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A submission to the Australian Energy Regulator by Ararat Wind Farm Pty Ltd as a part of the public consultation phase of its determination of the Revenue Reset of Victorian Electricity Transmission network operated by AusNet Services Pty Ltd.
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[bookmark: _Toc461719403]Scope of this Submission
This submission to the Australian Energy Regulator (AER) relates only to the Service Target Performance Incentive Scheme (STPIS) Market Impact Component (MIC) of AusNet’s Revenue Reset.
We describe an unintended consequence of AusNet’s transition from STPIS version 4 to version 5 and provide possible methods for redress of this problem for consideration by the AER.
[bookmark: _Toc461719404]The Context of STPIS 
The STPIS MIC aims to minimise the number and duration of planned outages in the transmission network that result in an increase in the marginal cost of electricity.  
Under STPIS version 4, the MIC does not allow for the exclusion of outages caused by the connection of third party assets.  Consequently these outages have the potential to impact on AusNet’s performance and incentive revenues derived under the STPIS MIC.
Under version 4 of the STPIS MIC, the performance target is calculated by averaging the actual performance of the network over the previous 3 years and the MIC performance measure is calculated by averaging the actual performance over the current and previous year.
The rolling average nature of the MIC under version 4 means that the outages may have a negative impact on AusNet’s incentive payments during the years that they occur (e.g. 2015 & 2016) and potentially also in the subsequent year (e.g. 2017) but may then have a positive impact on AusNet’s incentive payments in the two years after that (e.g. 2018 & 2019).
For illustration purposes the below chart in Figure 1 below sets out the initial and the cumulative STPIS impacts of outages caused by the connection of third party assets during 2015 and 2016 that could be expected under version 4 of STPIS.
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[bookmark: _Ref452024042][bookmark: _Ref452024045]Figure 1 Expected Outcome under STPIS v4
In essence, under version 4 of STPIS TNSPs and other involved parties could expect that the MIC incentive cost incurred in initial years of the connection of a project would be recouped (at least in part) in subsequent years and the overall impact would be reduced.

[bookmark: _Toc461719405]The Change to STPIS Version 5
The AER made its final decision on changes to the STPIS in October 2015 (i.e. STPIS version 5).  This version 5 will come into effect for AusNet as they move into their next Regulatory Control Period on 1 April 2017.  In the interim AusNet continue to operate under version 4.
Under STPIS version 5 the definition of outages under the MIC[footnoteRef:1] has changed.  Amongst other changes, outages that result from the connection of third party assets (like the connection of a new wind farm) will be excluded from the measure of a TNSP’s performance.  So, under these new definitions, if a wind farm were to connect to AusNet’s transmission network after 1 April 2017, the outages caused by that new connection would have no impact on AusNet’s measure of performance under the MIC.   [1:  i.e. Appendix C of STPIS has changed] 

Under STPIS version 5 the way in which the performance target is calculated[footnoteRef:2] has also changed.  Instead of using rolling averages over the 3 previous years to set targets, a fixed target will be set for the entire Regulatory Control Period.  The target will be calculated using the performance over the previous 7 years, the best and worst years (i.e. the outliers) are then removed and the performance in the remaining 5 years is averaged to obtain the performance target.  The performance target is not changed again until the next Regulatory Control Period. [2:  i.e. Appendix F of STPIS has changed] 

When determining the MIC target the TNSP’s past performance is re-audited by AER and the new definition of an outage is applied so as to ensure that the target is not made artificially high by any outages included under the previous definitions.

[bookmark: _Toc461719406]The Transition Problem 
While version 5 of STPIS will treat outages caused by the connection of third party assets more favourably than under version 4 the transition from version 4 to version 5 of STPIS inadvertently, and very significantly, exaggerates the negative impact of outages caused by the connection of such third party assets that occurred in the transitional period (approximately 2015/2016 in relation to the AusNet network).
The change to STPIS version 5 comes too late for the exclusion from the MIC of outages caused by the connection of third party assets and it comes too early for the costs of the outages (and resultant loss of incentives) incurred under version 4 to be recouped by virtue of the 3 year rolling average approach to setting targets.
As illustrated in Figure 2 below, due to the transition between version 4 and version 5 of the STPIS AusNet would incur the full period of negative impact on its MIC incentive payments because of outages caused by the connection of third party assets during 2015 and 2016 but will no longer be able to take advantage of that period in which there would have been a positive impact on its incentive payments. 
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[bookmark: _Ref456953507][bookmark: _Ref456953497]Figure 2 Revised Outcome with Transition to Version 5
As set out in the AER’s final determination in reference to statements made by AEMO “the contractual arrangements adopted by some TNSPs could have the effect of removing the incentives on the TNSP to control planned outages on their own network by contractually obliging other involved parties to make the TNSP whole for lost incentive payments.”
In circumstances where contracts adopted by a TNSP did require a third party to keep the TNSP whole for lost incentive payments resulting from connection of third party assets the entire cost impact of this transitional problem would be borne entirely by the third party. Having entered into those arrangements based on the STPIS regime in place at the time, the third party would find itself exposed to very significant extra costs without the benefit of any ‘grandfathering’ arrangement to preserve the mitigation that would have been provided under version 4 of STPIS through the three year rolling average approach to setting targets.

It is our contention that such an outcome was not an intended consequence of the transition to STPIS version 5.
[bookmark: _GoBack]AER should consider redressing this unintended consequence.

[bookmark: _Toc461719407]Possible Solutions
We suggest two potential options to offset or eliminate the cost impact of the transition problem outlined above in relation to STPIS:
1. An alteration to AusNet’s revenues for the next Regulatory Control Period; and/or
2. An alteration to AusNet’s MIC target or charge rate for the next Regulatory Control Period.
Option 1 would involve an alteration to AusNet’s revenues for the next Regulatory Control Period (RCP) by including an allowance equal to the lost MIC incentive payments incurred due to outages caused by connection of third party assets during a specified transitional period (e.g. 2015 and 2016).  
Option 2 would involve an alteration to AusNet’s targets or the charge rate per dispatch interval under STPIS version 5 during the next RCP.  Under STPIS version 5 the MIC performance target and charge rate per dispatch interval is set during the revenue reset process and then remains fixed throughout the RCP.  AER may consider adjusting AusNet’s MIC performance target or charge rate upwards such that AusNet recovers the incentive payments lost as a result of the AWF connection works.

[bookmark: _Toc461719408]Our Suggested Solution
Each of these options would address the unintended costs associated with the transition from STPIS version 4 to version 5 in respect of third party connections made during the transitional period. The effect of these options would be to ‘grandfather’ the STPIS outcomes that would have been expected at the time arrangements for connection of the relevant third party assets were made.
While the cost to consumers of such grandfathering is likely to be relatively low it is important to consider the impact on other involved parties and market participants. For instance pursuant to AEMO’s example, a person that was party to contractual arrangements adopted by AusNet that obliged that person to make AusNet whole for lost incentive payments. Depending on the circumstances the impact of not grandfathering version 4 STPIS outcomes could be very significant for such a person who would be required to be solely responsible for the entire impact of the change in the STPIS regime.
It is our view that option 2 (i.e. an alteration to the STPIS MIC Performance Target or charge rate) is the most sensible approach.  Furthermore, an alteration to the charge rate rather than the target itself, might provide a stronger performance incentive to a TNSP.
We acknowledge that this is a complex issue and any solution devised by AER would need to ensure that there is no windfall gain by a TNSP.  It should also avoid any perception that its solution might represent an additional cost to be borne by energy users which is contrary to pricing principles.
Regardless of the approach taken by AER, it would be unreasonable for ALL the lost STPIS MIC incentives to be recovered.  Instead, there should only be potential for recovery of sufficient incentives such that the TNSP is returned to the same position as would have occurred had STPIS version 4 continued (i.e. as per Figure 1 on page 2).  In this way the additional cost borne by energy users during the next RCP is only equivalent to what they could reasonably have been expected to pay had STPIS version 4 continued – i.e. that only the unintended and disproportionate burden of the transition to STPIS version 5 is removed.
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