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Amendment

1. On 14 October 2009 the AER amended the published final determination of

28 April 2009. This amendment relates to a typographical error on page 2 of that
determination. The smoothing factor has been amended from -4.97 in the
determination of 28 April to -5.19 in this determination, consistent with the smoothing
factor published in the final decision and PTRM.
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Summary

Clause 6A.13.4 of the National Electricity Rules (NER) requires the Australian
Energy Regulator (AER) to make a transmission determination in relation to its final
decision for Transend. In accordance with clause 6A.2.2, this transmission
determination consists of:

1.  arevenue determination for Transend in respect of the provision of prescribed
transmission services by Transend
2. adetermination relating to Transend’s negotiating framework

a determination that specifies the negotiated transmission service criteria that
apply to Transend

4.  adetermination that specifies the pricing methodology that applies to Transend.

Revenue determination

In accordance with clause 6A.4.2(a) of the NER, the AER has determined a revenue
determination specifying the following matters applicable to Transend for the
regulatory control period from 1 July 2009 to 30 June 2014:

= the method for calculating the maximum allowed revenue and the amount of the
estimated maximum allowed revenue

= the annual building block revenue requirement for each regulatory year of the
regulatory control period

= the method of calculating the maximum allowed revenue (MAR) for each
regulatory year of the regulatory control period

= the method for indexation of the regulatory asset base (RAB)
= performance incentive scheme parameters

= efficiency benefit sharing scheme parameters

= commencement and length of regulatory control period

= other amounts, values and inputs used by the AER.

Negotiating framework

The NER requires certain transmission services (negotiated transmission services) to
be provided on terms and conditions of access that are negotiated between the
transmission network service provider (TNSP) and the service applicant. Each TNSP
is required to prepare a negotiating framework, which sets out the procedure to be
followed during negotiations. The negotiating framework must comply with and be
consistent with:

= the requirements of a transmission determination applicable to the provider

= the minimum requirements for a negotiating framework, which are set out in
clause 6A.9.5(c).




The document in Part 2 of this transmission determination is the negotiating
framework that the AER has determined will apply to Transend for the regulatory
control period 1 July 2009 to 30 June 2014.

Transend may seek to amend or replace its negotiating framework at the time it
submits its revenue proposal for the regulatory control period commencing

1 July 2014, by submitting a new proposed negotiating framework in accordance with
the NER as in force at that time.

Negotiated transmission service criteria

The NER requires the AER to set out the criteria that apply to a TNSP in negotiating
the provision of negotiated transmission services, specifically:

= the terms and conditions of access for negotiated transmission services, including
the prices that are to be charged

= access charges that are negotiated by the provider during that regulatory control
period.

The criteria must also be applied by a commercial arbitrator to resolve disputes about
negotiated transmission services, specifically:

= the terms and conditions of access for the negotiated transmission service,
including the price that is to be charged for the provision of that service by the
TNSP

= access charges that are to be paid to, or by, the TNSP.

The AER has determined that the negotiated transmission service criteria in Part 3 of

this transmission determination will apply to Transend for the regulatory control
period from 1 July 2009 to 30 June 2014.

Pricing methodology

The NER defines a pricing methodology by the pricing principles as set out in clause
6A.23. Each TNSP is required to prepare a proposed pricing methodology which must
give effect to and be consistent with the pricing principles for prescribed transmission
services and must comply with the requirements of the AER’s pricing methodology
guidelines.

Subject to amendments described below, the document in Part 4 of this transmission
determination is the pricing methodology that the AER has determined will apply to
Transend for the regulatory control period from 1 July 2009 to 30 June 2014.

As stated in section 12.5.1 of the final decision,' Transend is to state its compliance
with rule 6A.23 of the NER in section 4.6.8 of the revised proposed pricing
methodology. Also, as stated in section 12.5.3 of the final decision, Transend is to
amend Appendix 2 of the revised proposed pricing methodology such that it is
compliant with the amended clause 11.6.11.

' AER, Transend transmission determination 2009-10 to 2013-14: Final decision, 28 April 2009.




1 Revenue determination

Method for calculating maximum allowed revenue

The value of Transend’s maximum allowed revenue will be the sum of its maximum
allowed revenues for each year of the next regulatory control period.

Transend’s annual building block revenue requirement

The AER determines the annual building block revenue requirements for Transend as

shown in table 1.

Table 1: AER’s final determination on annual building block revenue
requirement ($m, nominal)

2009-10 2010-11 2011-12 2012-13 2013-14 Total

Return on capital 83.7 96.2 108.7 115.8 1233 527.6
Regulatory depreciation 26.3 27.7 22.8 27.3 30.8 134.8
Opex allowance 50.9 52.9 53.8 57.7 58.8 274.0
Opex efficiency (glide path) 0.0 0.0 0.0 0.0 0.0 0.0
allowance

Net tax allowance 3.8 4.4 5.0 5.6 6.2 25.0
Annual building block revenue ) gy 1903 2065 2190 9615
requirement (unsmoothed)

(a) An allowance for opex efficiency resulting from the carry forward mechanism applied in

the current regulatory period.

Method of calculating Transend’s maximum allowed revenue

Transend’s MAR for each year of the next regulatory control period will be the sum
of its allowed revenue (AR) for that year and adjustments arising from the AER’s
service target performance incentive scheme and any approved pass-through amounts.

Transend’s AR for 2009-10 is equal to the annual building block requirement for that
year (i.e. $164.7 million). The 2009—10 AR value may be adjusted for any service
standards incentive rewards or penalties carried over from the current regulatory
control period (1 January 2004 to 30 June 2009), as determined in accordance with
the Australian Competition and Consumer Commission’s 2003 revenue cap decision
for Transend and allowed under clause 11.6.10 of the NER.

Transend’s AR for subsequent years of the next regulatory control period is calculated
using the CPI — X methodology, that is:

ARy = ARy X (1 +ACPI) x (1 —Xy)
where:

AR

the allowed revenue




ACPI

X

time period/financial year (for t =2, 3, 4, 5)

the annual percentage change in the ABS Consumer price index
all groups, weighted average of eight capital cities from March
in year t — 2 to March in year t — 1

the smoothing factor of —5.19 per cent.

and its MAR is calculated annually:

MAR¢

where:
MAR

AR

t

ct

PS(C I S

the maximum allowed revenue
the allowed revenue

the revenue increment or decrement determined in accordance
with the service target performance incentive scheme set out in
appendices C and D of the final decision for Transend.

the pass through amount that the AER has determined in
accordance with clauses 6A.7.2 and 6A.7.3 of the NER

time period/financial year (for t =2, 3, 4, 5)

time period/calendar year (for ct =2, 3, 4, 5).

Table 2 sets out the timing for calculating the AR and service performance incentive.

Table 2: Timing of the calculation of allowed revenues and the performance
incentive

t Allowed revenue (financial year) ct Performance incentive (calendar year)

2 1 July 2010-30 June 2011 2 1 January 2009-31 December 2009

3 1 July 2011-30 June 2012 3 1 January 2010-31 December 2010

4 1 July 2012-30 June 2013 4 1 January 2011-31 December 2011

5 1 July 2013-30 June 2014 5 1 January 2012-31 December 2012

Based on this methodology, the AER’s forecast MAR for the next regulatory control
period (without revenue increment or decrement in accordance with the service target
performance incentive scheme and pass through amounts) is shown in table 3.




Table 3: AER’s forecast of the maximum allowed revenue ($m, nominal)

2009-10 2010-11 2011-12 2012-13 2013-14 Total

MAR (smoothed) 164.70 177.54 191.38 206.30 222.38 962.29

Method for indexation of the regulatory asset base

The AER has determined that the method for indexing Transend’s RAB for each year
of the next regulatory control period will be the same as that used to escalate its AR
for that relevant year—that is, to apply the annual percentage change in the most
recently published Australian Bureau of Statistics’ (ABS) consumer price index all
groups, weighted average of eight capital cities. For Transend, this will be the March
quarter CPI. This method will be used to roll forward Transend’s RAB for the
purposes of the AER’s revenue determination for the regulatory control period
commencing on 1 July 2014.

Performance incentive scheme parameters

The AER has determined the performance targets, caps, collars and weightings for
each of the parameters forming part of the service target performance incentive
scheme applicable to Transend for the next regulatory control period. These are
shown in table 4.

Table 4: Caps, collars, targets and weightings to apply to Transend

Parameter Recommended values

Collar Target Cap Weighting
Circuit availability (%) MAR (%)
Transmission circuit availability 97.90 99.13 99.75 0.20
(critical)
Transmission circuit availability (non- 98.48 98.97 99.47 0.10
critical)
Transformer circuit availability 98.67 99.28 99.90 0.15
Loss of supply event frequency (no.) MAR (%)
> 0.1 (x) system minutes 21 15 9 0.20
> 1.0 (y) system minutes 4 2 0 0.35
Average outage duration (minutes) MAR (%)
Transmission Lines 259 326 124 0.0
Transformers 1428 712 354 0.0




Efficiency benefit sharing scheme parameters

The AER will apply the EBSS to Transend for the next regulatory control period.” In
the event that actual demand growth is outside the range of scenarios modelled in the
development of Transend’s approved forecast capex and for the purposes of the
EBSS, forecast opex should be adjusted based on the same models (opex and capex)
used to develop Transend’s approved forecast opex to incorporate the impact of actual
demand growth on the commissioning of new assets.

Table 5 sets out the opex cost categories excluded from opex for EBSS purposes.
These are in addition to the costs of pass through events and non-network alternatives,
which are directly excluded by the EBSS.

Table 5: Forecast controllable opex for EBSS purposes ($m, 2008-09)

2009-10  2010-11  2011-12  2012-13  2013-14

Total Forecast Opex 49.7 50.3 50.0 523 52.0
Less: Debt and Equity Raising Costs 0.5 0.5 0.6 0.6 0.6
Less: Insurance and self-insurance 1.8 1.8 1.9 2.1 2.2
Less: Superannuation provisions 0.0 0.0 0.0 0.0 0.0
Less: Non-network alternatives 3.9 2.6 0.0 0.0 0.0
Forecast Opex for EBSS purposes 43.5 45.3 47.4 49.7 49.2

Commencement and length of regulatory control period

The regulatory control period will be five years, commencing on 1 July 2009 and
ending on 30 June 2014.

Other amounts, values and inputs

The AER has also determined the following values that could not be determined
before the submission of the revenue proposal or were required to be estimated,
approved or otherwise determined by the AER but are not so estimated, approved or
otherwise determined before the submission of the revenue proposal. These are shown
in table 5.

2 AER, Efficiency Benefit Sharing Scheme, September2007.




Table 6: Other amounts, values and inputs

Parameter Value

Risk-free rate (nominal) 4.30 %
Expected inflation rate 2.47 %
Debt risk premium 349 %
Effective tax rate 21.72 %
Nominal vanilla WACC 8.80 %
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1

GENERAL
1.1 PURPOSE

Clanse 6A.9.5 of the National Electricity Rules (the Rules) requures each Iransmission Network
Service Provider (TNSP) to prepare a document (the negoriating framework) setting out the
procedure to be followed during negotiations between that provider and any person (the Service
Applicant) who wishes to receive a negotiated transmission service from the provider. as to the
terms and conditions of access for provision of the service.

The negotiating framework for a TNSP must comply with and be consistent with:
{a)  the applicable requirements of a fransmission derermination applying to the provider; and

(k) paragraph 6A.9.5(c) of the Rules, which sets out the minimum requirements for a negotiating
[framework.

This document sets out Transend s negotiating framework and has been prepared by Iransend mn
accordance with its obligations under clause 6A.9.5 of the Rules.

All negotiations regarding negotiated fransmission services provided by Iramsend to Service
Applicants will be undertaken in accordance with this negotiating framework.

1.2 SCOPE

Negotiations referred to in this negotiating framework are limited to those in relation to negotiared
transmission services during the regulatory control period from 1 July 2009 to 30 June 2014
Transend may, from time to time, enfer into negotiations which do not relate to negotiared
transmission services, in which case this negotiating framework does not apply.

1.3 OBJECTIVES

This negotiating framework sets out the procedure to be followed during negofiations between
Transend and any person (the Service Applicant) who wishes to recerve a negotiared fransmission
service from Transend, as to the terms and conditions of access for provision of the service.

1.4 DEFINITIONS
In this negotiating firamework the words in italics have the meaning given to them in:
{a)  this definitions section: or
(k) 1f not defined in this definitions section. the Rules.
141 Definition of a negotiated transmission service
According to the Rules, a negotiated transmission service 1s any of the following services:
(a)  ashared fransmission service that:

(1) exceeds the nerwork performance requirements (whether as to quality or quantity)
(if any) as that shared mansmission service is required to meet under any
Jurisdictional electricity legislation; or

(11)  except to the extent that the nerwork performance requirements which that shared
transmission service 1s required to meet are prescribed under any jurisdictional
electricity legislation, exceeds or does not meet the nefwork performance
requirements (whether as to gquality or quantity) as are set out m schedule 5.1a or
5.1 of the Rules;

(b)  comnection services that are provided to serve a Transmission Nerwork User, or group of
Transmission Nerwork Users, at a single transmission nerwork connecrion point, other than
connection services that are provided by one Nerwork Service Provider to another Network

Page 4 of 10 @ Transend Metworks Pty Ltd
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Service Provider to connect their nenworks where neither of the Nerwork Service Providers is
a Market Network Service Provider; or

(c)  use of system services provided to a Transmission Nerwork User and referred to in rule
SAA(D(3) m relation to augmentations or extensions required to be undertaken on a
rransmission network as described in rule 3 4A,

but does not include an above-standard svstem shared fransmission service or a market network
Service.

142 Existing prescribed transmission services

Clause 11.6.11 of the Rules outlines transition arrangements applying to Chapter 6A in relation to
existing prescribed transmission services as follows:

(dy  References to prescribed fransmission services in the new Chapter 84 mnclude a service
provided by an asset wsed in connection with, or committed to be constructed for use in
connection with, a ransmission sysrem as at @ February 2006:

(1) to the extent that the value of the asset is included in the regulatory asset base for
that rransmission system under an existing revenue determination in force at that
time: or

(1) 1f the price for that service has not been negotiated under a negotiating framework
established pursuant to old clause 6.5.9,

and, but for tlus clause, that service would not otherwise be a prescribed transmission
service.

(e)  Where a service 1s a prescribed fransmission service by virtue of the operation of this clause.
that service is taken not to be a negotiared rransmission service.

(f)  For the purposes of this clause 11.6.11. an asset is. and is only. to be taken to be committed
to be constructed if it satisfies the criteria which a project needs to satisfy to be a “committed
project” for the purposes of the reguiatory test.

143 Other definitions
+ ST means a goods and services tax imposed under the GST Acr and related legislation.
o  GST Actmeans A New Tax System (Goods and Services Tax) Act 1999 (Cth).
*  Transend means Transend Networks Pty Led (ABN 57 082 586 892).
1.5 REFERENCES
This negotiating framework should be read in conjunction with the following documents:
+  Transend’s Cost Allocation Methodology; and
»  Chapters 5, 6A, 10 and 11 of the Rules.

2  AUTHORITY

A Service Applicant that mutiates a negotiation under this framework must nonunate a person that
has authority to represent the Service Applicant in the negotiations and must provide Transend with
contact details for that person. If the Service Applicant comprises more than one entity (for
example, it is a partnership or joint venture). the nominated person must have autherity to represent
all of the relevant entities.

Transend will, in respect of each negotiation mutiated wnder this framework, nominate a person or
persons with authority to represent Iransend m the negotiations and will provide the Service
Applicanr with contact details for that person or persens.

@ Transend Networks Pty Ltd Page 5 of 10
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3

th

REQUIREMENT TO NEGOTIATE IN GOOD FAITH

Transend and the Service Applicant must negotiate in good faith the rerms and conditions of access
for provision of the negoriarad rransmission service.

CONSISTENCY WITH THE RULES

In the event of any inconsistency between this negotiaring framework and any requirements of
Chapters 4. 5 or 6A of the Rules, the requirements m the Rules will prevail.

COMPLIANCE WITH THE NEGOTIATING FRAMEWORK

Transend and any Service Applicant who 13 negotiating for the provision of a negotiated
transmission service must comply with the requirements of this megotiating framework in
accordance with 1fs terms.

PERIOD COVERED BY NEGOTIATING FRAMEWORK

This proposed negotiating framework is to apply for the regularory contral period commencing on
1 July 2009 and ending on 30 June 2014,

PROVISION OF COMMERCIAL INFORMATION TO THE SERVICE
APPLICANT

Transend must provide all such commercial information as a Service Applicant may reasonably
require to enable that Service Applicant to engage in effective negotiation with Transend for the
provision of the negotiated transmission service, including:

(a)  the cost information described in section 8 of this negotiating framewark:

(b) a description of the nature of the negotiated rransmission service that is the subject of
negotiation, including details of what Iransend would provide to the Service Applicant as
part of that service; and

’

(c) the terms and conditions on which Iransend would provide the negoriared mransmission
service to the Service Applicant.

Foer the avoidance of doubt. the commercial information referred to m this section which is required
to be provided to a Service Applicant,
(d)  does not include confidential information provided to Transend by another person; and

(e)  may be provided subject to a condition that a Service Applicant must not provide any part of
that commercial information to any other person without the consent of Transend.

COSTS OF PROVIDING NEGOTIABLE SERVICES

(a)  Transend will base the price for each negotiated transmission service on the costs incurred in
providing that service, which will be determined according to Tramsend’s approved cost
alloeation methodology.

(b)  As part of the negotiations for the provision of a negotiated transmission service, Transend
must provide the Service Applicant with a written statement:

(1) wdentifying and informing the Service Applicant of the reasonable costs. and/or the
increase or decrease in costs (as appropriate), of providing the negoriored
fransmission service, and

(1) demonstrating to the Service Applicant that Transend s charges for providing the
negotiated transmission service reflect those costs, and/or cost increment or
decrement (as appropriate).

FPage & of 10 @ Transend Networks Pty Ltd
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(c) If Transend’s costs of providing the negotiated rransmission service change during the
negotiation process, Iransend must disclose the increase or decrease in costs to the Service
Applicant and demonstrate that its charges have been amended accordingly.

PROVISION OF COMMERCIAL INFORMATION TO TRANSEND

The Service Applicant must provide all such commercial mformation as Iransend may reasonably
require to enable Iransend to engage in effective negotiation with that Service Applicant for the
provision of the negoriared fransmission service.

For the avoidance of doubt, the commercial mformation referred to in this section which is required

to be provided to Transend:

(a)  does not include confidential information provided to a Service Applicant by another person;
and

(b) may be provided subject to a condifion that Transend must not provide any part of that
commercial mformation to any other person without the consent of the Service Applicant
which provided the information to Transend.

TIMEFRAME FOR NEGOTIATION

As noted in section 1 4.1 of this negoriaring framework, negotiated transmission services comprise
three types of services. Some of the negotiared rransmission services are considered m Chapter 5 of
the Rules; for example, section 5.3 of the Rules outlines the obligations of TNSPs and Service
Applicants m relation to negotiated conmection services.

The timeframe for negotiations relating to applications for negotiated transmission services under
Chapter 5 of the Rules 15 addressed in section 101 and for other applications in section 10.2.
However. the following points apply to all applications for negotiated fransmission services:

(a) any timeframes referred to in this section 10 will be suspended for the duration of any
dispute.

(b)  Tremsend and the Service Applicant must use their reasonable endeavours to adhere to the
timeframes referred to in this section 10.

10.1 APPLICATIONS FOR NEGOTIATED TRANSMISSION SERVICES UNDER
CHAPTER 5 OF THE RULES

Where a Service Applicont applies for a negoriated mransmission service under Chapter 5 of the
Rules, the timeframes for commencing, progressing and finalising negotiations between Iransend
and the Service Applicant for provision of the service will be as set out in Chapter 5 of the Rules.

10.2 APPLICATIONS FOR NEGOTIATED TRANSMISSION SERVICES NOT UNDER
CHAPTER 5 OF THE RULES

(a)  Transend and the Service Applicant must use their reasonable endeavours to commence
negotiations within 15 dusiness days of Transend receiving an appropriately defined written
request for a negotiated transmission service.

(b)  If arequest for a negotiated fransmission service 1s not appropriately defined, Transend must
notify the Service Applicant within 10 business days of receiving the request and advise the
Service Applicanr of the further information required.

(c)  Tremsend will use its reasonable endeavours to provide the Service Applicant with a written
estimate of the anticipated reasonable direct expenses of processing the application and a tax
invoice for this amount by the commencement of negotiations.

(1)  Iransend may suspend negotiations if the Service Applicant fails to pay by the due
date an invoice 1ssued by Iransend for its anticipated reasonable direct expenses of
processing the application.

@ Transend Networks Pty Ltd Page T of 10

UNCONTROLLED WHEN PRINTED

12



Proposed Negofiating Framework

TNM-GS-809-0684 TRANSEND

Issue 1.0, May 2008

11

12

(d

(1)  Such a suspension of negotiations would cease once the Service Applicant has paid
the outstanding tax invoice.

All parties to the negotiation must use their reasonable endeavours to:
(1)  progress the negotiations m a manner which would enable completion; and
(11)  finalise the negotiations,

within 120 business days of Iransend’s receipt of an appropriately defined request for a
negotiared transmission service. or such other period as agreed between the parties for a
particular negotiation.

If Transend is required to consult with other Transmission Network Users in accordance with
section 14(a) of this framework. Transend will use its reasonable endeavours to progress and
complete the consultation process at the earliest practicable date. In these circumstances
Transend will use its reasonable endeavours to ensure any consultation process with affected
Transmission Network Users will be completed within the timeframe set out in section 10(d).

DISPUTE RESOLUTION

All disputes as to the rerms and conditions of access for provision of negofiated rransmission
services are to be dealt with in accordance with Part K of Chapter 6A of the Rules.

GST

(@

)

The costs, expenses and other amounts described in this negotiating framework are exclusive
of GST.

Subject to Transend’s invoice being m a form which satisfies the requirements of the G5T
Aet for a valid tax mvoice, a Service Applicant 1 receipt of a tax invoice must pay to
TIransend at the same time and in the same manner as specified in the mvoice an additional
amount on account of the amount of Transend’s G5T liability in respect of the services
covered by the invoice.

PAYMENT OF TRANSEND’S EXPENSES

(@

()

(d)

The Service Applicant 15 responsible for the payvment of Iransend’s reasonable direct
expenses incurred i processing the application to provide the negofiated rramsmission
service.

Transend will use its reasonable endeavours to provide the Service Applicant with a written
estimate of Transend s anticipated reasonable direct expenses of processing the application
and a tax inveice for that amount by the timeframe outlined in section 10.1 or section 10.2 of
this megotiating framework, as appropriate. During the negotiation process, Transend will
also use its reasonable endeavours to keep the Service Applicant informed of any significant
changes to the estimate of reasonable direct expenses.

All payments by the Service Applicant must be;

(1) for the amount of the tax invoice including GST;

(1)  electronically transferred into an account or accounts nominated by Transend.

(111) transferred fo the nominated account or accounts by 4.00 pm on the tenth business
day after the date of the tax invoice or 3 business days after receipt of the fax
mveice, whichever 1s the later;

(1v)  without set-off or counterclaim: and
(v)  without any deduction or withholdmng.

Following the end of each calendar month during the negotiation process, Iransend will
prepare a statement of the reasonable direct expenses incurred in processing the application

Page 8 of 10
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for the preceding calendar month. Transend will use its reasonable endeavours to issue the
statement to the Service Applicant within 10 business days of the end of each calendar
month.

(&)  When the aggregate value of the statements prepared under section 13(d) approaches 95 per
cent of the aggregate value of ivoices 1ssued under section 13(b) and tlus section 13(e).
Transend will review the anticipated remaining direct expenses to be mcurred. If the sum of
the anficipated remaining direct expenses to be incurred and the aggregate value of
statements prepared exceeds the amount of payments received from the Service Applicant in
relation to this negotiation. Tronsend will issue an invoice for the additional amount to the
Service Applicant .

(f)  As soon as reasonably practical after the negotiations have concluded, Transend must
determine what reasonable direct expenses 1t has incurred i the processing of the
application.

(1) If the reasonable direct expenses mcurred exceed the aggregate value of 1nvoices
previously issued then Transend will issue a tax invoice for the additional amount
to the Service Applicant.

(1)  If the reasonable direct expenses incurred are less than the aggregate value of
inveices previously issued then Transend will refund the difference to the Service
Applicant within 10 business days of Transend determining that a refund 13 due.

(z)  Without derogation from any other remedy available. if the Service Applicant does not pay a
tax inveice in the time prescribed by section 13{c)(n1) of this negotiating framework, the
Service Applicant must pay interest calculated at the bank bill rate plus 2 percentage points
per annum on the amount unpaid on a daily compounding basis until payvment 1s recetved”.

IMPACT ON THIRD PARTIES

(a)  Transend must determine the potential impact on other Transimission Network Users of the
provision of the negotiated transmission service, and

(b)  Iramsend must notify and consult with any affected Iransmission Network Users and ensure
that the provision of the negotiored fransmission services does not result in non-compliance
with obligations in relation to other Transmission Network Users under the Rules.

MULTI-PARTY NEGOTIATIONS

(a)  This negeriating framework explicitly accommeodates multi-party negotiations.

(b)  If necessary, negotiations can involve an agent authorised to represent a coalition of users.

TERMINATION OF NEGOTIATIONS

(a)  The Service Applicant that has imtiated a negotiation for negotiated fransmission services
under this negotiating framework may, at any tume, elect fo terminate the negotiation by
grving Iransend written notice of its decision to do so.

(b)  TIransend may terminate a negotiation under this framework by giving the Service Applicant
written notice of its decision to do so where:

! As noted in section 13(b) of this negoriating framework, Transend will use its reasonable endeavours to
keep the Service Applicant mformed of any sigmificant changes to the estimate of reasonable direct expenses.

* In cases of late pavment, interest is determined by applying a 2 percentage point premium to the bank bill

rare as this more closely replicates the actual cost of funds for both Transend and the Service Applicant.

Transend s reascnable direct expenses to process an application include the cost of borrowing funds in the
vent that the Service Applicant fails to pay an invoice on time.

@ Transend Networks Pty Ltd Page 3 of 10
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(1)  Transend believes, on reasonable grounds. that the Service Applicant is not
conducting the negotiation under this negoriating framework in good faith;

(11)  the Service Applicant consistently fails to comply with the requirements of this
negoriating framework; or

(111) the Service Applicant fails to comply with an obligation in this negotioting
Jramework to undertake or complete an action within a specified or agreed
tmeframe. and does not complete the relevant action within 20 business days of a
written request from Transend.

FPage 10 of 10 & Transend Metworks Pty Ltd
UNCONTROLLED WHEN FPRINTED

15



3 Negotiated transmission service criteria

National Electricity Market objective

5. The terms and conditions of access for a negotiated transmission service,
including the price that is to be charged for the provision of that service and any
access charges, should promote the achievement of the market objective.

Criteria for terms and conditions of access

Terms and conditions of access

1.  The terms and conditions of access for a negotiated transmission service must
be fair and reasonable and consistent with the safe and reliable operation of the
power system in accordance with the NER.

2. The terms and conditions of access for a negotiated transmission service
(including, in particular, any exclusions and limitations of liability and
indemnities) must not be unreasonably onerous taking into account the
allocation of risk between the TNSP and the other party, the price for the
negotiated transmission service and the costs to the TNSP of providing the
negotiated transmission service.

3. The terms and conditions of access for a negotiated transmission service must
take into account the need for the service to be provided in a manner that does
not adversely affect the safe and reliable operation of the power system in
accordance with the NER.

Price of services

1. The price for a negotiated transmission service must reflect the costs that the
TNSP has incurred, or incurs, in providing that service, and must be determined
in accordance with the principles and policies set out in the cost allocation
methodology.

2. Subject to criteria 7 and 8, the price for a negotiated transmission service must
be at least equal to the avoided cost of providing that service but no more than
the cost of providing it on a stand-alone basis.

3.  Ifthe negotiated transmission service is a shared transmission service that:

i. exceeds any network performance requirements which it is
required to meet under any relevant electricity legislation, or

il. exceeds the network performance requirements set out in
schedule 5.1a and 5.1 of the NER,

then the difference between the price for that service and the price for the
shared transmission service which meets network performance requirements
must reflect the TNSP’s incremental cost of providing that service.

4.  If the negotiated transmission service is the provision of a shared transmission
service that does not meet or exceed the network performance requirements, the
difference between the price for that service and the price for the shared
transmission service which meets, but does not exceed, the network

16



performance requirements should reflect the amount of the TNSP’s avoided cost
of providing that service.

The price for a negotiated transmission service must be the same for all
transmission network users unless there is a material difference in the costs of
providing the negotiated transmission service to different transmission network
users or classes of transmission network users.

The price for a negotiated transmission service must be subject to adjustment
over time to the extent that the assets used to provide that service are
subsequently used to provide services to another person, in which case such
adjustment must reflect the extent to which the costs of that asset is being
recovered through charges to that other person.

The price for a negotiated transmission service must be such as to enable the
TNSP to recover the efficient costs of complying with all regulatory obligations
associated with the provision of the negotiated transmission service.

Criteria for access charges

Access charges

1.

Any access charges must be based on costs reasonably incurred by the TNSP in
providing transmission network user access and (in the case of compensation
referred to in clauses 5.4A(h) to (j)) on the revenue that is likely to be foregone
and the costs that are likely to be incurred by a person referred to in clause
5.4A(h)—(j) where an event referred to in those paragraphs occurs.

Italicise terms used in the criteria have the same meaning as in the NER.

17



4  Pricing methodology

As stated in section 12.5.1 of the final decision,’ Transend is to amend section 4.6.8 of
the revised proposed pricing methodology such that it states compliance with rule
6A.23 of the NER.

Also, as stated in section 12.5.3 of the final decision, Transend is to amend Appendix
2 of the revised proposed pricing methodology such that it complies with the amended
clause 11.6.11.

L LISEND

AFPPENDIX 12
Revized proposed pricing methodology, January 2009

A,
°w

TRANSEND

3 AER, Transend transmission determination 2009-10 to 2013-14: Final decision, 28 April 2009.
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1 GENERAL

1.1 PUvRFOSE

Clauze 84 10.1(3) of the Wational Electniciry Fules (the Fiules) requures a Tranmsmizsion
Network Service Provider (TINEF) to submat 2 proposed pricing merhodology when 1t
submets its Revenue Propocal to the AER. The proposed pricing methodology relatas to
the prescribed rransmission senvices that are provided by the TVEF and outlines how
the TWSFP will determine prices for prescribed mansmizsion services.

The Rules also raquire that the propesad pricing merhodology must:
* o effect to and be consiztent with the Pricing Principles for Prescribed
Transmizsion Services sat out m clanse 6423 of the Rules; and
¢ comply with the requrement: of and contain or be accompamed by such
mformation as 15 required by, the pricing methodology guidalines made for that
pupose under clause 6425 of the Riles.
Cm 30 May 2008, Transend submutted s Revenue Proposal, proposed negofiaring
Sramework and proposed pricing methodology to the AER. On 27 November 2003 the
AER released 1ts Dvaft Decision — Tramsend sransmission derermingrion 2000-10 ro
2013-14, m which 1t meluded an explanation why 1t had decided not to approve
Transend = proposed pricing methodology' .
Clauze 6A.12.3(a) of the Rules permmits a TWEF to subnut a revised proposed pricing
merhodelogy when it subnuts s revised Revenue Propesal to the AER The revised
proposed pricing merhodology may only make the revisions to the proposed pricing
merhodelogy required so as to meorporats the substance of any changes required by, or
to address matters raized i, the draft decizion
Thus renised proposed pricing methodolesy (hencefoath called “Pricing Methodalogy™
througheout this decument) 15 a falfilment of Transend s cbhzation wmder the Rules to

prepate a pricing methodelogy for prescribed ramsmizsion senvices.
1.2 Scope

This Fricing Methedology applies to the determenation of prices for prescribed
mransmission services by Tramsend m Tasmama duing the regularery conrrol period

from 1 Fuly 2009 to 30 Time 2014,
1.3 OBJECTIVES
Thus Pricing Methodalogy outlines how Transend will determuine prices for preseribed
fransmission services. It also
*  pmrves effect to and 15 comsistent with the Pricing Principler for Prescribed
Transmizsion Services sat out m clanse 6423 of the Rules; and
*  complies with the requirencents of, and contams such information 25 15 required
by, the pricing merthodology guidelines made for that pupose wmder clauze
6A.25 of the Ruler and publizhed by the AER.

The 4ER’s reasons for not approving the proposed pricing methodology are outlined in secton
12,6 and Appendix K of the draft decision.
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1.4 DEFINITIONS

In ths framework the words in itahes have the meaning given to them m:

(1) ths defitions section; ar

(2 if not defined m this definitions section, the Ruler.
1.4.1 Definition of a pricing methodology

Clauze 84 24 1(b) of the Ruler =tates that a pricing merhodelogy 13 a methodology,
formmla, process or approach that, when applied b a TNGF:
(13 allocates the aggregate ammual revenue requivement for prescvibed mransmizzion
services providad by that TNSP to:
(1) the categories of presoribed ransmizsion services for that TNSF; and
()  mancmission menverk commection points of Tramomission Network
frers; and
2y determmmes the strecture of the prices that a TVEP mav charge for sach of the
caregories of preseribed mransmission senvices for that TINEP.

1.4.2 Definition of a prescribed transmission service

As noted m section 1.3 zbove, this Pricing Merhodelogy relates to prescribed
ransmission services onlv. The Buler defines prescribed mamsmizsion sevvices to be
any of the following services:
(a)  achared ransmission service that

(1] does not exceed such netvwork perfonmance requurements (whether as to

quality or quantity} as that shared iravsmizsion service 1s requirad to
meet under auy jirisdictional elacricin legislation;

(1)  except to the extent that the nerwork performance requurements whach
that shared mansmizsion senvice 15 requmed to meet are prescribed
under amy jurizdictional elscricity legizlation, does not exceed such
nenvork parformance requiorements (whether as to quality or quantity)
as are sat out m Schedule 5.1z or 5.1 of the Rules; or

(01} iz an above-siandard fystem shaved mansmission senics;

(b} services that are requirad to be provided by a Transmizsion Nemwork Senvice
FProvider wnder the Ruler, or m accordance with jurisdicrional elecmicin
legislarion, to the extent such services relate to the provizion of the services
referred to in paragraph (a), meluding such of thess services as are:

(1) required by NEMMWCO to be provided mmder the Rudes; and

(1) necessary to ensure the mmtegrity of a framsmizsion nenverk, meluding
through the mamtenznce of power sofem secarin and assisiing m the
planmmg of the powsr sysrem; or

(2} commection services that are provided by a2 Tramsmizzion Nerwork Senvice
FPrevider to another Nerwerk Service Provider to cormect their nenvorks where

neithar of the Nenwork Service Providers 15 a Marker Nerwork Service Provider;

but does not include a negoriared fravsmizsion senice oF 4 Markst NEMWOTE Se11ics.

i Trangand Networks Py Lid Page T ol 45
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1.4.3 Other definitions
¢ billing demand 15 the greater of a Tramsmizzion Customer’s 30 mmite

maxinnmn demand and that customer’s 30 minute maxinmm apparent powsr (In
LMVA) nmitiplied by thenr nunimwm Rules -requirad porver factor.

*  conract agreed mavinmen demand means the agsreed mavimuom demand
negotiated betwreen a TNAF and 2 Transmizsion Cusromer.

¢  Transend means Transend Nesworks Pty Ltd (ABI 57 082 386 892
1.5 REFERENCES
Tlus Pricing Meshodology should be rezd in conjpimetion with the following documents:
¢ Chapters 84 10 and 11 of the Rudez;
¢ AFR s Pricing Methodology Guidelines, October 2007, and
*  Tromsend = Cost Allocation Methodeology.
TRANSEND'S TRANSMISSION PRICING POLICY

In December 1999, the Tasmaman Electcity Fegulator 1ssued a determumztion in
relation to elecmeoty premg policies. As part of that determnzton, Transend was
requirad to develop a transmission pricing pelicy through 2 consultatrve process with
(Tasmeman Elecinicity) Code Parfierpants and inferssted parfies. In MNovember 2000
Tranzend's ongmal Transmmzsion Prnemgz Policy was published, desenbing how
tramnussion prices were detemuned and applied i Tasmamz from that date. It was
basad on prcing pranciples sef out m the Tasmanian Electriciny Code — a5 1t existed

than — and the State Fegulator’s Prcing Detenmmation of December 1999,

The Transnussion Pricing Policy has been updatad regularly, meluding when Transend
became zubject to the (then) Wational Electneiry Code. Even though thers wasz no
formal requirement for Transend to prepare such a decument Tronsend contimued to
publizh the Transmussion Pricing Policy to assist customers and other interested parties.
Az noted m the latest version of the Transnvzsion Pricing Policy:

(B

“[Tihe objecttve of this policy is to provide existing and potential Trawmsmizsien
Netwerk Uzerz, a5 well as other interestad parties, with an mnderstanding of how
Tranzend applies the Rules to set pnces for now-contestable revenne-capped
fransmission services to enable Transend = reveriue cap to be recovered "

The mformation required to be included m 3 pricie methodolosy includes all the
micmation contained i, and m fact expands upon, Tranzend = Transnussion Pricing
Policy. Therefore, Tramsend will discontime publication of the Transmission Pricing

Policy from 1 July 2008,

* Az defived in AER. Final Decision, Elecrriciy transmission nerword service providers, Pricing
methodelogy suideimes, 29 October 2007, pav.

" At that time, non-consestshle mansmission services under Chapser 6 of the Rujer reforred to all
tramismizsion services that were provided nnder a TVSP 5 revanue cap.

* Tramsend, Tramsmission Pricing Policy, version 3.0, October 20035, svailshble online at
bz aranw. ransend. com aw portals v publicasions TERS . pdf
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3  PRICING METHODOLOGY GUIDELINES

As noted in ssction 1.1, the Ruler raqume that a TNEP s peicing methodology noust
comply with the requirements of and contam or be accompanted by such mformation
a5 15 required by, the pricing methodology suideline: made for that purpose wnder
clause 6425 of the RAules. On 29 October 2007, the AER published the first version of
its Pricing Merthodology Geddelines. The role of the smidelines 15 to:

“specify or clanfy

(a)  the mformation that 15 to accompany 2 proposed pricing merhodelogy:

(b}  permatted pricing stuchwes for the recovery of the locationz]l component of
providing preseribed TUOS services;

(c)  permutted postage stanyp pricing stmchwes for prescribed common ranmmission
services and the recovery of the adjusted neon-locational component of provding
preseribed TUOS semvices;

(d) the fypes of mansmizsion sysrem assets that ave divectly arvibutable to each
caregory of prescribed ransmizsion services; and

(e)  those parts of a proposed pricing merhodology, or the information accompaming

1t that wall not be publicly disclosed without the consent of the TNSP.™
4 INTRODUCTION
41 BACKGROUND

Transend 1= 2 leensed mansmission nemark senvice provider (TNEF) and owns and
operztas the elechicity tramsmzsion svstem in Tasmama The company owms
3,650 ciremit kilometres of transmussion lines, 47 substations and nme switching
stations, with a coutrol centre located i Hobart.

Transend 1s registerad wath NEMMCO as z participant in Austzlia’s Mational
Elecricin Marker (NEM). The NEM operates on an imferconmested power system that
extend: from Chieensland o South Anstzlia. The imterconmecred system was extended
m 2006 when the Tasmanian power fosfem was plysically connected to the NEM iz
Basslnk.

4.2 PRESCRIBED TRANSMISSION SERVICE PROVIDERS

Tranzend is the sole provider of preseribed ransmission sendces m Tasmamia. As such,
there are no appointing providers or amv nesd o appomt a Co-ordimating Nemwork
Senvice Provider.

4.3 DEROGATIONS

Transend does not have any devogarions under Chapter 9 of the Rules that ave relevant
to thiz Pricing Methodology.

4.4 TRANSITIONAL ARRANGEMENTS

In accordance with the transittonal arrangsments for existing prescribed mranmmizsion
services outlined in clause 11.6.11 of the Rulss, Transend has grandfathered commecrion
services where pamussible under clanse 11.6.11 of the Rules.

* AER. Final Decirion, Electriciyy mansmission netwark sarvice providers, Pricing methodolog)
guideimes, 29 October 2007, p.1
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4.5 PErR10OD COVERED BEY PRICING METHODOLOGY

Thus Pricing Methodology 1= to apply for the regularory conmrel peviod conmencing on
1 Tuly 2009 and ending on 30 hune 2014

4.6 IMFFERENCES BETWEEN PRICING METHODOLOGIES

As thes iz the fust pedcing methodology requred o be prepared and subnutted by
Transend there 15 no existing pricing methedolosy to compare 1t agamst

4.6.1 Differences between pricing methodology and pricing policy

There are a mumber of differences between tlus Pricing Merhodology and Tramsend =
Transouzzion Pricing Policy. The catalyst for the differences bebween the two
docwments 15 the changes to Chapter 84 of the Rules. A kev difference betwean the two
docwments 15 that the Pricing Merhodelogy contams considerably mere detailed
mfommation than the precing pelicy. This 1z due to the detailed requrement: for 2
pricing methedology listad in the Ruler and the Pricing Methodology Guidelines. For
example, the Fules require considerzble detal about informational requirements and
pricing izsues, as well as requiing TNAP: to meluds worked examples to demonstrate
the practical zpplication of the pricing merhodology. The pricmz policy, on the other
hand, 15 lazs detziled as there were no prescribed or statutory oblizations.

In developing this Pricing Methodology, Tranzend = philosophy has been to retam 1ts
previous pricng practices where pamutted to do o the Rules, 25 exdsting Transmission
Network Users are familiar with these practices. Transend has departed from these
pricing practices only wheare it was requurad to do so under the Rules and/or the Pricing
Methodology Guidelines.

Other differences between tlus Pricing Methodology and Tromsend s Transmussion
Pricing Folicy are outlined below.

4.6.2 Allocation of AARR

The aggregare ammual revenue regquivement (AARR) for preseribed mramsmission
services 13 allocated to the four caregories of prescribed mansmission servicer on the
basiz of opiimazed replacement cost (OFRC) of assetz m each category, rather than on
the basts of the depreciated optinused replacement cost (DORC)"

The mmpact of this change 15 that 2 larger shave of the A4RR will be allocated to those
categories  of prescribed  mamswizsion  services with relatvely  older  assats
Comrespondingly, a smaller share of the 4A4RE will be allocatad to those categones with
relatrvely vounger assets.
4.6.3 Priority ordering
Costs that could be allocated to more than one caregory of prescribed mansmizzion
semvice are allocated accordmz fo the prionty ordenng process described in clawse
A 23 Md) of the Ruder. The majority of these costs are substation estzblishment costs
wlich, 25 requmred 1mder the old Chapter 6, were allocated to conmmecrion costs at each
suibstation where connection senvices whers provided
The mpact of thas change will be a re-allocation of the substaton establizlument costs
(and other shared costs) between caregories of preccribed mansmizsion service. A
sigzmficantly larger share of the costs will be allocated fo prescribed TUOS servicer,
and sigmificandly smaller zhares will be allocated to prescrbed engv servicss and

* See sactions 7.2 and 7.4 of this dooument.
' See saction 7.3 and Appendix 2 of this docmmen:.

Page 10 of 45 @ Trangand Networks Piy Lid
UNCONTROLLED YWHEN PRINTED

28



Revized Proposed Pricing Mathodology

TRANSEND THM-55-805-0683

Izzue 1.0, January 2009

prescribed exit services. For the first time, a small share of the costs will be allocated to

prescribed common trancimission services but 15 not aticipated that this wall be
sizmficant.

4.6.4 Calculation of locational prices and charges

The price for the locational component of preseribed TUOS services will be determined
using a different measure of demand to that used under Tramsend s Pricing Policy to
determine the equivalent of locational prices {eumently the average of the monthly
maxinnem demands from the most recent commplate fimancial year 15 uzed to determmine
the price). The Pricing Methodology Guidelines spacify the measwes of demond
pemutted to be used to caleulate locationa] prices fom the hunp swmns cutput from the
CRENFP {or modified CRNF) process. Tramsend will use comrract agreed miaximum
demarnd to determine the locational prices”.

A customer’'s cenfract agreed miadmum demand 15 larger than thenr average maximum
demand, wlich means that the locationz]l prices will be zmaller than they would
otherwiss have been. The mopact of this change 15 detailed m the following example. A
Tramzmizzion Network User with large seasonal changes m demomd will have z
sigmficant difference between commacr agreed maximomw demand and average
maxinnem demand, leadng to a large reduction i locational price. O the other hand
Tramzmizssion Nenwork Users with relatively constant demand levels are hkely fo have a
spall difference between conmacr agresd maximuon demand and average maxdmim
demarnd, leading to a smzll reduction m locational price.

A diffsrent measure of demiand will alse be wsed to caleulate the charge for the
locational component of the prescribed TUOS services. Transend will moultiply the
relevant locational price by a customer’s commacr agreed mavimmn demand to
determnine the charge for the locationzl component of the praseribed TS services.

As the same measurs of demand is bemg wsed to comvert the oy svan ourput from the
CRNP (or modified CRNF) process mto a locational price and to convert that price info
a charge, it 1= expected the locational charge (on an anymal basiz) will equal the mital
hunp sum fizure, notwithstanding changes to a2 customer’s contract agread maxdmum
demand or applicaton of the 2 par cent nale”.

4.6.5 Expression of locational prices

The Pricing Methodology Guidelines racpures the price for the locational component of
prescvibed TUOS services to be expressed as a2 daily rather than a monthly price. As 2
result, the locational prices will appear to have fallen by about 97 per cent'™”.

4.6.6 Changes to 2 per cent rule

Arnual movements m locational prices were previously lmuted to be no more than
2 percentage powmts different to the average (weighted) price for the region. The Rules
now permit smwal changes m locational prices of more than 2 percentaze points if
certam criteria ave met, meluding the AER approving the change''.

4.6.7 Determining non-locational and commen service charges

For those enstomers facmgz energy based prices for the non-locational conponent of
prescvibed TUOS zervicer and for prescribed common transmizsion services, TWNEPs

¥ See saction 9.4.1 of rhus document.
" The 2 per cent rule is demiled further in section 4.2 of this documens.
" See secton 9.4.3 of this decument.

! See section 9.4.2 of this document.
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are permmtted to use cwrent snsrgy to determine the charges provided that the lustorieal

enargy levels differ sizmficantly from owrent energy levels. Praviously, thess charges

could only be caleulated wsing cwrrent enerzy if historic energy was not available or, if

it was available, the 4ER had approved the use of cument energy.

The change to the Ruler will not affect the mammer m wloch Transend caleulates these

charges ut Transend will not be requivad to seek the AER 'z approval to use cwrent

energy where hustonic energy exizts. It should alzo be noted that the Ruwler provide no

direction as to what the dwesheld 15 for the difference betwreen hiztoric and cuwrent
enargy lavels to be considered “sizufcanthy different’.

4.6.8 Treatment of radial lines connecting both generator and load

Transend had previously identified a category of radial transumssion Ime that connected
generarors but also provided additional mansmizsion senvdices. There are thiee 1adial
mransmission Iines that are uwsed prmanly to connect generarors to the ransmizsion
menvork but may also be required to supply load. Under Tramnsend s Premg Policy the
costs of thess assets were allocated to the shared nervork.

Chapter 84 of the Rules classifies these assets as conmection azserr and specifies the
costs of these assets will be recovered from presciibed conmection services rather than
preseribed TUQS services.

4.7 PuUBLICATION OF PRICING METHODOLOGY

Chce 1t has been approved by the AER, Transend will publizh a copy of it cuvent
pricing methedology on 1t website (grvw anzend coqn aul.

4.8 PUBLICATION OF TRANSMISSION PRICES

For the puposes of detenmming the distibution service prices as ouilined i
clanse 64 24 2(b) in Part T of Chapter 64 of the Rules, Transend will publizh the prices
for each of the caregories of prescribed fravnsmizzien sevvices to apply for the following
Sfinaneial year, by 15 May each vear on 1ts website (v transend com au).

4.9 COMPLIANCE WITH PRICING METHODOLOGY

Prior to the prices for prescribed tramsmizsion services being publizhed for a financial
vear, Iransend will engaze independent auwditors to review the prices to detsmmine
whether thev have been prepared 1n accordance with thes Pricing Methodology.

To enable mdapendent awditors (or the AER if it so chooses) to wndertake such a2
review and to be able to detemune clearly whether or net the provisions of thus Pricing
Methodology have been followed, Trawsend will ensvre that appropnate records
relating to the price setting process are retzined and made available to the auditers {or

the AER 1f 5o requestad).

The independent amditors will prepare an Audit Feport that will address the extent to
which the prices caleulated for the fortheomming financial year are m accordance with
thiz Pricing Methodolegy. As thus Andit Feaport has been prapared by the auditor for
Transend, it camnet be provided to thord parties, even though they wall face the
caleulated prices. However, following completion of the Audit Report, the anditor wall
provide a copy of the Audit Report to Transend’s customers and the AER once these
parties have sizned a release letter, to be pronided by the auditor to each oustomer (and

the AER).
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5 OVEEVIEW
As the AER notad in its Final Decision on the pricing methodology guidelines'™:

"Revenue cap regulation allows a INSF ro eam wup to a maximwm allowed
revenue (MAR) within a regularery year. The MAR i wed o defve the
aggregare ammual revenue reguirement (AARR) which i recovered from
mransmission network users by charging for prescribed mansmission services.
The charges levied by a TNAF are based on ransmizzion service prices derived
Jor sach category of prescribed mranzmission service.”

This Pricing Merhodology outlmes how Tranzend will apply the Rules to caloulate

thase fransmizsion services pnces. In summary, prices are determimed by

(1} caleulating the A4RR Transend s pamitted to recover for 2 fimancial year,

(2  apporbommg the A4RR to each cafegory of prescribed ramzmission service to
deterrmne tha 45RR;

(33 allocating the A5RE to indradual conmection peinrs; and

(4}  caleulating prices for each caregory of prescribed mansmizsion service.

Appendrz | contains a flowchart of an overview of this process.

The rest of ths Pricing Methodology describes in detail the process for caleulating

prices for prescribed transmizsion sevvices.

6 CALCULATION OF THE AARR

The maximum allowed revenue (MAR) for 2 TNSP for a regulatory year of a regularon

conrrol period 13 the amount calewlated 25 such mn accordance wath clause 84 3 of the

Fnles.

Clauze 64221 of the Ruler notes that for the puwrposs of priemgz of prescribed

mansmission services, the aggregare anmnual reverne reguirement (AARR) for

prescvibed mansmizsion services provided by 2 TSP, s the MAR refarred to i clause

64 3.1 adjusted:

(1} imaccordance with clauss 6432 of the Rudes: and

2y by subiracting the operating and mamienance costs expected to be mowred m the
provision of prescribed commien ransmizsion services.

These cperating and maintenance costs expected to be mewred m the provision of

prescvibed commen mransmizsion services will be sourced from budget estimates for the

relevant regularory year and will include:

*  framsmission nenverk switching costs;
¢ admenisiration and managsment of the busmess:
& gamsmission netwerk planmng and development; and

¢ zeperal overheads.

* AFR. Fimal Decision, Elgciricity fransmizsion network semvice providers, Pricing
merhodelogy guidelings, 29 Ocrober 2007, p.3.
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7

7.2

ALLOCATING THE AARR TO CATEGORIES OF SERVICE
7.1 CATEGORIES OF SERVICE

Transend 15 permitted to recover its A4RR from comnected parties for the provizion of
preseribed mansmission services. There are fowr prascribed mransmizsion senvices:

prescribed entry semvices wlich are enmy senvices that are prescribed
fransmission services by virtue of the operation of clanza 11.6.11 of the Rules:

prescribed exir zervices wlich are exir senvices that ave prescribed mransmizzion
zervices by virue of the operation of clanse 11.6.11 of the Rules and all axir
services provided to Dizadbution Nemwork Senvice Providers (DNSP);

prescribed commeon fransmission senvices wlich provide squivalent benefits to

all Tramsmizsion Customsrs who have a commection poinr with Tramsend's

transmizsion netwerk without any differentiation based on their location within

the mansmizsion sysrem; and

preseribed moamsmiszion wze of system (TUOS) services which are prescribed

fransmission sevvices that

4 provide different benefits to Tromsmizsion Customers who have a
conmecrion point with the relevamt mramsmizzion memvork depending on
their location within the ransmizzicn systens; and

% are not preseribed common framsmizsien semdces, prescvibed enm
services or prescribed exit services.

ATTRIBUTABLE COsT SHARE

The amviburable cost share 15 defined mn clavse 64223 of the Ruler and 15 used to
caleulate the ASER (ses section 7.4 below). Clause 84 22 3 states that:

ial

For a Tramswiission Nemvork Service Provider for a caregery of prescribed
mransmission services, the amributable cosr share for that provider for that
catezory of services nmist subject to sy adjustment required under the
principles m elause 84,232 substantially reflect the ratio of:

(1) the costs of the mamsmizsion svsrem assets divectly atmbutable to the
provision of that caregory of prescribed mamsmizsion sevvices; to

(1) the total costz of all the Transmission Nemvork Service Provider's
mansmission system assets dwectly attnbutable to the provision of
prescribed transmission services.

The costz of the fravsmizzion syvstem assets referred to in paragraph (a) refers to
optimized replacement cost or to an accepted equivalemt fo optimized
replacement cost that 15 referable to values contamed m the zcoounts of the
Tranzmiszsion Network Service Provider.

From thus definition it 15 clear that:

the attributable cost shave 15 a ratio; that 15, if lies between 0 and 1;

there iz an amibuwrable cosr shave for each caregory of prescribed mransmizzion
service; and

the swm of the armiburabls cost shares for all four caregorier of prescribed
transmizsion service will be equal o 1.

While paragraph (2) of clamse 64 22 3 mplies that areibutable cozt sharer could be
determined in 2 manner different to that outlined in the clause, they must “substantially
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reflect the ratios” that would be caleulatad m the prescribed manmner, Given that ratios

mst be caleulated accordmg to the mamner presenbed m clanze 64223 m onder to

verify that the arriburable cozr shares uzed do, m fact, “substantially reflact the ratios”,
Transend caleulates the amriburable cost shares in accordancs with clause 84 22 3(z).

Smularly, paragraph (o) of clanse A 223 peammts 2 INGFP to use the optimmsed
replacement cost (ORC) of assets or “an acceptad equivalent to optmused replacemnent
cost” when detemuming the amributabls cost shares. In accordance with clause
64 22 3(b), Transerd uzes the ORC from its statuwtory financial accoumts to detenmine
the armriburable cosr shares.

7.2.1 Worked example

Aszsume that the tofal optinused replacement cost of the mawsmizsion sysfem asset
providing prescribed ransmission semdces 13 51,000 million, compris

¢ 5100 nulhon providing prescribed enny services:
¢ 5200 nulhon providing prescribed exit services;
¢ 5300 nulhon providing prescribed common fransmizsion sendces; and

¢ 5400 nulhon providing prescribed TUOS services.

Category of service Cost of assets Attributable cost

(ORC, Sm) share
Prescribed enmry services 100.0 0.10
Prescribe et semvices 200.0 0.20
Prescribed conuuon wansmission services 300.0 0.30
Prescribed TUDS services 400.0 0.40
Total prescribed transmis:ion services 10000 100

Table 1 — Worked example: attributable cost shares

Following clanse 84 223 of the Rules, the amvibutable cost share for prescribed enm
semices 15 caleulated as (5100 million / 51,000 nullion) or 0.10. The amriburable cost
sharer for the other caregories of prescribed ransmizzion services are outlmed m Table
1. It should be noted that the sum of the arriburabls cozr shaves for all caregories of
prescvibed ansmizsion sevvices 15 1.00.

7.3 CoOsST ALLOCATION

From section 7.2 above, 1t 1 clear that the correct allocation of costs 1= 2 errtical step In
the calenlation of armriburable cost shares. The first step m the cost zllocation process 1s
to identify all Tramrend's mansmission system assets directly attributable' to the
provision of prescribed mansmission services. The next step 15 to allocate these assets
to each carsgory qf prescribed mansmizsion services. Section 2.4 of the Pricing
Methodology Guidslines mfoms tus allocation process by ouflning the types of
mransmission svstem assets that are divectly attnbutzble to each caregory of presoribed
tramsmission serviee'”.

* The term “directhy amiburable’ appears in the Rules bur is not defined in the Ruler. Howsver,
the AFR states that “directly atribatable m relanon wo ranmeizsion assers refers to asset that are
usad or requived o provide the relevant pricing caregory of prescribed mansmission senice”.
AER. Final Decision, Elecricify mansmission nenwork service providers, Pricing methodology
guidelines, 29 October 2007,

* ibid, p.10.
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As requurad by clawse 6A.22.3 of the Ruldes, if an asset 15 not divectly attributable to 2
single caregory of prescvibed mansmizsion senvdice, then the priovity ordering process
outlined m clauze 6423 2(d) of the Rules 15 applied. Appendix ? contains a detailed
explanation of how Transend will apply the pricaity ordering process.

As noted m zection 7.2 above, Transend will use the optimizad replacement cost of its
assets sourced from s statatory financial zccounts.

Omee assets have bean allocated to a single coregory of presoribed mansmizsion service
(etther doectly or imder the pricity crdering process), the total value of assets for each
catagory 15 determuined by summing the total value of all assets within that eategory. As
demonstrated mn section 7.2.1 above, the armiburable cost shave for each caregory of
prescvibed transmission sevvice 1s the value of assets for that category divided b the
sumn of the valee of assets for all categones.

7.3.1 Allocation of assets providing shared prescribed connection services

Clanze 682422 2(d)2) of the Ruler moqumes the costs of amy mransmizsion sysfem asset
not attnbuted to preseribed TUOS sevicer or prescribed commion mansmizsion
services under the pricity ordering process to be attnbuted to prescribed enmy senvices
and prescribed exir services. However, no gudance iz provided as to how the costs
should be attributed if the assets provide preseribed connsction services fo more than
one Transmizsion Nenwork Uzer.

In the first instance, any such assets will be attnbuted to preseribed enmy service and
presevibad exit zervice based on a negotiated agresment betweean the parties mvalved

I the absence of amy such agresment, amy such assets will be attributed on the basis of
confract agreed mvimin demand (or recent anmual mavimum demand if conmract
agresd maximion demand 13 not available) and the mestalled generaror capacity of sach
Tranzmission Nemwork Uzer.

7.4 CALCULATION OF ANNUAL SERVICE REVENUE REQUIREMENT

“the portion of the A4RR for presovibed mramsmizsion senvicer provided by a
Transmission Network Service Provider that 15 allocated to each carsgory of presoribed
fransmission sevvices for that provider and that 15 caleulated by nmltiplymg the 44RR
by the arriburable cozr chare for that categoay of services m accordance with the
prineciples i clause 64 23 .27

The ASRR for each caregory of prescribed mansmission semvice 13 equal to the
arvibutable cost shave for that category moultiphed by the A4RR Wlle the armiburable
cost shaver are ratios (betwveen 0 and 1), the ASRRs are dollar values between 0 and the
total value of the 44RE.

7.4.1 Worked example

Following on from the worked example in section 7.2.1, finther assume that the MA4R 15
5120 nullion and that the operating and maintenancs costs expected to be incwred n

the LARR will be (3120 million — £20 mullion) or $100 million.

The A5SER for each caregory of prescribed mransmizsion senvice 1s the product of the
relevant arriburable cosr share and the A4RR. For exanple, the ASRER for prescribed
enfry zervices 1= caleulated as (0010 = $100 nulhon) or $10 mallion. The 45RE: for the
other caregories of prescribed ransmission services are outlined m Table 2. It should
be noted that the sum of the ASRR: for all categories of presoribed tranmmission
services 15 ecual to the A4RR.
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Category of service Aftributable cost ASER

share (5m)
Prescribed enfry services 0.10 10.0
Prescribe exif semvices 0.20 0.0
Prescribed comunon ransiission senvices 0.30 30.0
Prescribed TUOS services 0.40 40.0
Total prescribed tranmis:ion services Lon 100.0

Table I — Worked example: ASERs
8§ ALLOCATING THE ASRR TO CONNECTION POINTS

The next ztep in the pricing process 1s to allocats the ASER for prescribed enm
services, prescribed exit services and the locational component of prescribed TUOS
servdices to mdividual commecrion peints. The remzimng ASER (being for prescribed
comtmon  franswission servicer and the adjusted mnon-locationzl component for
presevibed TUDS sernvices) are not allocated duning thas step but divectly through the
pricing step {see section 2 below).

8.1 ATTRIBUTABLE CONNECTION POINT COST SHARE

The arributable commection peint cost share 1s defined m clause 64 22 4 of the Rules
and iz used to allocate the ASER for prescribed ennry senvicer and prescribed exit
services to conmection poinrs. Clause 6A 22 4 states that:

(a)  For a Transmizzien Nenwork Service Provider for prescribed enny services and
prescrvibed exit senvices, the arrilwwable commection point cost shave for that
provider for each of those categories of services mmst substantially reflect the
ratio of:

(1) the costs of the mramsmizzien svsrem assets divectly atmbutable to the
provision of prescribed enmy services or prescribed exir servicer,
respectively, at a ransmission network connection point, to

(1) the total costz of all the Transmission Nemvork Service Provider's
mansmission system assets dmectly attmbutzble to the provision of
prescribed enfiy senvices o prescribed exir sevvices, respectivaly.

The costz of the fravsmizzion syvstem assets referred to in paragraph (a) refers to
optimized replacement cost or to an accepted equivalemt fo optimized
replacement cost that 15 referabls to value: contamed m the azcoowmts of the
Tranzmiszsion Network Service Provider.

The attriburable comnection point cost share 15 analogous to the atmrilwrable cosr share
but applies to mdridual commection points 1ather than a category of prescribed
mransmission service. Therefore, Transend caleulates the armiburable commection point
costs shares in 3 comparable manner to the caleulation of the arriburable cost shares.

To determine the arriburable conmection poinr cosr shave the allocation process 1s to 2
lowrer level — assets are allocated to mdividual conmection poinis rather than cargories
of prescribed ransnission service.

8.2 PRESCRIBED ENTRY SERVICES

The ASRR for prescribed smry zervicer 1s allocated to mdividual commection poinis
using the arriburabls connaction poinr cocr share for preseribed enmy zervices.
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From section 8.1 it 15 clear that, with respect to preseribed enmy services:

¢ the grriburable conmection point cost shave 1= a ratio; that 1s, 1t hes betoeen 0
and 1;

¢ there 15 an armiburable commection poinr cost share for each conmection point;
and

¢ the sum of the arvibutable commection point cost shares for all commecrion
poimrs will be equal to 1.
The A5RR allocated to each commection point 15 equal to the arriburable connection
point cest share for that conmection poimt mmltiphied by the ASRE While the
arvibutable conmeciion poinr cost shares are ratios (batween 0 and 1), the A5RRs for
each commection point are dollar values betorsen 0 and the total value of the A5SRR.

221 Worked example
Fellowing on from the wotked examples m section 7.4.1, Avther assume that there are
thres commection peinis through wloch presoribed enmry servicer are baing provided and
that the cost of the assets providing these preseribed entry semdces 15

¢ 550 mullion at conmection poinr A:

¢ 530 mullion at conmection peinr B; and

¢ 520 mullion at conmection poinr O
The arributabls connsction point cosr share for prescribed enny sendces at comnection
pomt A 15 caleulated as (350 million / $100 mullion) or 0.50. The armibutable
connection poimt cost shares for prescribed emmy semvices at the other commecrion
pointz are outlined in Table 3. The sum of the armiburable connection poinr cost shares
for preseribed enty services for all conmection paine 15 100,

Connection Point Cost of assets Attributable ASER

(ORC, $m) cost share (%m)
Connection point A 500 0.50 5.00
Connection point B 30.0 0.30 3.00
Connection point 0.0 0.20 2.00
Total prescribed entry services 1000 100 10.0

Table 3 — Worled example: allocating ASER for prescribed entry services to connection
points

The A5RR for prescribed enfy zervices for each commection poinr is the product of the
relevant arviburable conmection point cost shave and the ASRR for prescribed enm
senvices. For example, the 45RR for preseribed enny services for comection point A 1s

services for the other connecton points are outlined m Table 3. It should be noted that
the sum of the 4A5RER for prescribed enny zervices for all conmecrion poiniz 13 aqual to
the 43RR for preseribed entry services.

8.3 PRESCRIBED EXIT SERVICES

The process to allocate the A5RR for preseribed exir cervicers to conmection poivis 15 the
same as that for presoribed enny services outlimed above in section 8.2

Section 7.3.]1 outlmes the process that 1= followed if an asset provides prescribed
connection services to more than one commectad party.
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2.3.1 Worked example
Follownng on from the worked example m section 7.4.1, Auther aszune that thers are
five commection poin: tlvough which prezcribed exir senvices are being provided and
that the cost of the assets providing these prescribed exir services 15

¢ 572 mullion at conmection poinr D
¢ 550 mullion at connection poinr E:
¢ 535 mullion at connection poinr F
¢ 525 mullion at conmection peinr & and
¢ 518 mullion at conmection peinr H.

The arriburable conmection point cost share for prescribed exir services at comnection
pout D 1z {372 mulhon / $200 mulhon) ar 0.360. The arsibutable conmection peint cost
sharer for preseribed exir services at the other conmection poiniz are outhned in Table
4. The sum of the anriburable connection poinr cost shaves for prescribed exit services
for all conmection poines 15 1.00.

Connection Point Cost of assets Attributable ASEER

(ORC, $m) cost share (3m)
Connection point Tt 0.380 7.20
Connection point E 0.250 5.00
Connection point F 0.175 3.50
Comnection point & 0.125 2.50
Connection point H 0.090 1.80
Total prescribed exit services 1000 20,00

Table 4 — Worled example: allocating ASEER. for prescribed exit services to connection
points

The ASRR for presevibed exit services for each commection poinr 1= the product of the
relevant arnibutable conmection peint cost shave and the ASRR for prescribed exit
services. For exanmple, the ASRR for prescribed exir services for connaction point DN 1s
calenlated as (0360 * $20mullicn) or 37.2 mullion. The ASRR for preseribed exit
semvices for the other comnecton points ave outlined m Table 4. It should be notad that
the sum of the ASRR for preseribed exir servicer for all conmecrion poines 13 equal to
the 45RR for preseribed exit services.

8.4 PreEscriBED TUOS SERVICES

Clauze 84 23 3(c) mequres the A5SRER for presoribed TUOS services to be recoversd
from a locational compeonent and an admsted non-locationzl component. As noted
zbova, the admsted non-locational component 13 not zllocated dwing this step but
directly through the pricing step (zee section 55 below) However, adjustments
requirad to be made to thus non-locationzl component ave derived from this step, so itis
relevant to melude discussion of its derivation at this stags.

241 Locational component of prescribed TUOS services

The first step to allocate the locational component of the preseribed TUDS zervices to
connection poinis 15 to determme how much of the 4S8R 15 to be allocated imtially to
each component. Clause 6A 23 3(d) requires that 50 per cent of the ASRR for
prescvibed TUOS servicer 1= to be allocated imitially to each of the locational and
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non-locational components, unless different allocation shaves can be ustifisd. Transend
will wse the prescribed 30 per cent shaves, in line with Transend’s pravious practices .

The locational component is zllocated to commection points by the medified cost
raflective nenverk pricing'” (CRNF) methodology using the TPRICE soffware cuvantly
usad by all TNEPs. Transend has previously emploved the modified CRNF bacause of
the highly radizlized nanwe of the mpansmission svotem m Tasmaniz and wall continme to
apply the modified CRNF.

The modification of the standard CRENP process enmploved by Transend 15 to discount
the charges fo be recovered from radial mamsmission lines by the utilization of those
lines. For example, if the CRNF methodelogy ests that Transend should recover
51 million from a partiewlar radial line that has a2 wtlisation factor of 60 per cent, then
only $0.6 nullion 15 recovered from cemmnecrion poinss relating to this Ine throngh the
locational component of the preseribed TUOS servicer ASRR. The modification zpplies
to racial lines only and is not apphed to theose assets that are part of the meshed

ransmission network.

The reazon for applving thas modification 1= that 1t means that edsing customers are
not penalized for the low utilization of such assets and it provides potential customers
with 2 financial incentive to locate where the whlisation 1ate 1s low, thereby enhancing
overzll utlization of the rawsmizsion fysrem and potentially defarring ausmentation.

Consistent with section 2 2(b) of the Pricing Merhodology Guidelines, the output of the
TFRICE zoftware 15 a “hunp sum deollar ameunt to be recoverad at each mansmizzion
commection point” . Using the modified CRNF will mean that the azzregate value of
thesa lunp sum dollar amenmnts 15 less than the 30 per cent allocation of the ASRR for
prescvibed TUOS services that was to be allocated through locationzl component. Any
part of the 45K for the locational component that is not allocated dus to application of
the modified CRNE 1z added to the non-locational component. In the exampls above,
504 mallion would net be allocated to commection poines by virue of the modified
CRNF, zo thas amowmnt 15 added to (and recoverad viz) the non-locatiomal component.

A set of load and generation data 1= required to allocate the locational compenent to
commection points usmg the TPRICE software. Transemd uses the 30 momite data for
each commection poinr for the most recantly completed financial year. For example.
load and gemeration data from 2007-08 would be used when defenminmgz prices for
2009-10 as thas would be the most recently complated finameial vear when the prices
are being determiined in early 2009 Thos would mmvelve 35 136 preces of datz for each
comnection point, comprzing 17 5368 obsarvations each for acrive power and reacrive
power {ome obeervation for each 30 numate peniod dining the financial vear).

Baszlink 15 the only interconnecror between Tasmaniz and the rest of the NEM. As
Basslink 13 2 marker network senvics provider (MNEF), there 15 no requirement for
Transend to make allowance for the estimated frer-regional serdemenis residue

* As moted in clause §A23.3(d), these 50 per cenr shares are allocared 1o the locational and
no-locadonal components prior o subsequent adjusmuents allowsd by the Fules (s2e later i
this section). Therefore, the acmal share of the ASRR for prescmbed TTOS services thar is
recovered from the locanonal component will be different to the 50 per cent share inifially
allpcared to s conponent.

" The CENP and modified CRNF processes are gutlined in Schedule 643 of the Rules.

AEFR. Fimnl Decision, Elecmicify fransmizsion network sermvice providers, Pricing
merhodelogy guidelings, 29 Ocrober 2007, p.6.
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242 Network support costs

Clauze 53.6.20m) of the Ruler pemuts TNSPr to mplement a2 gemeration option 25 an
altemative to menvork augmenration. In simztions where this network support option s
purzued, the TVEF must make a merwork support pmment to the gemeraror. Clause

A T2 of the Rules describes how a TNWAF can recover an AER-approved nenvork
support payment In respect of a mentwork support event from Transmission Network

Lzers by way of a merwork support pass iirough amoimr.

As the nenvork support payment 15 made I lien of menwerk augmentation, an estinate
of this payment i= converted to an equivalent asset replacement cost and added to the
cost of the preseribed TUOS service assets being supported. Thiz comversion 1s
performed using the same rate of retum that 1= wsed to detenmme the locationzl
component of the preseribed TUOS service prices using the TPRICE soffware.
9 CALCULATION OF TRANSMISSION SERVICE PRICES
Clanze 6422 4b) of the Eules recuvas that:
(b}  Separate prices are to be developed for each carsgory of prescribed transmizzion
services, being

(1) prescribed enmry sevvices:

(1) prescribed exir zervices;

(1) prescribed commion ransmizsion services;

(v} preseribed TUOS services —locational component; and

(v} presevibed TUQS services — the adsted non-locational component.
9.1 PRESCRIBED EXNTRY SERVICE PRICES
Clauze 6423 4(c) requires prices for prescribed entry semvicer and prescyibed exit
servdces o be a fixed anmmizl amount. With respect to the price for prescribed enm
services, the process to determune the ASRR for prescribed enny semvices for each
meividual cormection poinr was determined in the previous step (see section 8.2). Tlis
ameumt will be recovered bev a fixed dollar amount per month.
9.1.1 Worked example
Inn the example i section 8.2.1, the A5RR for prescribed enny services to be recovered

from comnection point B was determined to be 53 nullion. Therefore, the price for
prescribed eniry senvices for commection point B will be (33 mlhon /12 months) or
5250,000 per month,

9.2 PRESCRIBED EXIT SERVICE PRICES

An identical process to that deseribed n section 9.1 above wall be followed to
determine the price for prescribed exir services for indinduzl conmection peiniz.

9.2.1 Worlked example

In the example m section 3.3.1, the ASRER for prescribed exit services to be racovered
from conmecrion point I was determined to be 57.2 nullion. Therefore, the price for

prasevibed axit serviees for commection paint D will be (372 nullion / 12 months) or
600,000 per month,
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9.3 PRESCRIBED CoMMON TRANSMISSION SERVICES PRICES

As describad in section 6 above, the A4RR 15 determmined by subtracting from the MWAR
“the operating and mamtenance costs expectad to be mowred m the provision of
prescvibed common transmission services . However, clause 84.23 3(f) of the Eules
requuras that “the ASRR for preseribed commion framnsmizsion sevvices and the operating
and mamtenznce costs nowred mn the provision of those sarmices, are to be recoverad
through prices charged to Trawsmission Cusromer and Nenwork Service Provider
mansmiszion nefwork commection poimts set m accordance with clase 642347
Therefore, the dollar amowmt uwsed to deternume the prices for prescribed commnen
fransmission services 15 more than st the ASRR for prescribed commron transmission
services a5 1t alzo includes the operating and mamtenznce costs expacted to be inowred
m the pronision of prescribed commen ransmizsion sevvices.

Clauze 8423 4i{d) of the Ruler requires “prices for prescribed commicn transmizsion
semvdices must be on 2 posrage-stamp basiz”. Section 2.3 of the Pricing Merhodolog
Guidelines details how such prices mmst be determined.

Secton 2.3(b) of the Pricing Meithodology Guidelines peromtz three possible posiage
stamp pricing structores. Tramsend has elacted to use the first pricmg strocture (2ither
confract agreed maximigr demand or historiezl emergy) as this 15 comsistent with
previcus pricmg strectures, and Transmizsion Netwerk Users wall be fanmliar wath it
The process to determnine prices for prescribed common fansmission sendces wnder
thiz pricing stmuchwe satsfies the requrements of section 2.3(c) of the Pricing
Methodology Guidelines as et out below.

(1}  Each financial year Transend must determmne the following fwo prices:

(1} an energy based price that = 2 price per wut of lustoncal metered
eHErg) of cuTent meterad energy at a commection poing; and

(n)  a commract agreed mmanuon demand price that 15 3 price per wunt of
conmract agresd maxinumn demand at a connection point.

(2 Either the energy based price or the commact agreed maxinnom demand price
applies at a commecrion poimt except for those cowmection poimrr where 2
mansmizsion customer has negotiated reduced charges for presoribed commion
rransmission services in accordance with clawse 54 26.1 of the Rules™,

(3} The ensrgy based price and the comracr agresd maxinm demand price referred
to in section (1) above moust be detenmined =o that:

(1} amansmission custemer with 2 load factor in relation to its connection
poiny equal to the median load factor for commecrion peoimiz with
fransmizsion customers comnected to Tranzend = ransmiszion network
iz indhfferent between the use of the energy based price and the
confract agresd maxinuom demand price; and

(1) the total amount to be recovered by prescribed commen ransmizsien
. . i
services doas not excead the relevant ASRER"

¥ See clanss §A 221 of tha Ruler.

¥ At this stage there ars no negotiated reduced charges for prescribed comon mRImMISSion
semvicer in socordance with clause 64 26.1 of the Ruler.

Al refersnces to the ASRRE for prescribed common mransmission semices n rhis section
mcludes the operating and mamrensnce costs expectad 10 be inoored in the provision of those
SEIVICES.
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(4} The charge for the presoribed commion ransmission service using the energ
bazed price for a billing pevied n a financial yvear for sach commection point
mnst be calewlated by:

(1} meultplving the energy bared price by the metered energy offfake at
that commection poinf m the comespondmg billing perfed two vears

earlier (that 15, kistorical mererad energy qfftake); or

(1) menltiplving the emergy bared price by the metered energy offfake at
that commection point m the same billing period (cwrvent metered
energy gfftake) if the hiztorical metered energy afftake 1= not available:;
or

(11} mesltiplving the emergy based price by the curvenr mietersd energm
gfftake if the historical merered energy offtake 15 sigeficantly different
to the civrent metered energy gfftake.

(3} The charge caleulated for prescribed commion framswiizsion services or the
adjusted non-locattonal component of preseribed TUOS services wsing the
confract agresd maxinm demand price for a billing period m a financial vear
for each commection poinr st be caleulated by nmltplying the conmacr agresd
marcimu demand price by the mainuon demand for the cosmection poinr m that
Simancial vear and then drviding this ameumt by the munsber of &illing periods in
the finamcial year.

(6) The energy based price or the comiract agreed maximum demand price that
applies for prescribed common famsmission servicesr nmst be the one whach
results in the lower estimated charge for that presoribed fransmizsion senvice.

(7y A conmract agresd macimum demand prics monst only be used for the calenlation
of the prescribed commmon mramsmizsion services charge if the Tramsmizsion
Customer s comnection agresment or other enforcezble instrumnent goveming the
terms of connaction of the Transmizsion Clstomer:

(1} nonunates a comfract agreed maximuon demand for the commecrion
poing; and

(1) specifies pemalties for exceedng the commacr agreed miaximum
demand.

9.3.1 Changes to contract agreed maximmm demand

O the basis that enstomers” contract agreed maxinnom demands are nsed to detenmine
prices and to caleulate charges, any changes to 2 customer’s confract agresd maximum
demard will have reperenssions on the recovery of the A4RR Futher, a cote tenet of
pricing for presoribed mansmission sevices 15 that a oustomsr’'s cwrent behaviour
should onlyv affect thew locational charge, with all other charges effectively being fixed
(or sumk costs). Therefore it 1s clear that enstomers should not be able fo change their
conmract agreed maxinnm demand stmply for the sake of reduemz thew charges.

If customers were permittad to reduce their conrracr agreed maximum demand during 2
finaneial vear, it would provide an mecentrve for customers with seasonzl demands to
alter thewr commracr agreed maximum demand to match thew demand This would
mitroduce an wmecessary element of complexity into the pricing calenlations, as well s
customer and asset management.

While the maplications for pricmg would be addressed through the existmz wnder and
over-recovery process, 1t would net overcome the prneciple outlined zbove that 2
custommer s cwrent behaviour should only affect ther locational charge.
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There would al:o be 2 further conplication for sites providing commection services to
more than one customer. In such situations, the cost of assets providing services to
more than one customer ave (bvpically) zllocated according to the ratio of =ach
customer’s confract agreed maxinnm demand. In the sination where one customer
reduces thelr conmact agreed maximum demand, the other customer(s) at that site
would face increasaed connection charges.

Providing customers with the ability to amend their contract agreed maxinnm demard
dwring a2 fmanetal vear would al:o mean commection agresments would nesd to be
re-negodated (both when the demand reduces and then when it nzes again). This would
alse require appropniate system studies to be mndertaken to enswre that the mereased
demand could be met. Tramsend considers that such changes would cieate wnneceszary
admimstative burden for nrimmal benefit.

Transend proposes that a customer’s comnection agreement will specify the process
requirad to admst ots conmract agreed miaominn demend. However, any requests to
reduce a customer’s comfract agreed mmximign demand will not see any reduction
duwing the prevailing financial yvear in sy charges caleunlated wsing conmacr agreed
maxinmem demand. However, any increases in confracr agreed maxinmon demand will
be applied immediataly to the caleulation of relevant charges.

While tlos apparent asymmetry may seem mequitable from the perspective of an
mdrvidual Tramsmizzion Nemwark Lser, 1t 15 equitable considenmg all Trawnsmission
Network Users in agzregate, and it 15 necessary to ensure that customers are not tnduly
affected by mevezsed charges as a result of other customers trying to minimise thelr

charges.
9.4 PreEscrIBED TUOQS SERVICES — LocATioNalL COMPONENT
PRICES

As noted m saction 8.4.1 above, section 2.2(k) of the Pricing Methodology Guidelines

“provides guidance on the process for cost allocation for the lecationzl component of

prescvibed TUDS senvicer and results in 2 humyp swmn dellar ameunt te be recovered at
e

each mransmission connection point™ . These lump sum dollar amevmnts are converted
mto prices by dividing by a relevant demand figure.

041 Measure of demand used to determine price

Section 2.2(c) of the Pricing Methodology Guidelives outlmes two permitted measures
of demand that may be uzed to convert the hunp suin amonts mio prices, whils section
2.2(d) states that other measures of demsnd may be used provided thev meet the
criteria hsted in section 2 2],

Transend = pravious measure of demand (the averags monthly mavimeim demand from
the most recently completed finamcial year) 15 not one of the fwo measures listed
saction 2.2(c), 50 1t 1= necessary o select a new meanwe of denand — one of these two
nonmzted measwes. However, the cholos of which of thess measures to use cannot be
dome m 1solation but mmst be considered wath the mammer m wloch the price wall be
comverted into a charge.

Each billing penod the prescribed TUOS servicer locational component price will be
multiplied by a measwe of demand to derive a prescribed TUOS servicer locational
component charge. Conststency between the meznre of demand used to deternnne the
price and the measwre of demand wsed to determine the charge will enswe the
aggregate amount recovered for the finamcial year appromimates the huop sum dellar

Y AFR Fingl Decision, Elgciricity fransmizsion network semvice providers, Pricing
marhodelogy guidelings, 29 Ocrober 2007, p.6
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amount of the ASRR for that commecton point, thereby mimnusing umder-or
over-recovery of the A5RR.

While the demmnd measure outlined m section 2.2(c)(2) of the Pricing Merhodologm
Guideliner has greater Intuitive appeal as it provides an appropriate pricing sigal to
customers=, this measure is likely to lead to the ASRR being wnder-recovered if a
prevaling measiwe of demand 15 used to caleulate the charge. Tlus is because the
meznwe of demand used to detenume the price (“the average of the mansmizsion
custemer 't halfhomly mavimum demand 1ecorded at a commection peint on the
10 weekdays when svstem demand was highest between the howrs of 11200 and 19:00
m the local fime zone durmg the previcns 12 meonths"} would be hizher (znd m some
cazes sizmficamtly mizher — partiewlarly for DINGFP:) than the averaze measure of
demand used to calevlate the charge (billing demand 1n the billing period).

(Om the other hand, the commract agreed maximmam demand fzils to provide customers
with pricing signals, even though it would mmnmuse mwmder- or over-recoveries of the
ASRR™.

Further, section 2.2{c) of the Pricing Methodology Guideliner requires that prices for
the locattonal component st be expressed s SM0W day. Therefore, the hunp swn
dollar amount for each commecrion poin output from the TPRICE software nmst be
divided by both the relevant measwe of demand and by 365 to vield an mitial
locational price for each commection peinr. As outlined in sectton 942 below,
customners may not face this inchial price as a further adustment may be requirad.

After consideration Transend has deternmned that its prefamred approach is to:

(1} Use prevailing contract agreed maximum demand a5 the measue of demand to
convert the lmnp sum amounts into prices.

(2 Apply the 2 per cent mle cutlmed 1 section 942 below to determune the final
presevibed TUOS services locationzl component price for sach connecrion poir.

Dhring each billing period, locational charges will be determumed by moultiplying the
locational price applicable to each commecrion poinr by the relevant conmract agreed
maximm demand.

9.4.2 The 2 per cent rule

Clauze A 234(f) of the Ruwles states that wmless othervaze pemuited ““prices for
recovermg the locational component of the A5RR for the provision of prescribed TUOS
servicss nmst not change by more than 2 per cent per annuan compared with the load
welghted averagze price for this component for the relevant remon™ . Therefore, the
anmial percentage change in the prces mutially determuned for each conmsction poit
must be caleulated and compared with the average price change for the locational
component from the previons vear.

The locationzl component price at each commection poinr will be amended, where
nescessary, to ensure that the absolute difference between the amusal percentzge change

“If a customer’s maximue demand in the Billing pariod is used mo caloulate the charge then the
customer's behaviowr (demand) will clearly affect thedr charze

** Under- or over-recoveries of the 45RR would only ocour if a customer changes Its commact
agraed metmmm demand, 3 customer is disconnected or 8 pew customer is connected.

** In cases of a leap vear, the divisor would be 366 rather than 365

* Clause SA 23 4g) of the Bnles zllows for the ammzl change in price for 2 connection pofir to
exnceed the average price change by more 2 percentage points provided thst three criteria ars
met, inchuding that the AER = approwval is obiamed.
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m the locational component price at an mdmidual comnecrion peinr and the anmmzl
average percentage change for all commection poimes Is no greatsr than 2 percentage
pomts.

Whare the anmual percentage change for the price at a given commection peinr 15 within
2 percentage pomts of the averagze ammal price change, there will be no admsiment to
the locationzl conyponent price for that conmeciion poinr.

Whare the annual percentaze change for the prics at a given conmection poinf 15 more
than 2 percentage poimnts above the average ammmal price change, the locationzl
component price for that commection point will be reduced vntil the annuzl percentage
changze 1= 2 percentzge peoints above the average anmual price change. Tlis reduction in
price will mean that the honp svan dollar amevmt 1dentified by the TPRICE software
cammet be recoversd from this commection poinr. As noted m section 9.5 below, ths
deficit will be added to the non-locationzl component to enswe that the ASAR for
prescvibed TUQS services 15 fully recovered.

Whare the annual percentaze change for the prics at a given conmection poinf 15 more
than 2 percentage pomts below the average amual price change, the locatiomal
component price for that conmection poinr will be nereased undl the ammal percentage
changze 15 2 percentage points below the average ammal price change. This increases n
price will mean that more than the hmp sum dollar amommt 1dentified by the TFRICE
soffware will be recovered from thus conmection poinr. As noted in section 2.5 below,
this smplus amount will be dedueted to the non-locational component to ensure that the
ASRR for presevibed TUOS services s fully recovered.

943 Transitional arrangements

As noted m section 941 above, the mammer in which prices for the locatromal
component of preseribed TUOS services 15 markedly different to that used to detarmine
the usags prices wnder the old Chapter 6 of the Ruler. This means that the usage prices
from 2008-09 — the finzl year of usags prices — cammot be used when applving the 2 per
cent rule for 2009-10 — the first vear of locationzl pnices. Tlus 1= demonstiated clearly
by the fact that the usage prices were caleulated on a $MWimonth basis whereas the
locational prices ave calculated on 2 $/W/day basis — the usage prices will be about
30 times that of the locational prices, even if notiung else had changed.

Therafore, to ensure that 2 suttabls basze price 15 used when applving the 2 per cant rule
m 2009-10, the usage prices for 2008-08 wall be re-caleulated on a comparable bazis to
the locationzl prices but will be used solely as 2 base for applving the 2 per cent nile.

944 Worked example

The locationzl component price m vear 1 for commecrion point: X T and Z ame all
S100WW day and the imtal prices for vear 2 are caleulated to be 51035, 5111 and
5114, while the waighted average price for year 2 iz $110 (based on equal conmracr
agresd maxinnm demands at each commection point). Therefore, the anmual average
price change 15 10% while the amual price change for the commection points are 3%,
11%% and 14% Howewver, the 2 per cemt mile mweans these price changss nmst be
constramed to befwean 8% and 12% (that 1z, within 2 percentage points of the average
ammual price change of 10%2).

In the case of conmection poinr 21, the price nmst be adjusted up to 3103, wloch means
that mors will be racovered from this commection peinr than mdicatad by the TPFREICE
soffware. This addiional amoumnt will be daducted from the non-locationzl compeonent.
In the case of conmection point ¥, no admstment 15 required to the price so 1t remams at
5111, which means that the amouwnt recovered from fus commection poinr i1z that
mdeated by the TFRICE soffware.
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In the case of commection poinr Z, the price nmst be admsted dowm to S112, wlach
mezns that less will be recovered from this commection point than mdicated by the

TERICE software. Thiz addiiomal ameount will be added to the non-locatiomal

component
9.5 PrESCRIBED TUQS SERVICES — ADJUSTED NON-LOCATIONAL
COMPONENT PRICES

Clauze 6A.23.3(c)2) of the Rules outlines how the 30 per cent share of the ASRR for
presevibed TUQS zervice that was minally allocated to be recovered b the
non-locational prices (the pre-adjustad nen-locationzl component — see section 241015
adyustad to viald the adrusted non-locational conponent. These adiustments are:

¢ by subftacting or addmg any serlemsnrs residue due to fmrra-rsgional loss
Jactors which s expected to be distnbuted or recoverad (zs the case mav be) to

: . PR i

or from the TVEP 1n accordance wath clanse 3.6.5(2) of the Rules™;

*  Ior Gy OVEr-FEcover) aimount of under-recovery amonr that has not previously
been recovered;

¢ for amny amonnt anising as a result of the application of rthe modified CRNP
methodelogy rather than the CRNF merhodalogy (see section 3.4.1%;
¢ for any amoamt arising as a result of the application of Rules clauss 64 23 4h)
and (3); that 15, application of the 2 per cent rule (se2 section 9.4.2); and
¢ for any amount aising as a result of the application of prudent discounts
clanse 6A 26 1{d}-(z) of the Rudes (s2e section 11).
COmce the adjusted non-locational component has bean determumed, 1t 15 to ba recoverad
m accordance with clause 84 23 4() of the Rules; that is, on a postage-stamp basis.
The methodology used to detenmme prices for the nen-locational component 1s
idantical to that outlined mn section 9.3 used to detemume prices for prascribed conmnon
ITTRIMISSION SErvices.
As the two postage-stang prices are determuned on the same basis, an mdivicdual
customner will face aither energy bazed prices for both charzes or the contract agreed
maxinnim demand prices for both charges. A customer canmot face an energy based
price for one charge and the contract agreed maxinum demand price for the other.

10 EXCESS ACTIVE DEMAND CHARGE

As notad in section 9.3, a coniract agread maximum demand price can only be apphed
for the postage-sramped prices if the Transmizsion Cusromer = comnection agreement
or other enforceable mstiment goveming the terms of comection of the Transmission
Customer:

*  npounnates a conrract agresd maximm demand for the conmestion poing, and
#  spacifies penalties for exceeding the contract agreed maximum demard.

If m any menth the 30 muinute billing demiand 2t a commection peint exceads the
confract agreed maximmm demand for that conmection point without the prior approval
of Transend, then the Transmizsion Cusromer will be liable to pay an excess active
demand charge.

** As moted previously, Transend does not Teceive any serlements Tesidue auction procesds as
the imtercormection berwesen Tasmania and the rest of the NEM is a MVEP. However, Travrend
does receive payimens from NEWCD m ralation to serdemenis residue mmomrs that arise due
o Tasmania’s mira-regional foss fierors.
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As outlined in section 9.4, the preseribed TUOS services locational component charge
15 calewlated using conmracr agreed mavivnom demand (rather than billing demand). The
excess active demand charge will be set at three times the prescribed TUOS services
locational component price for the relevant conmection point multiplied by the amount
by which the billing demand exceeds the conmacr agreed mavimemn demarnd. The
excess active demand charge maintains the same financial dizincentive for customers to
excead confract agreed maxinuon demand as the prescribed TUDS zervicer locational
charge wall be lowsr than the old TT05 usage charge. To demenstrate thes, the TTAOS
usage charge and excess active demand charges can be deternmined using the same datz
m the axampls m section 10.1.
For the avoldance of doubt, it should be noted that the exces: active demand charge 1=
levied m additon to the prescribed TUOS zemdcer locationzl component charge.
Monies recovered through the excess active demand charge is treated as revemme from
preseribed framsmizsion servicer and therefore meluded i Tramsend 't maxmonm
allowad reveme.

10.1 WoRKED EXAMPLE

Assume that the comracr agreed maxinnim demand for a conmection poinr 1z 100 MW
and the prescribed TUOS services locational compenent price for the connection poinr
15 S0MWiday, I the billing demand for that conmection point for a billing period
(comprismg 30 days) 15 105 MW, then an excess active demand charge would be
levied The ameunt of the excess active demand would be 518,000 — calculated as
(3% 5 MW = 540000 day * 30 days) — wiile the prescyibed TUOS zervices locational
component charge for this commection poing for thiz Blling perfod would be 5120000 —
caleulated as (100 XIW * 34008 day * 30 day=).

Under Transend s old pricing policy, the equivalent 7108 usage price would be zbout
51,2000 W month (540200 day #* 30 dayvs ). The TTO8 usage charze would be
$126,000 — caleulated as (105 MW * 51,2000 Wmonth), while the excess active
demand charge would be $12,000 — caleulated as (2 # 5 MW * 1. 20000/ month).
The sum of these two charzes iz $138,000. Therefore, the same chargs results mmdar
baoth old and new methedalogies.

11 PRUDENT DISCOUNTS

Cuvently none of Transend s customers are m recerpt of prudent discommts. In the
event that a customer does seek a prudent discount i the future, Transend will follow
the requrements outlined m clause 6426 of the Rules to ennwe that the comect process
for determming and applymz pudent discouvnts 13 followed and, where Transend
proposes to recover move than 70 per cent of the amount of the discount from other
customers, approval of the AER 15 sought.

With respect of the impact of prudent discomnt on prescribed mansmizzion service
prices, Transend will adjust, in accordance with clanze 6A 26 1id)-(z) of the Rulaz, the
non-locational conyponent of the A5RR for prescribed TUOS servicer for the amount of
any anticrpated wnder-recovery artsing from prudant dizeownts applied. As noted above,
this anficmpated wnder-recovery will only excead 70 per cent of the value of the prudent
dizeowmts where Transend has obtained the approval of the AER.
1?7 EBILLING ARRANGEMENTS

Clamze 6A 27 of the Ruler dasenbes the manner in which Transmission Nerwork Users
are billed for preseribed mransmizsion services and how payments for those services are
made. Iransend s billing amangements for prescribed momsmiszion services are
outhned below and are consistent with clause 6427,
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Clanzes A 27 4 and 64 275 are not relevant to Transend at this peint m tme as 115
the sole provider of presevibed mramsmizsion services m Tasmama (as noted o section
4.2, zo Transend curenthy has no payments or wansfers with other TNSFPs,

11.1 BILLING FOR PRESCRIBED TRANSMISSION SERVICES

Charges for prescribed transmission service payvable by Transmizsion Nenwork Users

will be calevlated for each commection peimr in accordance with the published

mransmission service prices. Tramsend will issue a bill to each Trevemmizsion Nemwork
Jzers for prescvibed ransmiizsion services.

Where the illmz for a particular financial year 1= based on quantines winch are
undefined untl after the commencement of the fimancial vear, charzes will be
estimated from the previous vear’s hillmg quantities with 2 reconciliation to be made
when the actal billmg quantties are known and whers the previous vear's hilling
quantities are wnavatlable or no longer swtzble, nomumated quantities may be used as
agraed berween the parties.

Charges for prescribed mamsmizsion services which are determined from merering
data will be based on kW or KWh obtamed from the merering darg managed by
NEMMCO.

12.2 INFORMATION TO BE PROVIDED IN NETWORK SERVICE BILLS
At 3 munmmunm the following mformeation will be provided with 2 bl for a comecrion
point 1zsued by Transend directly to a Transmizsion Nerwork Lzer:
¢ the comnection point identifier;
¢ the dates on wlich the billing period starts and ends;
¢ the rdentifier of the published mansmizsion semdce price from wluch the
connection peint charges are caleulatad:
¢ meanwed quantrties, billed quantities, agresd quantities, prices and amounts
charged for each component of the total mansmizsion sevvice accoumt.
In additien, a bill for a commecrion poinr 1ssued by Transend divectly to a Tranmmizsion
Netweork User will separately identifv, for the total amoumt levied in relaton to
prescvibed TUOS servicer m the Billing period for that commecrion point sach of the
following conyponents
¢ charges for the locational and the admsted nen-locational component of
prescribed TUOS services; and
¢ charges for prescribed commmon ransmission services.

12.3 OBLIGATION TO PAY CHARGES FOR PRESCRIBED TRANSMISSION
SERVICES

Transend notes that the Fider oblige a Transmizsion Nerwork Ler to pay charges for

prescvibed ransmission services properly chargad to it and billed in accordance with

thiz Pricing Merhodology by the date specified i the ball.

The remeadies available to Transend in the event that a Transmizsion Nerwork Uzer fails

to pay charges for presoribed mansmizsion senvices properly charged to it and billed mn

T Geperally this will be charzes for the prescribed TUOS service non-locational congponent and
the prescribed conmmon frompmizzion senvdicer where a framsmizzion curromer faces energy
based prices, and also excess acmve demend charges.
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accordance with thes Pricing Methodology by the date specified 1 the bill are cutlined
m the relevant connection agresment.

12 PRUDENTIAL REQUIREMENTS

Clauze 8428 of the Fades recogmizes Tramsend s nght to mimnuse finmancizl rizks

associated with Investment m framsmission menwork assets. Trawsend 't prudential

reguirements for prescribed mansmizsion services are outlmed below and are consistent

wrth clauze 6428,

13.1 PRUDENTIAL REQUIREMENTS FOR PRESCRIBED TRANSMISSION
SERVICES

Transend may require a Irorsmizsion Nerwork Lier to establish prudenrial

reguirements for either or both commection senvicer and mamsmission wze of fysrem

services. These prdential raquurements may tzke the form of, but need not be lumtad

to, capital contributions, pre-payments or financial guarantees.

13.2 CaprTal CONTRIBUTION OR PREPAYMENT FOR A SPECIFIC
ASSET

Where Transend 15 required to construct specific assats to provide commection senvices
or ransmission use of svstem services to a Transmission Netwerk Uker, Transend may
requure that user fo make a caprtal contibution or prepasment for all or part of the cost
of the new assets installed Any contmbution made will be taken into account in the
determination of fransmizsion senvice prices applicable to that wser.

13.3 TREATMENT OF PAST CAPITAL CONTRIEUTIONS

The treatment of capital contmbutions for connection services and'or mansmizsion nse
af svstem services made by a Transmission Nerwork Uer prior to 13 Decamber 1998
most be m oaccordance with the relevant contractual amvanzements with Transend
applicable at that time.

Where confacmal amangements are net m place, the treatment of past capital
contribuhions for conmection services and'or mansmission use of ystem services moust
be negotiated by Transend and the Transmizsion Nenwork User and, if 2 dispute arises
and carmet be resolved, the matter nmist ba refermred to the 4ER

13.4 SUBSEQUENT BENEFICIARY OF PAST CAPITAL CONTRIBUTIONS
Whare an asset, fully or parily fimded tlwough capital ceontnbutions, that was
previously dedicated to 2 Tramsmizsion Nemwork Urer subsecuently becomes shared
the new uzer(s) shall be charged an ameount in recognition of this capital contribution
and Tramsend shall refind this same ameumt to the origmal wser who made the mitial
capital contribution.
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APPENDIX 1 - OVERVIEW OF PRICING PROCESS
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APPENDIX 2 — APPLICATION OF PRIORITY ORDERING
PROCESS

EULES REQUIREMENT
Clauze 6423 1d) of the Ruler states that:

Where, as a result of the application of the amriburable cosr share, a portion of the
AARE would be athibutable to meore than one category of presoribed mransmizsion
services, that arriburable cost shave 15 to be adusted and applied such that ay costs of
a transmizsion sysiem asset that would otherwnze be atimbuted to the provizion of more
than one category of preseribed mansmizsion services, 15 allocated as Sollowes:

(1} to the provision of prescribed TUOS zervicer, but only to the extent of the
stand-alone awomr for that carsgory of prescribed ransmizsion sevvices;

(2} if any portion of the costs of a mransmizzion fusfem asset 15 not allocated to
preseribed TUOS services, inder subparagraph (1), that portion 1= to be allocated
to presovibed common ransmizsion services, but only to the extent of the
stand-alone awomr for that carsgory of prescribed ransmizsion sevvices;

(3} if any portion of the costs of a mansmission system asset 1s not attributed to

prescribed franzmizsien services mdar subparagraphs (1) and (2}, that portion 15

to be atintbuted to prescribed enny services and preseribed exir zervices.

The term “stand-alone amoeunt” 1z defined in the Ruler as:

For a category of prescvibed mransmission services, the costs of o ransmizsion
system asser thar wonld have beew incirred had thar mransmizsion system azser
been developed, exclusively to provide that category af prescribed iransmizsien
Samices.

AEMC RULE DETERMINATION

In 1tz mule determination the AEMC provided the following suidance on the application
of the priovity ordering approach for the allocation of costs which can be attmbuted to
more than one category of prescribed ransmizsion service

The Commission has mainiained a priovicy ovdsving approach for the allocarion
gf expenzes or coztz which can be armibured ro more than one hipe of semice.
The cascading principle adopred by the Commizsion iz based on the premize rthat
users are seen to be the ‘cause’ of mansmission oestmenr. Thergfore, costs
should be first allocated to prescribed ranzmission we of fysfem services on a
standalone basis and then to prescribed commen senvices. Where a service'cost
comnot justifichly be arribured re TUnS or commnon services it should be
allocated to entry and exit serviees. ™

In developing this Pricing Methodology Transend has had regard for the following
example that the AEMC precented m the mule determumation™:

Consider a substarion costing 330 million thar was developed:

*  partly i erder to provide Prescvibed Tramsmission Uze gf Svstem
Services;

* AENC 2006, Narional Efeciricity Amendment (Pricing qf Prescribed Transmizsion Services)
Ruie 2008 No. 22, Fule Detenmninadon, 21 December 2006, Svdney. p.5

AENC 20046, Narional Eleciricity Amendment (Pricing of Prescribed Tnansmizsion Servicas)
Ruije 2008 No. 22, Fule Detenninagon, 21 December 2004, Sydney. pp.37-3E.
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*  parily in order to provide Commion Transmission Services; and

*  partly in order to provide Prescribed Exit Senvices.

Then assume that had the substation been developed solely to provide Prescribed
TUas Services, ir could have been much smaller and wonld have cosr onb
210 million. Had the substation besm developed solely in ovder re provide
Common Services, it would have cost &5 million. Finally, had the subsrarion
been developed solely in order to provide Prescribed Exit Services, it would have
cost $20 million.

The application of the principle wonld then lead to the 530 million cozt of the
substarion being atvibuted to Prescribed Transmission Sevvice cartegories ar
Jollows:

¢ 510m ro the Prescribed TUnS ASRR;
¢ S3m to the Prescribed Conmnon Services ASRR: and

* e remaining 513 million to the Prescribed Exir Service ASRER.

OBIECTIVE AND GENERAL APPROACH
Tramzend s allocation methodelogy for the prionty crdering process relies on the
premise that subsration mfastrocture and estzblishment costs are proportionate to the
nunber of kigh voltage cirowtt breakers i the swbsrarion. Transend believes that the
uza of high volrage ciromt breakers as an allocatmg mechamzm 1= appropatate as the
breakars:

1. are eazily identifiable and attributabla;

2. are practical and straghiforward for the AER or other parties to review; and

3. provide the basis for a predictzble and repeatzble process.
Further, Tranzend believes the cirowit breaker methodelogy 1 consistent with the
(smple and ezsily replicated) “desktop-stvle”™ smudy that the AEMT anticipated that
TNEP: would imdertaks™.
Based on this assumption, the appropuate allocator for swbsrarion infrastruchire and
establishment costs for a2 stand-alone amanzement 1= the 1ztio of the mumber of high
volrage cicult breakers m the stand-alone amangzement to the number of kigh voltage
cirewdt braakers m the whaola substation.

¥ In its drafr detenuination of the pricing Rule, the AEWC stated that “The Commission’s intent
15 thar TH5Ps would vndertake an infernal deskiop style study of ther assets and make an
mfprned bur approcdnete judzment as 1o the relevan: standalone costs of providing different
services rather than engage in a prolonsed and deiled DORC-sole consultant-led andit and
evaluation of their assers”. AEMC 2006, Dwaft Nogona! Electriciny Amendment (Pricing of
Frascribed Trangmizzion Services) RBule 2000, Deafi Detenrinarion, 19 October 2004, Sydney,
p4T.
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PrOPOSED METHODOLOGY

As 1llustrated by the diagrame below, a “branch™ i= a collection of assets (for examypla,
mransmission lines, ciroutt breakers, capacttors, buses and mangformers) that provide 2
ranInssion service.

Transmission line

Circuit breaker
Bus

Figure 2 — Branch with Transmizzsion Line, Bus and Circuit Brealuer

Bus
Circuit breaker

Trans former

Circuir breaker
Baus

Fizgure 3 — Branch with Transformer, Circuit Brealker and fwo Buosses
Bus
Circuit breaker

Capacitar

=

Fizure 4 — Branch with Capacitor, Circuit Brealzer and Bus
Step 1:  Branch Identification

Identify the branches — being the manzmiszion lines, mrangformers, major reactive
devices and exits'sntries m the subsrarion which provide preseribed TUOS services,
prescribed commion ransmission services and prescribed enny services or prascribed
exit services —in the substation.

Step 2:  Allocation of Circuit Breakers to Branches

For each high voltage cirouit breaker m the subsration, 1dentify the taanches doectly
connacted to 1t Any cirowt breaker that dees not directly comnect to a2 branch 1s
exchuded from allecation and all costs associated with it are added to the subsrarion
mfrastruchre and establishment cost.

Coumt the tofal mumber of cirowtt brezkers dirsetly commectad fo branches.

As a general rile, branches comnecting Dizmiburion Nenvork Service Providers
(DNEP:) are classified as prescribed exir zervices while branches comecting
generaters are classified as presoribed enmy service. Assets providing megotiared
services are not part of the regulatory asset base and fzll cutside the pricvity crdering
process detatled in elause 64 23 2(d) of the Rules.

Page 34.of 45 i@ Tranesnd Matworks Py Lid
UNCONTROLLED WHEN PRINTED

52



Revised Proposed Pricing Methodology

TRANSENMND THM-GS-809-0683
lzzue 1.0, January 2009

Step 3:  Determination of Stand alone Arrangements
Step 3.1: Stand-alone Arrangements for Presciibed TUOS Services

With reference to the mumber of mawsmission lmes providing preseribed TUOS
services, determine the mumber of coowt breakers required to provids TUOS senvices
of an equivalent standard on a stand-alone basis. Transend wnderstands the stand-zlone
configuration should be the simplest swbsradon confimwation (in the absence of
development) had the substation been developed to provide only prescribed TUOS
services. This may be done by way of 2 lock up of typical stand-alone confimmations.

Step 2.2: Stand-alone Arrangements for Presciibed Common Transmission
Services

With reference to the mumber of mawsmission lmes providing preseribed TUOS
services and devices providing prescribed commnon mransmission senvices, detemune
the mumber of cirewat breakers requured to provide preseribed commnon mramsmission
services of an equivalent standard on a2 stand-zlone basis”. Transend wnderstands the
stand-alone confimuration to be the smplest subsration configmation (i the absence of
development) had the subsration been developed fo provide only prescribed commion
mransmission services. This may be done by way of a look up of typical stand-zlone
configrations.

Step4:  Allocation of Substation Infrastructure and Establishment Costs
Step 4.1, Allocation to Prescribed TUOS Services

Allocate a portion of the subsration infrastmichoe and establishment costs to prescribed
TUQS servicer according to the ratio of the high voltage cirount breakers 1dentifed
step 3.1 to the tofal mumber of high volrage corondt brazkers connected to branches m
the subsrarion wdentifiad m step 2.

Step 4.2 Calenlate the Unallocated Substation Infrastucture Costs after
ITOS Allocation

Caleulate the umallocated subsradon frastuctme cost by subiracting the amoumt
caloulated m step 4.1 from the total substarion Infrastmucture ameunt. IF the unallocated
substation nfiastucnre cost 15 zero (that 15, the prezcribed TUDS senvices component
of the subsrarion mfrastrectore costs equals the total subsraron infrastructure amoumt),
then no subcradon infrastuctre costs would be allocated to prescribed commion
fransmission services, prescribed enivy services or prescrvibed exir services.

Step 4.3 Allocarion to Prescribed Common Transmission Services

Allocate a portion of the subsration infrastmichoe and establishment costs to prescribed
COMmmon fransmizsion services based on to the ratio of the kigh volfage oot breakers
providing prescribed common fransmission services identified m step 3.2 to the tofal
numnber of kigh voltage coowt breakers connected to branches m the subsrasion. If the
commion service portion of substation infrastuetare 13 graater than the mmallocated eosts
caloulated m step 4.2, then only the wnallocated portion 15 attibuted to prescribed
commion fransmission service. In this instance, no substafion iInfrastmeture costs would
be allocated to prescyibed enfry sevvices or prescvibed exir services.

The mmmber of mwismission limes providing prescribed ITOS serviices is inchaded in
detenining the mouber of cirowit breakers required to provide prascribed corman fransmission
semvicer on A stand-alone basis becanse the commwen servicer are provided to the entire
tromisrizzion nenwork, so they cammot be considered in isolation bur mnst be comnected to the
tramsruzzion nenvork throngh the prescribed TUOE semvices.

@ Trangand Networks Piy Lid Page 350745
UNCONTROLLED WHEN PRINTED

53



Revized Proposed Pricing Methodology

TNM-GS-809-0683 TRANSEND
lzsue 1.0, January 2009

Step 4.4 Calenlate the Unallocated Substation Infrastmcture Costs after
Common Service Allocation

Fe-caleulate the wmallocated substarion mftastrochure cost by subbzcting the amount

caloulated in step 43 fom the amowrt caleulated m ostep 4.2 If the umallocated

substation mfrastocture cost 1= zero (that 1=, the preseribed TUOS sevvices and

prescribed commen fransmission services components of the subsration infrastmchure

costs equals the total swbstarieom mfiastuctwe amont), then ne  swubsrarion

mfrastruchwe costs would be allocated to preseribed enny sevvices or preseribed it

sarvices.

Step 4.5 Allocation of Prescribed Entry and Exat Service

Allocate the remanyng subsration mftastrechoe and establizhiment costs (caloulated

step 4.4) to sach branch providmg prescribed enny senvices or prescribed exir services.

Tlus allocation will be bazed on the ratio of the high veltage curowt breakers providing

the preseribed smny services or prescribed exir services to the total mumber of high

volrage crewit breakars, or in accordance with Transend = coct allocation methedology

& approprate’ .

Notes on Process

The followmgz points should be noted:
*  costs are only allocated in step 4 undl Sully allocatad:

¢ consistent with clause 64 23(d)3) of the Rudss, it is possible that no costs wall
be attributed to entry and exit services;

*  new and existing negofiated senvice assats are excluded from the analymis as
amy necremental estzblishment costs assoctated with such assets are taken to be
micluded m the negoriated services charges on a cansation basis; and

¢ the assessment of stand-alone anangements only needs to be conducted once
per subsrarion except where changes to the confimmation of the subsrarion
oo

Eey to Diagrams

Bus
Circuit breaker
Transmission line Bas Transfarmer
Circur bresker
Circuit bresker . Circuit breaker
Bus Capacitor
I Bus

" The allocation berween (or within} prescribed eniy servicer of prescribed exit semvices is not
mcluded m e priovity ordering process as it was not constdered m clanse §A 23 3(d)(3) of the
Rules
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EXAMPLES OF APPLICATION OF PRIORITY ORDERING PROCESS
Example A

P | Substation Infrasoucmre §5%m | Cub B

i i

Service) (Exdr Service)
I —
¥

Fizure & — Substation Confizuration: example A

Step 1: The branches are rramsmission fines to Sub A and Sub B, z prescribed exit
service to a DNGP, a tramgformer and a capacitor' .

Step 2: The total munber of civenit breakers divectly connected to branches 15 6.

Step 3.1: The stand-zlone amangement for the provision of prescribed TUOS services
to an equrvalent standard 15 showm below and consists of 2 cirowt breakers,

Suk A Sub B

i

Fizure § — Stand-alone Frescribed TUOS Services: example A

** Thase examples do nos include reference to any prescribed eniry sarvices for tvo Teasons (i)
for the sake of simplicity and (id) becanse the inpact of a presoribed enmy sermvice 1s the same as
for a preccribed exit service. Therefore, references in the examples to prescribed ext service are
mterchangeable with references o prasoribed enmy semices. This inrerchamgesbiliny bemwesn
prascribed eniry semvices and prezcribed exit semice for te purpose of cost allocanion vmder
priority ordermz is the reasom that the table in each exammple nchedes reference to “Costs
enmy and exdr” even though the relevan: exampls may only inchide prescribed et semices.

Farhermore, mn 2 simaton where there iz more than one prescribed enmy sermices and'or
praseribed exit semice, a3 shovn in Exampls D for example, the allocaton of costs between the
prascribed enny services and'or prascribed axit semice 1s described o secdon 73,1,
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Step : The stand-alone amangement for the provision of prescribed commmen
fransmission services to an equivalent standard 15 shoom below and consists of 3 cirowtt
breakers

Sub A Sub B

R

Fizure 7 - Stand-alone Prescribed Common Transmizsion Services: exampls A

Step 4 Assume the tofal infrastuchwe cost that can be allocated to more than one
category of prescribed mansmizsion service 15 39 million.

Step 4.1- Costs are allocated to prescribed TUOS sendces m the ratio of the munber of
civendt brezkers in the stand-zlone amangement to the fotal mumber of civenit breakers.
Therefore, the infrastuchure cost allocated to TUOS =(2/6) x 3% m = 53m

Step 4.2: Unallocated = $%m - 83m = S6m

Step 4.3 Costs are allocated to prescribed common ransmizzion senvice in the ratio of
the muwber of cirewst breakers in the stand-alene amangement to the tofal munber of
cirendt brezkers. Therefore, the mfrastruchoe cost allocated to common senvice = (3/8)

% 5%m = 54 5m
Step 4.4 Unallocated = $6m - 34 5m =51 5m

Step 4.53: The remaimimg (umallocated) mfrastrecture cost are allocated to prescribed
ey services and prescribed exir services. Therefore, the mfrastruchoe cost allocated
to exdr services = 31 5m

Allocated Yet to be

allocated

Substation infrasmicure costs 2,000,000
Taoral breskers &
TN stand-zlone breakers 2

Costs o TUDS 0.333 000
Comrnon service stand-alons breakers 3

Costs to common service 0.500 1,500,000

Costs to enmy and exdt 0

TOTAL 1]

Table & — Priority ordering allocation: example A
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Example B
Toral Substation
Sl A Infrasmacnmre $12m Sub B
FPrescribed 30m
Capacitor
{Common DNS'P
Service) (Exdt Service)

-

Fizure § — Substation Configuration: example B

Step 1: The branches are mansmizsion fines to Sub A and Sub B, a prescribed axit
service to a DINEP, a tramgformer, a capacttor and an extsting negotiarsd serice.

Step 2: The total nuanber of corewt breakers directly connected to branches 15 & (none of
the costs for prescribed mansmizsion services are zllocated to the megoriated service).
Step 3.1: The stand-zlone amangement for the provision of prescribed TUOS services
to an equrvalent standard 15 showm below and consists of 2 cirowt breakers,

Suk A Sub B

]

i

Fizure 9 — Stand-alone Frescribed TUOS Service:: example B

Step 3.2: The stand-alone awangement for the provision of prescribed commmon
fransmission services to an equivalent standard 15 shoom below and consists of 3 cirowtt
breakars.

Sub A Sub B
—|
T

Fizure 10 - Stand-alone Prescribed Common Transmission Services: example B
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Step 4 Assume the totzl infrastachoe cost s 512m: $3m of which 15 for the existing

negotiated sarvice, which does not form part of the regulatory asset base and i3 not

zovernad by clanse 64 23 2(d) of the Ruler. Thevefore, the total infraztmachare cost that

can be allocated to more than one caregory of prescribed mansmission service is

%9 million.

Step 4.1: Costs are allocated to prescribed TUOS semdces m the ratio of the munber of
civendt brezkers in the stand-zlone amangement to the fotal mumber of civendt breakers.
Therefore, the infrastuchure cost allocated to TUOS =(2/6) x 3% m = 53m

Step 4.2: Unallocated = $%m - 83m = S6m

Step 4.3 Costs are allocated to prescribed common ransmizzion senvice in the ratio of
the muwber of cirewst breakers in the stand-alene amangement to the tofal munber of
civendt brezkers. Therefore, the mfrastruchoe cost allocated to common senvice = (3/8)

% 5%m = 54 5m
Step 4.4 Unallocated = $6m - 34 5m =51 5m
Step 4.5: The remaimmg (umsllocated) mftzstrociure cost are allocated o prescribed

ey services and prescribed exir services. Therefore, the mfrastruchoe cost allocated
to exdr services = 31 5m

Allocated Yet to be
allocated
Substation infrasmicure costs 2,000,000
Taoral breskers &
TN stand-zlone breakers 2
Coats o TUDS 0.333 3,000,000 §.000.000
Comrnon service stand-alons breakers
Costs to common service 0.500 15000, 0K
Costs to enmy and exdt 0
TOTAL ]
Table 6 — Priority ordering allocation: example B
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Example C
Substation
Sub A Infrastructare Sub B
—| 512m li

Capacitor
Servics) (Exit Service)

=

Fizure 11 - Substation Configuration: example C

m fines to Sub A and Sub B, a prescribed exit
7 and a capacitor.

Step 1: The branches are framsm
service to a DNSP, two rangformer

Step 2: The total momber of corewit breakers divectly connected to branches 15 8.

Step 3.1: The stand-zlone amangement for the provision of prescribed TUOS services
to an equrvalent standard 15 showm below and consists of 2 cirowt breakers,

Sub A Sub B

i

Fizure 12 — Stand-alone Prescribed TUQS Services: example C

: The stand-alone amangement for the provision of prescribed commmen
fon services to an equivalent standard 15 sheowm below and consists of 3 curoutt

Sub A Sub B

o

Fizure 13 — Stand-alone Prescribed Common Transmizsion Services: example C
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Step 4 Assume the tofal infrastuchwe cost that can be allocated to more than one

caregory of prescribed mransy w service 15 312 nulhon.

Step 4.1- Costs are allocated to prescribed TUOS sendces m the ratio of the munber of
civendt brezkers in the stand-zlone amangement to the fotal mumber of civenit breakers.
Therefore, the infrastucnre cost allocated to TUOS = (28 x 512m=33m

Step 4.2: Unallocated =51 2m - 33m = $9m

Step 4.3 Costs are allocated to prescribed common ransmizzion senvice in the ratio of
the muwber of cirewst breakers in the stand-alene amangement to the tofal munber of
civendt brezkers. Therefore, the mfrastruchoe cost allocated to common senvice = (3/3)

% 512m= 34 5m
Step 4.4 Unallocated = $%m - 84 5m =54 5m
Step 4.5: The remaimmg (unellocated) mfestreciure cost are allocated o prescribed

ey services and prescribed exir services. Therefore, the mfrastruchoe cost allocated
to extr services = 34 5m

Allocated Yet to be
allocated
Substation infrasmicre costs 12,000,000
Taoral breskers B
TN stand-zlone breakers 2
Costs o TUDS 0.250
Comunon service stand-alons breakers 3
Costs 10 COMmIon service 0.375 4. 500,000
Costs to enmy and exgt 0
TOTAL 1]
Table T - Priority ordering allocation: example C
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Example D

Substadon Infrastructore
Sub A §15m Sib B

i i

Capacitar
(Conmuomn
Service)

=

DNSP (Exit Services)

Fizure 14 — Substation Confizuration: example D

Step 1: The bwanche: are mramsmizzion lines to Sub A and Sub B, prescribed exit
services to DNSP(z), fwo trangformers and 2 capaciion.

Step 2: The total munber of civenit breakers divectly connected to branches 15 10.

Step 3.1: The stand-zlone amangement for the provision of prescribed TUOS services
to an equrvalent standard 15 showm below and consists of 2 cirowt breakers,

Sub A Sub B

]

i

Figure 15 — Stand-alone Prescribed TUQS Services: example D

: The stand-alome amangement for the provizion of prescyibed commen
fon services to an equivalent standard 15 showm below and consists of 3 cirowtt

Sub A Sub B

4o

Fizure 16 — Stand-alone Prescribed Common Transmizsion Services: example Db
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Step 4 Assume the tofal infrastuchwe cost that can be allocated to more than one

caregory of prescribed mransy w service 15 315 nulhon.

Step 4.1- Costs are allocated to prescribed TUOS sendces m the ratio of the munber of
civendt brezkers in the stand-zlone amangement to the fotal mumber of civenit breakers.
Therefore, the infrastucthure cost allocated to TUOS = (27100 x 31 5m = $3m

Step 4.2: Unallocated =51 5m - 33m =%12m

Step 4.3 Costs are allocated to prescribed common ransmizzion senvice in the ratio of
the muwber of cirewst breakers in the stand-alene amangement to the tofal munber of
civendt breakers. Therefore, the mfrastmichore cost allocated to commion service = (310

x5 5m=34.5m
Step 4.4 Unallocated =31 2m - 34 5m =37 m
Step 4.5: The remaimmg (unellocated) mfestreciure cost are allocated o prescribed

ey services and prescribed exir services. Therefore, the mfrastruchoe cost allocated
to exdr services = 57 5m

Allocated Yet to be
allocated
Substation infrasmicre costs 5,000,000
Taoral breskers 10
TN stand-zlone breakers 2
Costs o TUDS 0.2000
Comunon service stand-alons breakers 3
Costs 10 COMmIon service 0.300 7,500,000
Costs to enmy and exgt 0
TOTAL 1]
Table § — Priority ordering allocation: example Db
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APPENDIX 3 — LIST OF PRICING POINTS

10t 201314 the

In it= Dvgft Decizion — Tramsend fransmizzion determination 200
AER recuested that Tramsend specify the pomnt m the ma ¢ nenvork where
costs will be zllocated and prices deterimned in Transend’s Pricing Merhodology as the
AER comsiders that 1t would be beneficial. Table 9 below contams a lishng of these
ot

Point in network — load Point in networlz — load Point in network -
Eeneration
Artinrs Lake Tawton EBastyan
Avoca North Hobart Eell Bay
Boyer Morwood Butlers (Gorge
EBndeewater Palmerston Camzmya
Bumuie Port Larta Cethana
Clapal 5t | Qe Cluny
Comalco Cruesnstonam Deavils Gare
Creek Fd Fuailton Frsher
Derby Fizdon Grordon
Derwent Bridze Faokeby John Burers
Devonport Fozabery Laks Echo
Electrona Savage Faver Lemonthye
Enm Bay Scorrsdale Lispootal
eoree Towm Simithion Mackintosh
Hadspen Sorell Meadowhank
Hangrshire 5t Marvs Paloona
Hinon Biver Searwood Poatina
Eermandie Tamco Feece
Kingsion Trevalbm Eepulie
Enights Bd Trisbumza Tarralesh
Lindisfame Tunzadnah Trevalbm
Mezdowhank Ulverstone Trilbuz
MMowhbray Waddmmana Tungatinzh
New Morfolk Wesley Vale Wavatinah
Wilmot

Table @ — Points in the transmission networl: where costs will be allocated and prices
determined
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