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1 Introduction

The AER is responsible for the economic regulagbtransmission network service
providers (TNSPs) in the national electricity marfd¢éEM). The form of economic
regulation applied by the AER is a revenue cap Wwhits the earnings of each
transmission network service provider (TNSP) iegutatory control period. The
National Electricity Rules (NER) only allow a rewencap to be adjusted during a
regulatory control period in specific circumstand@se of the allowed adjustments to a
revenue cap is a network support pass through amiousuch cases, the AER’s role is
to approve the network support pass through amoyathich a TNSP can vary its
revenue cap.

This guideline sets out how TNSPs should preparetwork support pass through
application to the AER. This guideline also tak&® iconsideration the submission by
Grid Australia in relation to the AER’s draft guloees. In particular, it:

® sets out the process, timing and information regments that TNSPs must consider
when preparing a network support pass through eatpin

= provides information on the procedures the AER wnitlertake when conducting
an assessment of the application and the timefrarwhich the AER must make its
decision.

By publishing this guideline, the AER is increasthg transparency of the processes
applying to network support pass through arrangésnen

1.1 Background

Network support projects

Network support typically involves sourcing loca&ngration by a TNSP in order to
address forecast constraints in its network. ltagecircumstances, a TNSP may find it
more cost effective to use generators to maintgtes reliability, rather than
undertake network augmentation (such as buildimditiatal transmission lines).
Network support payments are made by TNSPs to mktsupport providers for
services to manage anticipated network constraints.

Network support provides a direct benefit to traissimon customers and end users, as it
can defer the need for transmission augmentatrmhhance results in lower
transmission charges, while maintaining the religtof the network. However, the
amount of network support required by a TNSP ingingn year is dependent on
factors that are outside the control of the TNSEhsas weather conditions, demand
levels, and electricity usage patterns.

The pass through mechanism in the NER has beerpm@ted into the revenue cap
framework to allow for some cost increases (or eases) to be passed directly onto
customers, where the cost increases (or decreasegyond the control of the TNSPs.
In such circumstances it is unreasonable for TNSPgar the risk (or benefit) arising
from changes in costs.




Given that there are many factors affecting netvganport requirements beyond the
control of the TNSP, the revenue cap allows for s@osts associated with a network
support pass through event to be recovered fronsimassion customers. This pass
through of costs is achieved through an adjustrtetite maximum allowed revenue
(MAR) specified in the TNSP’s revenue determination

1.2 Consultation on final guideline

The AER released its draft guideline on 28 Jan@@dyl and called for submissions on
the guideline. The AER received one submission f@nid Australia® The AER’s
responses to the issues raised by Grid Austradianachapter 3 of this guideline.

1.3 Confidentiality

The AER’s obligations regarding confidentiality ah@ disclosure of information
provided to it by a TNSP is governed by Gempetition and Consumer Act (2010)
National Electricity Law and the NER. See the ACBER Information Policy
guidelines (October 2008) for more informationthet AER websitevww.aer.gov.au

1.4 Process for revision

The AER may amend or replace this guideline frametio time.

1.5 Version history and effective date

A version number and an effective date of issuéidantify every version of this
guideline.

! Grid Australia, Submission to the AERGuidelines for preparing a transmission network

support pass through applicatiphl March 2011.




2 Network support pass through application
guideline

This chapter outlines the processes a TNSP sholldahfwhen preparing a network
support pass through application and describeABi's decision making processes
with respect to assessing a network support passgh application. Both TNSPs and
the AER must comply with clause 6A.7.2 of the NEBRaspect of network support
pass through applications. Appendix A sets outsda@A.7.2 of the NER and provides
the relevant definitions from chapter 10 of the NER

2.1 Network support pass through process

The TNSP is required to lodge a network suppors paough application with the
AER before any costs are able to be passed thrmugistomers. When the AER
receives the network support pass through apphicathe AER is required to conduct a
review of the costs. Figure 1 outlines the sequen@vents associated with the
network support pass through process as specifitteiNER.

Figure 1: Network support passthrough process

Year t Year t+1 Year t+2 >

Where:

t = Year in which network support event occurs

t+1 = Year in which TNSP lodges application witBRR and the AER makes a determination on the
application

t+2 = Year in which AER approved network supp@sgthrough amount is passed through to
customers.

2.2 Timing

Table 2 sets out the timing provisions of clause762of the NER.

The AER intends to make a determination within G6ibess days for both positive and
negative network support pass through applicatidhs is to ensure the pass through
amount can be incorporated into the following ye#ransmission prices in a timely
manner. The timeframe allows for any consultatioocpsses which the AER may
carry out as part of the determination processudieg seeking further information
from the relevant TNSP, or other parties.




Table 2: Timing of network support passthrough processes

Event Timing

TNSP submits positive or
negative network support pass 60 business days after the end of the relevant year
through application

The AER must make a determination within 60 busirdsy/s after

AER determination (positive receiving the application. If the AER does not makagetermination, then
network support pass through) the AER is taken to have determined the amount@soged by the
TNSP.

The NER allows for the timeframe to be decidedhatAER’s discretion.
The AER intends to assess negative network supase through
AER determination (negative applications within 60 business days after recegjtire application
network support pass through)  similar to a positive amount. If circumstances iegjthe AER to take
more than 60 days to assess the application, the wilt advise the
TNSP in writing of the additional time required.

2.3 NER information requirements

In accordance with clause 6A.7.2 of the NER, TN&Rsrequired to provide the
following information when preparing a network sopppass through application:

= details of the network support event, including thiee it was a positive or negative
network support event

= aproposed network support pass through amount
= verification of the actual network support payments

= evidence the proposed network support amount osalesy as a consequence of a
network support event.

When determining a proposed network support aminenTNSP must provide the
AER with details of all assumptions and calculasioised to derive the amount. Ideally,
this information should be presented in a spreagtghat shows how the proposed
network support pass through amount was calculatehiiding the application of CPI,
and estimates of the time cost of money. The sglressat should show all formulas and
input data

To verify actual network support payments the TNi8#t provide audited regulatory
accounts, or other certification by an indepenadeat appropriately qualified expert.
2.4 AER information requirements

The AER considers that the TNSPs must providedhewing information:

= reasons for the difference between the forecastathl network support
payments

= any decisions and actions of the TNSP in manadiagéetwork support event,
including details on the TNSP’s risk managementeaggh to control the
magnitude of the pass through amount




= if the network support arrangement has change@®mnbt been previously
reviewed by the AER as part of the AER determimapicocess:

= details on the provider/s of the network supportises (including name,
relationship to TNSP, nature of services to be ey, length of contract

= details on processes used to award the networlosuggrvices contract
= details on whether the regulatory investment tastr@a have been met

= f existing network support arrangements have cadnthe TNSP should detail any
changes to the arrangements, including providezildeind the nature of the service
being provided.

2.5 AER assessment procedures

In reviewing a network support pass through appbocathe AER will review:

= whether a network support event has occurred, dgnmeguwhether a positive or a
negative network support pass through amount has peposed

= if the date the application was received meetditheframe as prescribed in the
NER (60 business days after the end of the releyean)

= that the actual network support payments can b&adrngainst the TNSP’s
audited regulatory accounts or audited financitieshents or through an
independently certified cost valuation report

= all calculations, including whether:
= the proposed network support pass through amouwairiect

= costs included in the proposed amount reflect tB& Mefinition of network
support pass through amount

» the time cost of money (as determined in the TN®®&/enue determination)
has been applied correctly

= for new or varied network support contracts:

= the consultation processes undertaken by the TM8Pm@cesses undertaken
for awarding the contract to the network suppootvter

= whether the TNSP conducted a regulatory investiieshto determine whether
a non-network solution such as network suppotiesmost cost effective option
to address a network constraint

= whether any capital expenditure allowance for avogt augmentation that is a
substitute for network support payments has beevigied for in the TNSP’s
revenue determination




= the efficiency of the provider’s decisions and @asi in relation to the risk of the
event, including whether the provider has failetake any action that could
reasonably be taken to reduce the magnitude qidbitive network support event;
and whether the TNSP has taken or omitted to talkeaation where such action or
omission has increased the magnitude of the amouaspect of that event.

Appendix B provides more detail on the informatrequirements that should be
included in a network support pass through appbéoatAppendix C shows a worked
example of how a network support pass through atmshould be calculated.




3 AER issues and considerations

This chapter sets out the AER’s reasoning orNiaevork support pass through
application procedural guidelin€lhis chapter also discusses comments made by Grid
Australia in response to the AER’s draft guidelamehow to prepare a TNSP network
support pass through application.

3.1 Determining whether a network support event has
occurred

When reviewing a network support pass through agptin, the AER must determine
whether a network support event has occurred. @haptof the NER defines a
network support event as when the actual amounétfork support payments
incurred in a regulatory year differs to the fortcamount allowed in the determination
for that year. If a TNSP’s application meets theRNdefinition of network support
event, then the AER must decide on a network sugass through amount to be
recovered or be returned to transmission customers.

Submission

Grid Australia submitted that TNSPs should be &bledge a network support pass
through application to the AER in cases where adctefavork support pass through
costs were incurred in a regulatory year, but a aibowance was provided for in the
transmission revenue determination.

AER conclusion

Given the long—term planning horizon used by TN$Rs AER expects TNSPs will
generally be able to identify their network suppwéds well in advance of the need
arising, even if the exact amount or cost of nekngupport cannot be specified. For
that reason the AER does not consider it likely thrdorseen network support
arrangements will have to be entered into duringgallatory control period.

However, the AER also accepts that such rare eweaysoccur. In such circumstances,
disallowing the pass through of a network supporbant would penalise both the
TNSP and the transmission customers. Disallowivg metwork support arrangements
from the pass through provisions means the TNS#Btiallowed to recover efficient
costs, and forces the TNSP to find alternative gexpensive) means to maintain
reliability, or puts reliability at risk.

Accordingly, the AER will review all applicationsif network support pass through
where the definition of a network support evenhi, including where a new network
support arrangement is introduced within a regmatontrol period. The definition of
a network support event is shown in appendix At @grof the definition states that
where an allowance for capital expenditure in retato a network augmentation has
been provided for in the revenue determinationyogt support payments that are a
substitute for that augmentation cannot be includedpass through amount. TNSPs
will have to demonstrate that any new network supgwangements introduced within

2
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Grid Australia, Submissionp. 3.
Grid Australia, Submissionp. 2.




a regulatory control period meet all componentthefdefinition of a network support
event.

3.2 Other costs

If a network support event occurs, the TNSP mayyaopthe AER to pass through to
users a range of costs associated with that eWenexample, the TNSP may incur
administrative costs (such as staffing and consuttasts) as a result of the network
support event, and may seek to include these sogssapplication. When reviewing a
network support pass through application, the AERRoansider all costs submitted on
a case by case basis.

Submission

Grid Australia stated that administrative costgd(possibly other costs) should be
included in the network support pass through amdant Australia was of the opinion
that clause 6A.7.2 of the NER allows for the reecg\ad administrative costs, noting
that these costs would not have been incurreddodh& network support event taking
place. Grid Australia stated that if the associatests are incremental, cost effective,
and occur solely as a consequence of a networlosugyent, then these costs should
be included in the network support pass throughuantio

AER conclusion

The AER will consider costs other than network sarppayments for inclusion in the
network support pass through amount, on a casad®/frasis. The AER considers that
the NER definitions are clear and that such coststmelate to a network support event
— that is, where actual network support paymerggezater or lower than the forecast
network support payments. The costs that can beded are not necessarily related to
the implementation of network support contractglanning and assessment of
network support arrangements. If a TNSP’s applceitncludes costs related to a
network support event as defined in the NER, thenAER is required to take into
account the factors listed under clause 6A.7.2(ihe NER. If the claimed costs satisfy
the relevant factors of the NER, then the AER widlude the claimed costs as part of
the network support pass through amount.

3.3 Recovery of other costs under the NER regulatory
framework

Submission

Grid Australia stated that aside from the netwanport pass through provision, there
are no other mechanisms available for TNSPs toveramosts incurred as a result of the
network support event. Grid Australia stated th#te TNSP was required to absorb
these other costs as part of its general operatipgnditure (opex) allowance, TNSPs
would be required to incur higher operating expendito implement such
arrangements. This would place TNSPs in a disadgeaxl position, since they would

*  Grid Australia,Submissionp. 2.




lose out in obtaining the rewards associated vighEfficiency Benefit Sharing
Scheme.

Grid Australia also noted that under the curregulatory framework, labour costs
directly associated with network investments cacdptalised and continue to earn a
return over the life of the asset. Grid Australad it seemed a more financially
attractive option to pursue capital investment etwiork augmentation than to pursue
network support activities.

AER conclusion

Since the introduction of clause 6A.7.2 of the NER, network support pass through
mechanism provides for more limited recovery oftsdlsan what was previously
available. The AER will adhere to clause 6A.7.2i@ermining network support pass
through amounts.

The AER notes that the opex allowance in a trarmomsdetermination includes cost
estimates for network support payments. Althoughnétwork support payments
allowance does not include administrative or otké&ated costs, the determination also
includes a general opex allowance to cover admatige or other costs associated with
grid planning and regulatory management activities.

The incentive framework (adopted by the AER) opesauch that the TNSP’s total
revenue is approved for the whole of the regulatomntrol period. The TNSP is free to
spend its revenue in the manner it sees fit. limanticipated cost arises, the TNSP can
spend more of its revenue on that cost than watesgiated at the time of the
regulatory proposal. Similarly, the TNSP may spksd on a planned project if the
costs associated with that project turn out toelss than the forecast provided at the
time of the revenue proposal. This flexibility alle the TNSP to revise its expenditure
priorities as circumstances change throughoutdbalatory control period. The AER
considers this flexibility in determining how toespd its revenue enables a TNSP to
manage any costs associated with network suppovttess.

3.4 Negative network support pass through applications

The AER will assess applications associated witlatiege network support pass
through events in the same manner as it will assgstcations for positive network
support pass through events. When making a detatimmon a negative network
support pass through application, the AER will ¢édesthe factors listed in clause
6A.7.2 of the NER which relate to positive netwstlpport events.

The AER considers these factors are relevant farohéning the network support pass
through amount where there is a negative netwgpkaitt event. In both cases the
actions of the TNSP can impact on the magnitudaepass through amount and the
external influences that drive the need for netwsugport. Therefore, the AER
considers it appropriate to treat positive and tiegaetwork support pass through
applications symmetrically.

®  Grid Australia,Submissionp. 2.




3.5 Evidence of network support payment

Submission

Grid Australia requested that the AER’s final guilge provides confirmation that
audited financial statements or regulatory accowatsld constitute sufficient evidence
for verifying network support paymerts.

AER conclusion

The AER confirms that audited regulatory accoumtsioe sufficient verification of
network support payments, as required by clausé.g2£)(3) of the NER.

3.6 Difference between actual and forecast network
support payments

The network support pass through application shprogide reasons for differences in
the variation of actual and forecast costs reldatintpe network support event. The
TNSP should provide this information regardlesthefmateriality of the proposed
amount. Reporting on causes of network support fp@sagh variations between
forecast and actual payments will assist the AER:

= understand the forecasting difficulties associatéd network support payments

= understand the cost drivers and environmental ciongiimpacting on the network
operations and the need for network support

= assess the efficiency of the TNSPs actions in magdge magnitude of the
network support event, including assessing thengxtewhich such actions may or
may not be possible.

The application should include references to supmpmformation to verify the
reasons for the difference between forecast antbebsts.

3.7 Review of contractual arrangements

The AER is required to make an assessment on whigkheosts for the network
support services have been derived efficientlydrticular, it is noted

clause 6A.7.2(i)(3) of the NER requires the AERémduct an efficiency assessment
on network support pass through applications redetid positive network support
events.

Given that the AER considers network support plassigh processes should apply on
a symmetrical basis, the AER will also conduct Hitciency assessment for
applications relating to negative network suppaggthrough amounts. The AER
considers that information on the process undentékethe TNSP for establishing
network support contracts, and in some cases,nmr&@bon about the contractual
arrangements may be needed.

®  Grid Australia,Submissionp. 3.
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Submission

Grid Australia did not consider that it is necegsarreasonable for the AER to review
network support contracts with providers where saichngements have not already
been reviewed as part of a revenue determinatiocegs. Grid Australia noted that in
many cases, confidentiality arrangements exist éetvcontracting parties and the
TNSPS.YAccordineg, the AER should have regarchtodonfidentiality arrangements
in place.

AER conclusion

To assess the efficiency of a TNSP’s actions omasagement of a network support
pass through event the AER will need to understhadrrangements that govern the
provision of the network support service to the PN$his may encompass a review of
the process used to establish the contract oraxistbut also may require review of
contract terms and conditions in some cases.

The AER notes Grid Australia’s concerns regardiogficiential information, but also
notes that the AER has systems in place to hamadidential information, in
accordance with the Competition and Consumer AtD2the National Electricity Law
and the NER. The AER’s obligations regarding confidentialitydagisclosure of
information provided to it by a TNSP is discussedéction 1.3 of this guideline.

3.8 Materiality

In accordance with clause 6A.7.2 of the NER, thérAfll make a determination on

the application, regardless of the materialityh&f proposed network support pass
through amount. Unless the forecast and actualor&tsupport payments are the same,
TNSPs are expected to lodge an application foee#hpositive or a negative network
support pass through amount with respect to eaghofehe regulatory control period.

Submission

Grid Australia proposed that a one per cent mdigriareshold should be applied for
network support events. If the network support passugh amount is greater than one
per cent of the maximum allowed revenue (MAR), TNSP must seek the approval of
the AER to pass through the amount, in accordaritteclause 6A.7.2 of the NER. For
network support events less than one per centeof MSP’s MAR, the TNSP should
adjust the MAR without seeking the approval frora &ER?

AER conclusion

The AER notes that network support pass throughteage different to other pass
through events as the NER does not specify a naéitgiihreshold to apply to the pass
through amount. Therefore, in accordance with tE&®Nhe TNSP will be required to
submit an application to the AER, irrespectiveld size of the difference between the
forecast and actual payments relating to a netwopport event.

" Grid Australia,Submissionpp. 1-2.

See http://www.accc.gov.au/content/index.phteitd/846791

®  Grid Australia,Submissionp. 3.
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3.9 Under/over recovery of network support pass
through amounts from previous years

Due to the timing of network support pass througpravals and variations to
transmission revenues during a regulatory yeaetaark support pass through amount
may not be fully recovered in a regulatory yeam8d' NSPs have previously
incorporated a ‘true up’ amount in their calculagmf network support pass through
amounts. That is, the proposed pass through anmasnincluded under or over
recoveries of previous network support pass thrargbunts.

The network support pass through amount is defiméde NER as the difference
between actual and forecast network support paysmeatle by the TNSP for network
support services in a regulatory year. This de@iniloes not allow for under/over
recovery amounts arising from previous years toelbevered through the network
support pass through mechanism. Accordingly, th& Al not approve any under or
over recovery amounts from previous regulatory y@arpart of the network support
pass through amount.

3.10 Calculation of network support pass through amount

The network support pass through amount is caledlas the difference between
forecast and actual network support payments, anthdjustment to take into account
the time cost of money. In some cases, other @aBtse included in the network
support pass through amount.

3.10.1 Annual approach

The AER considers that the network support pasaitiir amount should be calculated
on an annual basis, as this approach is admimahasimple. See attachment C for a
worked example on how to calculate the network suppass through amount under an
annual approach.

3.10.2 Consumer price index

In order to calculate the network support passutincamount, the forecast network
support payments and actual payments or other sbetdd be valued in the same
dollar terms. In accordance with the control mecrarused to calculate the TNSP’s
maximum allowed revenue (MAR), the actual inflatrate should be used to index
amounts to equivalent dollar terms. The inflatioeasure to be applied is specified in
the control mechanism chapter of the TNSP’s revelatermination.

Submission

Grid Australia submitted that the method of CPladetion applied to the network
support pass through allowance should be consigtigimthe CPI escalation applied to
the MAR under the TNSP’s revenue determinatfon.

AER conclusion

When the AER approves a network support pass thraogpunt, an adjustment to the
TNSP’s MAR is required. As discussed in sectiond®.the guidelines, there are time

19 Grid Australia,Submissionp. 4.
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lags between when the network support event oqgees t), when the AER makes a
determination on the network support pass throungbuat (year t+1) and when the
pass through amount will be recovered (year t+2).

The post—tax revenue model (PTRM) is used by thR Akdetermine the expected
MAR earned by a TNSP for each regulatory year enrdgulatory control period.
Given that the forecast MAR was calculated usirgRR'RM, for consistency reasons,
the network support pass through amount shouldabedon the same dollar terms as
the PTRM. The PTRM values the forecast revenuacoé year dollar terms. Actual
network support payments are assumed to be vatuedldle of the year terms.
Therefore, to ensure that like for like comparisoas be made:

= the forecast allowance for network support paymsehtaild be indexed using CPI
to end of year dollar terms in the same year irctvitine network support event
occurred

= the actual network support expenditure should dexed by applying a half year
CPI to actual expenditure to end of year dollamte(for the year in which the
network support event occurred).

Although these adjustments may not accuratelyceftes individual circumstances of
the TNSP, the AER considers this approach is ctardisvith the approach taken in the
PTRM and is administratively simple.

Please refer to appendix C for a worked exampleamthe CPI should be applied
when calculating the network support pass througbuant.

3.10.3 Time cost of money

Clause 6A.7.2(i)(4) of the NER requires the AERake into account the time cost of
money as part of deriving the network support passugh amount. The NER requires
that the weighted average cost of capital (WACGQjsied to account for the time cost
of money.

The time cost of money is based on the principd #hdollar is worth more, the sooner
it is to be received, all other things being edudihis is because if received today, a
dollar can be invested and earn interest, makingite valuable than a dollar received
in the future. The time cost of money is effectyvah interest payment from the TNSP
to its customers on a negative network support amn@ver recovery) or an interest
payment to the TNSP from its customers on a p@&sitetwork support amount (under
recovery).

To account for the time cost of money, TNSPs ageired to apply the WACC when
determining the network support pass through am@uohe and a half year time lag is
involved with calculating the network support pg®ugh amount. If the network
support event occurs in year t, the time lags are:

= aone year time lag representing the year in wtiiemetwork support pass through
application is submitted and assessed by the AERr (1)

1 Peirson, Brown, Easton, Howard, Pindgusiness Financ&" edition (2006), p. 843.
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= a further half year lag representing the periodreltee network support pass
through amount is passed through to customerssiflicity, this is assumed to
occur in the middle of the following year (year }+2

See appendix C for a worked example of how the tiost of money should be applied
when calculating the network support pass througbuant.

3.11 Conclusion

The AER considers its approach to making a detexticin on a TNSP’s proposed
network support pass through amount is consistéhtthe NER requirements. The
AER will comply with the assessment proceduresiafatmation requirements listed
in chapter 2 to ensure sound administrative datisiaking on TNSP network support
pass through applications.

14



A.

NER requirements

6A.7.2 Network support pass through

(@)

(b)

(©)

(d)

()

(f)

(9)

This clause applies where a network supponttemecurs with respect to a regulatory
year (‘the previous regulatory year").

If a network support event occurs, a Transmisdletwork Service Provider must
seek a determination by the AER to pass throudhrdosmission Network Users a
network support pass through amount.

Where a Transmission Network Service Provideks a determination as referred to
in paragraph (b), the provider must, within 60 hass days of the end of the previous
regulatory year, submit to the AER a written statathwhich specifies:

Q) the details of the network support event inglgdvhether the event was a
negative network support event or a positive nekvempport event;

(2 the amount that the provider proposes shoulpassed through to
Transmission Network Users in the regulatory ye#ofing the previous
regulatory year as a result of the network suppeent;

3) evidence:

0] of the actual increase in the amount of netwsargport payments,
including certification by an independent and ajppiately
qualified expert; and

(ii) that such amounts occur solely as a consequehthe positive
network support event; and

4) such other information as may be required pmsto the information
guidelines in force under clause 6A.17.2.

If the AER determines that a positive netwankgort event has occurred in respect of
a statement under paragraph (c), the AER mustrdaterthe network support pass
through amount, taking into account the mattersrreti to in paragraph (i).

If the AER does not make the determinationrreteto in paragraph (d) within 60
business days from the date it receives the Trazssom Network Service Provider’s
statement and accompanying evidence under paragppghen, on the expiry of that
period, the AER is taken to have determined thaiatimount as proposed in the
provider's statement under paragraph (c) is thear&tsupport pass through amount.

If a negative network support event occurs (thkbe or not the occurrence of that
event is notified by the provider to the AER ungaragraph (c)) and the AER
determines to impose a requirement on the Trangmidéetwork Service Provider in
relation to that negative network support everd, AlER must determine the network
support pass through amount taking into accounirthiéers referred to in paragraph

0.

A Transmission Network Service Provider mustvide the AER with such
information as the AER requires for the purposenaking a determination under
paragraph (f) within the time specified by the ABRa notice provided to the
provider by the AER for that purpose.
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Consultation

(h) Before making a determination under paragraptox (f), the AER may consult with
the relevant Transmission Network Service Provatet such other persons as the
AER considers appropriate, on any matters arisirtigobthe relevant network support
event as the AER considers appropriate.

Relevant factors
(i) In making a determination under paragraph (df) the AER must take into account:

(1) the matters and proposals set out in any sttegiven to the AER by the
Transmission Network Service Provider under paizy(a);

(2) inthe case of a positive network support eviret increase in costs in the
provision of prescribed transmission services thatprovider has incurred in
the preceding regulatory year as a result of theitipe network support event;

(3) inthe case of a positive network support eviht efficiency of the provider's
decisions and actions in relation to the risk ef évent, including whether the
provider has failed to take any action that coelasonably be taken to reduce
the magnitude of the positive network support ewerat whether the provider
has taken or omitted to take any action where sgtibn or omission has
increased the magnitude of the amount in respettiabfevent;

(4) the time cost of money based on the weightedame cost of capital for the
provider for the relevant regulatory control period

(5) the need to ensure that the provider only recoany actual increment in costs
under this paragraph (i) to the extent that sucteiment is solely as a
consequence of a network support event; and

(6) any other factors the AER considers relevant.
Relevant NER definitions

positive network support event

A network support event which entails a Transmis$ietwork Service
Provider making higher network support paymenthépreceding regulatory
year than the amount of network support paymehemgj) that is provided for
in the annual building block revenue requirementtfie provider for that
regulatory year.

negative network support event

A network support event which entails a Transmis$ietwork Service
Provider making lower network support paymentsimpreceding regulatory
year than the amount of network support paymehtngj) that is provided for
in the annual building block revenue requirementtiie provider for that
regulatory year.

network support event

(@) If, at the end of a regulatory year of a retpurlacontrol period, the
amount of network support payments made by a Tresssom Network
Service Provider for that previous regulatory yisdrigher or lower than
the amount of network support payments (if any) tharovided for in
the annual building block revenue requirement fier Transmission
Network Service Provider for that regulatory yehrs constitutes a
network support event.
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(b)

In calculating the amount for the purposes néwork support event
referred to in paragraph (a), the amount of netvgoiiport payments
made by a Transmission Network Service Providertmosinclude an
amount of network support payments that are a sgutesfor a network
augmentation where an allowance for capital exgarelin relation to
that network augmentation has been provided ftinérrevenue

determination.

network support pass through amount
The amount that should be passed through to Trasgmi Network Users in
the regulatory year following the preceding reguigtyear, in respect of a
network support event for a Transmission Netwoni8e Provider.

network support payment
A payment by a Transmission Network Service Pravide

@)

(b)

any Generator providing network support sesviceaccordance with
clause 5.6.2; or

any other person providing a network suppantise that is an
alternative to network augmentation.
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B. Information requirements

This section sets out information which shouldrEuded by a TNSP in its network
support pass through application. Table 1 show® dgoma which a TNSP should
follow when preparing a network support pass thihoagplication. This pro forma
captures the information needed by the AER forpilmposes of making a
determination on the application.

Table 1: TNSP network support pass through application information requirements

For theyear ended 30 June XX:

(1) Network support payment allowance ($m)*

(2) Actual network support expenditure ($m)

(3) Network support pass through amount ($m), iticig time cost of money calculations
(4) Reasons for variation

(5) Verification of actual network support expendé# (audited regulatory accounts)

(6) Date network support pass through applicassubmitted to AER

(7) In some cases, details on contractual arrangeme

(8) In some cases, details on the TNSP’s decidtmatanay have effected the magnitude of the
network support event

* As provided for in the TNSP’s revenue determioati
Definitions
1. Network support payment allowance

The network support payment allowance is the amprottided for in the TNSP’s
revenue determination. The network support payrakoivance is set in end of year
dollar terms at the time the determination was madeordingly the network support
allowance needs to be converted to dollar terntkarregulatory year in which the
network support event occurred, to allow comparisih the actual payments. The
CPI adjustment involves indexing the network supptlowance to end of year dollar
terms for the year in which the network supportreéaecurred.

2. Actual network support expenditure

Actual network support expenditure is the totalrpawpts to the network support
provider (or providers) for network support sergickiring the relevant regulatory year.
The TNSP should index the value of the actual pays@vhich is initially valued in
middle of the year dollar terms), by half a yean®ation indexation to end of year
dollar terms. This is to ensure the network supalioivance and actual network
support expenditure can be compared on a likaKerdasis.

18



3. Network support pass through amount

The network support pass through amount is thermdiffce between the network
support allowance and the actual network suppgréediture, taking into account any
other costs and the time cost of money. The AERtalke into account the time cost of
money over a period of 1.5 years.

4-8 Other information

The TNSPs are expected to provide qualitative médion in support of their
application as discussed in chapter 2 of the guneel
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C. Worked example

The attached spreadsheet shows a worked examplevwoto calculate the network
support pass through amount. The AER recommendd N@&Ps should calculate the
proposed network support pass through amount based annual approach.

Assume the following hypothetical event:

2009-10 Negative network support pass through geast recovery)

Suppose a TNSP has over recovered network supgyrients from customers during
a financial year. Accordingly, it seeks a deterriiorafrom the AER on a proposed
negative network support pass through amount. ™M&F's revenue determination has
approved a network support payment of $60 mill®2007-08) in the 2009-10
regulatory year. The TNSP has made actual netwgrgat payments of $50 million

to the network support service provider in 2009-A€sume that the revenue
determination for the TNSP allowed a nominal vanWACC of 10 per cent per
annum.

The calculations show a negative network suppas plarough amount of
$14.47 million ($2009-10) will be passed througlttistomers.
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