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Elleni Daniels

NSW Electricity Networks Operations Pty Limited

as trustee for NSW Electricity Networks Operations Trust
180 Thomas St

Sydney NSW 2000

15 November 2021
Dear Elleni

Transgrid — Accounting Advice

We appreciate the opportunity to have assisted NSW Electricity Networks Operations Pty Limited
as trustee for NSW Electricity Networks Operations Trust (Transgrid) in the provision of
accounting advisory services as set out in our Engagement Letter with you dated 20 October
2021. We set out below our advice for Transgrid’s directors and/or management’s consideration

As of 15 November 2021, we have completed all services as provided in our Engagement Letter.
This deliverable is in final form and supersedes all draft versions of our advice.

Please contact me on ([l it you have any questions. We thank you and the relevant
Transgrid personnel for all the assistance provided in conducting this engagement and we look
forward to continuing to provide service to your organisation.

Yours sincerely

Jenny Arrand
Partner
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KPMG

Mernorancum on Saas Product Accounting

Scope

The purpose of this memorandum is to provide guidance on the accounting treatment in relation
to cloud computing arrangements, otherwise known as SaaS arrangements. The scope of the
memorandum was as follows:

e Provide a summary of the IFRIC determinations and relevant accounting guidance /
requirements in respect to SaaS Product Accounting; and

o Review Transgrid’s capex accounting policy documentation and provide comment as to
whether or not the policy is in line with the IFRIC determinations / accounting guidance.

In preparing this letter we have attached the relevant international accounting guidance in
Appendix 1 and Transgrid’s ‘Expenditure Capitalisation’ accounting policy dated 14 September
2021 that has been reviewed and attached at Appendix 2 to this memorandum. Section 4.3.2 of
the policy is the most relevant to this memorandum.

Background

Cloud computing arrangements are those where a company (i.e. Transgrid) access and use
software on an as-needed basis (e.g. over the internet) but do not have the rights to own the
underlying software. These arrangements are often referred to as Software as a Service (SaaS)
arrangements. Under these arrangements, the SaaS supplier usually hosts and manages the
software, any associated infrastructure and maintains the software product with the user only
having the right to access the software.

Historically, International Financial Reporting Standards (IFRS® do not provide guidance on how
a customer would account for SaaS arrangements, or the costs incurred to implement them.
However, in March 2019 and again in April 2021, the IFRS® Interpretations Committee (IFRIC),
released guidance in the form of cloud-based computing or SaaS arrangements agenda
decisions. IFRIC provide guidance where the accounting standards are unclear and there is
evidence of divergence in practise among entities globally.
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Introduction to the IFRIC Guidance

The agenda decisions published by IFRIC, provide guidance around two key aspects to assist
entities in assessing the nature of their SaaS contract and how it should be accounted for:

e The March 2019 agenda decision sets out a framework for the determination of what
accounting standard should be applied when accounting for a SaaS contract i.e:

o Does the SaaS arrangement give rise to a lease?
o If not, does it give rise to a separate intangible asset?
o If not then contract is to be accounted for as a service contract

e The April 2021 agenda decision provided additional clarification around the accounting for the
treatment and ability to capitalise implementation costs associated with SaaS arrangements

depending on:
o who provides the implementation service; and
o whether the implementation service is considered to be ‘distinct’.
o Whether the service gives rise to an intangible asset.

The IFRIC guidance is explored further below.
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SaaS Contract Accounting Standard Hierarchy

As set out in the March 2019 IFRIC agenda decision the accounting for cloud computing
arrangements will depend on the substance of the rights granted to the customer (i.e. Transgrid)
as part of the arrangement. As set out above the accounting could fall within the scope of the
AASB 16 Leases (AASB 16), AASB 138 Intangible Assets (AASB 138), or a service / executory
contract. Figure 1 contains a decision tree to ascertain the applicable accounting treatment for
such arrangements.

Figure 1: Accounting decision tree

Does the Yes
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Leases
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control the
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4

©2021 KPMG, an Australian partnership and a member firm of the KPMG global organisation of independent member firms affiliated
with KPMG International Limited, a private English company limited by guarantee. All rights reserved.

The KPMG name and logo are trademarks used under license by the independent member firms of the KPMG global organisation.
Liability limited by a scheme approved under Professional Standards Legislation.
Document Classification: KPMG Public



Does a SaaS arrangement contain a lease?

At inception of the contract, Transgrid needs to assess whether the arrangement contains a
lease under AASB 16. AASB 16.9 defines a lease as a ‘a contract, or part of a contract, that
conveys the right to use an asset (the underlying asset) for a period of time in exchange for
consideration’. Figure 2 outlines the three key questions which should be considered in making
this assessment, noting that all three must be satisfied for the contract to contain a lease.

Figure 2: Lease assessment

Does the

t
arrangemen Apply AASB 16

contain a

lease? Leases

A

Does the arrangement contain (an)
identified asset(s)?

Yes

A 4

Will Customer obtain substantially all the
economic benefits of the identified asset(s)?

Yes

Will Customer direct the use of the identified
asset(s)?

Yes

In assessing the above, IFRIC’s March 2019 agenda paper noted that “a right to receive future
access to the supplier’s software running on the supplier’s cloud infrastructure does not in itself
give the customer any decision-making rights about how and for what purpose the software is
used — the supplier would have those rights by, for example, deciding how and when to update or
reconfigure the software, or deciding on which hardware (or infrastructure) the software will run.
Accordingly, if a contract conveys to the customer only the right to receive access to the
supplier’s application software over the contract term, the contract does not contain a software
lease”.

That is, a right to receive future access to software does not in itself give any decision-making
rights about how and for what purpose the software is used. Whilst a customer, such as
Transgrid, may have the ability to decide how it uses the software (primarily which users have
access and what data/transactions are input into software), in the absence of other rights, it is not
likely that these arrangements would give a customer control of the underlying software.
Accordingly cloud computing arrangements are not generally considered to contain a lease.

This is consistent and appropriately reflected in Transgrid’s accounting policy.
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Would a SaaS arrangement contain an intangible asset?

Where it has been determined that the SaaS arrangement does not contain a lease, the next
assessment to be performed is whether or not it creates an intangible asset under AASB 138.

An asset is defined in AASB 138.8 as a resource controlled by an entity as a result of past events
from which future economic benefits are expected to flow to the entity and to restrict access of
others to those benefits. An intangible asset can only be recognised where the contract contains
an identifiable non-monetary asset without physical substance and that asset is controlled by the
customer (i.e. Transgrid). Figure 3 outlines the key questions which should be considered in
assessing whether a SaaS arrangement contains an intangible asset.

Figure 3: Intangible asset assessment

Does the
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control the Apply AASB 138

— Intangible Assets
application

software?

Is/are there (an) identifiable asset(s)?

Yes

Does Customer have control of the
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obtain future economic benefits flowing from
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Yes

This was also considered in IFRIC’s March 2019 paper whereby it was observed that ‘contract
conveys to the customer only the right to receive access to the supplier’s application software
over the contract term, the customer does not receive a software intangible asset at the contract
commencement date. A right to receive future access to the supplier’s software does not, at the
contract commencement date, give the customer the power to obtain the future economic
benefits flowing from the software itself and to restrict others’ access to those benefits’!

Applying the IFRIC guidance and the requirements set out in AASB 138, cloud computing
arrangements generally do not give rise to an intangible asset.

This is consistent and appropriately reflected in Transgrid’s accounting policy.

! Customer’s Right to Receive Access to the Supplier’s Software Hosted on the Cloud (IAS 38 Intangible Assets)—
March 2019
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How would costs incurred to implement a cloud computing arrangement be
accounted?

As clarified in the April 2021 guidance, while implementation costs associated with SaaS or cloud
based arrangements, that do not give rise to an intangible asset, are generally expensed, costs
for configuration or customisation? may be capitalised (and expensed over the contract term).
The accounting treatment is driven by:

e Who provides the service;

e Whether the service is distinct; and

o Whether the service gives rise to an intangible asset.

As illustrated below in Figure 4, a service is distinct if both of the following criteria is met:

e Transgrid can benefit from the service on their own or with other readily available services;
and

¢ The vendor’s promise to provide the service to Transgrid is separately identifiable from other
promises in the contract (i.e. access to the cloud software application)?

Figure 4: Assessment of whether a service is distinct

+ Base SaaS service is readily
available

« Serviceisregularly sold
separately by supplier

Can customer benefit from service No
on own or together with other
readily available?

It any of the following three
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* Supplier provides a . promises in contract?
significant integrating service

to produce a combined
output with other services
»  One service significantly
modifies or customisesthe
other
* Services are highly
dependent on each other

Not distinct

Distinct

Guidance on assessing whether a service is distinct.

In accordance with the definition of ‘distinct’ any configuration or customisation performed by
Transgrid would automatically be considered to be distinct as it is not performed by the Saas
vendor. On this basis, if the configuration or customisation does not give rise to separate
intangible asset then the costs incurred would need to be expensed immediately. However,

2 Configuration involves the setting of various “flags” or “switches” within the application software, or defining
values or parameters, to set up the software’s existing code to function in a specified way. Customisation involves
modifying the software code in the application or writing additional code. Customisation generally changes, or
creates additional, functionalities within the software.
3 AASB 15.27
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where the vendor or a third party is engaged to perform the configuration or customisation
service, a more detailed assessment would need to be performed as highlighted above.

Generally, activities to tailor the software to Transgrid’s particular business needs are often
configuration services that could be performed by a third party (therefore likely to be distinct).
Conversely, the customisation of the underlying software code may only be capable of being
performed by the cloud vendor (therefore likely to not be distinct).

Accounting treatment of configuration or customisation costs

Where the service is not distinct, the costs would be capitalised and expensed over the life of the
contract. Where the service is distinct, the costs would be expense when the service is provided
(e.g. day one) unless it meets the definition of a separately identifiable intangible asset.

Transgrid’s accounting policy is consistent with the above where costs are capitalised only if
the costs are in relation to a new separately identifiable intangible asset OR where the
configuration / customisation is not distinct.

Timing of when IFRIC guidance is applicable

While the accounting standards have not been directly amended, guidance provided by IFRIC
must be adhered to in order to be able to claim in your financial statements that they are in
compliance with the AASB’s or IFRS. IFRIC guidance is retrospectively applicable and to be
applied by an entities next reporting period i.e. for Trangrid the April 2021 agenda decision would
need to be applied in their 30 June 2021 financial statements. This is consistent with ASIC’s
focus area publication for 30 June 2021 reporting which included cloud computing arrangements.

The ASIC focus areas also note that as a result of the IFRIC guidance costs that were previously
capitalised may now need to be expensed, and that such adjustments would be treated as a
change in accounting policy. In the event that the adjustments cannot be identified for 30 June
2021 year ends, appropriate disclosures would be required with adjustments being processed in
the following financial year*.

421-129MR ASIC highlights focus areas for 30 June 2021 financial reports under COVID-19 conditions
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Consideration of Trangrid’s adoption of the IFRIC
guidance for 30 June 2021

We have reviewed Transgrid’s internal accounting policy relating to the capitalisation of costs
associated with cloud computing arrangements (as set out in Appendix 2) and in our view the
policy is written in a manner that is consistent with the IFRIC guidance. We do not express any
view as to whether or not this policy has been implemented by Transgrid and that the actual
accounting for cloud computing arrangements is in line with this policy.

However, we have reviewed Transgrid’s audited financial statements at 30 June 2021 noting:

e As set out in Note 1 of the financial statements Transgrid prepare special purpose
accounts and therefore may not comply with the full requirements of IFRS / AASB;
however

e Transgrid have disclosed a change in accounting policy (Note 2) in respect to the April
2021 IFRIC agenda decision / guidance;

e The change in accounting policy reflects that Transgrid has applied the new guidance to
the 30 June 2021 financial statements i.e. conforms with the new guidance;

e The impact of the change in accounting policy has resulted in the expensing of $25.1m of
previously capitalised intangible assets which should not have been capitalised under the
new guidance and Transgrid’'s updated accounting policy ($25.1m as at 30 June 2021);
and

e The 30 June 2021 financial statements have been signed off by
PricewaterhouseCoopers on 18 August 2021. The audit opinion is unqualified which
means that Transgrid’s auditor is comfortable that the adjustment made in respect to
cloud computing arrangements is materially accurate and in line with the accounting
requirements.
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JSCiame

Inherent limitations

This deliverable has been prepared at the request of Transgrid in accordance with the terms of our
Engagement Letter dated 20 October 2021 and based on the Scope outlined above. The ultimate
responsibility for the accounting treatment of any matter rests with the preparers of the financial
statements, including Transgrid’s directors and management.

The services provided in connection with this engagement comprise an advisory engagement, which is not
subject to auditing, review or assurance standards issued by the Australian Auditing and Assurance
Standards Board and, consequently no opinions or conclusions intended to convey assurance have been
expressed. Any reference to ‘review’ throughout this deliverable has not been used in the context of a
review in accordance with auditing, review or assurance standards issued by the Australian Auditing and
Assurance Standards Board.

The advice provided in this deliverable is based upon the facts and circumstances provided to us and the

assumptions you have advised we should make, as outlined above. Transgrid is responsible for ensuring:

e the facts, circumstances or assumptions regarding the subject matter do not differ from those provided
to us; and

e complete and accurate information has been provided to us, including details of other contracts or
arrangements, whether documented or orally agreed, which impact upon the overall substance of the
subject matter.

If Transgrid has not fulfilled these responsibilities, our advice may not be valid. We have not sought to
independently verify any information provided to us.

The advice in this deliverable is based on interpretations of accounting standards and other relevant
professional pronouncements and legislation current at the date of preparing the advice. Should the
accounting standards, other relevant professional pronouncements or legislation change, the advice may
not be valid.

Third party reliance

This deliverable is solely for the purpose set out in the Scope section and for Transgrid’s information, and
may not be used for any other purpose or provided or distributed to, or accessed or relied upon by, any
other party without KPMG'’s express written consent. Other than our responsibility to Transgrid, neither
KPMG nor any member or employee of KPMG undertakes responsibility arising in any way from reliance
placed by a third party on this deliverable. Any reliance placed is that party’s sole responsibility.

We understand that this deliverable may be provided to Transgrid's external auditor or the Australian
Energy Regulator (AER). Transgrid’s external auditor or the AER is not a party to our engagement letter
with Transgrid and our engagement was neither planned nor conducted in contemplation of the purposes
for which Transgrid’s external auditor or the AER may access this deliverable. Transgrid’s external auditor
is responsible for forming their own audit opinion. Accordingly, Transgrid’s external auditor or the AER
may not place reliance on this deliverable. KPMG is not liable for any losses, claims, expenses, actions,
demands, damages, liabilities, or any other proceedings arising out of any reliance by Transgrid’s external
auditor or the AER on this deliverable.
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Contact us

Jenny Arrand
Partner

Justin Turnbull
Associate Director

KPMG.com.au

The information contained in this document is of a general nature and is not intended to address the objectives, financial situation or needs of any particular individual or
entity. It is provided for information purpos only and does not constitute, nor should it t egarded in any manner whatsoever, as advice and is not intended to influen
a person in making a decision, including, if applicable, in relation to any financial product or an inte in a financial product. Although we endeavour to provide accurate
and timely information, there can be no guarantee that such information is accurate as of the date it is ived or that it will continue to be accurate in the future. No one
should act on such information without appropriate professional advice after a thorough examination of tf articular situation.

To the extent permissible by law, KPMG and its associated entities shall not be liable for any e issions, defects or misrepresentations in the information or for any
loss or damage suffered by persons who use or rely on such information (including for reasons of negligence, negligent misstatement or otherwise)
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Appendix 1: March 2019 IFRIC Guidance

Customer’s Right to Receive Access to the Supplier’s Software Hosted on the Cloud (IAS 38
Intangible Assets)— March 2019

The Committee received a request about how a customer accounts for a ‘Software as a Service’ cloud
computing arrangement in which the customer contracts to pay a fee in exchange for a right to receive
access to the supplier’s application software for a specified term. The supplier’s software runs on cloud
infrastructure managed and controlled by the supplier. The customer accesses the software on an as needed
basis over the internet or via a dedicated line. The contract does not convey to the customer any rights over
tangible assets.

Does the customer receive a software asset at the contract commencement date or a service over the
contract term?

The Committee noted that a customer receives a software asset at the contract commencement date if
either (a) the contract contains a software lease, or (b) the customer otherwise obtains control of software
at the contract commencement date.

A software lease

IFRS 16 Leases defines a lease as ‘a contract, or part of a contract, that conveys the right to use an asset
(the underlying asset) for a period of time in exchange for consideration’. Paragraphs 9 and B9 of IFRS 16
explain that a contract conveys the right to use an asset if, throughout the period of use, the customer has
both:

a. the right to obtain substantially all the economic benefits from use of the asset (an identified
asset); and
b. the right to direct the use of that asset.

Paragraphs B9-B31 of IFRS 16 provide application guidance on the definition of a lease. Among other
requirements, that application guidance specifies that a customer generally has the right to direct the use of
an asset by having decision-making rights to change how and for what purpose the asset is used throughout
the period of use. Accordingly, in a contract that contains a lease the supplier has given up those decision-
making rights and transferred them to the customer at the lease commencement date.

The Committee observed that a right to receive future access to the supplier’s software running on the
supplier’s cloud infrastructure does not in itself give the customer any decision-making rights about how
and for what purpose the software is used—the supplier would have those rights by, for example, deciding
how and when to update or reconfigure the software, or deciding on which hardware (or infrastructure) the
software will run. Accordingly, if a contract conveys to the customer only the right to receive access to the
supplier’s application software over the contract term, the contract does not contain a software lease.

A software intangible asset

IAS 38 defines an intangible asset as ‘an identifiable non-monetary asset without physical substance’. It
notes that an asset is a resource controlled by the entity and paragraph 13 specifies that an entity controls
an intangible asset if it has the power to obtain the future economic benefits flowing from the underlying
resource and to restrict the access of others to those benefits.

The Committee observed that, if a contract conveys to the customer only the right to receive access to the
supplier’s application software over the contract term, the customer does not receive a software intangible
asset at the contract commencement date. A right to receive future access to the supplier’s software does
not, at the contract commencement date, give the customer the power to obtain the future economic
benefits flowing from the software itself and to restrict others’ access to those benefits.



Consequently, the Committee concluded that a contract that conveys to the customer only the right to
receive access to the supplier’s application software in the future is a service contract. The customer
receives the service—the access to the software—over the contract term. If the customer pays the supplier
before it receives the service, that prepayment gives the customer a right to future service and is an asset
for the customer.

The Committee concluded that the requirements in IFRS Standards provide an adequate basis for an entity
to account for fees paid or payable to receive access to the supplier’s application software in Software as a
Service arrangements. Consequently, the Committee decided not to add this matter to its standard-setting
agenda.



Appendix 1: April 2021 IFRIC Guidance

Configuration or Customisation Costs in a Cloud Computing Arrangement (IAS 38 Intangible
Assets)

The Committee received a request about how a customer accounts for costs of configuring or customising
a supplier’s application software in a Software as a Service (SaaS) arrangement. In the fact pattern
described in the request:

a. acustomer enters into a SaaS arrangement with a supplier. The contract conveys to the customer
the right to receive access to the supplier’s application software over the contract term. That right
to receive access does not provide the customer with a software asset and, therefore, the access to
the software is a service that the customer receives over the contract term.

b. the customer incurs costs of configuring or customising the supplier’s application software to
which the customer receives access. The request describes configuration and customisation as
follows:

i.  configuration involves the setting of various ‘flags’ or ‘switches’ within the application
software, or defining values or parameters, to set up the software’s existing code to
function in a specified way.

ii.  customisation involves modifying the software code in the application or writing
additional code. Customisation generally changes, or creates additional, functionalities
within the software.

c. the customer receives no other goods or services.

In analysing the request, the Committee considered:
a. whether, applying IAS 38, the customer recognises an intangible asset in relation to configuration
or customisation of the application software (Question I).
b. if an intangible asset is not recognised, how the customer accounts for the configuration or
customisation costs (Question II).

Does the customer recognise an intangible asset in relation to configuration or customisation of the
application software (Question I)?

Applying paragraph 18 of IAS 38, an entity recognises an item as an intangible asset when the entity
demonstrates that the item meets both the definition of an intangible asset and the recognition criteria in
paragraphs 21-23 of IAS 38. IAS 38 defines an intangible asset as ‘an identifiable non-monetary asset
without physical substance’. IAS 38 notes that an asset is a resource controlled by an entity and paragraph
13 specifies that an entity controls an asset if it has ‘the power to obtain the future economic benefits
flowing from the underlying resource and to restrict the access of others to those benefits’.

In the fact pattern described in the request, the supplier controls the application software to which the
customer has access. The assessment of whether configuration or customisation of that software results in
an intangible asset for the customer depends on the nature and output of the configuration or customisation
performed. The Committee observed that, in the SaaS arrangement described in the request, the customer
often would not recognise an intangible asset because it does not control the software being configured or
customised and those configuration or customisation activities do not create a resource controlled by the
customer that is separate from the software. In some circumstances, however, the arrangement may result
in, for example, additional code from which the customer has the power to obtain the future economic
benefits and to restrict others’ access to those benefits. In that case, in determining whether to recognise
the additional code as an intangible asset, the customer assesses whether the additional code is identifiable
and meets the recognition criteria in IAS 38.

If an intangible asset is not recognised, how does the customer account for the configuration or
customisation costs (Question II)?

If the customer does not recognise an intangible asset in relation to configuration or customisation of the
application software, it applies paragraphs 68—70 of IAS 38 to account for those costs. The Committee
observed that:

a. the customer recognises the costs as an expense when it receives the configuration or
customisation services (paragraph 69). Paragraph 69A specifies that ‘services are received when
they are performed by a supplier in accordance with a contract to deliver them to the entity and not
when the entity uses them to deliver another service’. In assessing when to recognise the costs as



an expense, IAS 38 therefore requires the customer to determine when the supplier performs the
configuration or customisation services in accordance with the contract to deliver those services.

b. IAS 38 includes no requirements that deal with the identification of the services the customer
receives in determining when the supplier performs those services in accordance with the contract
to deliver them. Paragraphs 10—11 of IAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors require the customer to refer to, and consider the applicability of, the
requirements in IFRS Standards that deal with similar and related issues. The Committee observed
that IFRS 15 Revenue from Contracts with Customers includes requirements that suppliers apply
in identifying the promised goods or services in a contract with a customer. For the fact pattern
described in the request, those requirements in IFRS 15 deal with issues similar and related to
those faced by the customer in determining when the supplier performs the configuration or
customisation services in accordance with the contract to deliver those services.

c. ifthe contract to deliver the configuration or customisation services to the customer is with the
supplier of the application software (including cases in which the supplier subcontracts services to
a third party), the customer applies paragraphs 69—-69A of IAS 38 and determines when the
supplier of the application software performs those services in accordance with the contract to
deliver them as follows:

i.  ifthe services the customer receives are distinct, then the customer recognises the costs as
an expense when the supplier configures or customises the application software.

1l if the services the customer receives are not distinct (because those services are not
separately identifiable from the customer’s right to receive access to the supplier’s
application software), then the customer recognises the costs as an expense when the
supplier provides access to the application software over the contract term.

d. if'the contract to deliver the configuration or customisation services to the customer is with a
third-party supplier, the customer applies paragraphs 69—69A of IAS 38 and determines when the
third-party supplier performs those services in accordance with the contract to deliver them. In
applying these requirements, the customer recognises the costs as an expense when the third-party
supplier configures or customises the application software.

e. if the customer pays the supplier of the configuration or customisation services before receiving
those services, it recognises the prepayment as an asset (paragraph 70 of IAS 38).

Paragraphs 117—-124 of IAS 1 Presentation of Financial Statements require the customer to disclose its
accounting policy for configuration or customisation costs when that disclosure is relevant to an
understanding of its financial statements.

The Committee concluded that the principles and requirements in IFRS Standards provide an adequate
basis for a customer to determine its accounting for configuration or customisation costs incurred in
relation to the SaaS arrangement described in the request. Consequently, the Committee decided not to add
a standard-setting project to the work plan.
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1. Purpose

This standard sets out the guidelines for determining whether expenditure is capital in nature for TransGrid
accounting purposes and the responsibilities for ensuring transaction costs defined as “capital expenditure”
are properly identified and recorded.

TransGrid’s program of works comprises the following:

Prescribed

e Network projects — augmentation

e Network projects and programs — asset replacement
¢ Information Technology (IT) projects — software

e IT projects — hardware

e Maintenance works

Non Prescribed
¢ Infrastructure Negotiated and Non-Regulated Connections
e Network modifications

e Telecommunications projects
e Maintenance and services
e Other projects

The process maps attached to this procedure may be used as guidance when determining whether
expenditure is capital or operating in nature for each of the above.

2. Scope

This standard applies to all TransGrid staff involved in expenditure capitalisation.

3. Definitions

Key terms and definitions relating to the corporate-wide procedure. Other terms can be located on the
Wire under the Glossary of Terms and Definitions and as part of the Project Delivery Manual.

Asset The definition of an asset under Australian Accounting Standards is “a
resource controlled by the entity as a result of past events and from which
future economic benefits are expected to flow to the entity”

Attachment 1 lists the types of assets recorded in TransGrid’s Fixed
Assets Register.

Network Asset Manager Manager/Asset Management is the asset manager and accountable for
Prescribed Network Assets.

Asset recognition Australian Accounting Standards state that an asset shall only be recognised
if, and only if:
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o “Itis probable that the future economic benefits associated with the
item will flow to the entity; and

e The cost of the item can be measured reliably’

Manager/Infrastructure Services is responsible for Non-Prescribed

Managers Head of Telecommunication Services is responsible for Non-Prescribed
Telecommunications Assets.

Non-network Asset Manager  Ghjef Information Officer is responsible for IT assets.

Fleet Manager is responsible for mobile plant and motor vehicles.

Available for Service The point in time when the asset is ready for service which is deemed to be
once commissioned.

Commissioning The process of energising equipment.

4. Expenditure Capitalisation Criteria

The following sections set out the criteria that must be met for expenditure capitalisation.

4.1. Initial Acquisition

The initial costs that can be capitalised for the acquisition or construction of an asset may relate to:
e The purchase price or construction costs for the asset;
e The installation of a new asset;

e Work performed on an asset, where the need for the work existed at the time the asset was acquired
and the work was carried out prior to it being put into operation; and
e Decommissioning costs.

4.1.1. Capitalisation Threshold

TransGrid’s capitalisation threshold is set at $3,000. Assets costing less than $3,000 are to be recorded
under the Miscellaneous Operating Project 3502 — Low Value Asset Pool and expensed immediately.

4.2. Subsequent costs

Under Australian Accounting Standards subsequent costs that replace, add to, or enhance an asset that
has already been commissioned for TransGrid use may be capitalised where it meets the following criteria:

4.2.1. Addition or Replacement
An addition to an asset may be capitalised.
Replacement of an asset or a substantial part of an asset may be capitalised. Replacement of part of an

asset is considered to be substantial where the expenditure results in an extension in the unit’s pre-
determined useful life. As a guide, a substantial part of an asset represents 40% or more of either the total:

e Written Down Value of the asset; or
e Physical components comprising the asset.
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The following are examples of the type of expenditure that falls into this category:

¢ Replacement of a circuit breaker in a switchbay;
Replacement of transmission wood poles undertaken as part of a structured program within a defined
period of time (2 to 3 years) where the total costs of the replacement work represent 40% or more of
the value of the transmission line, or the replacement work was undertaken on 40% or more of the
physical asset;

e Where disconnector replacements are part of works that result in the replacement of a substantial part
of a switchbay;

e Replacement of a primary protection relay on a panel;

e A package of work on a unit of plant, which directly results in an extension to the unit’'s pre-determined
useful life by 10 years or more. This work would not be required again during the life extension period;
or

e Replacement of a server used as part of an operating system.

4.2.2. Enhancement

4.2.2.1. Effective and material increase in service capacity

Expenditure which increases an item’s service capacity is accounted for as an enhancement. The increase
in capacity must be both effective and material.

An increase in service capacity is effective if it meets increases in demand. If the increase is only incidental
to the necessary maintenance of the existing service capacity or the additional capacity will not actually be
used in the foreseeable future, then the expenditure is to be classified as operating in nature.

4.2.2.2. Extended useful life

Subsequent costs may only be accounted for as an enhancement if they effectively and materially increase
the asset’s pre-determined useful life. It is important to distinguish this type of capital expenditure from
maintenance expenditure that is only aimed at ensuring the achievement of the asset’s pre-determined
useful life, or simply sustaining the asset’s operational level.

4.3. Components of Capital Expenditure

4.3.1. Network Projects — Expenditure for constructed assets

Costs for internal labour, materials and outsourced services that are directly attributable to a specific
project, and incurred up to the completion of the commissioning period of the project, are to be capitalised
to the relevant Capital Project as part of the project costs. These costs must form part of a systematic and
planned activity of the project.

Project activities that meet the expenditure capitalisation criteria are:

¢ Development of Project Plans, design work, construction, commissioning and associated construction
costs;
e Costs to obtain regulatory approval for the project;

e Environmental assessment costs;

e Activities undertaken to meet environmental conditions of approval for construction purposes;
¢ Land and easement acquisitions;

e Tendering and procurement;
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e Project Office set-up costs and project management costs including meetings attended to discuss the
project;

e User acceptance testing and implementation;

e Establishment of operating manuals and support documentation prior to asset commissioning; and

¢ Expenditure associated with the fulfilment of specific conditions of development applications and
environmental approvals.

Examples of costs that should not be capitalised as part of the project costs are:

e Post-implementation project review costs;
Costs associated with updating designs and drawings not completed within 12 weeks of the completion

of commissioning;

e Acquisition costs of Instant Assets that are not to be exclusively used for that capital project; or

e Costs associated with routine inspections of plant and equipment undertaken post-commissioning
during the defects liability period.

4.3.2. Information Technology (IT) Expenditure

For IT projects, excluding projects established as a Software as a Service project, activities that meet the
expenditure capitalisation criteria are:

Business case preparation for hardware and software acquisition or replacement projects;
e Tendering and procurement;

o Development of prototypes/pilots;

e Purchase of software licenses;

e User acceptance testing;

¢ Creation of operating manuals and support documentation prior to system go-live;

e Costs of internally developed computer software (excluding research and investigation costs); and
¢ Project management associated with the above activities.

The capital project must be capable of being broken down into properly definable assets with appropriate
effective lives.

Expenditure incurred on the following activities should be treated as operating in nature;

e Preliminary investigation and feasibility analysis for software solutions

e Software maintenance and support;

e Training of staff to use and operate the IT asset including co-ordination and delivery of training and
labour;

e Post implementation and benefits reviews;

e Costs associated with a general system review which is undertaken to assess current operating
capabilities and potential areas for improvement.

Costs in relation to software installation, ongoing maintenance and support must be properly segregated.
For example, where a lump sum payment is made to cover the licence fees for installation of the software,
as well as upfront payment for maintenance charges, the latter must be identified and expensed, rather
than capitalised.

4.3.2.1. Software as a Service (SaaS)

Cloud computing arrangements, or Software as a Service (SaaS), are service contracts providing the right
to access the cloud provider’s application software over the contract period. The software is on the cloud
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infrastructure of the supplier or a third party and TransGrid does not take possession or ownership of the
underlying software.

After identifying a SaaS arrangement exists, evaluation is required as to whether the rights granted in an
arrangement are within the scope of IAS 38 Intangible Assets or IFRS 16 Leases. Otherwise, the
arrangement is likely to be a service contract.

Does
Does the .
TransGrid .
arrangement Account for as a service
contain a control the
lease? application contract
software?

Apply AASB 138
Intangible Assets

Apply AASB 16 Leases

Lease assessment

A key determination that a lease exists is the contract conveys a right to use an asset. The right to use an
asset, is where a TransGrid has both:

e The right to obtain substantially all the economic benefits from use of the identified asset; and
¢ The right to direct the use of that asset

Cloud computing arrangements generally do not meet the definition of a lease, as a right to receive future
access to the supplier's software does not in itself give TransGrid any decision making rights.

Intangible asset assessment

A key determination of an intangible asset is whether the contract provides TransGrid with a resource it can
control. Control of a software intangible asset in a cloud computing arrangement exists where TransGrid
has:

e The right to take possession of the software and run it on the own or third party’s computer
infrastructure, or;

e Exclusive rights to use the software or ownership of the intellectual property for customised software —
i.e. the vendor cannot make the software available to other customers.

Cloud computing arrangements usually do not give rise to an intangible asset, as a right to receive future
access to the supplier’s software does not in itself give TransGrid the power to obtain the future economic
benefits flowing from the software and to restrict others’ access to those benefits.

SaasS service contract — accounting treatment of costs

As service contracts, SaaS costs are generally recognised as opex. However, there are a range of costs
incurred in SaaS projects. The following table outlines the general treatment of certain costs:

General costs incurred General guidance on treatment

Preliminary assessment and research Expense as opex when incurred
costs
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Fees for use of application software Expense as opex over term of contract/licence

Configuration and customisation costs Generally will be expensed as opex.
Costs incurred for the development of software code that
enhances or modifies existing on-premise systems and
meets the definition of an intangible asset can be
recognised as capex.
Further guidance on configuration and customisation costs
below.

Costs of integration of existing systems  Costs can be capex where the enhanced system continues
into the cloud computing arrangement to be used in conjunction with the cloud computing
arrangement and the enhancement results in increased

e.g. API's

9 functionality.
Testing Costs Expense as opex when incurred
Training Costs Expense as opex when incurred

Configuration and customisation costs

Configuration involves the setting of various 'flags' or 'switches', or defining values or parameters, to set up
the software's existing code to function in a specified way, using existing code and functionality.

Customisation involves modifying the software code. Customisation generally changes, or creates
additional, functionalities within the software, creating new code and functionality.

The diagram below summarises the accounting outcomes for configuration and customisation costs.

Who performs configuration/customisation services?

Supplier of SaaS [EkEaal  3rd party S Customer

Are configuration/ Can costs be
customisation services recognised as a
distinct* from access separate intangible

to cloud software? asset under AASB 138?

Recognise expense
when supplier
configures/
customises cloud
services

Recognise intangible
asset

Recognise expense over
contract term

* Distinct defined in AASB 15, meaning (1) capable of being distinct, and (2) distinct within the context of the contract

4.4. Litigation Costs

Disputes may arise with contractors during the course of capital works construction contracts. Legal action
may be brought about by the contractor or TransGrid to resolve these disputes. Advice relating to the
accounting treatment of the related legal expenditure and damages paid or received should be sought from
the Financial Controller.
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The appropriate classification of legal expenses incurred and damages paid or received associated with
such disputes will be considered on a case by case basis. The following factors are considered when
determining the nature of litigation expenditure and monies received:

o Ifthe dispute is in relation to an asset defect:
- whether the defect was present when the asset was commissioned; and
- the timing of the defect being identified in relation to the useful life of the asset;

¢ Nature of the claim i.e. whether the claim relates to:
- loss of the contractor’s income; or
- increased maintenance costs being born by TransGrid due to a defective asset; or
- an adjustment of the contract value.

e Nature of the settlement awarded; and
e How successful TransGrid was in pursuing a claim against a contractor or defending a claim made by a
contractor against TransGrid.

4.5. Capital Project Expenditure Classification

The process maps in Attachments 1-4 of this document show the point at which expenditure is to be
capitalised for:

e Major capital projects

o Asset Replacement Strategies

e IT Projects; and

¢ Non Prescribed Connection Projects.

The principles underlying when capitalisation may commence for each capital project type are as follows:

e Prescribed Major capital works, Asset Replacement Programs: Expenditure associated with the
evaluation of a narrow range of options leading to a recommendation of a preferred option may be
capitalised.

e Non-Prescribed Connection projects: Following TransGrid and our customer signing the Offer to
Connect contract for the provision of the negotiated and contestable transmission services.

e IT hardware project - Expenditure associated with the evaluation of a narrow range of options leading
to a recommendation of a preferred option may be capitalised. (Can be Prescribed or Non-Prescribed)

o T software projects: Expenditure may be capitalised after all project options have been evaluated and
the final selection of possible alternatives has approved. (Can be Prescribed or Non-Prescribed)

At the time of setting up projects it is important that consideration be given to the expected commissioning
profile. Where it is expected that there will be progressive commissioning of assets e.g. different bays or
circuits then sub-projects are to be created to reflect the staged commissioning.

4.6. Financial Close

Project numbers and related work orders associated with a Capital project may remain open for up to 90
calendar days “90 days” from completion of the commissioning period. This will allow outstanding
contractor claims, finalisation of field works and other minor project associated activities to be completed.

The completed projects and related work orders must be closed at the end of 90-day timeframe by the
respective project managers. In the event further expenditure is incurred after the project closure, such
expenditure must be referred to the Financial Controller via the Capitalisation template for a decision to be
made on whether they are appropriate for costing to the project.
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An asset capitalisation template, refer Attachment 5 is to be completed by the Project Manager and
submitted to the Asset Manager for their endorsement and to the Asset Accountant within 60 days from
completion of the commissioning period.

Where practical the Project Close Out report is to be prepared and used in conjunction with the
capitalisation process.

Capitalisation is not to be back dated to prior financial years.

The Asset Accountant will complete the capitalisation of the new assets in the Accounting and Tax Fixed
Assets Register within 5 business days from receipt of all required information to enable the asset
capitalisation activity.

Following capitalisation of the assets in the Fixed Assets Register, the Assets Accountant will finalise the
Work Order and where possible the project in Ellipse.

4.7. Capital Project Write Off

On a half yearly basis, progress of ongoing projects should be reviewed by the relevant asset manager in
the business and for Business Growth. If there are any indications that the capital projects will not proceed,
the Financial Controller should be informed of relevant facts and details.

Expenditures relating to capital projects that do not proceed are written back to the responsible Business
Units when consents are provided by relevant asset manager or Executive Manager in the business, in
accordance with the Financial Authorities procedure. For non-prescribed capital projects, any project to be
written off need to be endorsed by the relevant Manager or Executive Manager for Business Growth.

5. Leases

Under IFRS/AASB 16 Leases, effective from 1 July 2019, commitments under contracts that are in the
nature of a lease will be recognised on the Balance Sheet with a Right of Use (RoU) Asset and
corresponding Lease Liability. This change removes the operating lease treatment for lessees under
previous accounting standard AASB 117.

5.1. Determining a lease arrangement

Under AASB 16, a lease is defined as an agreement whereby the lessor conveys to the lessee in return for
a payment or series of payments the right to use an asset for an agreed period of time.
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A lease is recognised when:

Identified asset Right to control the

use of the asset

The following provides a decision path on assessing if the arrangement is a lease:

No
Is there an identified asset?

Yes

Does the customer have the right to obtain substantially all of the No
economic benefits from use of the asset throughout the period of use?

¢ Yes

Does the customer, the supplier or neither party have the right to direct how and for]__Supplier
what purpose the asset is used throughout the period of use?

Customer

Neither; how and for what purpose the asset will be
used is predetermined

Yes Does the customer have the nght to operate the asset throughout the period of use
without the supplier having the nght to change those operating instructions?

T

Did the customer design the asset (or specific aspects of the asset)
in @ way that predetermines how and for what purpose the asset will be used
throughout the period of use?

Yes No

5.2. Exemption to lease arrangements

In cases where TransGrid is the lessee, the requirements of this standard must be applied unless:

e The arrangement is short-term i.e. less than 12 months; or
e Low value — less than $5,000

5.3. Lease term

The lease term is the non-cancellable period for which a lessee has the right to use an underlying asset.
The lease term includes the non-cancellable period, plus:

e periods covered by an extension option if exercise of that option by the lessee is ‘reasonably certain’;
and
e periods covered by a termination option if the lessee is ‘reasonably certain’ not to exercise that option.

12 | Expenditure Capitalisation | CONTROLLED DOCUMENT




Transgrid ‘}

5.4. Initial recognition of RoU asset and lease liability

On initial recognition of the lease the following are recognised:

e Lease liability — representing the obligation to make lease payments; and
e RoU asset — representing the right to use the underlying asset during the lease term

Lease payments

Fixed
Lease — . Payments - " iy
=Gl = NPV: pa_wnle_nts variable on an Exferuse;qpnce Early Residual value
|_|ab|||ty (incl. in index or rate of purchase termination guarantee
substance e 'CPI %) option penalty
fixed pmts.) 9 ”

Initial direct

Lease liability costs

restoration payments

Dismantling or Pre leasa
costs

Regulatory specific comment: For Regulatory purposes only, on transition to the recognition of AASB 16,
for existing leases, the asset value of the leased asset will be incorporated into the capex costs of the
regulatory transition year.

5.4.1. Discount rate

Discount rates are used to determine the present value of the lease payments for the lease liability. For
lessees, lease payments are discounted using the interest rate implicit in the lease (“IRIL”) if that rate can
be readily determined. If that rate cannot be readily determined, the lessee uses the incremental borrowing
rate (“IBR”).

5.5. Subsequent measurement

5.5.1. RoU asset

After the commencement rate, the RoU asset is measured at cost less accumulated depreciation and
accumulated impairment losses.

5.5.2. Lease liability

Lease liability is accounted for in a manner similar to other financial liabilities — on an amortised cost basis.
After commencement of the lease, the lease liability is recognised by:

e Reducing the carrying amount to reflect the lease payments made
¢ Increasing the carrying amount to reflect interest on the lease liability; and

e Remeasuring the carrying amount to reflect any reassessment or lease modifications specified, or to
reflect revised in-substance fixed lease payments.

5.5.3. Expense recognition

The following are recognised as an expense:
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o Deprecation of the RoU asset;
Interest on the lease liability;

e Variable lease payments that are not included in the lease liability;
e Impairment of RoU asset.

6. Accountability

Responsibilities and Accountabilities

Lead Financial Accountant e Ensuring TransGrid’s expenditure capitalisation procedure is
current and complies with Australian Accounting Standards
requirements.

¢ Providing advice to Business Units as required in respect to
the classification of expenditure as either capital or operating
in nature.

Accounting and Compliance Manager  ,  Approve advice provided to Business Units as required in respect
to the classification of expenditure as either capital or operating in
nature.

e Raising projects where no activities have been undertaken for
more than 12 months to the Controller Finance & Planning for
write-off consideration.

Controller Finance & Planning e Assessment and approval that the capital projects submitted by
the business units meet TransGrid’'s expenditure capitalisation
procedure.

Project Manager e Completion of the Asset Capitalisation template within 60 days of

assets being commissioned including identification of any major
costs to be incurred post capitalisation. These are to be detailed
on the Capitalisation Template.

Manager/Asset Management e Provision of the annual and five-year Prescribed Network Capex
Program and Projects to the Controller Finance & Planning for
sign-off on the expenditure capitalisation treatment.

e Raising material changes to the Prescribed Network Capex
Program such as addition of new projects, cancellation of existing
projects or when significant changes are made to the work scope
of existing projects, for sign-off by the Financial Controller on the
expenditure capitalisation treatment.

Chief Information Officer e Provision of the IT Program and Projects to the Financial
Controller for sign-off on the expenditure capitalisation treatment.

e Raising material changes to the Prescribed Network Capex
Program such as addition of new projects, cancellation of existing
projects or when significant changes are made to the work scope
of existing projects, for sign-off by the Controller Finance &
Planning on the expenditure capitalisation treatment.
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Head of Telecommunications Services

Controller Finance & Planning °

Chief Financial Officer .

7. Implementation
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Provision of Non-Prescribed Capex projects including where
significant changes are made to existing projects to the Controller
Finance & Planning for sign-off on the expenditure capitalisation
treatment.

Provision of Non-Prescribed Capex projects including where
significant changes are made to existing projects to the Controller
Finance & Planning for sign-off on the expenditure capitalisation
treatment

Classifying expenditure within the Business Units as either capital
or operating in nature and seeking advice from the Accounting and
Compliance Manager as required.

Approval on the write-off of capital projects greater than $750,000
following endorsement by the relevant Executive Manager of the
business i.e., Asset Management, IT or Business Growth.

The standard will be emailed to relevant persons with the changes highlighted, key people will be spoken to
make them aware of the reissued document and the requirements, and the document will be placed on The

Wire.

8. Monitoring and review

Systems will be developed to monitor the timeframes for the provision of information for capitalisation.

9. Change from previous version

6/7 Chief Financial
Officer

8 Chief Financial
Officer

10. References

e Update for change in accounting for Software as a
Service contracts

¢ Amendment of timeframe for capitalisation from 30
months to 90 days

o Clarification of decommissioning costs to be
capitalised

e Update of responsibilities and accountabilities key
stakeholders involved in the capitalisation process.

Update for AASB 16 Leases

e Financial Authorities Procedure
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e Asset Recording and Control Procedure
e Prescribed Network Capital Investment Process
e Glossary of Terms and Definitions

11. Attachments

Attachment 1 — Asset Categories

Attachment 2 — Major Capital Projects Process Map — Capex/Opex Treatment
Attachment 3 — Asset Replacement Capex/Opex Treatment

Attachment 4 - IT Projects — Hardware & Software — Capex / Opex Treatment
Attachment 5 — Non Prescribed Connection Projects — Capex / Opex Treatment

Attachment 6 — Capitalisation Template
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Attachment 1 — Asset Categories

Asset Categories
relates to prescribed and non-
prescribed
Network Assets Non Network Assets Land Buildings
. Miscellaneous X o
Substations Equipment Power supply land Substation Buildings
Transmission Lines Office machines Miscellaneous Land Miscellaneous
Buildings
Communications
including Digital o
infrastructure, Protection Motor vehicles Easements
and Metering
Capital spares Mobile Plant

Computer equipment
Including SCADA

Asset Narrative / Additional comments Common examples of Units of Plant
Category

Substation Substation equipment is recorded on a e Power transformer with T N# recorded
unitised site-by-site basis.. Ongping costs e Switchbay - a unit of plant comprising
are added to the respective unit cost. a group of individual components such

as circuit breakers, current
transformers and voltage
transformers.

Individual Panels on a Tunnel Board
Battery System (incorporating a bank
and charger)

Fire protection system

Substation Building

Reactors or Capacitors

Earth Grid

Security Fencing

Gantries and Major Steel works

Communication = Communication e Can be recorded on a communications
Equipment Equipment - Equipment used to transmit room, site / location basis (comprising
including Digital information by electronic or mechanical the equipment and structures for
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infrastructure,
Protection and
Metering

Transmission
lines and cables

Easements

Buildings

Land

Computer
Equipment
Hardware

Software
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means e.g. microwave and Optical
Groundwire (OPGW).

SCADA — SCADA stands for

Supervisory Control And Data °
Acquisition and is a specialised

computer system used to monitor and
remotely control the substations from

control centres.

The SCADA comprises a network of
computers and operator

consoles, running specialised software
as a single integrated asset.

Overhead Line or Underground Cable

The cost of an easement includes all °
fees and taxes associated with its

purchase. Easements are recorded as
Intangible assets.

Mainly consists of Administration or o
Stores buildings at regional sites and
other locations.

Purchase price and costs associated o
with acquisition are recorded as capital
costs.

Lot numbers are recorded against each °
asset record as part of the linkage to the
subsidiary records.

Computer hardware, printers, projectors
and minor software acquired as part of
an initial installation.

Software for a computer-controlled o
machine/tool that cannot operate without
that specific software is considered an
integral part of the related asset and is o
treated as property, plant & equipment.

The same rule applies to the operating
system of a computer.

When the software is not an integral part
of the related hardware, computer

Transgrid ‘?

housing the equipment) unless a
specific need has been identified for
individual recording.

SCADA is to be separately recorded.

The entire line or cable or a specified
built section depending on the need.

The entire easement along a
transmission line unless a lower level
of unitisation is required.

All Buildings at a location, unless new
additions can result in a new asset
record.

Note: Substation Buildings are
recorded in the Substation Asset
category.

Power Supply land

(infrastructure) - land under
substations and transmission lines.
Miscellaneous land
(non-infrastructure) - other land not
included in Power Supply land.

Recorded on a site / location basis
depending on the nature, replacement
strategy and value of the asset such
as computers and platform equipment
purchased in bulk.

Individual recording is required for
Multifunction Centres.

Corporate systems such as Ellipse,
TAMIS, TRIM, and TUOS are to be
recorded as unique assets.

Off the shelf software packages above
the capitalisation threshold also
require unique records.
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software is treated as an intangible
asset.

Capital Spares  Capital spares are recorded in the Asset e Substations
Register and are depreciated over the

; : - Transformers
life of the plant to which they relate. Key L
characteristics of capital spares are: . _C|rcmt Breakers (CBs) -
) o . . interrupter
The intention in purchasing the spares is - CB - poles where type specific
to reduce cost and risk. The nature of - SVC - thyristor
TransGrid’s equipment is such that - Voltage transformer (VT) — whole
delivery lead times are unacceptable in or part
terms of exposing TransGrid to extended - Current transformer (CT) — whole
outages. Thus, it is necessary to have or part
such spares on hand should the need for _
their immediate use arise. e Lines and Cables
- Emergency tower structures
A lower limit of $10,000 per unit price - Cable joint / terminal boxes

has been set for this classification.

The item has to be unique to an asset or
asset class i.e. as opposed to inventory
that can find a wider application in
business.

The majority of these spares are
acquired under the same contract as the
original item of plant. These form a one-
for-one replacement of the original,
which, if required, could be assembled to
form a complete unit of plant.

The spare is not envisaged to be used
within five years of its initial recording
and would become redundant if that
asset or class was retired or its use
discontinued.
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Attachment 2 — Major Capital Projects Process Map — Capex/Opex
Treatment

Stages Identify : : . Operate
AM Strategies & Need & Evaluate Develop Establish Deliver Finalise L
Objectives screen options project project project project refurbish
Area plans options

Decision Gates

Supporting
documents

Capex/Opex
treatment

Legend

NOSA —Needs and Options Screening Assessment
OFS-Options Feasibility Study

OER - Options Evaluation Report

PAD — Project Approval Document

PPR — Post Project Review Report
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Attachment 3 — Asset Replacement Capex/Opex Treatment

k Perf & Operations Works Delivery

Condition Need OER PAD
assessment statement

REF
Plant
procurement

Contract POS Project In service
awarded completion

Concept Callfor

design tenders

Asset Replacement Programs

T — T

Legend

OER - Options Evaluation Report

PAD - Project Approval Document

REF - Review of Environmental Factors
POS - Possession of Site
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Attachment 4 — IT Projects — Hardware & Software — Capex/Opex
Treatment

Buslness Unit IT& info Teah ITa = = - IT I Business
IT Forums Reap: Bu| =mmec p BU IT & Responsible Business Unit - "

100 | | ——— ; E
i i i i i i i
3 ! s | a s a
= H H 1 1 H
e i H i : !
2 H i i Contract| [ eropet | [acceptancs] [ i et |1, v sencts | §
b i i i awarded | | Impismentsa taating service | Traning Reaisation | i
z H H i meport J H

] i H i 1 i
L H H H H H
§ i i | e i
3 i i i i i
= i i i i i
w H H 1 } H

== > >

* Note:

- Business case preparation for all IT hardware projects represents capital expenditure.
- Short for business case preparation for software projects represents capital expenditure (short form business cases prepared for replacements and upgrades — no options evaluated).
- Business case preparation for software projects represents operating expenditure (full business cases prepare where 2 or more project options are evaluated).
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Pre Feasibility
Assessment and
Discussions

Objective:

To provide an early
indication of the ability to
connect in the location
proposed and understand
any constraints for the
proposed project.

Initial Contact with
TransGrid

Brief Analysis of Request

A

High level discussion and
documentation overview of
Process

Additional Information:
Please refer to the NER

and AEMO’s website for
additional information

Connection
Enquiry

Objective:

To commence the formal
Connection Enquiry
process as required by
the NER

Estimated Timeframe:
4 Weeks Maximum (NER
Requirement)

Submit Connection Enquiry

TransGrid Customer
Relationship Manager
allocated

Analysis of Enquiry

Prepare and issue
Connection Enquir
Response

Additional Information:
To submit an enquiry,
please click on the button
“Submit an enquiry” on the
connection webpage and
refer to NER clause 5.2 for
the requirements.

Formal Connection Process

Objective:

Come to a preferred
connection solution,
through a collaborative
process with the
customer.

Estimated Timeframe:
18 Weeks minimum

Submit intent 1o Connect
(Scoping)

Devolopllsaue CPA for
Connecction Scoping Study

Executed CPA
(including recapt of funding)

Customer re-confirms
cnvironmertal, property,
survey information to
TransGrid

Undertake Connection
Scoping Study

Prepare and issue
Connection Scoping Study

Application to
connect

Objective:

To commence the
Application to connect
process and prepare
an offer to connect
Estimated Timeframe:
6 - 9 months

Submit Application to

Connect (OTC)

Developissue CPA for
orc

Executed CPA
(Including recaipt of funding|

Genorato Cost Estimatos
ond Chorges

» Design & corsiny

OTC issued to Customer

Additional Information:
Refer to NER clause 5.2 and
Connection Enquiry
response for the Application
to connect requirements.

Transgrid

Attachment 5 — Non-Prescribed Connection Projects — Capex/Opex

Asset Delivery

Objective:

Deliver the agreed
assets on or before the
agreed time to the
agreed cost

Estimated Timeframe:
Project Specific

Provide executed OTC &
financial security

Project Approval

Document Issued (PAD)

v
Establish Coordination
Commiftee

sGrid t
Construction &

TransGrid Asset Practical

Comgletion

Customor & TraneGrid
Asset Commissioning

Treatment

Opex

Capex
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Attachment 6 — Capitalisation Template

The template is available on the Wire under the Project Delivery section at the following link Capitalisation
Template
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