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1 Introduction

The Australian Energy Regulator (AER) is resporestbl regulating the revenues of
transmission network service providers (TNSPshenrtational electricity market
(NEM) in accordance with the National ElectricitylBs (Electricity Rules).

Under clause 6A.7.4 of the Electricity Rules, tHeRAis responsible for establishing a
service target performance incentive scheme (STHI83 scheme is designed to
provide incentives for each TNSP to maintain orriove the reliability of
transmission network services.

The AER is reviewing the current STPIS to determimether the scheme should be
amended. This issues paper has been preparedfasttseep in this review. This
issues paper identifies a number of issues anthestthe scope of the AER’s
proposed review.

1.1 The development of the current scheme

The STPIS was based on the service standards masleleveloped by the Australian
Competition and Consumer Commission (ACCC) in 2b0Re ACCC service
standards guidelines aimed to address the incampnaided to TNSPs under an ex
ante revenue cap to reduce operating costs bel@edst levels at the expense of
service quality. The guidelines attempted to adsdtieis incentive by linking TNSPs’
performance against defined service level meagdaréeeir regulated revenues.

In 2006 the Australian Energy Market Commission KAE) reviewed the framework

for regulating electricity transmission network&ielnew arrangements required the

AER to release guidelines on its approach to reiguiancluding a new service target
performance incentive scheme.

In accordance with the Electricity Rules, the ABEDIshed the STPIS (version one)
in August 2007 The AER incorporated the service measures (reféeoras
parameters) that were previously used under the@&€€ervice standards
guidelines. These parameters included:

= circuit availability
= |oss of supply event frequency, and
» average outage duration.

These parameters focus on providing an incentivielNSPs to improve network
availability and reliability. The parameters thaply to electricity transmission
networks are in some respects different from tlibaeapply to electricity distribution
networks. This is because electricity transmissietworks are inherently reliable,

ACCC,Decision — statement of principles for the reguatof transmission revenues service
standard guidelinesl2 November 2003.

AER, Final decision — electricity transmission netwodnsce providers service target
performance incentive schenfajgust 2007.



with significant built in redundancy. As such, intgtions to supply occur very rarely
and generally only when there are multiple andiSgant concurrent events.

Another feature of transmission networks is thageneral, generators are connected
to the wholesale market at the transmission l&dision one of the STPIS did not
address incentives on TNSPs to reduce the marlgetanof transmission congestion.
Transmission network congestion can lead to higiterlesale prices, which in turn
flows through to customer energy prices.

The AER published the STPIS (version two) in Ma26i082 This version split the
scheme into two components:

= the service component, which incorporated the iexjstetwork availability and
reliability parameters, and

= anew market impact component.

The market impact component provides an incentvENSPs to improve the
availability of the transmission system at timed an those elements of the network
that are most important to determining spot prices.

In March 2010 the AEMC published amendments tcHleetricity Rules which
permitted the application of the market impact comgnt to TNSPs earlier than
under the normal regulatory timeliné€¥he market impact component currently
applies to TransGrid, Powerlink, ElectraNet andAsiBNet. It will apply to
Murraylink from 1 July 2013 and Directlink from ily 2015.

Finally, the AER released the STPIS (version thie@jarch 201T. This version
incorporated relatively minor amendments to thapeaters that will apply to
Powerlink in its next regulatory control period aadhe current version of the
scheme.

1.2 Overview of the STPIS

The STPIS aims to provide an incentive to TNSRaamntain and improve service
performance in operating and maintaining their roeks.

The key elements of the scheme include:
= parameters and sub-parameters (and their defig)tion
= the revenue at risk

= targets, caps and collars

AER, Final decision — electricity transmission networoyiders service target performance
incentive scheme (incorporating incentives basethermarket impact of congestioMarch

2008.

AEMC, Rule determination — national electricity amendm(gatrly implementation of the market
impact parameters) rule 20101 March 2010.

AER, Final decision — electricity transmission networoyiders service target performance
incentive scheméjarch 2011.



= weightings, and
® timing for measuring performance.
Each of these are explained briefly below.

Parameters

The parameters are the performance indicatorsateaised to assess each TNSP’s
performance under the scheme. The parameters ettindhe scheme are:

= circuit availability

= |oss of supply event frequency

® average outage duration, and

= the market impact parameter.

The first three of these parameters (and the aerargts for their application) are set

out in the service component of the scheme. Ttad fiarameter is set out in the
market impact component.

The scheme sets out the definitions for each paeamehe definitions outline:

= any sub-measures

the unit of measure

=  source of data

formula
= exclusions, and

®  jnclusions.

The draft STPIS (version one) that applied durlmglast ElectraNet and SPAusNet
determinations permitted certain other elementh®parameter definitions (such as
the definition of peak periods) to be includedhe transmission determinations for
these businessés.

The circuit availability and loss of supply evergduency parameter definitions
include further sub-parameters. The sub-paramaterbased on the broader
parameter definition, but generally target sligidifferent timeframes or assets. For
example the circuit availability parameter may utg sub-parameters that focus on
availability only at peak times or on particulap&g of transmission assets. Similarly

®  AER, Draft decision — electricity transmission netwosgtce providers service target

performance incentive schenf@jgust 2007, p.13, 15.



the loss of supply event frequency parameter hast-parameters to capture
events of different magnitudes.

The parameters and sub-parameters that apply boTédSP are set out in the STPIS.
The parameters that apply under the service conmpdimeluding their definitions)
generally vary between TNSPs.

The revenue at risk

The scheme places a percentage of a TNSP’s maxatiamed revenue (MAR) at
risk. Under the STPIS a TNSP can receive:

= afinancial bonus or penalty of up to +/- 1 pertadMAR under the service
component of the scheme, and

= afinancial bonus of up to 2 per cent of MAR untier market impact component.
A TNSP cannot receive a penalty under the markpaahcomponent.

Weightings

The weightings describe the way in which the finahiacentive is distributed across
parameters. The AER assigns the weightings thdy apgach parameter under the
service component of the scheme during the trarssomsletermination. The
weighting of a parameter defines the total amofinéenue at risk that is placed on
each parameter and sub-parameter in the serviceawnt of the scheme. The sum
of each of the weightings (for each parameter amdpgarameter) will total the
revenue at risk.

The market impact component does not have weightsgt only includes one
parameter.

Targets, caps and collars

The AER establishes a performance target, cap @at éor each of the parameters
in each TNSP’s transmission determination:

=  The performance target defines the level of peréoroe at which a TNSP will not
receive a penalty or a bonus.

® The cap defines the level of performance at whiehTtNSP will receive the total
maximum bonus, such that it will not receive angiar increase in its revenues
for further improvements in performance.

=  The collar defines the level of performance at White TNSP will receive the
total maximum penalty, such that it will not rece@ny further decrease in its
revenues for further reductions in performance.

Together the performance target, collar and camedie rate of incentive payment
for any given level of performance (see figure 1ThHe percentage increment or
decrement that the MAR is adjusted by in each firedryear is called the service
standards factor (or s-factor).



Figure 1.1: Service standard collar, target and cap
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Box 1.1 sets out a simplified example of how thrgeg cap and collar is used to
determine the financial penalty or bonus applym@ TNSP.

Box 1.1: simplified example of operation of the s@me

Assume that a TNSP has two parameters applyingutader the service componen
of the STPIS:

= circuit availability with a weighting of 0.35 peent, and

= average outage duration with a weighting of 0.65ceat.

For simplicity, the following considers the TNSPsrformance under the circuit
availability parameter only. Assume that for theasgmeter:

= the performance target is 99.00 per cent avaitgbili
= the cap is 99.50 per cent availability, and
= the collar is 98.50 per cent availability

Also assume that the TNSP achieved an averageat@railability of 99.25 per cent
over a calendar year.

The TNSP’s performance incentive curve for thisapaeter is at figure 1.2




Figure 1.2: Example of operation of the scheme
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In this example the TNSP has achieved a bonus{farctor’) for this parameter of
0.175 per cent of its allowed revenue. The ovédiraincial incentive (bonus or

penalty) the TNSP will receive will also dependitsnperformance under the average
outage duration parameter.

The performance targets are typically calculated\ysraging the TNSP’s historical
performance over the previous five years. The sehgenmits some limited
adjustments to be made to these historical aver&gegxample a performance target
under the service component of the scheme mayjhbstad for (among other things)
the expected effects of any increase or decreabe imolume of capital works
undertaken during the period.

In some limited circumstances a TNSP may also me@operformance target under
the service component of the scheme that is na&dbas historical averages. In these
circumstances the performance target may be basad alternative benchmark or
methodology.

The cap and the collar are calculated by referemtiee proposed performance
targets. The cap and collar may result in symmetr@symmetric incentives for a
TNSP. The AER has typically considered statistizalysis in setting cap and collar
values.

Timing for measuring performance

The STPIS requires that each TNSP’s performancee@sured over a calendar
(rather than financial) year. The financial bonugpenalty is then applied to each
TNSP’s MAR in the following financial year. This agoach is taken to reduce the lag
between the annual performance being measurecharfthancial incentive being
added or subtracted from the MAR to six months.



Appendix D of the STPIS (version three) providesher detail on how the
adjustment to the MAR is calculated.

1.3 Rationale and scope of the STPIS review

The AER considers it is timely to undertake a dethieview of the effectiveness of
the service component of the STPIS. Since its ith@epthere have been no major
reviews or amendments to the service componethidrperiod, the AER has
completed its first round of transmission deterrmores and has identified a number
of issues in regard to both the application of3f€IS in revenue determinations and
in its annual compliance reviews.

As the market impact component was only introdune2zD08, the review will not
consider a major review to this part of the schedwvever, the review will consider
the design of the incentive framework related ®riarket impact component. This
approach is consistent with the AER’s view that$d°IS model should be
developed over timé.

The review will focus on the following areas:

= service component parameters (including exclusions)

= weighting of service component parameters

= methods for setting targets, caps and collars

= the amount of revenue at risk

= the method for establishing the financial incenfmethe service component

= the method for establishing the financial incenfmethe market impact
component, and

= the triggers to amend the STPIS.

1.4  The process and timing of the review

The AER may amend or replace the STPIS at any tiowever the amendment or
replacement cannot apply to a TNSP for a regulatongrol period that has
commenced before, or that will commence within Idnths of the amendment or
replacement coming into operatidn.

In amending the scheme, the AER must comply wighttAnsmission consultation
procedures set out in the Electricity Rule$he transmission consultation procedures
require the AER to publish a proposed STPIS andbespory statement. Interested
parties must have at least 30 business days tadgreubmissions on the draft
scheme. Within 80 business days of publishing taé& &TPIS, the AER must

AER, AER submission transmission frameworks review sspaper,September 2010, p.10.
National Electricity RulesClause 6A.7.4 (f).
®  National Electricity RulesClause 6A.7.4 (f).



publish its final decision which sets out (amonigentthings) the final STPI¥.The
AER may also publish issues, consultation and dson papers and hold
conferences and information sessions on the propsdeeme as it considers
appropriate?

The AER plans to amend the STPIS to apply to tixé roeind of transmission
determinations, commencing with ElectraNet. For amgnded scheme to apply to
ElectraNet, it must be in place by 31 March 2012.

Table 1.1 outlines the planned consultation pracess

Table 1.1 Consultation process

Date Action

11 October 2011 Publish issues paper and inviiienr
submissions

11 November 2011 Close of written submissionsssnés paper

December 2011 Publish explanatory statement aaiftl dr

scheme and invite written submissions

February 2012 Close of written submissions ontdieieme
and accompanying explanatory statement

31 March 2012 Publish final decision

1.5 Request for submissions

Interested parties are invited to make written sgbions to the AER on the issues
discussed in this paper by the close of busingdayfl November 2011.
Submissions can be sent electronicallAERinquiry@aer.gov.au

Alternatively, written submissions can be sent to:

Mr Chris Pattas

General Manager

Network Operations and Development Branch
Australian Energy Regulator

GPO Box 520 Melbourne Vic 3001

Tel: (03) 9290 1444 Fax: (03) 9290 1457

The AER prefers that all submissions be publiclgiable to facilitate an informed
and transparent process. Submissions will be ttegublic documents unless
otherwise requested and will be placed on the ARRssite www.aer.gov.a)l
Parties wishing to submit confidential informatiare requested to:

= clearly identify the information that is subjecttbe confidentiality claim and

19 National Electricity RulesClause 6A.20.
' National Electricity RulesClause 6A.20(d).



= provide a non-confidential version of the submissia addition to the
confidential one.

The AER does not generally accept blanket claimsdafidentiality over the entirety
of the information provided and such claims shawdtbe made unless all
information is truly regarded as confidential. Titlentified information should
genuinely be of a confidential nature and not beetise publicly available.

In addition, parties must identify the specific dotents or relevant parts of those
documents which contain confidential informatioheTAER does not accept
documents or parts of documents which are redaxtdalacked out’.

For further information regarding the use and disate of information provided to
us, please refer to tfeCCC—-AER information policy: the collection, uselan
disclosure of informationn our website under ‘Publications’.

Any enquiries about this issues paper, or abouifgisubmissions, should be
directed tcAERInquiry@aer.gov.au

1.6  Structure of this issues paper

The remainder of this issues paper is structurddlmsvs:

= chapter two sets out some objectives and criteriagsessing amendments to the
transmission STPIS

= chapter three reviews the service component pasasetervice component
exclusions and triggers to amend the scheme

= chapter four reviews the weighting of parameterbstae setting of targets, caps
and collars for the service component, and

= chapter five reviews the setting of the finanamentive for both the service
component and market impact component.

10



2 Objectives and criteria for assessing
amendments to the scheme

This chapter sets out the objectives and critehiclvthe AER will consider when
amending the STPIS.

National Electricity Rules requirements
Under the Electricity Rules, the principles whitle STPIS should comply with are’fo:
(1) provide incentives for each Transmissiomvidek Service Provider to:
(i)  provide greater reliability of the transsion system that is owned, controlled or
operated by it at all times when Transmission Nekwdsers place greatest value on the

reliability of the transmission system; and

(i)  improve and maintain the reliability ofdke elements of the transmission system
that are most important to determining spot prices;

(2) resultin a potential adjustment to thesraye that the Transmission Network Service
Provider may earn, from the provision of prescribatismission services, in each regulatory
year in respect of which the service target perforoe incentive scheme applies;

(3) ensure that the maximum revenue incremedeorement as a result of the operation of
the service target performance incentive schenidallivithin a range that is between 1% and
5% of the maximum allowed revenue for the relevagtlatory year;

(4) take into account the regulatory obligasian requirements with which Transmission
Network Service Providers must comply;

(5) take into account any other incentives fated for in the Rules that Transmission Network
Service Providers have to minimise capital or ofiegaexpenditure; and

(6) take into account the age and ratings ®ftssets comprising the relevant transmission
system.

AER STPIS objectives
The AER'’s current STPIS objectives are that it:

(a) contributes to the achievement of tietional electricity objective
(b) is consistent with the principles in clause 6A.@f4he Electricity Rules
(c) promotes transparency in:

1. the information provided by a TNSP to the AER, and

2. the decisions made by the AER

(d) assists in the setting of efficient capital andrafing expenditure allowances in its
transmission determinatiorsy balancing the incentive to reduce actual exganeliwith

12 National Electricity RulesClause 6A.7.4(b).
13 AER, Final decision — electricity transmission networloyiders service target performance
incentive schem&jarch 2011, p.1.

11



the need to maintain and improraiability for customers and reduce the market impact of
transmission congestion.

Q.1 Are the AER’s current STPIS objectives satisfackoBhould the AER have
any other STPIS objectives in mind when consideaimgndments to the
STPIS?

Incentive options evaluation criteria

In this issues paper, the AER is asking intereptgtlies and stakeholders to consider
several new incentive options for the service statslcomponent.

When developing the market impact component, thR AlEveloped a number of
evaluation criteria to assist interested partiesstakeholders to consider proposed
incentive options. The AER consider these evaluatiiteria are also relevant in
considering the proposed incentive options inigsses paper. Thus, in determining
whether to implement the proposed incentive opttbrsAER will consider how well
the proposed options meet the evaluation criteria.

The evaluation criteria are outlined and discussddrther detail below.

Incentive options should promote the NEM objective

As an overarching criterion, any incentive shoulonpote the NEM objective. The
NEM objective is:

“...to promote efficient investment in, and efficiarge of, electricity services for the long term
interests of consumers of electricity with resgeqtrice, quality, reliability and security of supof
electricity and the reliability, safety and secyif the national electricity system.”

The AER considers that this efficiency objectiveyrba promoted by an
appropriately targeted incentive regime. Most nigtaln appropriate incentive regime
may promote:

=  more efficient transmission operating and mainteegractices

= more efficient use of existing transmission infrasture.

Incentive options should relate the economic behefithe TNSP’s action to the cost

An economic incentive mechanism is a system offtre payments which rewards
TNSPs for taking actions that increase the qualitguantity of the service they
provide. However there is no expectation that TN&R=aild take all possible actions
to increase the quality of the services they previebme actions to increase service
quality will have costs greater than the beneliterefore an economic incentive
should induce TNSPs only to take action if the fiet@the market of that action
exceeds the cost.

Incentive options should depend, as far as possiblethe TNSP’s action
The economic benefit of the TNSP’s action depemdsame factors that are outside
the TNSP’s control, such as generator bidding edekel of demand. Ideally, though,
the financial reward should depend, as much aslgessn the impacts that the
TNSP is able to manage.

12



In order to isolate the effect of the TNSP’s actilmm the effect of other factors the
incentive should be based on measures that arelgl@dated to the TNSP’s action
and only partially on other factors.

Incentive options should be constructed on objeetimformation and analysis that can
be audited
In order to achieve this objective, any incentikeldd be based on readily available
information and analysis which enables verificatidthe measures produced.

Incentive options should apply consistently acra§dSPs

Any incentive should apply equally across all TNSBss to avoid a framework that
might (dis)advantage some TNSPs against other TNSPs

Incentive options should minimise administrative ste

Administrative complexity, including the costs @ftd collection and analysis, should
be considered. This is an issue not just for th& Afccompiling and publishing the
incentive measures, but also for other partiesrtiat be required to provide data or
undertake analysis.

Q.2 Are the evaluation criteria proposed for assessiogntive options
appropriate? Are there any other criteria whichusthdve used?

13



3 Review of service component parameters
and exclusions

This chapter reviews the current service compoparameters, including exclusions
and explores potential amendments. This chapterexiglores changes to triggers to
amend the scheme.

3.1 Current service component parameters

The service standard component has three parametdreach parameter having
two or more sub-parameters.

Transmission circuit availability

This parameter measures the actual circuit howatadole for defined transmission
circuits relative to the total possible circuit In@@available. This parameter provides
an incentive to TNSPs to keep transmission assat$, as lines, transformers and
reactive plant available to transport energy ashmascpossible. This parameter is
generally disaggregated into two or more sub-patarse

The purpose of this parameter is to act as a ledidator of reliability. If availability
is low then there is an increased probability tieéiability may be affected.

Loss of supply event frequency

This parameter counts the number of loss of suppints that breach a particular
‘system minute’ threshold. System minutes meadweize of an unplanned outage
against the entire energy the network suppliess parameter is disaggregated into a
moderate (x) system minute loss of supply sub-patanand a large (y) system
minute loss of supply sub-parameter.

This parameter is an indicator of network relidpiliThe purpose of this parameter is
to provide an incentive to TNSPs to minimise thenbar of loss of supply events
experienced by customers.

Average outage duration

This parameter measures the average length of umgdlaoutages in minutes. All
unplanned outages greater than one minute arededlun the calculation of this
parameter; however large duration outages are ddppsome TNSPs.

This parameter uses the time a TNSP takes to eestqply as a proxy for measuring
the effectiveness of the TNSP’s operational respéosinplanned events. The
parameter provides an incentive to TNSPs to mirarthe length of all unplanned
outages.

3.2 Adequacy of existing parameters

The AER has recognised that the existing servicepoment parameters, which focus
on network availability and reliability, have limtions** For example, in many cases

14 AER, Service target performance incentive scheme deigjopcentives based on the market

impact of transmission congestion issues papane 2007, p. 6.
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reduced circuit availability does not affect netlwasers. Electricity transmission
networks are inherently very reliable. The infrasture consists of high quality
components, with significant built in redundancy. guch, interruptions to supply
occur very rarely and generally only when thereraugtiple and significant
concurrent events. Given this, the current measafrastwork reliability may not
effectively measure all relevant aspects of sergedormance.

Transmission circuit availability

This parameter differs from the other service congmb parameters that focus on
interruptions to supply. A reduction in transmisscircuit availability (whether this
relates to lines, transformers, reactive plantnyr@her type of plant) does not
necessarily lead to an interruption to supply lmutld lead to an increase in the
likelihood of an interruption to supply. In thisrdext this parameter serves as

a "lead" or "near miss" indicator of an interrupti@ supply, which is one reason why
the parameter is often used as a key indicatoedbpmance in Australia and
internationally.

However the parameter does not distinguish betwearailability due to

planned and unplanned outages of plant. Plannedjesitare required to maintain
equipment but may lead to an impact on the whateserket. The impact of the
transmission network on the wholesale market igdbes of the market impact
component of the STPIS.

The AER observes that unplanned outages (includiragd and emergency outages)
occur far less frequently than planned outagesudlnty unplanned outages of
network elements warrant increased attention utidescheme as an increase in their
frequency may be an indication of insufficient ntamance. This may increase the
likelihood of an interruption to supply or an impaa the market (or both). By not
distinguishing between planned and unplanned oategihe circuit availability
parameter, the STPIS may not provide sufficieneéimizve to TNSPs to minimise
unplanned outages.

It may be appropriate for the transmission cirengilability parameter to focus on
unplanned outages in the future design of the STPIS8nned outages that affect
market outcomes (whilst a small subset of all tnaission outages) are already
captured in the market impact component. Given they should be excluded from
this part of the scheme. Unplanned outages howeay,be a more effective and
targeted indicator of an actual or potential iniption to supply and should be the
focus of any lead indicator of reliability.

Designing an alternative parameter based only erfréguency of unplanned outages
may necessitate a change in the method for seéhlientarget. In particular, it is
observed that historically transmission circuitiklkality is very close to

100 per cent, as it measures the proportion of tiraenetwork elements are
unavailable compared to the time that all netwdeknents are available. However, it
is also observed that unplanned outages of netelerkents occur far less frequently
than planned outages of network elements. The AdtRiders that ideally there
should be zero unplanned outages that are witkicditrol of the TNSPs. That is,
any amended parameter should incentivise the propartenance and operation of

15



the network by a TNSP with the target of reducimgihcidence of unplanned outages
to zero.

Q.3 Should the transmission circuit availability paraenestill be included as a
measure of network reliability?

Q.4 Given the overlap between the circuit availabitityd the market impact
component, should the circuit availability paramébeus on unplanned
outages (with or without interruption to supply)?

Q.5 Should the target for unplanned outages be zeher#@tan an average of past
performance

Q.6 What measure should be used to measure unplantegesu- should it be
number of events or total duration (with individeakents capped at say seven
days)? Should the measure be normalised basece: authber of transmissio
elements, to make comparison between TNSPs po8sible

=]

Loss of supply event frequency

The AER notes there are different definitional #iv@lds for the loss of supply event
frequency parameter across TNSPs. In principleAtie considers that there is no
reason for variations in these thresholds as theniae for system minutes is to
normalise outages between the TNSPs. Furtherdiffiésence in thresholds used
across TNSPs makes performance comparisons difficul

Q.7  Should the definitional thresholds for the losspply event frequency
parameters differ across TNSPs? If so why?

3.3 Additional service component parameters

As discussed in the previous section, electricapsmission networks are inherently
reliable. In particular, interruptions to supplgaare, but when they do occur they
tend to have a significant and widespread impacatustomers. This level of
reliability performance is different to the relilityi of distribution networks where
there is reduced or no redundancy (and therefore fnequent and localised loss of
supply events).

The infrequency of interruption to supply eventsi@msmission networks makes
transmission reliability incentive schemes contaugi For example, when there is an
interruption to supply the financial impact on aS®can be relatively large. This can
lead to significant debate over whether the evieatisl be excluded from the
schemé?

> For example there was a interruption to suppneat Bayswater in July 2009, which TransGrid

claimed should have been excluded, but the AERidwal. This reduced the incentive payment to
TransGrid by more than $1 million. See AHR{ter to TransGrid — transmission service
standards compliance review 20@® April 2010, available at
http://www.aer.gov.au/content/index.phtml/item| 6437
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Accordingly, for transmission networks, it may h@oeopriate to consider a range of
indicators of reliability, to include not only thafrequent interruption to supply
events, but also ‘near miss’ or ‘lead’ indicatdrattmeasure the potential for the loss
of supply. Ideally these measures would indicateetifiectiveness of the TNSP’s
maintenance, operations and training practiceshand a high correlation to the
likelihood of an unplanned outage if not undertaken

Examples of ‘near miss’ indicators include:

= unplanned outages of plant (regardless of impaciusiomers)—as discussed in
section 3.2ransmission circuit availability

® incorrect operation of protection and control equant

= when reliability standards are not met—either openally or when planned
construction programs are not met on time; and

= when there is an incorrect operational isolatiothefnetwork (required for
maintenance).

Protection and control equipment

Clause 5.7.4 (al) requires a TNSP to instituteraaihtain a compliance program to
ensure that its protection and control systemsatpeeliably. This obligation requires
a TNSP to monitor the performance of these systéims AER in accordance with
the Electricity Rules has introduced a scheme fonitoring these programs.

This compliance obligation recognises that evaneta protection or control system
fails to operate as required there is the potefdrahn interruption to customer
supply. The AER considers that ideally best praataintenance, testing and training
should reduce the prevalence of protection or cbsiyrstem failure events to zero.

The Supervisory Control and Data Acquisition (SCAB4stem is a distributed
control and communications system that is requioesperate the power system and
the market. TNSPs play a crucial role in providingse systems. Every time SCADA
fails to operate as required there is the potefdradn impact on the market or for an
interruption to customer supply. The AER considbet ideally there should be zero
SCADA failures.

Failure to meet reliability standards

Another indicator to consider is whether a paramedia be designed around a
circumstance in which reliability standards are met. For example, there is the
potential for an interruption to customer supplyenta prescribed standard (say an
N-1 connection or exit point reliability standarg)not met either because:

= during a network outage the demand at a connepbiort exceeds the (N-1)
standard, or

= during system normal conditions actual connectiointpdemand is greater than
the standard (N-1).
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Network outages could include those that are fanpéd maintenance (which
captures the adequacy of maintenance outage ptgrama unplanned outages
(which captures the adequacy of preventative maamee). The AER considers that
ideally there should be zero events of planned teaance leading to a failure to
meet reliability standards.

If under system normal conditions (that is whemnéraae no outages of network
equipment) the reliability at a connection poinlsfé®elow a prescribed reliability
standard, this may indicate that the planning efrtetwork has failed. The ESCOSA
currently reports on ElectraNet's performance is #nea in its annual performance
reports'®

In particular, ESCOSA has specified six categooia®liability within clause 2 of the
Electricity Transmission Code (ETC) and reliabiktyandards for N, N-1 or N-2
connection capacity are specified as appropriagacth category. As the load growth
exceeds these standards, the ETC requires Elettraldegment the relevant
connection point and, where necessary, the trasgmisietwork. In addition,
ElectraNet is required by the ETC to use its bedeavours to correct any breach of
the agreed maximum demand reliability standardeerETC within twelve months,
and in any event, no later than three years.

The AER notes that South Australia currently haaidy defined reliability standards.
The standards are not, however, as clearly definether regions - and are not
always portrayed as a deterministic standard. TEBBI& has recommended that all
TNSPs be required to build and operate their nétsvtwr clearly defined reliability
standards/ which the AER has supported.

Accordingly, the AER considers that it may be waitiiie considering whether the
STPIS could target the instances where clearlynddfreliability standards are not
met. Further, measures of performance in this eveld include whether proposed
projects are delivered on time.

It may also be appropriate to consider whetheStheIS could provide incentives on
improving the accuracy of connection point demaméedasts, as an over forecast of
demand could lead to over-investment.

Incorrect operational isolation

High voltage (and secondary) plant outages (usdatlynaintenance) require correct
isolation for safe work. An incorrect operatiorsblation of equipment can lead to the
potential for an interruption to customer supplfieTAER considers that ideally best
practice maintenance and training should reducectharrence of incorrect
operational isolations to zero.

® " For example, see ESCOS#9/10 annual performance report South Australiargpesupply

industry,November 2010.
AEMC, Final report — transmission reliability standards review final mpto the MCE, 30
September 2008, p.9.
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Network transfer capability measures

As discussed in 2.1 the AER considers that theieffcy objective of the NEM
objective may be promoted by an appropriately tadjencentive regime. Most
notably an appropriate incentive regime may promote

= more efficient transmission operating and mainteegractices

=  more efficient use of existing transmission infrasture.

The measures discussed so far focus on the finst payarding operating and
maintenance practices In the AER’s submission@ocdBMC’s Transmission
Frameworks Review (where the AER flagged its intento conduct this review of
the STPIS) the AER statéd:

In the AER’s conception of an ideal transmissi@mfework, a significant
proportion of a TNSPs’ remuneration would be bagedhe level of service they
provide rather than the size of their investmemigoams. ... TNSPs would have
incentives to operate, maintain and upgrade thetwork in a manner that
delivers an appropriate level of network capabifity least sustainable cost.

The AER also stated that it supports the use ahftral incentives to encourage
TNSPs to take steps to maximise network transfealsitity through some form of
network capability incentive. This is consistenthwpromoting the efficient use of
existing transmission infrastructure.

There are a range of technical transmission netfemtiors that can affect the
efficient dispatch of generation in the market. TINGPs have significant discretion
in making decisions which affect these techniceldes.

A network capability transfer incentive would encage TNSPs to devote resources
to maintaining the capability of their existing wetk rather than focusing solely on
new investments. Under this approach, TNSPs woellettvarded for improving the
capability of existing infrastructure, and penaliger allowing network capability to
deteriorate.

While the AER does not yet have a view on the meisina for determining a network
transfer capability incentive, the AER would welathe views of stakeholders on
this matter.

Q.8 Is there merit in including these ‘near miss’ (ay @ther) additional
parameters in the STPIS?

3.4  Service component parameter exclusions

Current approach to exclusions

The current STPIS excludes the impact of specigednts’ from a TNSP’s
performance. These events are excluded on thethasia TNSP should not be

18 AER, Submission — transmission frameworks review divestpaper3l May 2011, p. 3.
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rewarded or penalised for service standard perfocaéhat arises from events or
circumstances which are beyond the reasonableataftthe TNSP. This approach is
also consistent with the AER’s STPIS for distrilbatbusinesses.

The current STPIS has resulted in some differeimcexclusions between the TNSPs,
including:

= differing specification of caps on events, and

= the option for additional exclusion events to blglsshed in the transmission
determinationt?

Issues arising from the current approach to exclusi ons

Inconsistent application of exclusions to TNSPs

Under the STPIS some TNSPs have sought, and thehaERpproved, exclusions
that differ from the standard scheme exclusionse AER has previously allowed SP
AusNet to propose additional exclusions as paitisaevenue determination. The
AER allowed SP AusNet to propose variations tostlamdard exclusions on the basis
that the scheme applied to SP AusNet under thsitiamal Electricity Rules and

there was limited time to finalise the scheme tplafo its respective revenue
determinationg®

The AER considers that given the AER has now coteglés ‘first round’ of resets,
it is now appropriate to consider a common apprdaaxclusions across TNSPs. In
principle there is no reason why variations in ag@ns should exist across TNSPs.

Lack of clarity in the definition of exclusions

Since the introduction of the ACCC'’s service staddauidelines TNSPs have
typically sought to exclude a number of eventsi@mumstances from annual service
performance that they consider meet the exclusadimitions. During its annual
review processes, the AER has identified a numbesaes with the operation of
exclusions under the scheme. In particular sonteeoéxclusions are not clearly
defined. Outages that arise due to a third paryeand force majeure events have
been particularly problematic.

The force majeure event, for example, as define®pipendix E of the scheme
identifies a number of events or circumstancesrtf@atandwithout limitationbe
included as a force majeure evéhthe AER has been required to undertake a
number of annual assessments as to whether propeskions meet the definition
in the schemé&

¥ This option was provided to SP AusNet and Eléttaon a once off basis only given that the

scheme applied to the TNSPs revenue determinatiothar the transitional rules and the AER had
not finalised the scheme at the time of these TN®&®/enue determinations.

ElectraNet was also able to propose elements phirameter definitions, however this did not
extend to providing additional exclusions.

AER, Final decision — electricity transmission netwodnsce providers service target
performance incentive schepiarch 2011, p.54.

See AER website: http://www.aer.gov.au/contedmphtml/itemId/660322
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The AER, in assessing whether specific eventsfgdkie definition of each TNSP’s
‘exclusions’, has in some cases required an assegdim an independent technical
consultant. The AER has also relied on a numberiatiples developed previously
by the ACCC and set out in the scheme to guidasgsessment of whether an outage
related to a force majeure event is not withindbetrol of a TNSP and should be
excluded from the scheme. The AER has also appimiar principles in assessing
outages related to third parties. These princigtesoutlined in table 3.1

Table 3.1: Principles to guide assessment of a tdiparty and force majeure outage

Third party exclusion principles® Force majeure exclusion principles

Is the event unforeseeable and its impact
extraordinary, uncontrollable and not
What is the primary cause of the event? manageable?

Is the cause/event within the reasonable Does the event occur frequently? If so, how
control of the TNSP? did the impact of the particular event differ?

Does the event occur frequently? If so, how] Could the TNSP, in practice, have prevented
did the impact of the particular event differ?| the impact (not necessarily the event itself)?

Could the TNSP have effectively reduced the
Could the TNSP, in practice, have preventedimpact of the event by adopting better
the impact (not necessarily the event itself)? practices?

This approach has a number of disadvantages. Itnoigrovide sufficient certainty
to TNSPs as to whether particular outages wilbeueled. The approach also may
not promote regulatory consistency and transparemicich may affect the incentives
on TNSPs to maintain or improve service performanee time.

The AER also notes that other aspects of this wewiay have implications for the
application of the existing exclusions regime. &mntigular, the AER’s review will
consider the merits of broadening the scheme taodiecnear miss’ parameters
related to service performance (refer to secti@). 3.he AER notes that the

‘near miss’ parameters described in 3.3 by thetunesare within the control of the
TNSPs such that an exclusion regime is not appatgori

In addition, to the extent that any amended schieoledes additional parameters, the
significance (i.e. weight) of any individual paraers may be lower than the current
parameter weightings. In these circumstances atyct®n in the weights applied to
individual parameters will also reduce the impdatrmcontrollable events on service
performance as measured by any individual parameter

The scheme requires that proposed performancetsargest be equal to the TNSP’s
average performance history over the most receatykars. However, the scheme
also allows the performance targets to be adjUstestatistical outliers (amongst
other things). The AER notes that to the exteat ltistorical performance reflects
the impact of excluded events (irrespective of Whett is adjusted for outliers), the

% The AER applied these principles in assessings@aid’s proposed exclusions for third party

events in 2009.
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performance target will include the impact of unicoliable events. In these
circumstances it may not be appropriate to rembgerpact of all uncontrollable
events from actual service performance in calaugdiny rewards or penalties under
the scheme.

Q.9 Should the AER apply a common approach to defixetlisions across all of
the TNSPs? If not, why not?

Q.10 To the extent that the current scheme parametenetained can the current
definition of third party outages and force majeevents be more clearly
defined? If not, are the AER’s principles approfgiand do they need to be
developed further? If so, what amendments shoultdde to these
principles?

Q.11 Do stakeholders consider the current exclusionsu#feient, If not what
other exclusions should be considered?

Alternative approaches to excluding uncontrollable events

The AER has identified a number of options to tpgligation of exclusions under an
amended scheme. These options include adopting a:

= definitional approach; or
= gstatistical approach; or

= service performance threshold approach.
These options are discussed below.

Option 1: Definitional based approach

Under this approach, an exhaustive list of evegieston event that could occur on
the transmission system would be defined for inolug the scheme. ThRER
considers that this approach may in principle revadvantage over the current
approach as it provides the TNSP with regulatoriacaty.

That said the AER considers that it is not posgilolein some cases appropriate to
produce a list of every outage event that coulctcesmbly occur on a transmission
system that would be excluded from the scheme AHfR considers that any
approach to considering every conceivable evemtichaally would likely overlook
some relevant events. In such cases this approactd wndermine the regulatory
certainty that was originally being sought and maypromote incentives for
maintaining or improving performance.

The AER considers this approach is not likely tovte benefits in terms of
promoting regulatory certainty over the curreniripiples based’ approach. In
particular, it is likely that even under a moregumgptive event based definition the
AER would still be required to assess whether anddfevent has occurred.
Accordingly, the AER considers that this approachnlikely to provide additional
benefits over the current approach and may in stases exclude events that should
arguably be within the reasonable control of a TNSP
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Q.12 The AER seeks stakeholder views on the definecusiarh approach to
applying exclusions.

Option 2: Statistical based approach

The AER has introduced a statistical approach terdening exclusions in its
distribution STPIS. This statistical approach us@®rmalised data set for the
development of a performance target based on tlaanfde events excluded from
the analysis of performance are defined as majentsv That is those events that
occur beyond the 8percentile (or 2.5 standard deviations above tharhare
defined as major events which are expected to desarthan once in a five year
period.

The advantage of this approach is that it improegsilatory consistency and
transparency and avoids the issues related to ehathevent meets the definition of
an excluded event. However, a statistical appra@cbduces other issues such as
whether there is sufficient historical data and thiee performance data follows a
normal distribution.

The AER notes that under a statistical approachyremants that occur due to third
parties and force majeure events (such as bus) firay not be excludedhat is, the
events excluded from the scheme would only be eecluf they were likely to occur
less than once in five years. This is likely toresg@nt most major outages caused by
uncontrollable events such as bush fires. Undeatesscal approach for exclusions
all other events that are likely to occur at leaste in a five year period are
considered to be normal operational events to beaged by the TNSP on the basis
that transmission networks are constructed to ¢@anghese conditions. In addition,
given that target performance under the schemge@iuio considering outliers) is
based on historical performance, events that oedtm a five year period are
reflected in the target. Accordingly, a statist&pproach would have the advantage
of excluding significant uncontrollable events ¢attliers) on network performance,
where target performance includes all other evifraisoccur in a five year period.

The AER notes that this approach may not be reagipfied to a number of
parametersyhich measure events that are by their nature imergular and rare.

Q.13 Is the adoption of a statistical approach for thagmission STPIS
appropriate?

Q.14 Would a statistical approach be appropriate foy anime parameters or sub-
parameters (e.g. would this approach be approdgoatbe loss of supply
parameter)?

Q.15 The AER would also welcome views on approache®t@ldping adjustment
to account for parameters, which measure eventstbady their nature very
irregular and rare under this statistical approach.

[

Option 3: Service performance threshold based appeaxch

Finally, another option which is similar to a sstittal approach would include
determining a threshold for excluding events arotamnget performance similar to the
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approach adopted by Ofgem. In particular, Ofgemdedsrmined a range of -/+5 per
cent around historical performance, where the imhpgevents on performance that
fall outside the boundaries is potentially excludétbwever, to maintain incentives
Ofgem does not automatically exclude events tHhbfdside these boundaries. For
events that fall outside these boundaries Ofgersiders:

= whether the event was exceptional and

= whether the network service provider took reasanat®@ps to prevent the event
and mitigate its impact (both in terms of in argation of the event and
subsequent to the evenAt).

The disadvantage of this approach is in determithiegoercentage threshold and
there may still be a need to consider whether svambve or below this threshold
should be excluded.

Q.16 The AER seeks stakeholder views on whether a sepgdormance threshold
approach for transmission STPIS is appropriate.

Q.17 The AER would also welcome views on approache®t@ldping exclusions
to account for parameters, which measure eventstbady their nature very
irregular and rare.

3.5 Triggers to amend the scheme

Current approach to scheme amendments

Under the STPIS, amendments to the scheme caritilageith by the AER or proposed
by a TNSP. There are two avenues through which BNSBR propose to amend the
STPIS.

Clause 2.3 of the STPIS allows TNSPs to proposendments to any aspect of the
scheme at any time up to 22 months before the caroeneent of the next relevant
regulatory control period. Clause 3.2 of the ST&IS8ws TNSPs to propose
alterations to elements (i.e. definition, unit o#asure, source of data, exclusions) of
the service component parameters as part of thertriagsion determination.

These processes were included in the scheme tgmseathat the introduction of
chapter 6A of the Electricity Rules significantlyesed the matters that were
addressed in the scheme rather than in a reveneerdeation. The ACCC'’s service
standards guidelines anticipated that most aspéetd NSP’s service standards
regime, including particular parameter definitiowsuld be set out in each
transmission determination. In contrast, under tdrapA of the Electricity Rules, the
AER’s STPIS included the specific parameters aedoirameter definitions that
applied to each TNSP.

24 Ofgem,Electricity transmission network reliability incévé schemes, Final proposaBecember

2004, p.9-10.
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Given that the application of particular parametard parameter definitions was no
longer considered as part of a transmission detetiion and it was the first
application of the scheme by TNSP’s the AER considl& appropriate to include a
process for a TNSP to propose amendments to théESTRis process was intended
to provide the AER with sufficient time and infortizan to assess a TNSP’s proposed
amendments to the application of particular paramseind the parameter definitions
ahead of the TNSP submitting its regulatory propfmsethe next regulatory control
period.

Issues with the current approach to scheme amendmen ts

The AER questions whether there is merit in contiguhis approach to amending
the STPIS. The regular review of the STPIS forvidiial TNSPs inevitably leads to
a piecemeal approach to considering the operafitmedSTPIS and the
appropriateness of applying particular parametemaoameter definitions to each
TNSP. This approach may also contribute to diverganameter definitions and
inconsistency in the way that the STPIS is devalagel applied over time.

The AER proposes that a better approach is to taddeperiodic reviews of the
scheme. This would provide for the AER to undertakketailed review of the STPIS,
including the parameters applying to each TNSPh@umcapproach may also improve
stakeholder engagement in the development of tiRdST

Q.18 Should the current process for proposing amendntertte STPIS be
removed?

Q.19 If the current process for proposing amendmentsneoved, should it be
replaced with a regular review of the STPIS byAlRdR?
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4 Review of parameter weightings and the
setting of targets

The STPIS outlines hotargets, caps, collars and weightings for pararaetes
determined. This chapter reviews the methodoldgiesalculating these values and
explores whether they should be amended.

4.1 Methodologies to set performance targets, caps and
collars

The AER has predominately set performance targetgdive years of historical
performance data. The AER takes the mean of tHerpeince data from the previous
five years to determine the target for the follogvnegulatory period. The cap and
collar applied to the target are then generallgiaeined through the use of two
standard deviations around the mean.

The AER notes that some TNSP’s performance agtiastircuit availability
parameter has approached a point where two staddarations from the mean above
the target is greater than 100 per cent availgi{itihe natural limit”). Whilst the

AER is reviewing whether the parameter should beratad to focus on unplanned
outages only, if the circuit availability parameteas retained in its current form, the
AER considers it would need to address setting#pefor TNSP performance when,
under the current methodology, the cap would extieedatural limit.

Alternative approaches to applying the cap whendtaodard deviations from the
mean will violate the natural limit include settitige cap at:

= the natural limit
= the percentile level that is less than the naturat, or
®  one standard deviation above the mean.

The AER notes that some TNSPs currently have cetpet ®ne standard deviation
above the mean. The rationale for applying thig@ggh is that the closer a TNSP is
to operating its network at 100 per cent availaptle closer to the efficiency frontier
the firm is operating. Therefore any further impeoent will be harder to obtain
under the scheme.

In recent decisions, the AER agreed to this approacetermining the cap where the
TNSP was approaching an efficiency frontier. TheRAlBen moved to an approach of
setting the cap at one standard deviation abovendan to incentivise future
performance improvements.

Looking to the future the AER considers that it nb@yappropriate to:

= apply the natural limit when an approach of appjyame standard deviation leads
to a value greater than 100 per cent, or

= apply an alternate value based on a calculatigheoé&fficiency frontier.
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Q.20 What approach should be adopted for setting thédarapNSP performance
when the cap set at two (or one) standard deviétoon the mean would
exceed the natural limit?

4.2  Service component parameter weightings

Under the current scheme a TNSP must, in its rev@noposal, propose weightings
for each of its parameters and demonstrate howrthgosed weightings are
consistent with the objectives listed in clausedt.the scheme. The AER may reject
the proposed weightings if it forms the opiniontttiey are inconsistent with the
objectives of the scheme. The sum of the weightmgst equal the maximum
revenue increment or decrement that a TNSP mayusdter the service component
(currently 1 per cent of the TNSP’s maximum allowedenue for the year).

Under the current scheme, a TNSP must, where mietake the following factors
into account when proposing weightings to applgdoh parameter:

= the extent to which each parameter applying tolth8P under the service
component provides the incentives described insel®@A.7.4(b)(1) of the
Electricity Rules.

= theavailability of accurate and reliable dafar determining the values for each
parameter applying to the TNSP

= thescope that the TNSP has to improve its performasameasured by each of
the parameters that apply to it, and

= the extent to which the parameters and sub-parasnagdelying to the TNSP
overlap

Clause 6A.7.4(b)(1) of the Electricity Rules stdtest the STPIS should provide
incentives for each TNSP to:

= provide greater reliability of the transmissiontsys that is owned, controlled or
operated by iait all times when transmission network users pieatest value
on the reliabilityof the transmission system; and

= improve and maintain the reliability of those elenseof the transmission system
that aremost important to determining spot prices

Table 4.1 provides a summary of the weightingsiaggb each parameter by TNSP.
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Table 4.1: Service component parameter weightingsydTNSP

Parameter TransGrid | Powerlink | ElectraNet | Transend | SP AusNet| Directlink Murraylink
Transmission 0.45 0.40 0.50 0.4% 0.50 1.00 1.p0
circuit

availability

Loss of supply 0.35 0.45 0.30 0.55 0.25 0.00 0.p0
event frequency|

Average outage 0.20 0.15 0.20 0.00 0.25 0.00 0.p0
duration

Source: AER transmission determinations.

Rationale for parameter weightings

The following provides a summary of some of thetaratthe AER has considered
when assessing whether proposed parameter weigtaregconsistent with the
STPIS.

Times and services most valued by customers

The AER has previously considered whether propassghtings are structured so as
to provide incentives for the TNSP to plan and mise outages at times and to
assets highly valued by customers. For exampled gieeuit availability is allocated a
greater weighting than off-peak circuit availalyiliteflecting that availability during
peak periods is when customers most value a relgdslvice. Similarly, critical

circuit availability is more heavily weighted thann-critical circuit availability to
recognise that an outage event on certain pattseafetwork will have a greater
effect on customers.

The AER also accepted weightings that placed Halierevenue at risk for
parameters related to ‘security of supply’ (i.€cuoit availability) and allocated the
remainder equally to parameters related to ‘rditgonf supply’ (i.e. loss of supply)
and ‘operational response’ (i.e. duration of araga). The AER considered this
weighting structure to be consistent with the sssimore highly valued by
customers and the objectives of the STPIS.

Scope for performance improvement

Under the current scheme, a TNSP is required tesidenthe scope that it has to
improve its performance as measured by each gidhemeters that apply to it, when
proposing weightings for those parameters. Thigcef the view that a TNSP should

% |bid. See also: AERDraft decision — ElectraNet transmission determioat2008-09 to 2012-13

p. 201; AER Draft decision — SP AusNet transmission determima#i008-09 to 2013-14. 210.
% AER, Draft decision — SP AusNet transmission determimafi008-09 to 2013-14.209.
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be incentivised to improve service performance wflitehas the greatest scope or
ability for service improvemernt.

Strength of incentives for service performance impovement

In considering TNSP proposals for specific weighsinthe AER has accepted the
argument that a parameter specific weighting of taan 10 per cent of the total
revenue at risk is too weak to provide an incentilvenaintain or improve service
performance. That said, it has been argued thateathe parameters are not
independent, weightings for a sub-measure candsee@n 10 per cent and still
provide an effective incentive for service perfonoa.?®

Availability and reliability of data

The AER has accepted a zero weighting on some gdeasnn circumstances where
there is a low degree of confidence regarding ¢fialility of the available data to
determine performance targéts.

Issues with the current approach to determining wei ghtings

Standardisation of parameter weights across TNSPs

Appendix C outlines the current weights that agplgach TNSP’s parameters and
sub-parameters for the service performance componka flexibility in the STPIS
in setting weightings was provided to take intocact data limitations and the need
to respond to unforeseen issues that may ariggpiyiag the STPIS. In contrast, the
performance incentive scheme for distribution nekservice providers ‘locks’ the
weightings into the scheme.

Notwithstanding the current design of the scheime AER considers that in principle
there does not appear to be a compelling ratidoalehy weightings should vary
across TNSPs. Furthermore, the reasoning provigddNSPs for why one parameter
should be weighted more heavily than another hasime cases resulted in
inconsistencies in the relative weightings betw&BISPs. For example, most TNSPs
have allocated a greater weighting to the large tdsupply event frequency sub-
parameter on the basis that this weighting mattla@smission customers’ high
expectations with respect to reliability of supgowever, one TNSP has allocated a
greater weighting to themallloss of supply event frequency sub-parameter on the
basis that large loss of supply events will alsetented as smaller loss of supply
events. The AER notes that a consistent approagtbmeequired to parameter
weights across the TNSPs in the event that an aedestheme removes this
flexibility.

2 See AERDraft decision — Transend transmission determina2009-10 to 20134, p. 224;
AER, Draft decision — TransGrid transmission determinat?009-10 to 2013-14. 178.
Under the scheme, the TNSPs are exposed to ad@wvaenalty of up to +/- one per cent of the
Maximum Allowed Revenue. The scheme also requirasdach parameter must be weighted so
that in aggregate, the weights across all of tihds®component parameters are equal to one per
cent.
2 AER, Draft decision — Transend transmission determina2609-10 to 20134, p. 224; AER,

Draft decision — SP AusNet transmission determima#i008-09 to 2013-14.209.
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In addition, one of the factors that a TNSP must iato account when proposing
weightings to apply to each parameter is the stogiethe TNSP has to improve its
performance as measured by each of the parame&trapply to the TNSP. However,
the AER observes based on historical performaretatthppears that there may not
be a significant correlation between parameter tgigs and scope for improved
performance by the TNSP. For example, the histopegormance of one TNSP
would suggest that it has the greatest scope fpravement for the average outage
duration parameter and yet circuit availabilityibcated the largest weighting.
Similarly, one TNSP has different historical perfance for its two outage duration
sub-parameters and yet has the same weightingthr'b

Derivation of parameter weightings

The relative weightings of the service performapaemmeters may be informed by
the value of customer reliability studies. The Aakan Energy Market Operator
(AEMO) has commissioned a recent study, which aated that:

residential customers indicated that they areyikeltake more significant and costlier
measures to lessen the impacts of power outagbés &ngth of the interruption
increases$:

The study had similar findings for the agriculty@mmercial and industrial sectors.
This suggests that customers place greater valagading longer outages relative
to shorter outages, which should be reflected eénprameter weightings.

Strength of the incentive

As discussed above it has been argued that witaggeegate incentive under the
scheme set at one per cent of revenue, a paraspsteific weighting of less than 10
per cent of the total revenue at risk is too weagrbvide an incentive for a TNSP to
maintain or improve service performance. (Refesection 5.3 for a discussion on the
aggregate incentive under the scheme). In liglhisf increasing the number of
parameters without also increasing the aggregatmtive under the scheme may
result in weightings which are too weak to provédeaaterial incentive to TNSPs.

Q.21 Is there any justification for why weightings shdwiry across TNSPs for
existing parameters? If not, should the weighting$ocked into the scheme?
Should these weightings be the same across all $RISP

Q.22 Should greater weight be put on measures whickatebnger interruptions
than shorter interruptions?

Q.23 Would weights that are less than 10 per cent af teivenue at risk result in
weak incentives, if so should a TNSP’s revenuésatlye increased such that
no individual parameter or sub-parameter weighass than 10 per cent?
Also, if a less than 10 per cent weighting resumit&eak incentives, does this
also apply to sub-parameters?

%0 See Appendix C below for historical performanegad

3L CRA InternationalAssessment of the Value of Customer ReliabilityR)V/f. 22.
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Q.24 Should more weight be given to interruptions topypather than duration of
the interruption consistent with the distributionF83S? Do customers place
greater value on reducing the number of interruystitnan on the length of th
interruption?

Q.25 Should the existing measures be given equal weifgsd, why? If not, which
measure should receive the most weight and whicsare the least weight?

Q.26 Is there sufficient data to apply a positive weiighto parameters which
previously had a zero weighting?
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5 Setting the financial incentive and revenue
at risk for both the service component and
market impact component

The Electricity Rules provide that the maximum rawe increment or decrement that
a TNSP may receive as a result of the operatidgheo§cheme must be in the range of
one and five per cent of the maximum allowed reeefMAR).

This chapter provides a review of the setting effthancial incentive and revenue at
risk for both the service component and market chpamponent of the STPIS and
explores potential amendments to both componertteeacheme.

5.1 Current service component financial incentivea  nd
revenue at risk

The service component provides a financial bonupd€oalty) of up to one per cent
of each TNSP’s MAR for the relevant calendar y&athe financial incentive that a
TNSP receives is calculated by comparing a TNSErfopmance against its cap,
target and collars for each of its parameters abepgrameters and applying the
weighting that is attributed to each parametersu@parameter.

The revenue at risk was set at one per cent ghestheme was still in its early
stages and there was concern around exposing Tte&feslitional uncertainty or
risk.*®

5.2 New approaches to setting the financial incenti  ve
and revenue at risk for the service component

Given the current arrangements are at the bottotmeofange and have not been
reviewed since the start of the STPIS, the findne@entive and revenue at risk
arrangements may be outdated. Thus, it is appteponaconsider new approaches to
the design of the financial incentive and revenugsl arrangements within the
current boundaries of the Electricity Rules.

Overseas regulatory bodies are increasingly platioge emphasis on outputs based
regulation®® This helps to ensure customers receive value toray Similarly, if the
revenue at risk is increased for the service corapprthere will be a greater linkage
between the service outputs by TNSPs and the revaoeived. This should help
ensure customers receive value for money as squeréermance is linked to a
greater proportion of the TNSP’s revenue.

32
33

There is an additional zero to two per cent figr mmarket impact component.

ACCC,Decision — statement of principles for the reguatof transmission revenues service
standards guidelined,2 November 2003, p.10; AERijrst proposed electricity transmission
network service providers service target perforneimcentive scheme explanatory statement and
issues paperJanuary 2007, p.6.

For example, in the UK, following the RPI-X@2Wiew by Ofgem there has been a greater
emphasis on outputs delivered by network operators.
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Q.27 Should the AER increase the revenue at risk for F&l@nder the service
component of the STPIS?

Consideration of the economic cost of outages

The AER proposes any revised design of the findnuwantive and revenue at risk
should factor in the economic cost of a drop iviserlevel. Economic theory
indicates the objective of the STPIS is to minimésenomic harm to consumers by
incentivising the TNSP to increase network relidpilA TNSP should operate to
ensure its actions do not deprive the economyvetsode of the economic benefit of
electricity.

In principle, the correct economic penalty can tleeved by setting the size of the
financial incentive on the TNSP equal to the sizéhe economic harm resulting from
outages on the transmission network. Setting thalpein this way will induce the
TNSP to make efficient decisions and trade-offg aperates its business. This could
include decisions on maintenance practices, aspktaement/refurbishment and
network augmentation.

The AER notes a financial incentive regime basea@lgwn penalising the TNSP for
outages based on the economic cost of an outag@otdne practical to implement.
For one, the calculation of the economic harmarigmission outages is related to the
impacts on the customers affected at a specifictpoitime. Further, the use of the
economic harm of transmission outages may be iogpjate for near miss or lead
indicators such as transmission circuit availapikthere no loss of supply may

occur.

Regarding the measurement of the economic harmtafjes, the AER’s preliminary
view is that an estimated value for the economat cban outage be used. For
example, the Value of Customer Reliability (VCRyguced by AEMO could be used
as a proxy measure of economic harm. The VCR, egptkin $ per MWh of
unserved energy, is used in transmission planmirgsure that the extra benefit of
reliability associated with an augmentation outwsighe building costs.

On balance, the AER is of the view that incorpmgtihe economic cost of outages in
the financial incentive warrants serious considenatWhile it may not be an
appropriate financial incentive for all parametérspuld be incorporated into
parameters and sub-parameters that measure lsappl. Examples could include:

= For loss of supply events, the TNSP may starteb#yinning of each calendar
year in a default incentive payment position of pee cent of the MAR. Every
time an interruption to supply occurs in the calemgkar, an amount is deducted
from the default incentive payment equal to thenecaic harm of the outage.
Amounts may be deducted up to a collar or floooré per cent of the MAR. If at
the end of the financial year the TNSP’s posit®pasitive, then a financial
bonus is awarded. If at the end of the financialrybe TNSP’s position is
negative, then a financial penalty will be imposEke bonus or penalty may be
adjusted by any weighting applied to the parameier;

=  For loss of supply events, the extent to which &PNutperforms (or
underperforms) against its parameter and sub-paeawedues, it will be awarded
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a bonus (or penalty) based on the average ecoransi®f the TNSP’s outages in
one calendar year in the previous regulatory period

Q.28 Should the financial incentive incorporate the eguit cost of outages for
parameters and sub-parameters which measure |gspoty?

Q.29 Do stakeholders support any of the approachesedtiabove for
incorporating the economic cost of outages intditinencial incentive?

Q.30 Isthe VCR an appropriate measure to base calonktin the economic cost
of outages? If not, what methodology should be AER to determine the
economic cost of a loss of supply?

Asymmetrical financial incentive for ‘efficiency fr ontier’ and ‘near-miss’
parameters

Efficiency frontier parameters

Clause 3.3(g) of the STPIS allows a TNSP to propossver performance target
where (among other things) its performance has bessistently high and it is
unlikely to improve performance in the regulatoontrol period. By doing so, the
TNSP is given a financial bonus for maintainindheaitthan improving its current
level of service and not penalised for reachingetfieiency frontier of its network.
The clause was included in the STPIS to addregsation in which a TNSP has
reached the ‘efficiency frontier’ and it is unabdeimprove performance any furth&r.

Where the TNSP is unlikely to improve performangaiast a parameter value
because it has reached the ‘efficiency frontiem#y be more appropriate for an
asymmetric financial penalty-only incentive to apfar that parameter. This is
because as there is no scope for improvementingppropriate to provide the TNSP
with a financial bonus for network maintenance.

Q.31 Should the parameters which have reached the ‘peafoce frontier’ be
subject to an asymmetric penalty-only scheme?

Near miss parameters

As discussed in section 3.3, the AER is considanolyding ‘near miss’ parameters
to measure the potential loss of supply as an adicf reliability. If these ‘near
miss’ parameters are included, the AER is considenihether the financial incentive
associated with these parameters should be pemralgyUnder this arrangement,
every occurrence of a near miss measure by a TN&RIwesult in a penalty. This
would provide an incentive to TNSPs to minimisaat which lead to reduced
levels of service and is akin to the impositiorfinés on drivers for actions which
contribute to accidents (such as speeding).

% AER, Final decision — Electricity transmission netwognsice providers service target

performance incentive schenfajgust 2007, p.9.
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Q.32 If ‘near miss’ parameters are included, shouldehmsrameters be subject toja
penalty only scheme?

Q.33 Taking into account the proposed ‘near miss’ patamsan section 3.3 of the
issues paper, what should the size of a penaltthéooccurrence of a ‘near
miss’ measure be set to properly incentivise TN&8Raliour?

5.3 Current market impact component financial
incentive and revenue at risk

Market impact component of the scheme

The market impact component was first introduce@d@8. The component provides
an incentive to TNSPs to minimise transmission gesahat can affect the NEM spot
price. It measures the number of dispatch interwalsre an outage on the TNSP’s
network results in a network outage constraint \@itharginal value greater than
$10/MWh.

The market impact component operates as a bonysoméme which provides a
TNSP with a financial bonus of up to two per cent©MAR in each calendar year.
A TNSP receives the full two per cent bonus ifahceduce the number of dispatch
intervals with a marginal value greater than $10/MW zero. The financial bonus
which a TNSP receives in each calendar year isilzdbxd by measuring the TNSP’s
annual performance against the target. The asynumetiure of the scheme means
there is no revenue at risk for the TNSP.

5.4 Development of a symmetrical financial incentiv. = e
for the market impact component

The market impact component was introduced as agonly arrangement as it was
unproven. The AER considered that given it wadaliff to predict TNSP
performance under the market impact componentas appropriate to have an
asymmetric financial incentive scheme with no pgral

All mainland TNSPs (TransGrid, Powerlink, Electraldad SPAusNet) are now
subject to this component of the STPIS. Given thaite is now data available on the
operation of the scheme, the AER considers it g@wiate to reconsider whether the
market impact component should be a bonus-onlyrsehe

After reviewing the performance data availableTfoansGrid, Powerlink and
ElectraNet, the AER has found evidence to suppatt TNSP’s possess a higher level
of control over market impacts flowing from outagleat occur on its network, than
first anticipated. Analysis of historical outagéormation used to calculate the
performance target (either under the early implaaten arrangement, or through

the normal regulatory reset arrangement) and aperébrmance measure for the

% AER, Final decision — electricity transmission netwosgtce providers service target

performance incentive scheme (incorporating incestibased on the market impact of
transmission congestionMarch 2008, p.20.
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market impact component (shown in table 5.1) ines#hat on average more than 80
per cent of outages having a market impact arenplduby the TNSPs.

Table 5.1: Ratio of planned and unplanned outage®f market impact component decisions

% of % of
Decision in Binding binding Binding binding
which constraints | constraints | constraints | constraints
performance | related to related to related to | related to
Performance |data was planned planned unplanned | unplanned

TNSP data assessed [assessed outages outages outages outages
Early
implementation

ElectraNet [ 2005-2009 [target 7388 79 1922 21
Early
implementation

Powerlink | 2005-2009 target 6599 84 1266 16
2012/13 to
2016/17 target

Powerlink  [Jan — Jul 2010f 1348 95 66 5
Jul-Dec 2010
performance

Powerlink [ Jul — Dec 2010measure 7 64 4 36
Early
implementation

SPAusNet | 2006-2010 [target 5447 76 1719 24
2009 to 2014

TransGrid | 2004-2007 10002 88 1425 12
2010
performance

TransGrid | 2010 measure 402 52 378 48
2009
performance

TransGrid | 2009 measure 1097 95 52 5

* The AER is currently assessing Powerlink’s Jah2010 performance data as

part of Powerlink’s 2012/13-2016/17 revenue propasd this breakdown is
based on the unassessed data provided by PowéarhekAER has previously

assessed Powerlink’s 2006-2009 and Jul-Dec 20X6rpeance data.

The high level of control over market impacts flagifrom outages appears to have
allowed TNSPs to engage in strategic behaviounftoence the outcomes of the
scheme. Note that the scheme was designed to egeoliNSPs to modify their
behaviour to reduce the market impact of networlages. The incentive-only

arrangement, however, has potentially led to psereutcomes.

For example, on 13 July 2010, under the early implatation framework, Powerlink
commenced participation in the market impact conepbrPowerlink’s performance
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measure for 2010, from the period 13 July to 31dbdmer, was a market impact
parameter of 11 dispatch intervals of binding caists. However, prior to the
commencement of the scheme (from the period 1 datod 2 July 2010),
Powerlink’s market impact parameter totalled apprately 1400 binding
constraints. The majority of these binding constsaivere planned outages taken by
Powerlink. The AER considers this is strong evideotPowerlink undertaking
strategic behaviour by shifting its planned outages period just prior to the
commencement of measuring the impact to maximssedentive payment.

The AER has also found evidence of a high degreewtirol over outages through
examining the performance of TransGrid under theketampact component.
TransGrid has responded to the incentive by resdimgdtransmission outages away
from peak hours and consolidating outages to mserttie number of outages
required. This behaviour is, however, entirely e¢stesit with the objectives of the
scheme.

The examples of TransGrid and Powerlink point togh level of control over
planned outages by TNSPs. This shows that TNSPabédo shift planned outages
to periods of low demand on the transmission neéiwdrere market outcomes are
less likely to be affected by the outage.

The high level of control over planned outages thiedsignificant proportion of
planned outages which contribute to the market anparameter can also give rise to
strategic TNSP behaviour to maximise incentive pay® during the transition
between regulatory years. This arises because @f@adjustment is made to the
performance target during calendar years in whidisFs transition between
regulatory periods. Incentive payments can be maridnby:

= shifting planned outages to the six month periagdafoich the lower performance
target applies. Shifting outages in this way magasithe incentive payment for
the calendar year by reducing performance duriegsbth month period that has
the lower possible incentive payment.

= shifting planned outages to the end of one regujgieriod to skew the
performance target for the next regulatory perexithe performance target is
based on average performance over the last fives)ekhis increases the
performance target, which makes it easier for tN&H to receive a bonus.

As there is no financial penalty for failing to méee performance target, TNSPs
have an incentive to engage in such behaviour.

Given this, the AER’s preliminary view is thatstappropriate to consider whether
the financial incentive of the market impact comgainshould be symmetrical. The
introduction of a financial penalty would sharple tncentives under the scheme
while also preventing potential strategic behaviwbrch may occur between
regulatory periods.

Q.34 Should the financial incentive of the market impaminponent of the STPIS
be symmetrical?
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Q.35 If the financial incentive is symmetrical, how skesbthe AER determine the
appropriate caps and collars?

Timing for measuring performance

The STPIS requires that each TNSP’s performanoe&sured over a calendar
(rather than financial) year. The financial bonugenalty is then applied to each
TNSP’s MAR in the following financial year. This pgwach is taken to reduce the lag
between the annual performance being measuredarfohéncial incentive being
added or subtracted from the MAR to six months.

Q.36 Does this misalignment between financial year reeaesets and calendar
year measurement lead to any perverse outcomes?
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A. Rule Requirements

A.1 Rule 6A.7.4 - Service Target Performance
Incentive Scheme

(@ The AER must, in accordance with the trassion consultation procedures,
develop and publish an incentive scheme (‘a seteigget performance incentive
scheme’) that complies with the principles in paaat (b).

(b) The principles are that the service tapggtormance incentive scheme should:
(1) provide incentives for each Transmissiotwek Service Provider to:

(i) provide greater reliability of the transsion system that is owned, controlled
or operated by it at all times when Transmissiotwgek Users place greatest value
on the reliability of the transmission system; and

(i)  improve and maintain the reliability ofdbe elements of the transmission
system that are most important to determining ppogs;

(2) resultin a potential adjustment to theeraye that the Transmission Network
Service Provider may earn, from the provision @sgribed transmission services, in
each regulatory year in respect of which the sertacget performance incentive
scheme applies;

(3) ensure that the maximum revenue incremedeorement as a result of the
operation of the service target performance ingergécheme will fall within a range
that is between 1% and 5% of the maximum allowsdmae for the relevant
regulatory year;

(4) take into account thregulatory obligations or requiremenigth which
Transmission Network Service Providers must comply;

(5) take into account any other incentives fted for in the Rules that
Transmission Network Service Providers have to mige capital or operating
expenditure; and

(6) take into account the age and ratings efgsets comprising the relevant
transmission system.

(c) Atthe same time as it publishes a sertacget performance incentive scheme,
the AER must also publish parameters (the perfocmarcentive scheme parameters)
for the scheme. For the avoidance of doubt, tharpaters may differ as between
Transmission Network Service Providers and oveetim

(d) The AER must set out in each service tapgeformance incentive scheme any
requirements with which the values attributed ®plerformance incentive scheme
parameters must comply, and those requirements lmeusinsistent with the
principles set out in paragraph (b).

39



(e) The AER must develop and publish the 8eswiice target performance
incentive scheme under the Rules by 28 Septeml@at 20d there must be a service
target performance incentive scheme in force datra#ts after that date.

(H The AER may, from time to time and in aatance with the transmission
consultation procedures, amend or replace any seltea is developed and
published under this clause, except that no sua@mdment or replacement may
change the application of the scheme to a Trangmidéetwork Service Provider in
respect of a regulatory control period that hasrmoemced before, or that will
commence within 15 months of, the amendment oacgphent coming into
operation.

(g) Subject to paragraph (h) the AER may, ftome to time and in accordance
with the transmission consultation procedures, ahwemeplace the values to be
attributed to the performance incentive schemerpeters.

(h)  An amendment or replacement referred fmairagraph (g) must not change the
values to be attributed to the performance incerdtheme parameters where:

(1) those values must be included in infornraaccompanying a Revenue
Proposal; and

(2) the Revenue Proposal is required to be #tdarunder clause 6A.10.1(a) at a

time that is within 2 months of the publicationtbé amended or replaced
performance incentive scheme parameters.
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A.2 Rule 6A.20 —  Transmission Consultation
Procedures

(@ This rule 6A.20 applies wherever the AERh&r AEMC is required to comply
with the transmission consultation procedures.tReravoidance of doubt, the
transmission consultation procedures:

(1) are separate from, and do not apply toptbeess for changing the Rules under
Part 7 of the National Electricity Law; and

(2) are separate from, and (where they areinedjto be complied with) apply to
the exclusion of, the Rules consultation procedureter rule 8.9.

(b) If the AER or théAEMCis required to comply with the transmission
consultation procedures in making, developing oeraing any guidelines, models or
schemes, or in reviewing any values or methodofgfienust publish:

(1) the proposed guideline, model, scheme, dment or revised value or
methodology;

(2) an explanatory statement that sets ouptbeision of the Rules under or for the
purposes of which the guideline, model, schemer@maiment is proposed to be
made or developed or the value or methodologygsired to be reviewed, and the
reasons for the proposed guideline, model, schamendment or revised value or
methodology; and

(3) aninvitation for written submissions o firoposed guideline, model, scheme,
amendment or revised value or methodology.

(c) The invitation must allow no less than 3@ibness days for the making of
submissions, and the AER or tAEMCis not required to consider any submission
made pursuant to that invitation after this timegukhas expired.

(d) The AER or th&@EMC may publish such issues, consultation and disoassi
papers, and hold such conferences and informagissians, in relation to the
proposed guideline, model, scheme, amendment @megkvalue or methodology as it
considers appropriate.

(e) Within 80 business days of publishing tbewments referred to in paragraph
(b), the AER or théAEMC must publish:

(1) its final decision on the guideline, modwlheme, amendment, value or
methodology that sets out:

()  the guideline, model, scheme, amendmemn¢wsed value or methodology (if
any);
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(i)  the provision of the Rules under whichfor the purposes of which the
guideline, model, scheme or amendment is being rmmadeveloped or the value or
methodology is being reviewed; and

(i) the reasons for the guideline, model, sokeamendment value or
methodology; and

(2) notice of the making of the final decisimmthe guideline, model, scheme,
amendment, value or methodology.

()  Subject to paragraph (c), the AER or &8MC must, in making its final
decision referred to in paragraph (e)(1), consagrsubmissions made pursuant to
the invitation for submissions referred to in paegudp (b)(3), and the reasons referred
to in paragraph (e)(1)(iii) must include:

(1) asummary of each issue raised in thosmm&dons that the AER or tieEMC
reasonably considers to be material; and

(2) the AER’s or th&@EMC’sresponse to each such issue.
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B. Weightings for individual TNSPs

The following table outlines the weightings appliteato the service component

parameters and sub-parameters for each TNSP.

Parameter Weighting (MAR %)
TransGrid

Circuit availability — transmission line availalyli 0.20
Circuit availability — transformer availability k1
Circuit availability — reactive plant availability 0.10
Loss of supply event frequency > 0.05 (X) systemutgs 0.25
Loss of supply event frequency > 0.25 (y) systemutgs 0.10
Average outage duration - total 0.20
Powerlink

Circuit availability — critical 0.15
Circuit availability — non-critical elements 0.085
Circuit availability — peak hours 0.15
Loss of supply > 0.2 system minutes 0.15
Loss of supply > 1.0 system minutes 0.30
Average outage duration 0.15
ElectraNet

Circuit availability — total transmission 0.30
Circuit availability — critical circuit peak 0.20
Circuit availability — critical circuit non-peak @.
Loss of supply event frequency > 0.05 (x) systemutgs 0.10
Loss of supply event frequency > 0.2 (y) systemutgs 0.20
Average outage duration - total 0.20
Transend

Transmission circuit availability — critical 0.2
Transmission circuit availability — non-critical 10.
Transformer circuit availability 0.15
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Loss of supply event frequency > 0.1 (X) systemutga 0.20
Loss of supply event frequency > 1.0 (y) systemutga 0.35
Average outage duration — transmission lines 0.0
Average outage duration — transformers 0.0
SP Ausnet

Total circuit availability 0.20
Peak critical circuit availability 0.20
Peak non-critical circuit availability 0.05
Intermediate critical circuit availability 0.025
Intermediate non-critical circuit availability 0.52
Loss of supply event frequency > 0.05 minutes 0.125
Loss of supply event frequency > 0.3 minutes 0.125
Average outage duration — lines 0.125
Average outage duration — transformers 0.125
Directlink

Scheduled circuit availability 0.30
Forced outage circuit availability in peak periods 0.35
Forced outage circuit availability in off-peak pmts 0.35
Murraylink

Planned circuit energy availability 0.40
Forced outage circuit energy availability in peakipds 0.40
Forced outage circuit energy availability in offgkeperiods 0.20
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Figure 1: Energy Australia - Transmission Circuit Availability
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C.2 ElectraNet
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Figure 2: ElectraNet - Transmission Circuit Availability
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Figure 3: ElectraNet — Peak Critical Circuit Availability
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Figure 5: ElectraNet - Loss of Supply Event Frequeey > 0.20 System Minutes
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Figure 6: ElectraNet - Loss of Supply Event Frequety > 1.0 System Minutes
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Figure 7: ElectraNet - Loss of Supply Event Frequety > 0.05 System Mintues
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Figure 8: ElectraNet - Average Outage Duration
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C.3 Powerlink
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Figure 9: Powerlink — Critical Transmission Circuit Availability
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Figure 10: Powerlink — Non-critical Transmission Crcuit Availability
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Figure 11: Powerlink — Peak Transmission Circuit Awailability
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Figure 12: Powerlink - Loss of supply event frequety > 0.20 system minutes
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Figure 13: Powerlink - Loss of supply event frequecy > 1.0 system minutes
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Figure 14: Powerlink - Average Outage Duration
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C.4 SP AusNet
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Figure 15: SP AusNet - Transmission Circuit Availalfiity
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Figure 16: SP AusNet - Peak Critical Transmission cuit Availability
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Figure 17: SP AusNet - Peak Non-Critical Transmissin Circuit Availability
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Figure 18: SP AusNet - Intermediate Critical Transnission Circuit Availability
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Figure 20: SP AusNet - Loss of supply event frequeg > 0.05 system minutes
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Figure 21: SP AusNet - Loss of supply event frequeg > 0.03 system minutes
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Figure 22: SP AusNet - Average Outage Duration (lies)
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Figure 23: SP AusNet - Average Outage Duration (tnasformers)
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C.5 Transend
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Figure 24: Transend - Transmission Circuit Availabiity
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Figure 25: Transend - Transformer Availability
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Figure 26: Transend - Critical Transmission Circuit Availability
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Figure 27: Transend - Non-Critical Transmission Circuit Availability
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Figure 28: Transend - Loss of supply event frequerc> 0.1 system minutes
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Figure 29: Transend - Loss of supply event frequerc> 2.0 system minutes

59



Frequency of event
o [l = N N w w B

Duration of event

2009 2010

Regulatory year

‘ e \Vith Exclusions === Without Exclusions — - — - Cap — - — — Collar

Target

Figure 30: Transend - Loss of supply event frequerc> 1.0 system minutes
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Figure 31: Transend - Average Outage Duration (trasmission lines)

60



Duration of event

1600 -

1400,  TTTTTTTToooooooooooooooo-

1200 -

1000 -

800 -

600 -

400

200

2009 2010

Regulatory year

‘ mm \With Exclusions m==== Without Exclusions — - ——Cap — - ——Collar Target

Figure 32: Transend - Average Outage Duration (trasformers)
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C.6 Transgrid
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Figure 33: Transgrid - Transmission Line Availability
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Figure 34: Transgrid - Transformer Availability
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Figure 35: Transgrid - Reactive Plant Availability
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Figure 36: Transgrid - Loss of supply event frequecy > 0.05 system minutes
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Figure 37: Transgrid - Loss of supply event frequeay > 0.4 system minutes
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Figure 38: Transgrid - Loss of supply event frequecy > 0.25 system minutes
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Figure 39: Transgrid - Average Outage Duration

64



C.7 Directlink
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Figure 42: Directlink - Forced Peak Circuit Availability
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Figure 43: Directlink - Forced Off-peak Circuit Availability
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C.8 Murraylink
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Figure 44: Murraylink - Planned Circuit Energy Avai lability
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Figure 45: Murraylink - Peak Forced Outage Availabiity
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Figure 46: Murraylink - Off-peak Forced Outage Availability
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Glossary

This issues paper uses the following definitions.

Cap

Collar

financial incentive

force majeure event
market systems

material change

national electricity
objective

National Electricity
Rules

Parameters

performance target

service target
performance
incentive scheme or
scheme

s-factor or service
standards factor

TNSP

Weightings

the level of performance that results in a TR&Riving the
maximum financial reward attributed tgparameter

the level of performance that results inNSP receiving the
maximum financial penalty attributed tgarameter

the dollar value of the revemueement or decrement that the
maximumallowedrevenues adjusted by in eaalegulatory
yearbased on a TNSP’s performance in the preceding
calendaryear.

has the meaning set out int€h&p
AEMQOs systems for operating timational electricity market
and for recording and publishing data relating® dperation
of thenational electricity market

a change that can influence thmmés that may otherwise
result.
has the meaning set out in the National Electricaw.

the rules as defined in the National ElectricityM.a

theerformanceancentiveschemgarametersand includes the
sub-parameters, where applicable.

the level of performance thatlte in a TNSP neither
receiving a financial penalty nor financial rewandhe
regulatoryyeatr.
the servicetargetperformancencentive schemeefined in the
National Electriciy Rules.

the percentage revenue increment or decremenththat
maximumallowedrevenues adjusted by in eaalegulatory
year based on a TNSP’s performance in the predalendar
year.

transmissiometworkserviceprovideras defined in the
National Electricity Rules.

the proportion of tHaancialincentiveunder theservice
componenallocated to each @farametersapplying to the
TNSP under theervice component
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