI West to assist deliver the efficient 
cost and delivery time for its key items.  We comment further on the role of this program in 
Transgrid’s proposed labour and indirect costs during the life of the HumeLink project. 

6.4.4 Implications for proposed cost 
497. We find that Transgrid’s methodology and process for its remaining LLE costs is reasonable 

and, on this basis, we consider that its proposed allowance reasonably reflects an efficient 
market cost. 

498. Changes to the procurement of LLE, including scope of installation, highlights potential risks 
associated with the supply, transport and coordination with Transgrid’s contractors in the 
delivery of the HumeLink project, that previously Transgrid had sought to transfer to the 
contractor. 
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7 OBSERVATIONS ON OTHER MATTERS 
In this section, we provide observations on the level of project cost uncertainty, 
external reviews and benchmarks and provision for Liquidated Damages. 

Transgrid provided AEMO with a cost uncertainty range on its total HumeLink cost (i.e.  
comprising stages 1 and 2) of -5%/+12%.  While that estimate is now 29% higher in 
real terms than its original estimate, Transgrid’s stated uncertainty range would be 
consistent with one of the objectives of Stage 1 which was to improve the level of 
certainty of its cost estimate.  AEMO has provided feedback loop confirmation of the 
need for the project based on that cost and the advised cost uncertainty range. 

Transgrid provided a number of external reviews in support of its CPA2 submission.  
While these reviews provide useful information, we consider that some claims made on 
the basis of these reviews are selective and potentially misleading.  These include 
claims made for savings arising from its PTT program, which we find to be targets set 
across multiple projects rather than realised savings attributable to the HumeLink 
project, and savings claimed from adopting the ITC contracting model.  However, we 
have not had regard to the claimed savings in our review. 

In response to an information request, Transgrid advised of provisions for Liquidated 
Damages against the contractors if they fail to reach practical completion by the 
contracted dates.  Transgrid has not accounted in its CPA2 submission for the 
possibility of obtaining LDs.  We similarly consider that it would be problematic to do 
so, noting that (1) contracted completion dates are adjusted under contract provisions, 
(2) the contractors each have their own delay contingency allowances within their 
contracts and (3) accounting for LDs, even on a probabilistic basis, would assume 
non-delivery by the contractors. 

7.1 Introduction 
499. In this section, we provide observations on three matters that may be of relevance to AER in 

considering aspects of its determination or which are ‘general’ in nature, but which do not 
directly affect our principal findings on Transgrid’s proposed CPA2 cost allowance.  These 
matters are: 

• consideration of the range of cost uncertainty and its relationship to the economics of 
HumeLink, as derived by AEMO and by Transgrid; 

• external reviews and other analyses that Transgrid has relied on to support its proposed 
cost allowance; and 

• provisions for liquidated damages to be payable by the principal contractors, and which 
we have become aware of in the course of our review.   

7.2 Project cost uncertainty 

7.2.1 Introduction 
500. In this section we have considered information on the cost uncertainty range of Transgrid’s 

CPA2 estimate, and the consequent uncertainty range for the total HumeLink project (i.e.  
considering Stages 1 and 2.   
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506. In its Principal Application, Transgrid makes the summary statement that: 

‘Our Stage 1 activities have resulted in a Stage 2 capex forecast in line with an AACE6 
class 2 to 3 cost estimate.  This provides cost certainty that consumers will not be over- 
or under-investing in the Project.’   

507. The statement that its CPA2 submission is a Class 2 to 3 estimate is supported by 
Transgrid’s claimed estimate classes at the capex category level.  We observe that its 
‘substation and transmission lines’ class estimate is lower (i.e.  more certain) than it had 
targeted, while its owner’s costs are less certain.  This is directionally consistent with the 
way that Transgrid has attributed risk in its CPA2 submission, with cost uncertainty relating 
to the Tendered Works presented as a ‘risk-cost’ as described in section 4. 

7.2.4 Observations on the claimed level of cost certainty 

Further analysis of the claimed uncertainty range 

508. A class 2 to 3 estimate could be interpreted as having an uncertainty of up to +20% or 
+30%.  We therefore sought further information that might inform a view on the uncertainty 
range of -5% to +12% that Transgrid advised to AEMO for the purpose of its feedback loop 
assessment application.   

Uncertainty analysis based on Transgrid’s information on line-item uncertainties  

509. We asked Transgrid to advise the uncertainty range that it placed on its Stage 2 cost 
estimate, and Transgrid provided the range percentages for line items that we have 
reproduced in Table 7.2, down to the ‘uncertainty range subtotal’ row.  We have aggregated 
these, to account for the respective weightings of each line item and we find that this 
aggregates to a range of +5.9% to +21.6% for these line items.   

510. While unclear in Transgrid’s response, we infer from the separate and significant uncertainty 
ranges that Transgrid has placed on its Delivery Partner and Labour and indirect costs, that 
these uncertainty ranges reflect uncertainties that are otherwise presented as ‘risk-costs’.  
On this assumption, and so as not to double-up, we have treated the CPA2 Other 
Construction Cost amount as a known amount. 

511. For the purpose of this assessment, we have also assumed that Transgrid’s Stage 1 costs 
are ‘known’ and equal its allowances (for Parts 1 and 2).  We consider this to be a 
reasonable assumption, noting that Transgrid’s forecast Stage 1 costs are relatively close to 
its allowances, and are now largely incurred or committed.   

512. As shown in table 7.2, this analysis suggests an aggregate uncertainty range for the total 
project (i.e.  Stages 1 and 2) of +4.4% to +16.3%.   
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provide ranges that appear undeservedly narrow.  Each of these quantitative assessments 
provides a narrower range than would be suggested by what Transgrid, in our view more 
realistically, describes as a class 2/3 estimate.   

516. On the other hand, we do not consider that Transgrid’s depiction of its CPA2 submission as 
providing a class 2/3 CPA2 cost estimate justifies its claim that this provides ‘cost certainty 
that consumers will not be over- or under-investing in the Project.’  A class 2/3 estimate 
could be considered to provide an upper bound estimate of the order of 25%.  In substance, 
this would now apply only to the Stage 2 costs, and so at the upper end would add around 
$1 billion to the proposed cost. 

7.3 External reviews and benchmarks relied upon by 
Transgrid 

7.3.1 External advice relied upon 

Transgrid has referred to a range of advice in its CPA2 submission 

517. Transgrid has engaged independent advice in specific areas of its CPA2 submission as 
identified in Figure 7.1 below.  We have referred to the reports from these firms as provided 
by Transgrid as required in our review of the proposed costs. 

Figure 7.1: List of external advisers for advice 

 
Source: Transgrid response to IR05 ‘PCR0.3 HumeLink Board workshops (compiled)’ 

Transgrid has incorporated external review and use of benchmarking 

518. Transgrid has engaged independent advice to undertake reviews and benchmarking of 
specific areas of its CPA2 submission as identified in Figure 7.2 below. 
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Figure 7.2: List of external advisers for review and benchmarking 

 
Source: Transgrid response to IR05, ‘PCR0.3 HumeLink Board workshops (compiled)’ 

519. GHD was engaged to undertake an independent engineering verification and assessment of 
the scope of Transgrid’s Stage 2 activities and its Stage 2 capex forecast.  Transgrid states 
that:154 

‘Overall, GHD Advisory considers that the contracting approach adopted detailed below 
and capital forecast developed to be prudent and efficient having regard to current 
market conditions, and are required to achieve project timeframes, reduce the final 
projects costs, and / or reduce schedule and cost risks.’ 

520. Our review of the report provided by GHD indicates that its benchmarking analysis has not 
considered the total project cost: 

• In providing its assessment of the total project cost, GHD has not taken into account the 
costs associated with LLE included in Stage 1 Part 2, in arriving at a total project cost of 
$4,659.9 million.155 

• In applying AEMO’s transmission cost database (TCD) as a top-down check, the 
exclusion of the Stage 1 Part 2 costs appears to lead to a different conclusion on the 
efficiency of the total project cost.  We acknowledge the limitations of using the TCD in 
this way, however this undermines the value as a top-down assessment that GHD has 
relied upon in its assessment when it concludes that the156 ‘overall cost for the project 
and the level of risk provisioning is supported by benchmarking against the TCD, with 
variances within the level of AACE expected accuracy range for a TCD generated 
estimate.’ 

521. In the context of using the TCD for benchmarking, GHD also states: 

‘HumeLink also has an accelerated schedule that would not be necessarily reflected in 

these past ISP projects and this requires higher risk provisioning.’ 157 

522. We considered project timing in earlier sections of this report, where we considered the 
extent to which an accelerated schedule is warranted, and the extent to which this is in fact 
driving higher risk provisioning and therefore a higher cost.  GHD’s statement aligns with our 
findings in sections 3 and 4, except to the extent that it assumes that the accelerated 

 
154  A.2 Humelink – Stage 2 (Delivery) – Capex Forecasting Method, Transgrid. 
155  GHD independent assessment report, page i 
156  GHD independent assessment report, page vi 
157  GHD Humelink independent verification and assessment, page 6 
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timeline is an external requirement rather than a project delivery choice that Transgrid has 
made.   

523. In response to our questions of Transgrid, we were provided with an updated version of 
GHD’s report on 17 April to address the issues we identify above, and which states: 

‘There are potentially some risk provisions that are justifiable for HumeLink that may not 
be present in the TCD benchmarking sources.  In addition, there are some financial risk 
provisions that could fall away over a short period of time if the conditions for their trigger 
are effectively managed.’ 158 

524. GHD has included updated benchmarking results, to take account for additional risk 
provisioning in its benchmark.  We calculate that the TCD benchmark is 25% lower than 
Transgrid’s estimate, using GHD’s assumptions and not 20% as GHD suggests.  Noting the 
limitations of using the TCD, including its wide error band (associated with low cost 
forecasting accuracy), we consider that there is little reliance that can be placed on this 
analysis.   

External review of labour and indirect costs identifies areas for AER review 

525. In providing summary conclusions on the reasonableness of the labour and indirect costs, 
GHD states that:  

‘Project control costs potentially include approximately $16M of costs that have already 
been claimed in the VNI West CPA1 submission.’ 159 

526. On review of GHD’s report, this relates to indirect costs associated with Wagga Wagga 
training centre, Wagga Wagga hub, In8 and P6 licencing and integration, PTT functions and 
benchmarking.  GHD also states that the: 

‘VNI West CPA1 submission already includes this cost noting that the cost does not 
specifically relate to either VNI West or HumeLink, but rather major projects generally.’ 
160 

527. Review of the VNI West CPA1 submission is beyond our scope of review and we suggest 
that AER confirms that there is no duplication of costs.   

528. During our discussions with Transgrid, we were concerned by the lack of evidence of 
benefits of the large ‘major project initiatives’ to be recovered over the HumeLink project, 
including those associated with the PTT costs which appeared to us as being directed to the 
formative phases of the project.  Transgrid advised that the major project initiatives including 
PTT are apportioned to the three major projects – PEC, HumeLink and VNI west – and that 
benefits accrue throughout the project.  We discuss this further as a part of our assessment 
of major project initiatives in section 5.4. 

529. As shared costs, the justification of these costs across all projects to improving Transgrid’s 
social licence by providing local training to communities impacted by construction and 
addressing skills shortages161 should be reviewed. 

7.3.2 Inclusion of cost savings in CPA2 
530. As a part of its CPA2 submission, Transgrid refers to $412 million of cost savings across 

Stage 1 and 2 of the Project, comprising:162 

• $85 million in savings for securing LLE through our PTT program (Stage 1 forecast 
capex); 

 
158  GHD Humelink independent verification and assessment 1504 2024 provided with IR05 
159  GHD, Humelink independent verification report, page 60 
160  GHD, Humelink independent verification report, page 58 
161  AER EMCa workshop, HumeLink CPA-2 - March 2024, slide 68 
162  CPA-2 A.1 Humelink – Stage 2 (Delivery) – Contingent project application, page 44 
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• $237 million in savings from adopting a variable ITC D&C contract rather than a fixed 
price D&C contract to deliver the design and construction of substations and 
transmission lines, including access tracks (Stage 2 forecast capex); and 

• $90 million in savings for undertaking the Gugaa integration as part of VNI West Stage 1 
activities.   

531. Transgrid also claims further cost savings of $787 million of investment synergies from 
concurrent investment in HumeLink, PEC and VNI West, and which is claimed to be in 
addition to $500 million savings from adopting the PTT model.163  These savings also 
include the $90 million in savings for undertaking the Gugaa integration as part of VNI West 
Stage 1 activities as noted above. 

532. We examine each of these below. 

Securing LLE through its PTT program is unlikely to be a saving from the CPA2 base cost 
estimate 

533. We asked Transgrid to substantiate the basis of the $85 million LLE savings, to which it 
stated it comprises:164 

• $60 million savings from transformers, reactors and conductors through early 
procurement of LLE; and  

• Circa $20-25 million associated cost avoidance, to which Transgrid has adopted the 
higher end of the range for labour and what Transgrid refers to as ‘inflationary savings’ 
that result from the early procurement activities. 

534. In its response Transgrid states that the savings for LLE are derived from the difference 
between its budget assumptions and negotiated contract prices for equipment across the 
HumeLink and VNI West projects.  The values are not identifiable for each project, nor is the 
relationship to the CPA1 assumptions provided for HumeLink.  Based on the information 
provided, it is therefore not possible to determine the basis from which this saving has been 
measured or realised.   

535. The early procurement of LLE was a feature of approval of the early works by the AER in its 
CPA1 determination, to ensure timely delivery of LLE and to lock in reasonable costs.  We 
did not see evidence of further savings reflected in the CPA2 forecast. 

Whilst savings are likely from an ITC model, the analysis provided for HumeLink is not 
holistic and cannot be relied upon for this purpose 

536. Transgrid states that if D&C contractors were required to offer a fixed price contract, then 
the D&C contract cost would be expected to be by around $237 million or 8 per cent higher.   

537. We asked Transgrid to substantiate the basis of the $237 million from a variable 
construction contract, to which it stated: 

‘The likely cost of a classic EPC contract was identified as $3.117B compared with the 
cost of a corresponding ITC contract of $2.88B, giving rise to a $237M cost saving on 
this basis’.165 

538. We understand that this value is based on analysis undertaken by its cost estimator 
fission.166 Whilst the literature suggests that an ITC form of contract is more likely to provide 
a lower cost than traditional approaches, including an EPC D&C contract, we find that the 
analysis presented by fission is not sufficient to support the claimed saving.  For example: 

• The total cost assumed by fission of $2,880.4 million for the target cost for the ITC 
contract is much lower than has been assumed in the CPA2 submission at a total level 

 
163  CPA-2 A.1 Humelink – Stage 2 (Delivery) – Contingent project application, page 25 
164  Transgrid response to IR02, question 15 
165  Transgrid response to IR02, question 15 
166  COMF1 Humelink ITCvsEPCv02 provided in response to IR02 
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and is more likely representative of the ITC D&C contract cost of $2,604.1 million 
proposed by Transgrid, after excluding some elements of the cost for comparison 
purposes.   

• The analysis did not attribute the higher proposed owner’s costs, included as part of the 
Other Construction Costs, which are recognised as a feature of ITC (offset by lower 
contractor contingency).  The analysis focussed on contractor contingency only.   

• The analysis did not attribute the higher proposed labour and indirect costs for 
supervision of the contract by Transgrid. 

539. For these reasons, we consider that the analysis does not adequately account for the many 
differences between an EPC D&C and the proposed ITC D&C model that Transgrid has 
proposed, in a meaningful way that could support Transgrid’s claimed savings from its 
approach.  To selectively include and exclude components is misleading. 

Undertaking the Gugaa integration whilst the substation is under construction is likely to 
lead to a more efficient cost 

540. The Gugaa substation will be constructed as part of the HumeLink project, and in doing so 
provides for the connection to VNI West via the PEC enhancement works at 500kV. 

541. Transgrid advised that the Gugaa saving is based on market pricing received on HumeLink 
for the pre-agreed variation for the Gugaa augmentation works,167 with adjustments for 
additional costs if conducted via VNI-West for preliminaries and allowance for brownfield 
works (conducting works in an existing substation). 

542. Delivery of the Gugaa extension works via the HumeLink project, when the HumeLink 
contractor is already onsite and familiar with the substation construction is likely to lead to a 
more efficient cost.  We are not convinced that the costs for Transgrid will differ by 20% 
under the two options.  We have not been provided the detailed assumptions to verify the 
accuracy of the assumptions that underpin the calculated saving.   

Additional savings claimed from investment synergies are not real 

543. Of the remaining component of the claimed $787 million in savings, Transgrid claims the 
PEC enhancement works are expected to achieve cost savings of approximately $697 
million.   

544. We asked Transgrid to substantiate the basis of the $787 million of investment synergies 
from concurrent investment in HumeLink, PEC and VNI West, to which it stated: 

‘The savings of PEC enhancement are calculated by subtracting the cost of PEC 
Enhancement being constructed by the PEC contractor from the equivalent cost if this 
same scope were constructed using current market pricing.’ 168 

545. Transgrid supplied analysis that shows that the estimated cost of construction of the 
Dinawan to Wagga Wagga 500kV double circuit transmission line using the existing PEC 
contractor is expected to cost approximately $570 million.  However, on the basis of 
updated market rates provided by the HumeLink contractors, the same line would be 
expected to cost $1,267 million.  On that basis, Transgrid has claimed that the delivery 
model for this line section reflects a cost saving. 

546. In presenting cost savings, it is important to be clear on the basis to which the cost saving is 
being measured.  In this case, there is no obvious cost saving relative to the PEC project.   

547. In making comparisons between projects, it is important to adjust for different market 
conditions, contractors and project considerations (design, construction methods, 
easements and land access etc) between the two projects.  In response to an IR, Transgrid 
acknowledges major differences between the projects:169 

 
167  Transgrid response to IR02, question 15 
168  Transgrid response to IR02, question 15 
169  Transgrid response to IR05, question 18 
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‘Transgrid has identified market costs as they pertain to current project delivery partners 
rather than historical costs associated with other projects.  Current costs are more 
reflective of current, post-pandemic market conditions.  Transgrid has – and continues to 
– test the market to ensure efficient and prudent cost assessments for Humelink and 
other ISPs underway.  Transgrid has taken lessons learnt from PEC and increased 
owner’s team size to reflect what is appropriate to delivery mega projects and mitigate 
risks, to ensure efficient delivery ‘ 

548. In the analysis provided, there does not appear to be an attempt to correct for these factors. 

Statements around $500m savings from PTT program are targets across multiple projects 

549. We asked Transgrid to substantiate the cost saving of $500 million claimed as having been 
achieved from the PTT program and the relationships to the $322 million saving claimed for 
HumeLink.170  

550. HumeLink stated that its Powering Tomorrow Together (PTT) program is focused on 
achieving $500 million in cost benefits through a 24-month overall program acceleration, 
including delivery of HumeLink and VNI West by 2028.  The cost savings attributable to the 
ITC commercial model and LLE totalling $322 million are included in the $500 million.171  In 
its response Transgrid stated that:  

‘Transgrid aims to achieve this through the four PTT principles of 1.  increased 
optionality; 2.  enhanced project delivery; 3.  commercial savings; and 4.  security of 
supply.’ 172   

7.3.3 Implications for proposed cost 
551. We have not identified any implications for the proposed cost estimate.  However, we 

observe that, if the claimed savings have been measured relative to Stage 1 estimates, then 
it is difficult to reconcile them with the 48% nominal / 29% real increase in the Stage 2 cost.   

7.4 Provisions for Liquidated Damages 

7.4.1 Introduction 
552. In this section we provide observations on the Liquidated Damages (LD) framework that 

applies to the HumeLink project. 

7.4.2 The LD framework in Transgrid’s principal contracts 
553. During the onsite discussion with Transgrid, we were provided information that liquidated 

damages provisions (LDs) are included in the commercial agreements for the principal 
design and construction works (the Tendered Works), however the details were not 
explained in Transgrid’s application.  We asked Transgrid to confirm the quantum and 
design of the liquidated damages included in the ITC model for exceeding the delivery date 
for each contractor and to describe how these damages interact with the incentive 
provisions of the ITC model including the pain-share provision.   

554. Transgrid stated that: 

‘There are liquidated damages of up to $500,000 per day if the Contractor does not 
achieve Practical Completion of Sections or of the full Works by the date for Practical 
Completion.  These are capped at 10% of the Target Cost.   

 
170  Principal Application document, page 25 
171  Specifically that the $500 million cost savings includes $237 million variable construction contract and $85 million for LLE. 
172  Transgrid response to IR02, question 33 
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The contract provides positive incentives to achieve on-time or early completion through 
both the Program Incentive and the Cost Incentive.  The two regimes are separate, 
however together provide a strong incentive for the Contractors to complete the project 
at the most efficient time and cost.  ‘173 

7.4.3 Observations 
555. While we were not provided a copy of the contract itself, we see evidence of the LDs in the 

liability cap provisions included in the contract schedule included in advice from Transgrid’s 
legal advisers, Corrs Chambers Westgarth.174 We understand that the LDs are activated if 
the practical completion date (as adjusted in accordance with the contract provisions) is not 
achieved, and therefore do not interfere with the incentives for on-time or early delivery.  
Rather, they appear to act to reinforce delivery within the contract term. 

556. The Contractor may be entitled to an extension of time (EOT) for a nominated delay event 
under the contract and must demonstrate an impact to a critical path activity, and that the 
Contractor has actually been delayed in meeting Practical Completion.  We understand this 
requires evidentiary support for an actual incurred delay, for review after the event before 
such a claim is approved. 

557. Importantly, Transgrid recognises the need for the contractor to actively mitigate any 
extension of time or cost of delay:  

‘the entitlement for EOT is reduced to the extent a delay is a concurrent delay, including 
with delays that would not entitle the contractor to an EOT, or where the Contractor has 
not avoided, minimised or mitigated the delay, including by resequencing, to the extent it 
was able to.’ 175 

558. We consider that this is a key feature of a collaborative contract model and acts to ensure 
efficient delivery of the project.  Accordingly, we looked for evidence that this feature was 
present in the determination of relevant risk-cost allowances.  As we discuss in section 4, 
we consider that the risk-cost allowance that Transgrid has proposed does not adequately 
account for such cost minimisation or mitigation and this contributes to our finding that 
Transgrid’s proposed risk-cost is overstated.   

559. We also observe a delay damages cap that exists during the contract term, and prior to the 
practical completion date, of $500,000 per day for the east and west package.  A separate 
damages cap of $200,000 per day has also been established for the works between the T-
point and Maragle substation applied to the West contractor only.  We note that Transgrid 
has generally used lower aggregate values than indicated by this cap, and that LDs (if they 
apply) could to an extent offset additional owner costs of prolongation of the project.   

7.4.4 Implications for proposed cost 
560. Other than through their interaction with the proposed risk-cost allowance, as stated above 

we have not identified any additional implications for the proposed cost estimate. 
 

 

 
173  Transgrid’s response to IR05, question 20 
174  Transgrid Project risk artefacts, ID0.3 – Humelink – Legal sign-off letter 
175  Transgrid’s response to IR05, question 22 
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APPENDIX B – ALTERNATE SCENARIO FOR 
RISK-COST ALLOWANCE 
















