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Foreword

The ACCC/AER has been collecting information froemsmission network service
providers (TNSPs) and reporting on their finaneiadl operational performance since
2002-03. The 2008-09 report is therefore the sévpatformance report on the
electricity transmission sector to be releasedcheyAER. The AER considers that this
monitoring program provides transparency to staldse regarding the financial and
operational performance of transmission businessié®e National Electricity Market
(NEM).

The transparency provided by this monitoring pragia an important component of
the AER'’s regulatory role because it provides infation for stakeholders and
interested parties on how TNSPs are performingmparison to performance targets
and it facilitates informed public input into th&R’s decision making, ensuring
accountability for performance outcomes.

The AER is looking at extending this monitoring gram to also cover electricity
distribution businesses in future.

TNSPs are required to submit certified annual foi@rstatements to the AER in
accordance with the AER’s information guidelineBeTuidelines contain
information templates which provide the source datahis report.

The TNSPs covered in this report are DirectlinkedilaNet, EnergyAustralia,
Murraylink, Powerlink, SP AusNet, Transend, Trarid@nd AEMO? The report
provides revenue, profit, expenditure and serviaedards information on each TNSP
for the 2008-09 financial year. This data reflectontinuation of trends established
in previous reports:

= capital expenditure — continued to trend upwardsyarily reflecting the
continuation of investments by TNSPs to upgraderapthce ageing networks to
meet network performance requirements. Total cbe@ijaenditure over the past
five years has exceeded $5 billion, and was 4.Z@er lower than forecast for the
2008-09 financial year.

= value of networks — reflecting this continued inwesnt in infrastructure, the
aggregate value of the TNSPs’ regulatory assetsstamds at $14.1 billion.

= operating and maintenance expenditure — standgeat$@.0 billion during the
past five years. The operating results also shaivttie sector remains financially
healthy.

= service standards — almost all TNSPs continue ¢eexkthe reliability standards
specified in their revenue determinations, witheimitve payments totalling
$5.6 million for the 2009 calendar year.

= profitability — since 2002-03 TNSPs have experiehaetable return on assets of
between 7.4 to 7.9 per ceagrnings before interest and tax on prescribedcesv
increased to $1.1 billion in 2008-09 and over thstfive years have exceeded

References to AEMO as a TNSP in this report dres@ AEMO taking over the former role of the
Victorian Transmission Planner, VENCORP.
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$4.3 billion. Net profit after tax of TNSPs increasto $388.7 million in 2008-09
and over the past five years has exceeded $liérbibDividends by TNSPs
increased to $406.6 million in 2008-09 and overpast five years have exceeded
$1.2 billion.

= equity — total equity of TNSPs continued to inceeasd now exceeds $6 billion.

Feedback

| hope that this report will provide interestedtjes with information to enable
critical evaluation of TNSPs’ performance undeiirtlegisting revenue
determinations. | encourage you to read this requadtprovide feedback to the AER.

Andrew Reeves
Chairman
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Summary

The objective of this report is to review the pemiance of TNSPs regulated by the
AER and provide stakeholders with access to contipardata on the financial
performance of TNSPs, including comparisons withftirecasts incorporated in the
regulatory revenue determination decisions.

Information regarding the following TNSPs is inchatin this report:
= ElectraNet
= EnergyAustralia

=  Powerlink

= SP AusNet
= Transend

* TransGrid
= AEMO

=  Murraylink
= Directlink.

Transmission network services providers includimgriconnectors Murraylink and
Directlink regulated by the AER are required tojide certified annual statements
containing details of their financial performangais information is submitted in
accordance with the AER’s information guidelinebe$e businesses are also required
to submit service quality information in accordamgth the AER’s service standards
guidelines.

This report is structured as follows:

= Chapter 1 overviews the AER’s methodology for sgttievenue determinations
and its information gathering functions under tHeR\

= Chapter 2 describes the physical characteristiead TNSP’s network.
= Chapter 3 provides details of each TNSPs’ maximliowad revenue.

= Chapter 4 sets out the industry’s overall perforceaaind each TNSP’s financial
performance.

= Chapters 5 and 6 overview capital expenditure (Caged operating expenditure
(opex) including information on variations betwesatual expenditure and that
forecast in the TNSPs’ revenue determinations.

= Chapter 7 sets out information on service standamdthe TNSPs.




Transmission determinations outcomes

Table A compares the actual revenue and expenditioemes against the forecast
maximum allowed revenue (MAR), which mainly refecipex and returns on the
regulatory asset base (including capex allowaricethle TNSPs’ transmission
determinations. The summary figures are preseotpdovide an overall view of the
average variations from forecast amounts. Howedkerputcomes for individual
TNSPs may differ markedly from the average duédéoinfluence of regional factors,
and should be assessed in that context. In addttiese individual variations do not
necessarily raise regulatory concerns provided tlzeyot constitute systemic under
or over-spending, and should be examined overulhéve year period of the
revenue determination for each TNSP before anylasions are drawn.

Table A: TNSPs’ transmission determinations outcomes, 2008-0 9

Actual Forecast Difference
$m $m $m %
Revenue* 2,077.0 2,069.7 7.3 0.5
Capex* 1,597.9 1,668.5 -70.6 -4.2
Opex** 467.9 455.9 12.0 2.6

Source: 2008-09 Regulatory Accounts and the ACQER's transmission determinations.
*Aggregate figures exclude AEMO. Forecast revenoeschot include network support pass through
and service standard incentives schemes.

**Excludes grid support.

Figures A, B and C illustrate the TNSPs’ aggregateal capex and opex (in nominal
terms) against the forecasts contained in thegmeg determinations.

Figure A: Aggregate actual and forecast capex, Figure A shows that over the

2001-02 to 2008-09 past five years aggregate
1800 - $m actual capex has exceeded
1600 4 o $5.0 billion because TNSPs

have upgraded and extend
1400 - their networks to meet
1200 - demand and reliability
1000 1 requirements. Actual
800 1 aggregate capex was
4.2 per cent lower than
600 -

forecast capex for the
400 - 2008-09 financial year.
200 4 ﬂ Actual capex was 12 per cent

0 higher than the previous

financial year. Each TNSP’s
2001/022002/032003/042004/052005/062006/072007/082008/09  ~,ntribution to the overall

=3 Actual Capex ($m)  —e— Forecast capex ($m) difference is discussed in
chapter 5.
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Figure B: Aggregate actual and forecast opex,
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Figure C: Aggregate Return on Assets, 2002-03 to 2008-09
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Figure D: Dividends, 2001-02 to 2008-09
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Figure B shows that aggregate
actual opex was 2.6 cent
higher than forecast in
2008-09. Actual opex was

also 8.4 per cent higher than
the previous financial year.

Figure C shows that in
aggregate TNSP’s have
experienced stable return on
assets since 2002-03 of
between 7.4 and 7.9 per cent.
The aggregate return on assets
is calculated by dividing
aggregate earnings before
interest and tax over

aggregate RAB.

Figure D shows dividends
paid out by TNSPs (excluding
the interconnectors, Electranet
and AMEO). In general, the
dividends paid out by TNSPs
have been increasing over
time, and are currently a high
proportion of NPAT. In
2008-09, EnergyAustraffa
Powerlink and SP Aus Net
increased the total amount of
dividends paid to
shareholders. SP Aus Net has
been significantly increasing
the total amount of dividends
paid to its shareholder over
the last three years, reaching
$144.4 million in 2008-08.

EnergyAustralia stated that its transmission dindl&s an allocation from consolidated entities
of EnergyAustralia and may not be comparable awee.t
SP AusNet commented that in the 2008/09 year at¢cmustandard AASB 2008-7 was adopted
by SP AusNet which provided greater flexibilitythre ability to pay dividends. Hence a larger

dividend could and was paid of $144.4M.




Table B compares the TNSPs’ capex and opex ascargage of their regulatory
asset base (RAB). The data demonstrates that exypends a percentage of RAB
varied amongst the TNSPs, particularly the capga.réhese variances may be
explained by key drivers of expenditure such ad lgrawth and the ageing of assets
which can vary significantly among individual TNSH#e differences in the network
characteristicsof individual TNSPs is discussed in further deiaithapter 2.

Table B: TNSP expenditure as a proportion of average RAB 200  8-09

Average RAB Opex/Average RAB  Capex/Average RAB

($m) Ratio* (%) Ratio** (%)
ElectraNet 1,298.2 3.9 7.9
EnergyAustralia 753.7 4.6 12.9
Powerlink 4,201.1 3.0 16.0
SP AusNet 2,106.2 34 4.3
Transend 845.1 5.1 7.8
TransGrid 3976.4 3.1 14.3
Murraylink 95.0 3.8 -
Directlink 104.0 2.1 -

*Opex/Ave RAB Ratios for ElectraNet, Powerlink ahchnsend exclude grid support. Opex/Ave RAB
ratio for SP AusNet does not include network plagnivhich is undertaken in Victoria by AEMO.
**Due to the regulatory arrangements in Victori& SusNet’'s capex does not include network
augmentation. AEMO does not have a RAB as it doé®wn transmission assets. Murraylink and
Directlink do not have a capex allowance as patheir revenue determination.

A detailed summary of each TNSP’s performance arah€ial outcomes for the
2008-09 financial year can be found in Appendix A.

Service standards performance

The service performance regime is aimed at deteiifdSPs from cutting costs at the
expense of service performance. The service stdadpidelines are forward-looking
and use targets based on historical performanadbaschmark to compare future
performance by a TNSP within a regulatory contexiq@d. Following the
measurement of performance against establisheetsamy TNSP’s MAR can be
adjusted by the prescribed amount. Therefore,géhace standard guidelines provide
TNSPs with a financial incentive to improve serviegformance and financial
penalties for deterioration in service performandeese financial incentives and
penalties affect the TNSP’s annual revenue caliomat

4 It should be noted that for EnergyAustralia, thidy relates to its transmission assets which
accounts for a small percentage of its total dsase.




Table C shows the financial incentive based ongoer&nce outcomes for each
relevant TNSP for the 2004-2009 calendar years.

Table C: Financial incentives/penalties for 2004 — 2009, $ million

2004 2005 2006 2007 2008 2009

calendar calendar calendar calendar calendar calendar

year year year year year year

Directlink - - 0.2) (0.2) (0.2) (0.2)
ElectraNet 1.0 1.2 1.0 0.5 0.2) 1.4
EnergyAustralia 0.5 0.6 0.4 (0.2) 0.9 0.3
Murraylink (0.1) (0.0) 0.0 (0.0) 0.1 0.1
Powerlink - - - 2.2 3.0 1.1
SP AusNet * 0.6 0.2 (0.5) 0.2 2.9 2.4
Transend 0.6 0.2 0.1 0.7 1.2 0.7
TransGrid 2.0 3.1 3.0. 0.6 1.7 (0.3)

Financial incentives are capped at.® per cent of each TNSP’s MAR for that year. &mmple, an
s-factor of 0.50 would result in a financial indgatof 0.5 per cent of the TNSP’s MAR, or half bét
potential maximum financial incentive available anthe service standards performance incentive
scheme.

*SP AusNet’s financial incentive in its previougtatory control period was capped at + 0.5 pet cen
of its MAR. In 2008, SP AusNet transitioned intaew regulatory period, and its financial incentive
now capped at +1.0 per cent.

A detailed summary of each TNSPs performance owtdomthe 2008 and 2009
calendar years can be found in Chapter 7. TNSPmeaince reports for 2004 — 2009
(for participating TNSPs) can be found on the AER&bsIte (vww.aer.gov.aj




1 Introduction

1.1 Scope of the report

The TNSP performance report provides stakeholdetsrderested parties with
information and comparative data on financial apdrational performance of
TNSPs. In particular, the report details overaddficial performance, capex and opex
outcomes and service standards performance. A atsopaof the financial and
operational performance levels achieved by TNSPs mllow for basic differences
between networks such as diverse geographicalrmntamental factors.

The AER’s objective in monitoring and publishing therformance of TNSPs is to
increase the accountability for performance throgigater transparency. In
particular, the AER’s performance report aims to:

= facilitate informed public input into future deasis by the AER
= allow public scrutiny of performance against revedeterminations

» increase transparency of the regulatory processhendutcomes that are
generated.

1.2 Priorities and objectives of performance reporting

In March 2009, the AER published its statementpgiraach to the priorities and
objectives of electricity transmission network seevprovider performance reports.
The AER considers that the appropriate objectimgaublishing network performance
reports are to provide transparency, and maintsountability to provide an
incentive to increase performance.

1.2.1 Provide transparency

The performance reporting of TNSPs promotes traesggg and understanding of the
AER’s decisions, the TNSP’s investment and expenglitiecisions.

Without transparent reporting of the outcomes efrégulatory process, it is difficult
to discern whether the national electricity objeetin the NEL, of efficient
investment in and efficient operation of electy@ystems is being achieved.
Information on the price, quality, reliability asécurity of supply of electricity
allows customers and other stakeholders to havaimgfal input into the regulatory
process.

1.2.2 Maintain accountability to provide an incentive to increase
performance

The public reporting of performance informationreases the accountability of
TNSPs to customers and other market participantdhér performance.

® AER, Priorities and objectives of electricity transisitsn network service provider performance

reports, Statement of Approadiarch 2009.




Accountability will help to ensure that the overgdlals of the network businesses are
in line with the national electricity objective. iEhwill provide TNSPs with an
incentive to increase their service performancdenniaintaining efficient investment
levels in their networks.

1.3 Priorities of TNSP performance reporting

In order to achieve these objectives the priortieSNSP performance reporting are
to:

= report on service performance

= report on compliance with the TNSP’s approved atletation methodology
(CAM)

= report the profitability of TNSPs

= report on performance against and compliance \e¥kmue determinations in a
format that allows for comparison between differj@nisdictions and regulatory
control periods

= report information in a format that can be utilisedfuture revenue
determinations, to reduce information asymmetry ma#te the revenue reset
process more streamlined

= assess whether the national electricity objecBveeing achieved.

1.4 Sources of information
The report draws upon information from the follog/isources:

= annual regulatory financial statements and sestaedards performance data
provided by the TNSPs in accordance with the AERiBsmission information
guidelines

= revenue proposals made by the TNSPs
= annual statutory reports and reviews publishechbyTNSPs

= current revenue determinations made by the AER jfaedously by the ACCC).

1.5 The AER’s role

The AER is responsible for the economic regulatbnetworks as well as
compliance monitoring, reporting and enforcemerthenNEM. In carrying out these
functions, the AER collects a wide range of requiatfinancial and operational
information from TNSPs annually. This is done faraaiety of reasons, including:

= monitoring compliance with revenue determinations

» identifying cross-subsidisation of costs betweenrtdgulated and unregulated
parts of the TNSP’s business




= using the information as an input for setting fetuevenue determinations

= monitoring performance against the service targefiopmance incentive scheme
(STPIS)

= assessing whether the national electricity objeasweing achieved through
regulation and the revenue determination in paercu

1.6 Collection of data under the information guidelines

TNSPs are required to submit certified annual foi@rstatements to the AER in
accordance with the AER'’s information guidelifiéEhe guidelines contain
information templates which provide the source datahis report.

The types of information collected may be categuatias:

» Financial information — mainly sourced from the TNSincome statement and
balance sheet prepared in accordance with thearel@ccounting standards. This
information is presented in chapter 4 and appeAdix this performance report
and has been submitted by TNSPs in accordancalhatAER’s guidelines.

While the AER’s PTRM will provide much of the onggidata for assessing
compliance and for future revenue determinatidms,ibformation is useful in
providing a general guide for assessing progressthireving the national
electricity objective between regulatory reviewsd adentifying areas of interest
that may need to be explored during upcoming resefaiermination processes.

= Revenue determination related information — aatesaénue, opex and capex
outcomes are gathered and compared to the undgflyiecasts contained in the
TNSP’s revenue determination (adjusted for actil) @ade by the
ACCC/AER. This information is presented in chapt&rs and 6 of the report.
TNSPs are able to comment on the reasons for amneas between actual and
forecast figures.

This information should be read as a whole and wdwenbined with the service
standards data in the report, is intended to ptesenverall picture of the TNSPs’
performance.

1.7 Presentation of data

The following points should be taken into accouhtew considering the data
presented in this report:

= Capex - there are two alternatives under whichxapéa may be reported by
TNSPs:

= 0on an as-commissioned basis: the expenditure isepotted until the project
is completed or commissioned (i.e. in operation) or

®  AER, Electricity transmission network service providénformation Guidelines-
September 2007.




= 0On an as-incurred basis: the expenditure is repamea progressive basis as it
is made or incurred by the TNSP.

Opex — some TNSPs’ opex allowances include an atrfounetwork or grid
support. Grid support figures are shown separditeiy opex in the report as it is
essentially a substitute for capex and volatileature. This treatment ensures
comparability of TNSPs’ opex outcomes.

Forecast figures — throughout the report, wheredast figures are compared with
actual outcomes (eg. revenue, capex, opex), farégases have been taken from
final ACCC/AER decisions and adjusted for Marchrierd CPI figures for the
later year of the relevant period.

Regulatory framework — there have been changescemt years to the regulatory
framework under which TNSPs’ revenue determinatamesset. For example, the
ex ante approach to determining capex allowancesntaduced in the ACCC’s
Statement of Regulatory Principles (SRP) (rele@stember 2004 and adopted
by the AER in 2005). This approach has since beendlised in chapter 6A of
the National Electricity Rules (NER).

The calculations that appear in this report, sictha financial indicators and
operating ratios detailed in chapter 4, are madin®yAER and not TNSPs. The
AER uses data provided by the TNSPs in the caionisit

1.8 Comments from interested parties

Comments from interested parties regarding thisentegre welcomed and can be
submitted via email to AERinquiry@aer.gov.au, omigil to:

Chris Pattas

General Manager

Network Regulation South
Australian Energy Regulator
GPO Box 520

Melbourne Victoria 3001

7

With the exception of figures for SP AusNet andrisend which are calculated using the
December quarter.




2 Network characteristics

2.1 The National Electricity Market

The national electricity market (NEM) extends fr@ueensland to South Australia
connecting the intervening states and territonetuding Tasmania. The NEM
includes a number of cross-jurisdictional intercectors, including Basslink, a 290
kilometres undersea cable which connects the Taamand Victorian networks.
The AER regulates two interconnectors: Murraylwkijch connects the Victorian
and South Australian networks, and Directlink, ihéonnects the Queensland and
New South Wales (NSW) networks.

On 1 July 2009, the Australian Energy Market Oper@AEMO) became responsible
for managing and operating the NEM in accordandk thie National Electricity
Rules. In particular, it manages the spot markdtteansmission elements of the
physical power system to ensure that electricippbpand demand are balanced in
each of the NEM’s five regions. Previously, theibiaél Electricity Market
Management Company (NEMMCO) undertook these roles.

In most jurisdictions the network owner plans apdrates the high voltage
transmission system. Independent bodies have pydahning role in South
Australia and Victoria. In South Australia, the &hecity Supply Industry Planning
Council (ESIPC) has assisted in planning elecyrisitpply, by making
recommendations to the South Australian Governmedithe Essential Services
Commission of South Australia (ESCOSA). In VictoNENCorp has planned the
transmission network and been responsible for timgnetwork augmentations.
These roles were transferred from ESIPC and VEN@oAEMO on 1 July 2009.

In addition to undertaking these existing functiohEMO will undertake the role of
National Transmission Planner, and will publish Haional Transmission Network
Development Plan (NTNDP) annually. The NTNDP wal jpublished for the first

time in 2010 and will outline the long-term, efait development of the national
power system with a focus on national transmisimm paths. While the NTNDP
does not bind network business to specific investrdecisions, it is expected to
influence network planning. Aside from its new ®la electricity, AEMO acquired
VENCorp’s previous role as system operator andram the Victorian gas market.
It also became the gas market operator in oth&digtions, replacing the Gas Market
Company and the Retail Energy Market Company.
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Chart 1: Electricity networks in the NEM
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Summary of statistics

The following table provides a summary of the ké&ySP network statistics. Detailed
analysis and discussion follows throughout thioorep

Table 2.1: Key TNSP statistics

2003-04 2004-05 2005-06 2006-07 2007-08 2008-09

Regulatory asset base — closing ($ nominal m)

ElectraNe 861.6 893.8 989.3 1,075.4 1,196.6 1,399.7
EneragvAustrali 615.5 646.4 609.3 624.8 714.4 792.9
Powerlink 2,683.9 2,840.9 3,070.3 3,258.8 3,903.7 4,498.2
SP AusNe 1,841.2 11,8804 1,959.1 2,032.4 2,075.1 2,137.2
Transen 615.8 644.4 689.8 768.1 807.7 882.4
T 2,726.6 3,103.9 3,2288 3,397.9 3,735.3 4,217.5
Murraviink - 100.1 97.9 102.5 102.5 102.1
ek - - - 110.3 106.7 101.3
Revenue — PS actual ($nominal m)

ElectraNe 156.5 163.9 170.4 179.1 186.8 230.5
EneravAustrali 77.3 91.3 99.0 107.6 115.9 129.5
Powerlink 383.7 416.2 466.0 510.5 536.8 604.4
SP AusNe 271.5 281.2 291.3 302.0 313.2 377.8
Transen 85.9 108.0 115.0 123.3 130.1 144.2
e 407.8 435.3 459.5 486.5 520.4 570.6
Murraviink - 12.4 12.7 12.7 13.0 206°0
ek - - - 12.0 12.1 18.5%
Line lenath (km)

ElectraNe 5.57¢ 5.667 5,611 5.67¢ 5.62( 5,58¢
EneravAustrali 6620 662 821 821 88t 88t
Powerlink 11,51¢  11,90:  11,93¢ 12,13: 12,67  1310¢€
SP AusNEe 6,557 6,557 6,557 6,557 6,557 6,557
Transen 3,537 3,58( 3,58( 3,64¢ 3,65( 3,65C
TransGric 12.44¢  12.48:  12.48(  12.48¢ 12442  12.44E
Murravlink 18C 18C 18C 18C 18C 18C
Directlink - - - 63 63 63
Maximum demand (MW)

ElectraNe 2,607 2.,65¢ 2,93¢ 2,93¢ 3,172 3,397
EnerayAustrali 5,16¢ 5,382 5,46( 5,48¢ 5,68: 5,91€
Powerlink 7.93¢ 8,232 8,29t 8,58¢ 8,08: 8,677
SP Auslet 8,572 8,53t 8,73( 9,06 9,85( 10,44¢€
Transen 1,691 1.78( 2.08¢ 2.41¢F 2.33C 2.23¢
TransGri 12,476 13.12¢ 13.29: 13.45¢ 12,95¢ 14,274
Murravlink 22C 22C 22C 22C 22C 22C
Directlink - - - 18C 18C 18C
Electricity transmitted

ElectraNe 12,336 12,137 12,857 13,381 13,734 13,327
EnerqvAustrali 30,483 30,713 31,669 31,947 32,007 32,289
Powerlink 45,625 46,170 47,734 47,750 48,576 49,104
SP AusNe 45,006 45,467 50,267 51,821 51,927 51,877
Transen 10,187 10,730 10,945 11,565 11,298 11,031
TransGric 69,736 69,338 72,383 78,226 76,359 75,744

(@ Murraylink and Directlink’s 2008-09 accounts coagr 18 month period.
(b) Estimate.
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Figure 2.3 plots each TNSP’s maximum demand (in PO's) against line length
(km) and shows a positive correlation betweenwweefactors. Figure 2.3 perhaps
reflects the need for a greater number of energycss to provide electricity to larger
loads. These energy sources may be located ovgerdalistances from load centres.

Peak load density is generally around one for th® eight TNSPs. AER analysis
indicates that this trend has remained relativelystant since 2004-05.
EnergyAustralia’s high capacity relative to linadgh reflects its relatively small
transmission network, which operates in parallé¢hwiransGrid’s transmission
network and provides transmission services to @resely populated area of Sydney
as well as the central coast and Newcastle.

Figure 2.3: Relationship between required network capacity and network length
2008-09
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Figure 2.4 plots network utilisation using eledtsicransmitted (GWh) as a
proportion of average RAB ($ million) against netlwsize using average RAB for
the TNSPs in the NEM (minus the two interconnegtdtgcept EnergyAustralia
whose transmission network operates in paralldl WransGrid’s network as
previously discussed, electricity transmitted asaportion of average RAB appears
to be in a range centred around 20GWh/$m RAB a fairly stable trend reduction
in the GWh electricity transmitted/average RABaaiver time.
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Figure 2.4: Relationship between network utilisation and networ k size 2002-03 to
2008-09
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2.2 The Transmission Network Service Providers

2.2.1 ElectraNet (South Australia)

ElectraNet is owned by a consortium of three pawaitities and Powerlink
Queensland. It owns, operates and manages the Sosittalian electricity
transmission network. ElectraNet’s network spansentiban 1000 kilometres, from
the Victorian border near Mount Gambier to Portdaim on the Eyre Peninsula.
ElectraNet operates radial extensions of over 2@0netres each from the main
network to Leigh Creek, the Yorke Peninsula and Wexa. It connects major
generation sources at Port Augusta, Torrens Isdaddthe eastern states via the
Heywood and Murraylink interconnectors. Additiogaineration sources are
connected in the south east of the state and oBytteeand Yorke Peninsulas. Wind
energy is a growing source of generation in Soutktralia. ElectraNet’s network
also connects to ETSA Utilities’ distribution busss and 8 directly connected
industrial customers.

ElectraNet operates 5,589 circuit kilometres ofisraission lines and cables, with
nominal voltages of 275 kV, 132 kV and 66 kV. Fertht operates and maintains 79
substations and switchyards. Transmission frormthm network to country areas of
South Australia is via long radial 132 kV lines.tWapproximately 35 per cent of its
transmission assets being 40-60 years old, Eleetrbfks one of the oldest networks
in Australia®

8 ElectraNetElectraNet transmission network revenue proposabkime 1, 1 July 2008 to

30 June 201331 May 2007, p.5.
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The South Australian transmission network is charésed by long distances, a low
energy density and a small customer base compatkatlier states. The demand
profile is high mainly due to air conditioning loaster summer period.

2.2.2 EnergyAustralia (New South Wales)

EnergyAustralia is a NSW government owned corporatit owns, and operates an
electricity distribution network that covers anarg 22,275 square kilometresnd
extends from Waterfall in Sydney’s south to nortiNewcastle and extends in a
north westerly direction to Scone and Barry. Enfxggtralia’s network also contains
a small proportion of high voltage transmissioregssvithin parts of the Sydney,
Central Coast and Newcastle areas (EnergyAustypkaates 885 circuit km of
transmission lines and cables with nominal voltagfek32 kV and 66 kV).
EnergyAustralia’s transmission network is jointhapned with TransGrid and is
operated in parallel and in support of the Trand@ansmission network.

EnergyAustralia’s total company assets exceed Bi8iOn and total revenues exceed
$3.3 billion® Within these totals, EnergyAustralia reportedasicig RAB for
transmission assets of $792.9 million and reguledg@dnues from transmission
services of $129.5 million for the financial ye®&08-09. For 2009-14 the transitional
Rules applying to EnergyAustralia deem EnergyAlisisatransmission assets to be
part of a distribution network for the purposelod AER's distribution determination
for EnergyAustralia. For other purposes, such asng, these assets are still
transmission assets.

2.2.3 Powerlink (Queensland)

Powerlink is a Queensland government owned corjporat owns, develops,
operates and maintains the Queensland electrraigmission network. Powerlink’s
$5.2 billion transmission network spans more thai®Q kilometres, from Cairns in
far north Queensland to the NSW border in the sbuithconnects to 22 customers
comprising generators, distribution businessesngnrily Ergon Energy and Energex,
but also Country Energy in northern NSW) and diyeconnected major loads.
Powerlink’s network connects to the rest of the Nl the Queensland — NSW
interconnector and the Directlink interconnector.

Powerlink operates 13,106 circuit km of transmisdines and cables (the highest
among the TNSPs in the NEM), with nominal voltagé830 kV, 275 kV, 132 kV,
110 kV and 66 kV. Further, it operates and mairgtdid9 substations which include
175 transformers comprising of 29,402 MVAr of ingd capacity throughout
Queensland. Powerlink also operates 1,127 circadkers, 90 capacitor banks, 24
shunt reactors and 18 static Var compensafors.

The Queensland transmission network is charactebgdéong distances. Queensland
is one of the most decentralised states in the N\ electricity networks servicing

°  EnergyAustralia2008-09 Network performance repadtl October 2009, p.2.
10 EnergyAustraliaAnnual report 2008-0931 October 2009, p.4.

1 powerlink,Annual report 2008-0%.4.

12 powerlink,Annual report 2008-09.6.

13 powerlink,Annual report 2008-09.130.
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low load density cities, towns and industrial ar€dBue to the constant hot and
humid summer climate in Queensland, peak summeadémonditions occurs for
the entire summer period (November — March) andusttfor a few days as occurs in
the southern states.

As shown in table 2.1, Powerlink had the highesBR#5,012 million) and highest
revenue ($604.4 million) of all TNSPs in the NEM2@08-09.

2.2.4 SP AusNet (Victoria)

SP AusNet is Victoria’s largest utility companyppiding electricity transmission,
gas distribution and electricity distribution sees. SP AusNet is publicly listed on
the Australian and Singapore Stock Exchanges. forgaPower International Pte
Ltd, a wholly-owned subsidiary of Singapore Povesyns a 51 per cent interest in
SP AusNet. Public investors own the remaining 49cpet.

SP AusNet’s network is built around a 500 kV backdounning from the major
generating source in the Latrobe Valley, throughidderne and across the southern
part of the state to Heywood near the South Auatrddorder. The network provides
key physical links in the NEM, connecting with netks in South Australia, NSW
and Tasmania. The network consists of 6,553 kiloesatf cable, running at voltages
of 500kV, 330kV, 275kV, 220kV and 66kV.

In 2008-09, SP AusNet had a maximum demand of BOMM/ and transmitted
51,877 GWh. These figures are the second highdseiNEM.

2.2.5 AEMO (Victoria)

As noted earlier, AEMO subsumed the functions oN©rp from 1 July 2009.
VENCorp was a government-owned entity that plararediapproved connections to
the Victorian high voltage electricity transmissgystem, and directed augmentations
to the shared transmission network. While VENCogs Weemed to be a TNSP under
the NER, it did not own the network assets itsSHiiese assets were predominantly
owned and operated by SP AusNet.

From 1 July 2009 the AER will no longer regulateNEorp’s (or AEMQO’S)
revenues as set out in NER schedule 6A.4.2.

2.2.6 Transend (Tasmania)

Transend is a public corporation that owns andaipsrthe electricity transmission
system in Tasmania. It owns 47 substations anditgtswg stations operating at
voltages of 220 kV and 110 k¥.A backbone network operating predominantly at
220 kV connects generators to major load centnetyding major industrials, while a
network operating predominantly at 110 kV connesiagators to regional centrés.
Transend’s transmission system also includes suisitnission assets that operate at

14 powerlink,Queensland transmission network revenue proposahéperiod 1 July 2007 to

30 June 2012p.8.

Transend, 2009 Annual Report, p. 3.

TransendJTransend transmission revenue proposal for the legty control period 1 July 2009
to 30 June 201,430 May 2008, p.18.
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voltages of 6.6 kV, 11 kV, 22 kV, 33 kV and 44 kUThese are connected via
substations to the distribution system.

Over 70 per cent of the generation in Tasmanigdsdigeneration with a
comparatively large number of small generatorsciviaire widely dispersed.
Tasmania’s generators are usually energy consttaatber than capacity
constrained. Hydro generation’s variable naturéh\@irequirement for more
transmission network to deliver the same amouseladftricity to customers) has also
been a major contributor to the evolution of thewoek. World heritage status in
some areas contributes to increased transmissgia. co

Tasmania is connected to mainland Australia viaBhsslink interconnector which
operates between Loy Yang substation in Gippslaald@eorge Town substation in
Tasmania. Basslink transfers energy at 480 MW imfeof asmania and up to 630
MW export from Tasmania for limited periods.

Aside from Murraylink and Directlink, Transend hhg lowest maximum demand
(2,236 MW) and shortest circuit kilometres (3,6301ketres) among the TNSPs
regulated by the AER.

Transend has a relatively high number of transimmssonnection points reflecting
that Tasmania has a relatively high number of geoes, distribution connections,
directly-connected industrial customers, and a MaNetwork Service Provider
(MNSP), relative to the load served.

2.2.7 TransGrid (New South Wales)

TransGrid is a NSW government owned corporatioawits, operates and manages
the NSW electricity transmission network and igpoessible for planning and
developing that network. TransGrid’s network stinetc along the east coast of
Australia from Queensland to Victoria, then inldaodroken Hill, making it the
backbone of the NEM. It connects major generatarcees in the Central Coast,
Hunter Valley, Lithgow area and Snowy Mountaing] aninterconnected with the
Victorian and Queensland networks. TransGrid’'s oekvalso connects to 4
distribution businesses (in NSW and ACT) and tlitieectly connected industrial
customers.

TransGrid operates 12,445 circuit kilometres afisraission lines and cables - the
second highest in the NEM - with nominal voltagéS@0 kV, 330 kV, 220 kV,
132 kV and 66 kV. TransGrid also operates and raaiat85 substations and
switching station® which include 205 transformers comprising of 3%,38VA of
installed capacity throughout NSW.

The NSW transmission network facilitates interetaectricity trading and plays a
central role in the NEM as a result of both itsgraphic location and the flexible
generation plants located in NSW. At times of higimand, Queensland and Victoria
can rely on imports from NSW, and export power @M at other times.

" TransendJransend transmission revenue proposal for the leigny control period 1 July 2009

to 30 June 201,430 May 2008, p.19.
18 TransGrid Annual Report 2009.5.
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As shown in table 2.1, TransGrid had the highestimam demand (14,274 MW)
and electricity transmission (75,744 GWh) in theNNEB 2008-09.

2.2.8 Murraylink

Murraylink was owned by the APA Group in 2007-08 0ecember 2008 ownership
of Murraylink was transferred to Energy Infrasturet Investments, a company
owned by Marubeni Corporation, Osaka Gas and AFAA Aontinues to manage and
operate the asset.

Murraylink is an interconnector linking the Victani and South Australian regions of
the NEM. The interconnector came into operatioaany October 2002. On

18 October 2002, the ACCC received an applicatiomfthe Murraylink
Transmission Company (MTC) to convert its markewoek service to a regulated
network service. The AER accepted Murraylink’s &gadlon and issued a revenue
determination for Murraylink covering a period fr&t803-2013.

Murraylink consists of approximately 180 kilometr#dransmission line that
transfers power between the Red Cliffs substatidviictoria and the Monash
substation in South Australia and a converter teahstation at either end (to convert
the direct current flow to/from alternating currecompatible with the transmission
networks in Victoria and South Australia). The nmdyoof the cable is underground
making it the world’s longest underground powerleabAt any given time
Murraylink is capable of delivering 220 MW.

2.2.9 Directlink

Directlink and Murraylink share the same owner.d_Murraylink, Directlink was
owned by the APA Group in 2007-08. In December 20@8ership of Directlink was
transferred to Energy Infrastructure Investmentyrapany owned by Marubeni
Corporation, Osaka Gas and APA. APA continues toaga and operate the asset.

Directlink is an electricity transmission assethnat total nominal rated capacity of
180 MW that forms one of the links between the @gad and NSW regions of the
NEM. It consists of 63 kilometres of undergroundllea or cables laid in galvanised
steel and runs between Mullumbimby and Bungalodek{8 DC) and between
Bungalora and Terranora (110 kV D€).

It came into operation in July 2000 as an un-regdlanterconnector. In May 2004,
Directlink applied to become a regulated intercatore The AER approved the
application and Directlink converted to regulatéatiss in March 2006.

Directlink has the lowest maximum demand (180 MWW aircuit kilometres (63 km)
among the TNSPs regulated by the AER.

¥ AER, State of the Energy Market 2049129.
2 Directlink, Application for conversion to a prescribed servérel a maximum allowable revenue
for 2005-20146 May 2004, p.18.
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3 Revenue

3.1 Introduction

The AER is responsible for regulating the reveragsociated with non-contestable
elements of the electricity transmission serviaewided by TNSPs.

Chapter 6A of the NER sets out the regulatory fraork and the process the AER
applies to determine a TNSP’s revenue determination

In determining the revenéfefor each year of the regulatory period, the AERzS

the accrual building block approach which requited the Maximum Allowed
Revenue (MAR) is calculated as the sum of the netur capital, the return of capital,
an allowance for operating and maintenance expamrdjbpex) and an income tax
allowance. The TNSP then uses the MAR to detertnaresmission prices (tariffs) in
accordance with the NER and the AER'’s pricing glinds. These prices are
smoothed in accordance with the MAR to be recoveken the regulatory period.

Figure 3.1: The revenue building blocks

return on capital

return of capital (regulatory depreciation)

operating expenditure

A TNSP’s revenue allowance can vary over the reégafacontrol period. As part of
the revenue determination process, a TNSP’s MAdRisrmined using a forecast
inflation rate for the duration of the regulatognérol period. The MAR is adjusted
annually for actual CPI to preserve the real valughe revenue stream. This
adjustment may explain some of the discrepanciggdas forecast and actual
revenue reported by TNSPs. Payments and penaltesiad under the service
standards performance incentive scheme, also afeehue. Additionally, certain

2L |t should be noted that the escalated MAR maghm/e or below actual revenues due to other

components of prescribed revenues.
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unexpected costs that the AER allows TNSPs to gaigscustomers can create
differences between actual revenue and the fordtAR.

This chapter presents the TNSP’s reported revecwapared with MAR forecasts
included in revenue determinations made by the AGER.

Forecast figures for MAR have been taken from fl@ICC/AER decisions and
adjusted for March quarter CPI figures for theratear of the relevant peridd.

3.2 Aggregate and comparative TNSP performance

Due to the capital intensive nature of the eleityritansmission business, the
regulatory asset base (RAB) is the single biggetdrchinate of the quantum of
revenue received by a TNSP. TNSPs receive a retugapital, which is expressed
as:

RAB * [weighted average cost of capital (WACC)]

This represents the minimum return a TNSP can éxpezarn on its assets to
compensate it for its past investment and to peaia incentive to reinvest in the
business. The return on capital plus the returrapital (depreciation) represents
about 70 per cent of the TNSPs’ notional revengeirement. It therefore has a
significant impact on the financial outcomes forSP and ultimately on end-user
prices. Opex constitutes around 25 per cent of T§I&Renue while the remaining
amount is comprised of the income tax allowance.

Efficiency incentives are incorporated into theltinig block model through service
standards, opex incentive schemes and capex ineestihemes. These incentive
mechanisms aim to foster efficient investment goerating practices within the
electricity transmission industry.

Table 3.1 shows the actual and forecast aggregatmue of TNSPs (excluding
AEMO). Over the five-year period from 2004-05 td8609, aggregate actual
revenue has grown at an annual average of 6.5gpéiper annum. This growth
partially reflects the addition of revenues fromtkétylink in 2004-05 and Directlink
in 2006-07 when they became regulated TNSPs. Tambaverage difference
between total aggregate actual and forecast revagiwesen 2004-05 to 2008-09 was
just 0.6 per cent (or $52.4 million above foreaasenue).

22 For example, forecast MAR for the period 2008€8adjusted for March quarter 2009 CPI. With
the exception of SP AusNet and Transend which baes adjusted using December quarter CPI
CPI data is sourced from the ABS website (www.absay).
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Table 3.1: Aggregate actual prescribed revenue and forecast MA R, 2004-05 to 2008-09
($nominal, m)

2004-05 2005-06 2006-07 2007-08 2008-09 Total

Prescribed revenue 1,508.3 1,613.8 1,733.7 1,828.4 2,077.0 8,761.2

Forecast MAR 1,502.2 1,594.3 1,713.7 1,828.9 2,069.7 8,708.8
Difference ($m) 6.1 19.4 20.0 (0.4) 7.3 52.4
Difference (%) 0.41 1.22 1.17 (0.02) 0.35 0.60

Note 1: The total column reflects only TNSPs tlegtarted in each year’s performance report.
Note 2: AEMO data has not been included in the egape MAR figures in table 3.1. Forecast MAR
does not include network support pass through icsetarget performance incentive scheme
payments.

Figure 3.2 shows total TNSP revenue, which is eajai to total transmission
charges for transmitting electricity along the smaission networks. In 2008-09
aggregate TNSP revenue was $2.1 billion (excludiBylO), an increase of
$248.6 million (or 3.4 per cent) from the previdiumancial year and around
0.5 per cent above forecast.

Figure 3.2: Actual prescribed revenue ($nominal, millions) 2003  -04 to 2008-09

2500+

$ million

2000+

2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
B Powerlink O Transgrid O SP Ausnet M ElectraNet
M Transend O EnergyAustralia O Murraylink O Directlink
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Figure 3.3 shows TNSPs aggregate actual revenuparments as a percentage of
total operating revenue. In 2008-09 aggregate tetanue of all the TNSPs
(excluding AEMO) was $2.3 billion, of which 90.7rp=ent (or $2.1 billion) was
derived from regulated services.

Figure 3.3: Maximum Allowed Revenue as percentage of total reve  nue, 2002-03 to

2008-09*
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Other operating revenue 6.4% 7.9% 9.4% 10.3% 9.2% 8.8% 9.3%

MAR 93.6% 92.1% 90.6% 89.7% 90.8% 91.2% 90.7%
O MAR B Other operating revenue

*Excludes EnergyAustralia’s distribution revenue

TNSPs can earn non-regulated revenue in a numbeays. These include revenue
earned by renting line space to telecommunicationspanies for optic fibre cabling
and by providing connection services for other besses.

3.2.1 Comparative TNSP performance

Figure 3.4: Difference between actual revenue and forecast MAR, 2008-09
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Figure 3.4 shows the difference between an indalidiNSP’s forecast MAR and
actual revenue for 2008-09.
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3.3 TNSP revenue outcomes

This section covers forecast and actual revenug@dl8Ps. All TNSPs revenues are
capped but there can be actual differences duag® fhroughs, contingent projects
approved by the AER, STIPS payments and actuatiofi outcomes.

3.3.1 Directlink
Figure 3.5: Actual and forecast MAR*

Directlink’s actual revenue in the 2008-

25 7 $m 09 financial year was $18.5 million
being $1.2 million lower than forecast.

20 ¢ _» Actual revenue in 2008-09 was
significantly higher (53 per cent) than

157 the previous financial year's figure of

01 * “ $12.1 million, due to Directlink’s
accounts for 2008-09 being for an 18

5l month period?

0

2006/07 2007/08 2008/09

—= Actual MAR ($m) —e— Forecast MAR ($m)

*Directlink’s 2008-09 accounts were for an 18
month period.

3.3.2 ElectraNet

Figure 3.6: Actual and forecast MAR \I/Cazsoggéc())%Enlqeilcl:itcr)?\lﬁliss?/;:;ial revenue
2801 $m . 0.2 per cent above the forecast of

240 ¢ e $230.0 million. Actual revenue in 2008-
200 + 09 was $43.7 million (or 23.4 per cent)
160 L above the previous financial year’s

120 4+ figure of $186.8 million.
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2008-09 was the first year of
ElectraNet’s current regulatory control
period. The jump in revenue reflects the

2004/05 2005/06 2006/07 2007/08 2008/09 increase in revenues approved by the
= Actual MAR ($m) —e— Forecast MAR ($m) AER.

% Data collected prior to 2006-07 were based oalendlar year basis it has been excluded from this

report as it cannot be used for comparison purposes
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3.3.3 EnergyAustralia

Figure 3.7: Actual and forecast MAR EnergyAustralia’s actual revenue in

2008-09 was $129.5 million, which was

140 1 $m 2.9 per cent below the forecast revenue
120 ¢ L of $133.3 million. Actual revenue in
i o

100 + —— | 2008-09 was $13.6 million

80 | (or 11.7 per cent) higher than the

60 | previous financial year’s figure of

$115.9 million.
40 +
20 +
0

2004/05 2005/06 2006/07 2007/08 2008/09

== Actual MAR ($m) —e— Forecast MAR ($m)

3.3.4 Murraylink

Figure 3.8: Actual and forecast MAR* Murraylink’s actual revenue in the

2008-09 financial year was $20 million,

gg T $m $0.6. million higher than forecast.
i =3 Actual revenue in 2008-09 was
16 -+ $7.0 million more than the previous
]‘21 T . . financial year’s figure, due to
10 L Murraylink’s accounts fo2008-09
2 T being for an 18 month perigt
4 1
2 1
0 1 1 |
2006/07 2007/08 2008/09
= Actual MAR ($m) —«— Forecast MAR ($m)

*Murraylink’s 2008-09 accounts were for an 18
month period.

2 Data collected prior to 2006-07 were based oalendlar year basis it has been excluded from this

report as it cannot be used for comparison purposes
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3.3.5 Powerlink
Figure 3.9: Actual and forecast MAR
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3.3.6 SP AusNet
Figure 3.10: Actual and forecast MAR
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3.3.7 Transend
Figure 3.11: Actual and forecast MAR
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In 2008-09 Powerlink’s actual revenue
was $604.4 million, $2.2 million higher
than forecast due to inclusion of the
2007 service standards bonus result.
Actual revenue in 2008-09 was

$67.5 million more than the previous
financial year’s figure, in line with the
AER'’s regulatory determination.

SP AusNet's actual revenue in 2008-09
was $377.8 million, which was

0.7 per cent higher than the forecast
revenue of $375.0 millioff. Actual
revenue in 2008-09 was $64.6 million
(or 20.6 per cent) higher than the
previous financial year’s figure of
$313.2 million.

2008-09 was the first year of

SP AusNet's current regulatory control
period. The jump in revenue reflects the
increase in revenues approved by the
AER.

In 2008-09 actual revenue was

$144.2 million, which was 2.3 per cent
above the forecast revenue of

$141.0 million. Actual revenue in 2008-
09 was $14.1 million (or 10.8 per cent)
higher than the previous financial year’s
figure of $130.1 million.

These figures exclude the pass through of eagdarghtax to allow comparison with previous

MARs
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3.3.8 TransGrid

Figure 3.12: Actual and forecast MAR In 2008-09 TransGrid’s actual revenue

of $570.6 million was 0.3 per cent
600 T $m o above the forecast revenue of

500 + /*/"‘/ $568.9 million. Actual revenue in

w0 L mOT ] 2008-09 was $50.2 million (or 9.6 per
cent) higher than the previous financial

300 - year’s figure of $520.4 million.

200 +

100 +

0

2004/05 2005/06 2006/07 2007/08 2008/09
= Actual MAR ($m) —— Forecast MAR ($m)

3.3.9 AEMO

Figure 3.13: Actual and forecast MAR AEMO's actual revenue of

$381.27 million for the 2008-09

450 1 $m financial year was 15.8 per cent above

:Zg 1 — the forecast revenue of $329.2 millién.

SO — R Actual revenue in 2008-09 was

i - 15.5 per cent below the previous year's
200 + figure of $330.0 million

150 +
100 +
50 +
0

2004/05 2005/06 2006/07 2007/08 2008/09
= Actual MAR ($m) —&— Forecast MAR ($m)

3.4 TNSP transmission charges outcomes

Figures 3.14 to 3.19 show the indicative price pdtiNSPs’ actual transmission
charges (expressed on a $SMAR/MWh basis) compar#tktransmission charges
that were forecast based on the allowed revenuée déitme of the regulator’s
decision.

The movement in actual indicative prices for allS®s were generally very close to
those forecast in the respective transmission ehite@tion. The differences that were
evident appeared to be primarily due to actualmaeecontaining STPIS (s-factor)
payments and network support pass throughs, wineehat incorporated in the
original revenue allowances by the regulator. ¢iidtl be noted that transmission
charges comprise about 10 per cent of retail piitédse NEM The contribution of
transmission to final retail prices varies betwgeisdictions, customer types and
locations.

% The annual amount of the easement land tax passgh has been excluded from AEMO’s actual

revenue for the years between 2004-05 to 2008-@¥dw for like-for-like comparison with
AEMO'’s forecast MAR.
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3.4.1 ElectraNet

Figure 3.14: Price path from 2004-05 to
2008-09
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*Forecast energy transmitted data sourced from
Energy Supply Industry Planning Council Annual
Planning Report.

3.4.3 Powerlink

Figure 3.16 : Price path from 2005-06 to
2008-09
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* Forecast energy transmitted data sourced from
Powerlink’s Annual Planning Reports. Data prior to
2005-06 were not available.

3.4

.2 EnergyAustralia

Figure 3.15: Price path from 2004-05 to
2008-09
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*Forecast revenue was sourced from the ACCC's
transmission revenue determination 2004-2009 and the
forecast energy volumes were provided by
EnergyAustralia in 2004, which were adjusted to account

for E
ensu

nergyAustralia’s forecast losses. This adjustment
res consistency between forecast and actual energy

volumes.

3.4

4 SP AusNet

Figure 3.17: Price path from 2003-04 to
2008-09*
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* Forecast energy transmitted data sourced from the
ACCC's Victorian Transmission Network Revenue Caps

2003

-2008.
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3.4.5 Transend

Figure 3.18: Price path from 2003-04 to
2008-09

14.0 $/MWh Transend

3.4.6 TransGrid

Figure 3.19: Price path from 2005-06 to
2008-09

$/MWh TransGrid
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*Forecast price path sourced from the ACCC's
Tasmanian Transmission Network Revenue Cap
2004-2008-09.

—e— Forecast Mar/MWh —=— Actual Mar/MWh

*Forecast energy transmitted data sourced from
TransGrid's Application to the Australian Competition &
Consumer Commission Revenue Reset Determination 1
July 2004 to 30 June 2009. The increase in the price
ratios (oMAR/MWh) in 2008-09 was driven by the
revocation of TransGrid's revenue cap to adjust for the
CBA spectrum correction, and those reason outlined
above.
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4  Financial indicators

4.1 Introduction

This chapter describes the financial performanceN$Ps in the 2008-09 financial
year and where appropriate compares their perfarenagainst previous financial
years. Appendix A of this report provides a sumnadrigey items and financial
indicators derived from TNSPs’ income statementslzalance sheets.

Under the building block methodology for regulatprices, TNSPs are provided with
a MAR which provides them with a consistent andtregly predictable cash flow -
regardless of seasonal fluctuations and volumegd®armhis cash flow supports the
TNSPs’ operations and planned capital investmamsw@ay also service debt.

Key factors in determining TNSPs’ profits includsiuaal capex and opex. As the
TNSPs’ regulatory asset bases grow, the depreciakpense will also increase and
can affect reported profit and return on equity.

4.1.1 Financial ratios

The ratios used by the AER to assess TNSPs’ fiahperformance are set out in the
table below and relate to prescribed services Weye indicated. They are widely
accepted financial ratios and have been adoptedeoftER on this basis.

Financial ratio Description Calculation

Return on Equity Measures the firm’s .

(ROE) profitability and allows Net Profit After Tax
investors to compare Average Equity

returns for investments
with similar risk profiles.

Return on Assets Measures the efficiency of

(ROA) the use of the business’ Earnings before Interest and Tax (PS)
assets in producing Average Regulatory Asset Base
operating profit.

Gearing The percentage of the Debt
firm’s funding which is )
attributed to debt. (Debt + Equity)

Interest cover Measures whether a firm’s

Earnings before Interest and Tax (PS)
Gross Interest Expense

earnings can cover its
gross interest expense.

For businesses that own more than one regulateretpay tax and hold debt at the
corporate level, any allocation of tax or debtriauaderlying line of business will be
somewhat arbitrary. The allocation is only donerégulatory accounts and not
statutory accounts (eg SP AusNet). Therefore, wargt be taken when assessing the
financial ratios and measures for these businesses.

In this report:

= ROE is calculated using net profit after tax (NPARM average equity as
measured for the whole of a TNSP’s business.
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= ROA and interest cover are calculated using presdrearnings before interest
and tax (EBIT) and the average regulatory asset (lR&B) associated with the
prescribed services provided by the TNSP. The phest services provided by
the TNSP typically account for more than 90 pett odénthe total revenue of a
TNSP.

4.1.2 Aggregate TNSP performance

The table below shows which TNSPs have contribtddgtle aggregate TNSP
performance indicators, as reported in this peréoroe report.

Table 4.1: TNSPs included in aggregate financial indicators

2003-04 2004-05 2005-06 2006-07 2007-08 2008-09

AN
AN
\

Directlink
ElectraNe v

AN

EnergyAustrali
Murraylink
Powerlink

SP AusNe
Transen
TransGric
AEMO

AN NN
AN N NN N N NN
AN N NN N N NN
AN NN N N NN
AN NI NN N N NN
NS NN N N NN

Aggregate TNSP performance is reported below.dukhbe noted that:
= Opex, grid support and depreciation relate to piiesd services only.

= Gross interest, tax and dividends are aggregagedes relating to both
prescribed and other services.
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Table 4.2: TNSPs' aggregate financial performance

2007-08 2008-09

Income statement — Prescribed Services $ million illion
Transmission revenue (PS) * 1,828.4 2,077.0
Operating expenditure (PS) 431.7 467.9
Grid support (PS) 34.7 23.4
Depreciation (PS) 472.1 501.7
Earnings before interests and tax (EBIT, PS) 914.8 1,057.6
Income statement — Aggregaté*

Gross interest expense (aggregate) 494.3 610.4
Tax (aggregate) 141.7 158.8
Net profit after tax (aggregate) 312.7 388.7
Dividends (aggregate) 287.2 406.6
Balance sheet

Closing RAB (PS) 12,641.8 14,117.3
Total assets (aggregate) 16,198.6 17,910.5
Total debt (aggregate) 7.651.3 8,777.6
Total liabilities (aggregate) 10,108.6 11,672.4
Total equity (aggregate) 5,846.2 6,026.2

* Transmission revenue is from prescribed serviegtsvork charges only.
** This information is not reported or requestedagirescribed services level and therefore aggeegat
figures can only be provided for these categories.

Figure 4.1: TNSPs' aggregate financial performance 2008-09

7%

@ Opex (PS) B Grid support O Depreciation (PS)
O Gross interest B Tax @ Dividends

Figure 4.1 illustrates the various reported comptsef the TNSPs’ expenses as a
percentage of aggregate expenditure in 2008-09.
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Figure 4.2: TNSPs’ aggregate financial performance 2002-03to 2  008-09 ($nominal, m)
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50% H

40% H

30% H

20% -

10% H - - - - - - =

0%

2002/03 | 2003/04 | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09

O Dividends $122.4 | $172.4 | $138.3 | $190.3 | $238.0 | $287.2 | $406.6
B Tax $98.2 | $95.7 | $115.7 | $307.1 | $79.0 | $141.7 | $158.8
O Gross interest $371.9 | $358.9 | $397.7 | $410.6 | $431.3 | $494.3 | $610.4
O Depreciation (PS) | $319.2 | $361.7 | $392.2 | $419.9 | $450.0 | $472.1 | $501.7
O Grid support $15.1 | $149 | $19.9 | $26.6 | $24.3 | $34.7 | $23.4
O Opex (PS) $309.0 | $343.9 | $360.2 | $392.7 | $415.8 | $431.7 | $467.9

Figure 4.2 illustrates the various reported comptsef the TNSPs’ expenses as an
absolute dollar amount of aggregate expenditurEN$Ps. Aggregate expenditure
increased in 2008-09 in all components with notaiteesases in dividends and gross
interest compared to the previous year.

4.2 Individual TNSP performance

A business’ operating environment has a direct ghpa its financial performance.
The following sections provide snapshots of indiddTNSPs’ performances.

4.2.1 ElectraNet

In 2008-09 ElectraNet’s (figures 4.3 to 4.8) eagsitbefore interest and tax increased
to $122.6 million. ElectraNet however recorded tloss after tax in 2008-09 of

$1.7 million. This was an 84 per cent reductiorttmloss in 2007-08. Return on
equity was higher than the previous financial ywehilst the return on assets also
increased to 9.4 per cent. Subsequently, Electiaijearing ratio increased to

72.0 per cent of equity whilst interest coverag® ahcreased to 0.9 times.

Since 2005-06 ElectraNet has recorded subsequtltsses after tax. These losses
resulted from high interest expenses and modesgeediation and amortisation
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expense and operating and maintenance expendiletraNet’s gearing ratio and
interest cover times has remained relatively coristince 2003-04.

Figure 4.3: EBIT (PS) $million Figure 4.4: NPAT $million
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Figure 4.7: Gearing ratio Figure 4.8: Interest cover times
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4.2.2 EnergyAustralia

In 2008-09 EnergyAustralia’s (figures 4.9 to 4.2a)nings before interest and tax
and net profit after tax increased to $68.9 millgod $45.1 million respectively.
Return on assets and return on equity also incdeas2008-09. Dividend payments
made by EnergyAustralia increased to $33.8 millighilst both the gearing ratio and
interest coverage increased to 70.0 per centr@dgstrespectively.

EnergyAustralia’s NPAT has fluctuated over the fyar period to 2008-09. Similar
to other TNSPs, NPAT was influenced by interestesges from liabilities,
depreciation and amortisation expenses, and operatid maintenance expenditure.
Dividends payments have shown an upward trend 2008-04. EnergyAustralia’s
gearing ratio has trended upwards since 2003-04alae increased in its liabilities.
Subsequent to the increase in liabilities Energyralia’s interest coverage ratio has
also increased.
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Figure 4.9: EBIT (PS) $million Figure 4.10: NPAT $million
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Figure 4.15: Interest cover times
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4.2.3 Powerlink

Powerlink’s (figures 4.16 to 4.22) earnings befioterest and tax increased in
2008-09 to $292.5 million and net profit after &%o increased to $121.9 million.
Dividends payments and return on equity increase&08-09 to $98.8 million and
6.7 per cent, while return on assets increasedpr tent. Powerlink’s gearing ratio
increased to 62.1 per cent while interest covedsgeeased to 1.6 times.

Powerlink’'s NPAT has fluctuated over the five ypariod to 2008-09. Similar to
other TNSPs, NPAT was influenced by Powerlink’®rast expenses and to a smaller
extent its depreciation and amortisation experi3esdend payments have remained
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relatively constant above 80 per cent of NPAT. Riinliés gearing ratio has trended
upwards since 2004-05 to support its increasingaapvestment program.

Consequently, Powerlink’s interest coverage rasis &lso declined.

Figure 4.16: EBIT (PS) $million
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Figure 4.18: Dividends $million
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Figure 4.20: ROA (PS) Figure 4.21: Gearing ratio
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Figure 4.22: Interest cover times
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4.2.4 SP AusNet

SP AusNet’s (figures 4.23 to 4.29) earnings beiaterest and tax and net profit after
tax increased in 2008-09 to $250.1 million and $986illion. The return on equity
and the return on assets increased from the previoancial year to 8.9 per cent and
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11.9 per cent. Dividends to shareholders increas2608-09 to $144.4 million. In
2008-09 SP AusNet’s gearing ratio increased to®@aet cent while interest coverage
declined to 1.9 times.

SP AusNet’'s NPAT has fluctuated over the five ymaniod to 2008-09. Similar to
other TNSPs, NPAT was influenced by the SP AusNeté&rest expenses from
liabilities and to smaller extent its depreciataord amortisation expenses and
operation and maintenance expenditure. SP Ausfiedisng ratio has also fluctuated
over the five year period to 2008-09.

SP AusNet commented that this was influenced byrteger between SPI1 Powernet
and TXU in 2004 which led to significant structucalange within the business and a
successful public offering of 49 per cent of theibass in 2005-06. SP AusNet'’s
interest coverage ratio has remained relativelyistaver the five year period to
2008-09.

Figure 4.23: EBIT (PS) $million Figure 4.24: NPAT $million
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Figure 4.25: Dividends $million Figure 4.26: ROE
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Figure 4.29: Interest cover times
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425 Transend

In 2008-09 Transend (figures 4.30 to 4.36) recoredhcrease in earnings before
interest and tax but a decline in net profit afées, with results of $49.7 million and
$7.2 million respectively. Dividends paid by Trandelso declined in 2008-09 to
$9.4 million. Return on equity and the return ogeds also recorded decreases
compared to the previous financial year. Transegdaing ratio increased to

48.2 per cent whilst interest coverage decreasédbtimes as a result of increased
borrowings as a result of a substantial returnqoiity to shareholders.

Transend’s NPAT has fluctuated over the five yeargal to 2008-09. NPAT was
influenced by Transend’s interest and depreciagipenses and, unlike other TNSPs,
Transend’s operating and maintenance expenditurigilcoted to falling NPAT over
time.

Figure 4.30: EBIT (PS) $million Figure 4.31: NPAT $million
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Figure 4.34: ROA (PS) Figure 4.35: Gearing ratio
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Figure 4.36 Interest cover times
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4.2.6 TransGrid

TransGrid’s (figure 4.37 to 4.43) earnings befarteriest and tax continued to grow
reaching $295.1 million in 2008-09. Net profit aftax and dividend payments
increased to $150.3 million and $120.2 million. iketon equity increased to

8.0 per cent whilst the return on assets remain@diger cent in 2008-09.
TransGrid’s gearing ratio and interest coverages@eed in 2008-09 to 50.0 percent
and 2.8 times.

TransGrid NPAT has fluctuated over the five yearqueto 2008-09. Unlike other
TNSPs, NPAT was influenced by TransGrid’s deprémiaand amortisation costs
and operation and maintenance expenditure andiwader extent interest expenses
from liabilities. Due to the increase in revenuansGrid’s interest coverage ratio has
also increased.

Figure 4.37: EBIT (PS) $million Figure 4.38: NPAT $million
350 + 160 7 $m 150.3
$m 295.1 140 | 1ou —
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100 | 40 |
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2 This return on assets calculation utilises clgsagulatory asset base values provided to the

AER in TransGrid’s revenue proposal which may diffeactual values.
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Figure 4.39: Dividends $million Figure 4.40: ROE
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Figure 4.41: ROA (PS) Figure 4.42: Gearing ratio
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Figure 4.43: Interest cover times

3.2 4
2.8 A

2.8
2.6
2.4 21 22
1.9
2.0 1
1.6 -
1.2 1
0.8 |
0.4 1
0.0 A : : : :

2004/05 2005/06 2006/07 2007/08  2008/09

39



5 Capital expenditure

The capital expenditure (capex) regulatory framéwex-ante) outlined in the NER
involves the AER setting an efficient capex allos@mat the start of the regulatory
control period that is intended to cover a TNSRiseeted infrastructure investments.
These investments include augmentation of the n&tweplacement of aging or
redundant assets and investment in business siugysteins. The TNSP then
determines which capital investments (projectsjlitundertake within this
allowance, subject to service level requirement® dbjective of the ex-ante
allowance is to provide certainty and a strong miee for efficient investment.

The AER sets capex targets for each TNSP at thedints revenue determination. In
its revenue proposal, the TNSP is required to pgegorecast capex for the following
regulatory control period in order to achieve thpex objectives, which are to:

= meet the expected demand for prescribed transmissiwices over that period

= comply with all applicable regulatory obligationssaciated with the provision of
prescribed transmission services

= maintain the quality, reliability and security afpgply of prescribed transmission
services, and

= maintain the reliability, safety and security o tinansmission system through the
supply of prescribed transmission servites.

As part of the capex incentive framework, shouldNssP spend less than the
allowance set by the AER, it retains the benefthat lower expenditure (both the
return on and of capital) for the remainder of thgulatory control period.
Conversely, should a TNSP exceed the allowanceysite AER it would forgo both
return on and of capital associated with the oxpeaditure for the remainder of the
regulatory control period.

The following chapter provides specific information TNSPs’ capex performance.
Forecast figures for capex have been taken froed ACCC/AER decisions and
adjusted for Marchl quarter CPI figures for the later year of the vatg period.

It should be noted that there are three generdlignns from the aggregate capex
measures:

= Murraylink is a DC interconnector between Victoaiad South Australia. It
commenced operating in October 2002 and the myjofits assets are
underground. No capex is forecast during its cinmegulatory period (2003-4 to
2012-13) and therefore is not included in this ¢aap

% NER, clause 6A.6.7(a).

2 Note that SP AusNet and Transend’s forecast bpexbeen adjusted using December quarter CPI
whereas the other TNSPs’ forecast opex has beestadjusing March quarter CPI. CPI data has
been sourced from the ABS website (www.abs.gov.au).
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= Directlink is an interconnector between NSW and énséand. No capex is
forecast during its current regulatory period (2@36to 20014-15) and therefore
Is not included in this chapter.

= AEMO'’s accounts are structured to reflect the ratpuly arrangements, under
which VENCorp did not own, build or maintain elecitly transmission assets in
its own name. However, it did pay augmentation gésiunder network services
agreements to successful tenderers who built/owpedited additions to the
transmission network in Victoria.

5.1 Characteristics of electricity transmission capital
expenditure

Electricity transmission networks are typically reagp of large long lived assets.
These assets require capex when they reach thef éimeir productive lives, or when
the demand for electricity reaches levels thattireent electricity network assets are
unable to be safely managed. Additionally, transiois networks are often
augmented to provide extra capacity to maintaioresistent supply of electricity for
consumers.

5.2 Drivers of capex

Generally TNSPs undertake capex for a few spe@fsons, being:
" the replacement or renewal of aging assets

" upgrading the network to cope with increased load

. legal, environmental and statutory reasons

TNSPs reported data on the reasons for undertakipigal expenditure in 2008-09
which are illustrated in figure 5.1 below.

Figure 5.1: Capex by cost drivers, 2007-08 to 2008-09 (percen tage of total)
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As shown in figure 5.1, the primary driver for dapiexpenditure on transmission
assets in 2008-09 was increased demand or loaeeametworks. Renewal and
replacement of network assets accounted for alfbpeBcent of capex. Security and
compliance capex requirements were minimal.

5.3 Other factors that affect capital expenditure

Network length, peak demand and the size of thelaggy asset base are all factors
that can influence annual capex requirements. N&Bsvmust have a level of spare
capacity built into them in order to manage demianueak periods. As networks
have a maximum capacity that cannot be breacheéxda required to upgrade the
network when maximum demand is expected to appritecmaximum capacity.
Network length is a factor that will also affecetbapex requirements of networks.
The longer the network is, the greater its capgxirements. Lastly, the size of the
regulatory asset base will affect the annual capguirement as it can be expected
that networks of greater value will require morpea

In comparing the efficiency of network capex a nemif factors must be taken into
consideration. As networks comprise of very longdi assets, a true efficiency
comparison would compare the networks over theolifidnose assets or over a very
long time scale. It is not possible to comparerté®vorks on a long time scale as
changes in the structure of the market mean thlatgadata series is not available.

The tables below present a comparison of the n&sumaised upon capex by line
length, average RAB, and peak demand. Though sohdlusions cannot be drawn
from the data series, some interesting observatande made.

5.4 Capital expenditure and network length

Figure 5.2 shows that due to recent increasespexgdhe ratios (capex/ per km of
network) of some of the businesses have increasesiderably. TransGrid increased
their capex expenditure in 2008-09 and as such imaveased their ratio.
EnergyAustralia's capex is particularly high per &hmetwork because its network is
comprised of a significant portion of undergrousdets.

SP AusNet had the most consistent level of capekmpeof network for the previous
four regulatory years consistently reporting bef®,000 per km of network.
Historically, most transmission networks have iedsaround $15,000 to $30,000
per km of network. However, a recent significartr@ase in capex spending for
EnergyAustralia (combined with a reduction in lleagth) and also for Powerlink
and TransGrid have seen their level of capex peoknetwork increase significantly
above this historical level.
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Figure 5.2: Capex as a proportion of line length 2001-02to 2  008-09
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5.5 Peak demand

As discussed in the network characteristics chdptepter 2), Australian
transmission networks face varying peak demandssndesigned to manage this
demand. As such, much of capital expenditure éparation for future peak
demand. Figure 5.3 shows the ratio of capex spemak demand for the last eight
years. The significant increase in the 2007-0® rati Powerlink arose from a
reduction in their peak demand in 2007-08 along sigignificant increase in capital
expenditure.
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Figure 5.3: Capex per GW of peak demand 2001-02 to 2008-09
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5.6 Regulated asset base

Figure 5.4 plots the ratio of capital expendituseagoroportion of the average RAB

for the past seven years. The capex/average RABmaasures the size of businesses
capital expenditure in comparison to its RAB. Capes between 4.4 and

16.0 per cent of the value of the average RAB i0809. The average ratio for all

the businesses between 2003-04 and 2008-09 haslieper cent.
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Figure 5.4: Capex as a proportion of average RAB 2001-02to 2 008-09
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5.7 Actual capital expenditure outcomes

Actual aggregate capex for all TNSPs are repredentigure 5.5. In 2008-09 actual
capex was $1,597.9 million, 4.2 per cent lower tthenforecast capex of

$1,668.5 million. In 2008-09 actual capex incredsg&171.3 million or

12.0 per cent.

Since 2004-05 capex has been steadily increasorgcst total capex has been
around $600 million between, 2002-03 and 2006-0reast capex increased
significantly in 2007-08. This can be partiallyréttited to the increase in the forecast
capex requirements of 79 per cent. Actual cape2®@5-06 to 2007-08 was greater
than forecast, following two years of capital exgiéure being less than forecast.

Aggregate capex is set to continue to increas€ ®yer cent) in 2009-10 and remain
significantly higher through to 2011-12, comparedhe 2003-07 period.
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Figure 5.5: Aggregate forecast and actual capex for ($m) 2004  -05 to 2011-12 %0
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5.7.1 ElectraNet

ElectraNet spent $102.1 million on capex in 200&06Mpared to the forecast of
$135.4 million** Capex over 2003-04 to 2006-07 was also generallybforecast
levels. Between 2009-10 and 2011-12 ElectraNairischst to spend much more on
capex than it spent in 2008-09. ElectraNet comnuktitat actual capital expenditure
for the 2008-09 financial year was lower than fastdecause of initial delays in
achieving planning and approvals for major netwandjects. ElectraNet believe they
are however still on schedule to meet the requitedpletion dates for these projects
in the regulatory period.

A significant reduction in capex in 2012-13 is fomst due the completion of the
Adelaide CBD project and a reduction in augmentaéiod replacement expenditure.

Figure 5.6: Forecast and actual capex ($m) 2003-04 to 2012-13
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5.7.2 EnergyAustralia

In the 2008-09 financial year EnergyAustralia spgg91.2 million on capex. This was
29.6 per cent higher than the forecast of $75.0anilEnergyAustralia's actual
capital expenditure for the 2008-09 financial y@as higher than forecast because of

30 Forecast capex and opex for all charts from 20046 2008-09 adjusted for actual inflation

outcomes.
ElectraNet's $102.1 million of actual capex dgr008-09 is inclusive of $4.7 million of interest
during construction.

31
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additional expenditure on IT systems ($8.6 milliovi¢hicle and Plant ($2.1 million)
and Building, Office and Non System Land ($9.0 imil) to support the ramp up of
the capital works program and additional expenditumr SCADA, communications
control system ($1.9 million).

EnergyAustralia’s capex is expected to increasaifsigntly in the next regulatory
period, due to the need for augmenting the netwmrkeet growing demand in the
Sydney CBD as well as EnergyAustralia needing ptaiee ageing and obsolete
assets.

Figure 5.7: Forecast and actual capex ($m) 2004-05 to 2013-14
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5.7.3 Powerlink

Powerlink spent $673.8 million on capex in the 20@&inancial year which was
7.6 per cent less than the forecast of $729.4anillPowerlink reported that the capex
has primarily been spent on overhead lines andatidass in 2008-09.

Powerlink’s actual capex was relatively constar2008-09 after a considerable
increase in 2007-08 corresponding to the stati@hiew regulatory period. Capex is
forecast to decline in 2009-10 and stabilise olerremainder of the regulatory
period.

Figure 5.8: Forecast and actual capex ($m) 2004-05 to 2011-12
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5.7.4 SP AusNet

In 2008-09, SP AusNet spent $91.6 million in cagiéhis was $26.1 million (or

22.2 per cent) lower than the forecast amount @7$1 million. Most of the
expenditure undertaken in 2008-09 was replacemgraraliture. Forecast capex for
SP AusNet, like that of most TNSPs, is set to iasecover the regulatory control
period.

SP AusNet commented that its actual capex for ZiBas lower on non safety
related expenditure as a result of funding ratignasulting from the disruption in
financial markets. Nonetheless, SP AusNet is centiéf completing its core
replacement programs as forecast by the end o&thdatory control period and
notes work is well under way on major rebuilds & rminal stations.

Augmentation capex has not been included in thgentebecause augmentations are
managed in Victoria by AEMO. Where the augmentatsotieemed contestable and
procured through a competitive tender processasisets remain outside of the RAB.
Where the augmentation is deemed non-contestallipracured through SP AusNet
(as augmentor of last resort), the assets aradrivite the RAB at the end of the
regulatory period.

Figure 5.9: Forecast and actual capex ($m) 2004-05 to 2012-13
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5.7.5 Transend

In 2008-09 Transend commissioned $66 million inesa@ his was 72 per cent higher
than the forecast amount of $38.0 million. Transemtimented that its actual capital
expenditure was higher than forecast due to chatogiee forecast expenditure
program as a result of the re-prioritisation ofjpots, changes to the timing of
expenditure during the regulatory period, and highan anticipated labour, materials
and construction costs. Most of Transend’s capitakenditure for 2008-09 was on
substations.

Transend’s capex is set to increase significantgr the next few years. Transend’s
regulatory regime transitions from an “as commisstbbasis” in 2008-09 to an “as
incurred basis” in 2009-10. Capex in 2009-10 iedasst to increase with a significant
augmentation project underway in Southern Tasmania.
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Figure 5.10: Forecast and actual capex ($m) 2004-05 to 2013-14
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5.7.6 TransGrid

TransGrid’s capex for 2008-09 was higher signiftbathan 2007-08. Most of
TransGrid's $567.0 million capex spend was for meknaugmentations. The
majority of this was spent on substations. Forecagéx for TransGrid in 2008-09
was $574.9 million but actual capex was 1.4 pet kewer than this forecast.

As shown in figure 5.11, TransGrid’s forecast cajsebower over the next regulatory
period than actual capex in 2008-09.

Figure 5.11: Forecast and actual capex ($m) 2004-05 to 2013-14
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6 Operating expenditure

This chapter discusses TNSPs’ operating and maintenexpenditure (opex) which
typically includes wages and salaries, transmisagset maintenance costs, service
contract expenses paid to third parties and otiparticosts related to the provision of
prescribed transmission services.

The AER sets opex targets for each TNSP at theaints revenue determination.
The AER’s regulatory approach seeks to fosteriefiicy in operating and
maintenance practices. It considers the poterdradfficiency gains in operating costs
taking into account expected demand growth andcestandards.

TNSPs are allowed to retain any ‘underspend’ intmgehe opex targets to provide
greater incentives for efficient network operatiomparticular, through the Efficiency
Benefit Sharing Scheme (EBSS).

The following chapter provides specific information TNSPs’ opex performance.
Forecast figures for opex have been taken fromt AGXCC/AER decisions and
adjusted for March quarter CPI figures for theratear of the relevant peridd.

In considering the reported opex data, it shoulddted that grid support costs are
not included in opex data. The opex performancENgBPs over the period 2003-04
to 2008-09 is summarised in figure 6.1. Figureghaws that, for the 2008-09
financial year, actual opex spending was 2.7 pet akove forecast.

Figure 6.1: TNSPs opex, 2003-04 to 2008-09
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In order to consider differences in both businéss and business conditions, the
opex of TNSPs’ were plotted against the key caseds such as size (expressed by
average RAB value, length of network, MW of peakd@nd GWh of energy
transmitted) and load density (expressed in pead peer km of network). The
following sections provide a brief discussion oa tklationship between operating
expenditure to the RAB and line length.

32 Note that SP AusNet and Transend’s forecast bpexbeen adjusted using December quarter CPI

whereas the other TNSPs’ forecast opex has beestadjusing March quarter CPI. CPI data has
been sourced from the ABS website (www.abs.gov.au).
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6.1 Operating expenditure and the RAB

Figure 6.2 shows opex as a proportion of averagB RAthe TNSPs (except
Murraylink and Directlink) from 2001-02 to 2008-08s might be expected, the
indicative trend is for opex as a proportion ofrage RAB value to decrease as the
asset base increases. In other words, the larg8PENenerally exhibit lower opex to
average RAB ratios (see table 2.1 for a summamMNSP average RAB). This is
likely to reflect the fixed costs of operations andintenance, and hence the
economies of scale available to the larger busasess

In the years 2002-03 and 2004-05, TransGrid’'s @g®ea proportion of average RAB
was in line with the smaller TNSPs (ElectraNet, fggaustralia and Transend).
However it has decreased over time and in the3léstancial years, this ratio has
been become more comparable to the larger TNSR&rfak and SP AusNet.

Figure 6.2 Opex as proportion of average RAB 2001-02 to 2008-0 9
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6.2 Operating expenditure and line length

Figure 6.3 shows TNSPs’ opex as a proportion @ lamgth for all TNSPs (except
Murraylink and Directlink) from 2001-02 to 2008-(Bxcluding EnergyAustralia, the
average ratio for opex ($ million) per 000’s kn8ig. The ratio for EnergyAustralia
in 2008-09 was 38.9, which arises from a relatiwigrt line length and high opex.
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Figure 6.3
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Opex/Line Length (kms)

45.0

40.0 -

35.0 ~

30.0 +

25.0 A

20.0 +

15.0 4

10.0

5.0

0.0

2001/02 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09

---¢--- ElectraNet —a— EnergyAustralia —a— Powerlink
—o— SP AusNet —-o—- Transend — —e— — TransGrid

6.3

TNSP operating expenditure comparisons

The individual TNSP performance for 2008-09 is diéscl below. Grid support costs
have not been included in TNSP’s opex as thess sosistitute for augmentation
capex and can vary significantly from year to y@&ote that all opex figures are in
nominal dollars.

AEMO

Figure 6.4: Forecast and actual opex ($m) 2004-05 to
2008-09
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AEMO'’s actual opex for the 2008-09
financial year was $10.7 million which
was 79.6 per cent (or $4.7 million)
higher than foreca$t.

Apart from 2007-08 and 2008-09,
AEMO'’s actual opex has consistently
been below the forecast figure in the past
few years. As VENCorp has merged into
AEMO, this is the last year in which the
AER will report on its opex spend.

33 AEMO only recovers amounts equivalent to its alotxgenditures. Any under-expenditure on the
MAR is retained by Victorian transmission customers
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Murraylink

Figure 6.5: Forecast and actual opex ($m) 2004-05 to
2008-09*
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Directlink
Figure 6.6: Forecast and actual opex ($m) 2006-07 to
2008-09*
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Murraylink’s 2008-09 actual opex of
$3.6 million was 31.6 per cent
(or $1.7 million) lower than forecast.

* Murraylink’s 2008-09 accounts were
for an 18 month period.

Directlink’s actual opex for 2008-09 was
$2.2 million, 34.1 per cent (or $1.1
million) below forecast.

* Directlink’s 2008-09 accounts were for
an 18 month period.

Figures 6.7 to 6.12 compare the actual and forexmest paths of six TNSPs for the
period between 2003-04 and 2008-09. These figusespéot the forecast opex up to
2012-13 to give an indication of the expected opeset out in the relevant
determinations. The dashed line in figures 6.7-@tlitates a new regulatory control
period.
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6.3.1 ElectraNet

Figure 6.7: Forecast and actual opex ($m) 2004-05 to 2012-13
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ElectraNet's actual opex for 2008-09 of $50.1 roillwas 4.6 per cent
(or $2.2 million) lower than forecast. Actual opexreased over last financial year's
figure of $44.9 million (an increase of 11.6 pente

ElectraNet’s opex is expected to increase overdfalatory control period, with
opex forecast to increase to $73.1 million in 20B2-The increased opex is driven
largely by the condition of ElectraNet’s assets #ragrowth of the asset base over
the next regulatory control peridd.

3 AER, Final decision: ElectraNet transmission determipnat2008-09 to 2012-131 April 2008,
p.vii.
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6.3.2 EnergyAustralia

Figure 6.8: Forecast and actual opex ($m) 2004-05 to 2013-14
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EnergyAustralia’s actual opex for 2008-2009 was.&34illion which was
2.9 per cent (or $1.0 million) higher than forecdsitual opex decreased over last
financial years figure of $37.5 million (an 8 pent decline).

6.3.3 Powerlink

Figure 6.9: Forecast and actual opex ($m) 2004-05 to 2011-12
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Powerlink’s actual opex for 2008-09 — the secoral ye its new regulatory control
period —was $127.7 million in line with its foretapex allowance, excluding debt
raising costs.

Opex is forecast to increase to $136.9 million@02-10 excluding debt raising cost
opex allowances.
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6.3.4 SP AusNet

Figure 6.10: Forecast and actual opex ($m) 2004-05 to 2012-13
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SP AusNet’s actual opex for the 2008-09 financednwas $72.0 million which is
11.0 per cent (or $7.1 million) higher than fordc#sshould be noted that this figure
excludes the easement land tax expense to all@evdiklike comparison across
TNSPs. SP AusNet experienced an increase in 20@H€9 due a cyclical high in
maintenance expenditure, particularly related etation management. Figure 6.10
shows forecast opex for the new regulatory perigd and without the allowance for
easement land tax.

6.3.5 Transend
Figure 6.11: Forecast and actual opex ($m) 2004-05 to 2013-14
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Transend’s actual opex for the 2008-09 financiarygas $43.1 million which was
32.4 per cent (or $10.5 million) higher than forggcdransend commented that the
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higher costs primarily related to activities asateil with operating in the NEM, and
labour costs increasing more than CPI.

Transend’s new regulatory control period will beduring the 2009-10 financial
year. Opex is forecast to increase in the new eg¢guy control period, largely driven
by re-setting the forecast based on Transend'siefii revealed costs, together with a
growing asset base, increased obligations, and ogsi increases over the
forthcoming regulatory control period.

6.3.6 TransGrid
Figure 6.12: Forecast and actual opex ($m) 2004-05 to 2013-14
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TransGrid’s actual opex for the 2008-09 financihywas $124.1 million which was
6.9 per cent (or $9.3 million) lower than forecdstthe regulatory control period
(2004-05 to 2008-09), TransGrid underspent on fiseopex by an average of

$5.3 million or 4 per cent.

TransGrid will begin a new regulatory control perio 2009-10. Expected opex for
that year is $127.3 million, and is expected toéase to $150.7 million in 2012-13.
This increase in opex is attributable to severgld@vers including growth in the
asset base over the next regulatory control péfiod.

% AER, Final decision: Transend transmission determina@®09-10 to 2013-148 April 2009,
p.viii.

% AER, Draft decision: TransGrid transmission determimati2009-10 to 2013-14
31 October 2008, p.xx.
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7 Service Standards

7.1 Background

The revenue cap form of regulation is the principabns of providing incentives for
efficient network investment and operation, whilmimising the scope to exercise
market power. It does this by remunerating netvapé&rators on the basis of periodic
forecasts of the efficient costs of service pransisuch that they retain a proportion
of unanticipated cost reductions and absorb unpatied cost increases.

The revenue cap is supported in this goal by tmei&@eTarget Performance Incentive
Scheme (STPIS) which rewards businesses for inaggeaastomer reliability and the
Efficiency Benefit Sharing Scheme (EBSS) which ralgabusinesses for reducing
costs, and capex incentive arrangements. Thesediaames operate to increase
reliability and reduce costs respectively. The Agtopted the ACCC'’s service
standards guidelindsin August 2005. The AER subsequently publishedstrgice
target performance incentive scheme in August 20@cordance with the NER.

This performance report summarises the servicepednce of TNSPs in 2008 and
2009. For the 2008 and 2009 reporting period, &hbgtraNet and SP AusNet
commenced new regulatory periods and began regagainst the August 2007
STPIS.

The AER has also published a second version obT&S which incorporates a
market impact parameter. This version of the STapdlies to Transend and
TransGrid during their current regulatory contretipds which commenced on 1 July
2009, however only TransGrid will be subject to ti@ev market impact parameter
due to a lack of sufficient data for Transend.utufe reports the AER will provide
detail of the performance of TNSPs in relationhte iarket impact parameter.

7.2 Service performance regime

The STPIS outlines the AER’s approach to settisgraice target performance
incentive within the transmission determinatiomfeavork. The objectives of the
scheme are to:

= contribute to the national electricity objective
= Dbe consistent with the principles in the NER
= promote transparency in the information providedaByNSP and AER decisions

= promote efficient TNSP capital and operating exjgene by balancing the
incentive to reduce actual expenditure with thedrteemaintain and improve
reliability for customers and minimise the markapact of transmission
congestion.

37 ACCC,Decision — Statement of principles for the regalatof transmission revenues — service

standards guideline003.
¥ NER, clause 6A.7.4.
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The service standards performance regime is fonlemnking and use targets based
on historical performance to assess a TNSP’s padoce with a regulatory control
period. Each TNSP’s service performance is comparéeir individual targets
during the relevant regulatory control period. $sF\performance exceeding the
targets results in a financial bonus to the TNSHl|eaperformance which fails to
reach the targets results in a financial penalty¢oTNSP. A TNSP’s MAR is then
adjusted by including the financial bonus or pgnalterefore, the service standard
regime provides TNSPs with a financial incentivéntprove service performance,
and financial penalties for deterioration in seevgerformance. There are three core
performance parameters applying to TNSPs:

= transmission circuit availability
= average outage duration
= loss of supply event frequency.

The scheme uses the TNSP’s historical performaseetarget for future
performance. The AER also takes into account thgaanof planned capex on
performance. The performance targets are set imreaenue determination decision
and extend for the duration of the regulatory aarpgeriod. Performance targets and
the weighting of performance parameters are basddabors unique to each TNSP
and therefore, vary between individual TNSPs.

The AER has recently released an additional compidoe the scheme based on the
market impact of transmission congestion (MITC)eBTPIS incorporating a market
impact parameter will apply to TransGrid from JAB09. The market impact
component supplements the service component cctieme by targeting outages
that have an adverse impact on generator dispatcomes. The scheme incorporates
the market impact parameter based on historicalQvd@ta and provides financial
rewards for improvements in MITC performance stadglagainst the performance
target.

The financial incentive or penalty is calculatethggshe formula set out in the STPIS
(or guidelines) and in each TNSPs revenue detetrmmdecision. This formula
applies a weighting to each performance paramétedate the financial incentive (or
penalty) has been limited to 1 per cent of eachHFNBAR for the relevant calendar
year. However, the STPIS published by the AER imd1&008, which included a
market impact parameter, provides that the maximewanue increment that a TNSP
may earn against its parameters and values unelendinket impact component is

2 per cent of the TNSP’s MAR for the relevant cdemyear.

7.2.1 Exclusions

To maintain the integrity of performance incentitles services standards scheme
permits TNSPs to exclude certain categories of tsvdiine nature and number of
excludable events differ between TNSPs. TNSPs géneain exclusions for events
caused by third parties and force majeure eveiaish ENSP also has company
specific exclusions which are generally expansairthe third party exclusion. All
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TNSPs are permitted to exclude these events frem plerformance calculations
provided that the AER is satisfied that each esetisfies the appropriate definitidh.

When considering the classification of an evertteiag force majeure, the AER will
consider the following®

= was it foreseeable and its impact extraordinargpuatrollable and not
manageable

= does this event occur frequently and if so howtdeimpact of the particular
event differ

= could the TNSP, in practice, have prevented theaohpf the event though not
necessarily the event itself

= could the TNSP have effectively reduced the impathe event by adopting
better practices.

7.3 Implementation of the service performance regime

The service performance regime for 2008 and 2009imalemented through the
TNSPs revenue determinations set under clause(ip) 2#the NER. In setting a
revenue determination, clause 6.2.4(c) require\ER to take into account the
TNSP’s revenue requirement, with regard to, amoaotisdr things, the service
standards applicable to the TNSP.

The AER has so far applied the service performaegene to the following
transmission entities:

= Directlink

= ElectraNet

= EnergyAustralia
= Murraylink

=  Powerlink

=  SP AusNet
= Transend
= TransGrid.

The service performance regime measures perforntzaszsl on calendar year rather
than financial year. This result in a six-month kegween service standards
performance being measured and the financial ineebting added or subtracted

39 AER, Electricity transmission network service provideservice target performance incentive

schemeMarch 2008, p. 16.
AER, Electricity transmission network service provideservice target performance incentive
schemeMarch 2008, p. 51.
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from the MAR based on a July-June financial yearis allows sufficient time for
the data submitted by TNSPs to be audited andethdtant financial incentive or
penalty to be included in the following financiaar's MAR.

7.4 Annual compliance review

TNSPs are required under the revenue determindtierservice standards guidelines,
or STPIS to report their service standards perfocaaach year to the AER. The
AER reviews each report to ensure that the reppdfrperformance, treatment of
exclusions and proposed incentives by TNSPs comiphythe service standards
reporting regime and their respective revenue detation decisions. At the
conclusion of the review process, the AER notiétselevant TNSPs of their
performance outcomes and financial incentive omfigrior that year.

7.5 Summary of service standards 2005-2009

Table 7.1 provides a summary of financial incergifsased on performance outcomes
for each relevant TNSP from 2005-2009.

Table 7.1: Financial Incentives for 2005 — 2009
2005 2006 2007 2008 2009
s-factor* $m s-factor* $m  s-factor* $m s-factor* $m s-factor* $m
% % % % %
Directlink - - (0.54) (0.1) (0.62)  (0.1) (1.0) (0.1) (1.0) (0.1)
0.29@
ElectraNet 0.71 1.2 0.59 1.0 0.28 0.5 © )(b) (0.2) 0.6 1.4
4
Energy
0.67 0.6 0.39 0.4 (0.14) 0.2) 0.72 0.9 0.37 0.3
Australia
Murraylink 0.15 (0.0) 0.18 0.0 (0.32) (0.0) 0.69 0.1 0.9 0.1
Powerlink - - - - 0.82 2.2 0.53 3.0 0.2 1.1
sp @13
AusNet 0.09 0.2 (0.127) (0.5) 0.06 0.2 0.82 2.9 0.5 2.4
0.9(9)
Transend 0.19 0.2 0.06 0.1 0.57 0.7 0.85 1.2 0.10 0.7
. 0.2®
TransGrid 0.70 3.1 0.63  3.0. 0.12 0.6 0.31 1.7 ' (0.3)
(0.3)(0

*Financial incentives are capped_al© per cent of each TNSP’s MAR for that year. &ample, an
s-factor of 0.50 would result in a financial indgatof 0.5 per cent of the TNSP’s MAR, or half bét
potential maximum financial incentive available anthe service standards performance incentive
scheme.

*SP AusNet's financial incentive in its previousgulatory control period was capped at + 0.5 per
cent of its MAR. In 2008, SP AusNet transitionetbia new regulatory period, and its financial
incentive is now capped at +1.0 per cent.

(a) 2008 performance for the six months from Jantmdune 2008.

(b) 2008 performance for the six months from Jalpecember 2008.

“1 SP AusNet is the exception as they operate um&mngapore financial year (April-March) and

experience a three-month lag between service stastb@ing measured and the financial
incentives being factored into its MAR.
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(c) 2008 performance for the three months from danto March 2008.
(d) 2008 performance for the nine months from AfriDecember 2008.
(e) 2009 performance for the six months from Jant@dune 2009.

(f) 2009 performance for the six months from Jalyoecember 2009.

Figure 7.1 provides a summary of circuit unavallgbfor each relevant TNSP from
2004 to 2009. For most TNSPs circuit unavailabistyypically below 1 per cent.
EnergyAustralia and TransGrid however had circodvailability of 2.3 and

1.4 per cent respectively in 2009. TransGrid stétetithis result is due to planned
outages for its substantial capital works prograh @oes not indicate a decline in
performance of its network.

Figure 7.1 Non-availability of Circuit - 2004 to 2009 ©

4.00% -

non-navailability

3.00% -

2.00% -

1.00% -

0.00% +

2004 2005 2006 2007 2008 2009
0O EnergyAustralia ® Murraylink SPAusnet B Transend M ElectraNet @ TransGrid @ Directlink O Pow erlink

(a) No data available for Directlink from 2004-2005Powerlink from 2004-2006.

7.6 Performance report and service standards

Service standards data has been included in finaqass regulatory reports (now
called performance report) to date: the 2002—084205, 2005-06, 2006-07 and the
2007-08 reports. This data was omitted from the3200 regulatory report due to the
disparity between the service standards and regyletporting periods affecting the
availability of performance data. Service standalats for 2008 and 2009 are
available for each TNSP at www.aer.gov.au.

7.7 Individual service standards TNSP performance

A detailed summary of each TNSP’s service standartbrmance for the 2008 and
2009 calendar years is discussed below.

Directlink

Directlink Joint Ventures (Directlink) performanpsport for the 2008 calendar year
was submitted on 3 February 20009. It reported fat®r of -1.0 per cent, resulting in
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a financial penalty of $122,462. This result waslthan Directlink’s 2007 and 2006
results, and Directlink’s lowest performance unither STPIS guidelines.

On 1 February 2010, Directlink submitted its anrsealice standards performance
report for the 2009 calendar year. It reported-gactor of -0.978 per cent, resulting
in a financial penalty of $122,128.

Performance measures

The performance measures which apply to Directirkoutlined in its revenue
determination decisioff. They are:

= scheduled circuit availability
= forced peak circuit availability
= forced off-peak circuit availability.

Table 7.2 shows Directlink’s performance againeséhmeasures for the 2008 and
2009 calendar years, and the resulting financt@ntives. In 2008 Directlink’s
service standards performance declined, performvelgbelow all its parameter
performance targets.

In 2009 Directlink’s service standards performamaeproved, but still remained well
below all of its performance targets.

Exclusions

Directlink proposed five third party outages belegded from its 2008 performance
data. Three proposed exclusions related to outage®sted by third parties and the
remaining two were forced outages. As Directlindésformance during 2008 was
considerably below its targets, excluding theseg@es resulted in no improvement to
its s-factor and financial incentive.

Directlink proposed thirty four third party outageclusions from its 2009
performance data. Five proposed exclusions retatedtages requested by third
parties and the remaining 29 were forced outageduBling these outages resulted in
only a very minor improvement to Directlink’s s-facand financial incentive.

AER’s conclusions

The AER considered Directlink’s proposed exclusiftmighe 2008 and 2009 calendar
year and accepted that all third party outagesxbriged from Directlink’s service
performance data. Based on its performance in 20@8AER applied a penalty of
$122,462 to Directlink’s revenue in the 2009-1Gfinial year, based on an s-factor
of -1.0 per cent.

In 2009, the AER endorsed the use of an s-facted.878 per cent resulting in a
financial penalty of $122,128 which was appliedhia 20010-11 financial year. In

2 AER, Decision Directlink Joint Venturers’ applicationrfoonversion and revenue determination

3 March 2006.
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reaching these conclusions, the AER consideredetrenue determination decision,
guidelines, and ElectraNet’s annual performancentep

Table 7.2: Measures, results and incentives
Performance indicator Target 2006 2007 2008 2009
Planned circuit energy availability (%) 99.45 99.75 99.59 97.23 98.94

Forced outage circuit availability in peak 99.23 9512 86.73 88.07 91.47
periods (%) ) ’ ) ’ )
Forced outage energy availability in off-peak

periods (%) 99.23 96.95 93.27 93.26 94.98

s-factor (%) 0 (0.54) (0.62) (1.00) (0.97)
Net financial incentive ($000) 0 (49.7) (74.9) (122.5) (122.1)
ElectraNet

ElectraNet submitted its annual performance rejoorthe 2008 calendar year on

2 February 2009. In July 2008 ElectraNet moved fomma regulatory control period
to another. The AER reviewed ElectraNet’s servieedards performance for the
first half of 2008 against ElectraNet’s 2003-2088anue determinatidf) and
reviewed the second half of ElectraNet’s 2008 agjatitectraNet’'s 2008-2013
revenue determinatioff. This result was less than ElectraNet’s 2006 arfiV 2@sults.

= For the months from January to June 2008 Electradpetrted an s-factor of 0.29
per cent resulting in a financial incentive of $23%8..

= For the months from July to December 2008 Electtad@orted an s-factor of
-0.4 per cent resulting in a financial penalty 456$,980.

On 1 February 2010, ElectraNet submitted its anpagbrmance report for the 2009
calendar year. It reported an s-factor of 0.06ge@t resulting in a financial incentive
of $1,438,880.

Performance measures

The performance measures which applied to Electrdidéng its previous regulatory
control period are as follows:

= total circuit availability
= loss of supply frequency events
. greater than 0.2 system minutes

" greater than 1.0 system minute

43 ACCC,Decision South Australian transmission network maeedetermination 2003-2008/09

11 December 2002.
“  AER, ElectraNet transmission determination 2008-09 ta203 April 2008.
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= average outage duration.

The performance measures applying to ElectraNegitglcurrent revenue
determination decision are:

= total transmission circuit availability

= critical transmission circuit — peak

= critical transmission circuit — non-pedk

= loss of supply event frequency (events > 0.2 systenutes)
= |oss of supply event frequency (events > 1.0 systenutes)
= average outage duration (mins).

Table 7.3 shows ElectraNet’s performance agairstetimeasures and the resulting
financial incentives up to the first half of 200@&ble 7.3(b) outlines ElectraNet’s
performance from the second half of 2008.

Exclusions

In the first half of 2008, ElectraNet proposed tbateral outages be excluded from its
performance calculation including 3 exclusionsdostomer related outages, which
affected the transmission circuit availability paeter. In the second half of 2008,
ElectraNet proposed that several outages be extlude its performance

calculation, one of which arose from a customeateel outage.

In 2009 ElectraNet proposed that several outagextleded from its performance
calculation including 5 exclusions for customeatetl outages from its performance
data.

Consultant’s report

The AER engaged PB to audit ElectraNet’s 2008 sersiandards compliance report,
which included a review of ElectraNet’s recordimglaeporting systems as well as an
analysis of ElectraNet’s proposed exclusions.

PB considered that ElectraNet’s system for recgrdamocessing and reporting of
service standards under the service standards eéagioust, reliable and free from
material errors

PB recommended that 1 customer requested outagega® as an exclusion by
ElectraNet for the second half of 2008 was notlalexclusion under the service
standards scheme as it did not meet the definitidoeing available.

%> The non-peak critical transmission circuit availidy parameter has a zero weighting for the

current regulatory control period. The data gatthehering the current regulatory control period
may be used to determine a financial incentivalfernext regulatory control period.
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AER’s conclusions

The recommended s-factors and financial incenfiwethe first and second half of
2008 are shown in tables 7.3 (a) and (b). In tlcersa half of 2008 the AER
considered that a penalty of $459,980 to ElectraNetenue, based on an s-factor of
-0.4 per cent was appropriate. This results imvarall financial penalty of $190,599
for 2008 to be incurred in the 2009-10 financiadye

For 2009 the AER endorsed an s-factor of 0.6 pet, @éhich results in a financial
incentive of $1,438,880 for ElectraNet, to be remred in 2010-11.

In reaching these conclusions, the AER considdreddvenue determination
decisions, guidelines, and ElectraNet’'s annualgoerénce reports.

Table 7.3 (a): Measures, results and incentives for 2003-08 regula  tory control periods

Performance indicator Target 2004 2005 2006 2007 2008@
Transmission line availability (%) 99.25 99.38 99.57 99.42 99.38 99.39
Fr.equen(cy of loss of supply events > 0.2 5.6 7 0 4 1 0
minutes

Fr_equen(bcy of loss of supply events >1.0 2 0 0 0 0 0
minutes

Average outage duration (minutes) 100-110 48.92 110.35 88.46 270 203.00
s-factor (%) 0 0.63 0.71 0.59 0.28 0.29
Net financial incentive ($000) 0 997.7 1,168.9 1,028.4 504.0 269.4
(a) Results from January to June 2008.

(b) Loss of supply event frequency targets for 26@8e scaled by 50 per cent to account for half

calendar year performance.
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Table 7.3(b):  Measures, results and incentives for the 2008-09t 0 2013-14 second

half of 2008
Parameter Target 2008 @ 2009
Total transmission circuit availability (%) 99.47 99.05 99.74
Critical transmission circuit — peak 99.24 97.26 99.82
Critical transmission circuit — non—peak(c) 99.62 97.25 -
Loss of supply frequency (events > 0.05 system minutes)(b) 4 3 3
Loss of supply frequency (events > 0.2 system minutes)(b) 2 1 2
Average outage duration (mins) 78 195 161
s-factor (%) 0 (0.4) 0.6
Net financial incentive ($000) 0 (459.9) 1,438.9

Note:  Performance for 2008—13 regulatory controique

(a) Results from July to December 2008.

(b) Loss of supply event frequency targets for 26@8e scaled by 50 per cent to account for half
calendar year performance.

(c) This parameter has a zero weighting and doesamdribute to the incentive calculation.

EnergyAustralia

On 5 March 2009, EnergyAustralia submitted its ahperformance report for the
2008 calendar year. EnergyAustralia showed an ivggnent in service performance
from the previous year, reporting an s-factor G2Qper cent, resulting in a financial
incentive of $900, 477.

On 1 February 2010, EnergyAustralia submittednisual performance report for the
2009 calendar year. EnergyAustralia reported actf of 0.37 per cent, resulting in
a financial incentive of $252,182. This result u@ser than EnergyAustralia’s 2008
service standards performance.

Performance measures

EnergyAustralia is subject to one financial inceafperformance measure,
transmission circuit (feeder) availability as oodid in EnergyAustralia’s transmission
revenue determination decisith.

EnergyAustralia also reports against a ‘loss opbupue to forced transmission
outages’ measure. This measure does not howeveiteda to EnergyAustralia’s
s-factor incentive calculation.

In February 2008, the AER decided to cease thaagioin of the Chapter 6A service
target performance incentive scheme for EnergyAliats transmission assets. This
became effective from 1 July 2009. The AER alsad#ztto limit EnergyAustralia’s

% ACCC,Decision NSW and ACT transmission network reveetrraiination — EnergyAustralia

2004-05 to 2008-0April 2005.
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reporting against the existing transmission peréorog measures to the remainder of
the current regulatory control period. As a redaitergyAustralia has only provided
data on the measures of transmission circuit awéthaand the non-incentive loss of
supply due to forced transmission outages, fa20@3 and 2009 service performance.

Table 7.4 shows EnergyAustralia’s performance agaransmission circuit (feeder)
availability for 2008 and 2009, and the resultinghcial incentive. In 2008 and
2009, EnergyAustralia reported above target perfmee against its transmission
circuit availability measure target.

Exclusions

For 2008, EnergyAustralia sought to exclude tweangyt outages. Eleven of these
outages were extended outages capped at fourtgsraglaet out in its revenue cap
decision. The remaining 17 outages were third pausgomer related outages.

For the first half of 2009, EnergyAustralia soughexclude nine outages, which
were all outages required by EnergyAustralia.

AER’s conclusions

The AER approved EnergyAustralia’s proposed exohsin their 2008 performance
report. For the calendar year of 2008, the AERd®srmined that EnergyAustralia’s
calculated s-factor is 0.72 per cent. This traesléb a financial bonus of $900,477
for the 2008 financial year.

The AER also approved EnergyAustralia’s proposediusions in their 2009
performance report. For the first half of 2009, AR determined EnergyAustralia’s
calculated s-factor to be 0.37 per cent. This teded to a financial bonus of
$252,182 for the first half of 2009.

Table 7.4: Measures, results and incentives

Performance indicator Target 2004 @ 2005 2006 2007 2008 2009
Transmission circuit availability (%) 96.96 98.57 98.30 97.74 96.62 9841 97.71
s-factor (%) 0 1 0.67 0.39 (0.14) 0.72 0.37
Net financial incentive ($000) 0 456.3 6395 400.6 (149.9) 9005 2522

(&) This only represents a financial incentive for parfance over the period 1 July 2004 to 31
December 2004 as EnergyAustralia’s regulatory jgecmmmenced on 1 July 2004.
(b)  For the period 1 January 2009 to 30 June 2009.

Murraylink

Murraylink submitted its annual performance regortthe 2008 calendar year on
3 February 2009. Murraylink reported an s-facto®.®9 per cent, resulting in a
financial bonus of $89,887.

On 1 February 2010, Murraylink submitted its redis@nual performance report for
the 2009 calendar year. Murraylink reported ancssfaof 0.86 per cent, resulting in a
financial penalty of $116,003.
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Performance measures

The performance measures applying to Murraylinkeurid revenue determination
decisiort’ are:

= planned circuit availability
= forced peak circuit availability
= forced off-peak circuit availability.

Table 7.5 shows Murraylink’s performance againeséhmeasures for the 2008 and
2009 calendar years, and the resulting financt@ntives.

Exclusions

For the 2008 calendar year, all exclusions propbsedurraylink related to third
party outages. For its planned circuit availabititgasure, Murraylink proposed to
exclude approximately 9 hours relating to a reqbgssP AusNet for Murraylink to
go offline to modify interlock circuits at its Ré&liffs Terminal Station. Murraylink
also proposed to exclude an outage of approximat&lyours from its forced peak
outage availability and off-peak forced outage kamlity measures. The outage was
caused by the operation of under-frequency prateaguipment due to an
ElectraNet transmission system outage. The trassonisystem outage was caused
by a severe thunderstorm in the Berri area, whargalink’s terminal is located.

For the 2009 calendar year, Murraylink proposeexidude approximately 20 hours
of third party outages related to two separate teaance related requests for
Murraylink to go offline from SP AusNet and Eledtiet.

AER’s conclusions

The AER determined that Murraylink’s proposed ttpatty outages for the 2008
calendar year should be excluded from Murraylirdésformance data. Murraylink
saw an improvement in performance from the previmss. Based on its
performance in 2008, the AER endorsed the usefacter of 0.69 per cent resulting
in a financial bonus of $89,887 to be applied | 2009-10 financial year.

The AER also determined that Murraylink’s propo#iedd party outages for the 2009
calendar year should be excluded from Murraylimdgésformance data. Based on its
performance in 2009, the AER endorsed the usefacter of 0.86 per cent resulting
in a financial bonus of $116,003 to be appliechim2010-11 financial year.

47 ACCC,Decision Murraylink Transmission Company applicatfor conversion and maximum

allowed revenugl October 2003.

69



Table 7.5: Measures, results and incentives

Performance indicator Target 2004 2005 2006 2007 2008 2009

Planned circuit energy 99.17 9927 9818 99.11 99.32 99.22  99.31
availability (%)
Forced outage circuit 09.48 98.88 99.63 99.76 96.42  99.99 100
availability in peak periods (%)
Forced outage energy
cvailability in off peak periods (o) 9934 9938 9972 9991 9469  99.95 100

s-factor (%) 0 079 015 018 (0.32) 069  0.86

Net financial incentive ($000) 0 (87.8) (19.6) 22.6* (40.4)  89.9 116.0

*Note this value should have been $26,762.

Powerlink

Powerlink submitted its annual performance reparttie 2008 calendar year on
5 February 2009. The 2008 results are a full yédata. Powerlink reported an
s-factor of 0.53 per cent, resulting in a finantiahus of $3,034,845.

On 1 February 2010, Powerlink submitted its anmpeaiormance report for the 2009
calendar year. Powerlink reported an s-factor ®6 @er cent, resulting in a financial
bonus of $1,050,642.

Performance measures

The performance measures which apply to Powerlialoatlined in the AER’s Final
Decision on Powerlink’s 2008-09 to 2011-12 Reve@ap?® They are:

transmission circuit availability — critical elenten
= transmission circuit availability — non-criticaleehents
= transmission circuit availability — peak hours
= |oss of supply frequency events
. greater than 0.2 system minutes
" greater than 1.0 system minute
= average outage duration.

As Powerlink’s current regulatory control periodramenced on 1 July 2007, and
only the six months from 1 July 2007 to 31 Decenitaex been considered for the
2007 reporting year, Powerlink’s loss of supplyrevieequency measure targets have

8 AER, Powerlink Queensland Transmission Network Reveraps @008/09-2011/12: Decisipn

14 June 2007.
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been halved for the 2007 reporting period. From8&0@wever, the results include a
full year set of data.

Table 7.6 shows Powerlink’s performance againgdimeeasures for 2008 and 2009,
and the resulting financial incentives.

Exclusions

Powerlink proposed to exclude 23 events from iB820erformance. These exclusion
events related to actions of third parties, a storecember 2008, and industrial
action during 2008 (as a force majeure event). Wais the first year that Powerlink
reported exclusions related to industrial action.

Powerlink proposed to exclude a number of eveots fits 2009 performance. The
proposed exclusions affected both the transmissronit availability and average
outage duration measures.

Consultant’s report

The AER engaged PB to audit Powerlink’s recording eeporting systems and
review its 2008 results, including its proposedlesions. PB found that Powerlink’s
system for recording, processing and reportingeofise quality performance to be
robust and reliable. PB also reviewed all exclusiproposed by Powerlink and
considered that each met the criteria for exclusiotier the AER’s service standard
guidelines.

AER’s conclusions

The AER considered that all the exclusions in Pbnlkés 2008 performance data be
allowed. Based on its 2008 performance, the AER®s®dl an s-factor of 0.53 per
cent, resulting in a financial bonus of $3,034,84be recovered in the 2009-2010
financial year.

The AER considered that Powerlink’s proposal tdude outages caused by third
parties for the average outage duration measute 2009 performance data should
be allowed. Based on its performance, the AER dansd an increase of $1,050,642
to Powerlink’s revenue in the 2010-11 year, basedros-factor of 0.16 was
appropriate.

In reaching these conclusions, the AER considemeHink’s revenue cap decision,
guidelines, SKM'’s advice and Powerlink’s reportsanvice standards.
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Table 7.6: Measures, results and incentives

Performance indicator Target 2007+ 2008 2009
Transmission circuit availability — critical elements (%) 99.07 99.44 98.99 99.20
Transmission circuit availability — non-critical elements (%) 98.40 98.70 98.51 97.93
Transmission circuit availability — peak hours (%) 98.16 98.60 98.48 97.98
Frequency of loss of supply events > 0.2 minutes 5 1 2 2
Frequency of loss of supply events >1.0 minutes 1 0 0 1
Average outage duration (minutes) 1,033 612 1,046 707
s-factor (%) 0 0.82 0.53 0.16
Net financial incentive ($000) 0 21972 3,0348 1,050.6

*The 2007 results are for the six month period frbduly 2007 to 31 December 2007

SP AusNet

SP AusNet submitted its 2008 service performangerten 10 February 2009.

SP AusNet transitioned from one regulatory corpeiod to another during 2008. As
a result, the AER completed a compliance reviewHerfirst quarter of 2008 and
another for the last three quarters of 2008. 12088 service standard compliance
report, SP AusNet reported an s-factor of 0.15cpet, resulting in a financial bonus
of $116,715 for January-March 2008 period. FromilApecember 2008, SP AusNet
reported an s-factor of 0.82, resulting in a finahbonus of $2,793,999.

On 1 February 2010, SP AusNet submitted its anpeidbrmance report for the 2009
calendar year. SP AusNet reported an s-factors® Per cent, resulting in a financial
bonus of $2,454,765.

Performance measures

The performance measures applying to SP AusNetrutsderevious revenue
determination decisidf (and applying to the first quarter of 2008) are:

= total circuit availability

= peak critical transmission circuit availability

= peak non-critical transmission circuit availability

» intermediate critical transmission circuit availdki

» intermediate non-critical transmission circuit dahility

= average outage duration — lines (hours)

49 ACCC,Decision Victorian transmission network revenuesdeinations 2003-2008

11 December 2002.
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= average outage duration — transformers (hours).

The performance measures applying to SP AusNetrutsdeurrent revenue
determination decision (and applying to the laste¢quarters of 2008) afe

= total transmission circuit availability

= peak critical transmission circuit availability

= peak non-critical transmission circuit availability

= intermediate critical transmission circuit availdbi

* intermediate non-critical transmission circuit dahility
= loss of supply frequency (events > 0.05 system tas)u
» |oss of supply frequency (events > 0.3 system resjut
= average outage duration — lines (hours)

= average outage duration — transformers (hours).

Tables 7.7 (a) and (b) outline SP AusNet’s perfaoroeaagainst these measures for
2008, 2009 and the resulting financial incentives.

The target availability measures for the curregutatory control period (as applied
in table 7.7 (b)) are lower than the measuresherprevious regulatory control period
(as applied in table 7.7 (a)). As explained in®ffeAusNet transmission
determinatiof, this was due to several factors.

First, SP AusNet included the impact of customéiated capex and third party
outages in its performance reporting at the AERtIeSt, as it was necessary to bring
SP AusNet into line with its own definitions undlee STPIS and with other TNSPs.
This change led to a lower historical average,thedefore lower targets. These lower
targets do not make it easier for SP AusNet toivece bonus nor does it lower the
incentive properties of the scheme as it merelgces a change in reporting
methodology.

SP AusNet’s targets were also reduced due to tieedst increase in capex over the
current regulatory period (2009-10 to 2013-14).sldownward adjustment was
necessary as the increase in proposed capex fouthtent regulatory period
(measured by outage hours as opposed to expendirosessarily results in a lower
level of performance as a TNSP must take assetsf@atrvice while undertaking
capital works. The AER, with its consultants, utdek an assessment of

SP AusNet’s outage plans to determine the apprepaidjustment to the availability
targets resulting from the capex program and watisfeed that the adjustments were
consistent with the objectives of the STPIS. ThdRAibtes that these adjustments do

0 AER, Final Decision, SP AusNet transmission determimafi608-09 to 2013-14anuary 2008.
®  AER,Final decision SP AusNet transmission determinatign cit., p.179-180.
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not reduce the incentive for SP AusNet to undertekimrecast capex in an efficient
manner.

Given SP AusNet’s performance in the last threetqumof 2008 and the
corresponding size of its bonus for this periods ltkely that both the foreshadowed
customer initiated capex program and SP AusNetecfst increase in capex have
not yet impacted on its transmission service statglperformance. The AER expects
SP AusNet’s service standards performance will beenaonsistent with its targets as
the current regulatory control period progresses.

Exclusions

In their, 2008 performance report SP AusNet progdsesxclude outage events
caused by bushfires in January 2007 as force neaguants. The bushfires conditions
caused the loss of several lines and the offloadfrige SMTS H1 transformer. The
tripping of lines began on 16 January 2007 at apprately 16:00 pm. Many lines
were not restored until 17 January 2007 at apprataiy 00:20 am.

For the 2008 reporting period, unlike previous ess of SP AusNet’s service
performance, the proposed exclusions componemieaservice performance did not
have a significant impact on SP AusNet's perforneamatcome.

SP AusNet proposed exclusions in the 2009 repop@ngpd for seven bush fire
related incidents. Four of the incidents are asgediwith the Kinglake bushfire, one
with bushfires in the Bunyip State Forrest at Labahe, and two are associated with
the bushfires in Myrtleford area. These proposedusions did not have a significant
impact on the financial incentive proposed by SRMet.

Consultant’s report

PB was engaged to assist in the AER’s assessm&R élusNet’s 2008 service
standards reports. PB found that SP AusNet’s rampstlystems were robust and
reliable.

The AER engaged SKM to audit SP AusNet's perforredoc 2009. SKM
considered that SP AusNet’s performance reportiag free from material errors and
in accordance with the requirements of the AERIiserstandard guidelines. SKM
also found that the recording system used by SPAusaptured the relevant details
for outages was accurate and reliable, and albbetof the exclusions requested by
SP AusNet met the criteria. SKM recommended thac®f for SP AusNet under the
AER service standards for 2010 be 0.51 per cetiteofgreed Annual Revenue for
2010, after making adjustment to the exclusionsmenended in the audit.

AER’s conclusions

As mentioned previously, the proposed exclusiorSRMAusNet’s 2008 service
performance report did not have a significant inhjmacthe performance outcome.
The AER endorsed an s-factor of 0.15 per centhfeffitst quarter of 2008 and an
s-factor of 0.82 per cent the last three quarte2068. The combination of these
s-factors results is a financial bonus of $2,9148,ilbe recovered in the 2009-2010
financial year.
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The AER determined an s-factor of 0.51 per ceap@opriate for the 2009 calendar
year. This s-factor results is a financial bonu$2#08,852 to be recovered in the
2010-2011 financial year.

Table 7.7 (a):Measures, results and incentives for 2004-08

Article I. Performance indicator Target 2004 2005 2006 2007 2008®
Total circuit availability (%) 99.20 99.27 99.34 99.25 99.11 99.44
Peak critical circuit availability (%) 99.90 99.97 99.94 99.88 99.75 99.49
Peak non-critical circuit availability (%) 99.85 99.57 99.86 99.79 99.86 99.94
Intermediate critical circuit availability (%) 99.85 99.80 99.75 99.54 99.32 -
Intermediate non-critical circuit availability (%) 99.75 99.39 98.21 98.97 95.78 -
Average outage duration — lines (hours) 10 2.73 7.54 30.93 1.6 2.86
Average outage duration — transformers (hours) 10 4.86 6.64 7.18 5.44 10.93
s-factor (%) 0 0.22 0.09 (0.17) 0.06 0.15
Net financial incentive ($000) 0 609.8 272.7 (496.3) 1954 116.7

Note:  Performance for 2003—-08 regulatory controique
€) Results from January to March 2008.

75



Table 7.7(b):  Measures, results and incentives for 2009

Measure Target 2008 @ 2009
Total transmission circuit availability (%) 98.73 99.12 99.02
Peak critical transmission circuit availability (%) 99.39 99.80 99.85
Peak non-critical transmission circuit availability (%) 99.4 99.93 99.94
Intermediate critical transmission circuit availability (%) 98.67 99.42 99.06
Intermediate non-critical transmission circuit availability (%) 98.73 99.53 98.96
Loss of supply frequency (events > 0.05 system minutes) 6 1 6
Loss of supply frequency (events > 0.3 system minutes) 1 1 2
Average outage duration — lines (mins) 382 226 177
Average outage duration — transformers (mins) 412 263 395
s-factor (%) 0 0.82 0.51
Net financial incentive ($000) 0 2,794.0 2,408.8

Note:  Performance for 2008—14 regulatory controique
(a) Results from April to December 2008.

TransGrid

On 30 January 2009, TransGrid submitted its anpedibrmance report for the 2008
calendar year. TransGrid reported an s-factor3if Per cent, resulting in a financial
bonus of 1,711,790 for the 2009-10 financial year.

On 22 January 2010, TransGrid submitted its anpedbrmance report for the first
half of 2009 calendar year. TransGrid reported-gat®r of 0.22 per cent, resulting
in a financial bonus of $628,015 for the 2010-Itkficial year.

Performance measures

The performance measures which apply to TransGeaatlined in its revenue
determination decisich They are:

= transmission line availability

transformer availability
= reactive plant availability
= reliability (events > 0.05 system minutes and evet0.4 system minutes)

= reliability (events > 0.04 system minutes)

52 ACCC,Decision NSW and ACT transmission network reveeterghination — TransGrid

2004-05 to 2008-027 April 2005.
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= average outage restoration time.

Table 7.8 shows TransGrid’'s performance againsetiheeasures for 2008 and first
half 2009, and the resulting financial incentivies2008, TransGrid outperformed its
target against four parameters (reactive planiavisity, loss of supply frequency >
0.05 system min, loss of supply frequency > 0.4esyamin and average outage
restoration time). TransGrid’s performance was Wwets targets its targets for the
transmission line availability and transformer #adaility parameters. This was
predominantly due to its capital works programpanticular transmission line
rebuilds and transformer replacements.

In 2009, TransGrid again outperformed its targetgtie same four of its performance
measures and was below its targets for transmisisieravailability and transformer
availability.

Exclusions

For 2008, TransGrid proposed to exclude in excé48® outages from its 2008
service standards performance dta.

= 94 were outages requested by third parties

= 14 due to intertrips received from third parties

= 3 outages were capped at 7 days as allowed undes@rid’s 2004 revenue
determination.

= 6 were network configurations to facilitate blat&rstests on behalf of
NEMMCO/AEMO.

= 1 due to a malfunction in Directlink’s control sgst.

TransGrid proposed 107 outages as exclusions fnerfirst half of TransGrid’s 2009
performance data, including:

= 96 events related to outages requested by thiteepar

= 10 events related to third parties (customers dnermetworks) equipment
failure, and

= 1 event related to TransGrid’s protection operatioagectly caused by a fault on a
third party system.

AER’s conclusions

The AER determined that all of TransGrid’s proposgdusions for 2008 be
excluded from TransGrid’'s 2008 performance. The AdERorsed an s-factor of
0.31 per cent, resulting in a financial bonus af/$1,790 to be recovered in the
2009-2010 financial year.

%3 Several proposed exclusions applied to multipleameters.
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The AER reviewed TransGrid's proposed exclusiomdifst half of 2009 and
determined that all of the events be excluded fleansGrid’s first half of 2009
performance data. The AER considered an increa$628,015 to TransGrid’s
revenue in the 2010-11 financial year, based ostactor of 0.22 per cent would
comply with its revenue determination decision.

Table 7.8: Measures, results and incentives

Performance indicator Target 2004®@ 2005 2006 2007 2008 2009®
Transmission circuit availability (%) 99.50 99.72 99.57 99.57 99.38 98.54 98.59
Transformer availability (%) 99.00 99.30 9890 98.84 97.46 98.53 98.25
Reactive plant availability (%) 98.60 99.47 99.64 98.92 99.23 99.01 98.73
rl;riiﬂltjgsncy of lost supply events >0.05 5 0 1 5 4 5 1
;riiil:eesncy of lost supply events >0.4 1 0 0 0 1 0 0
Average outage duration (minutes) 1,500 936.84 716.73 812 788 869 909
s-factor (%) 0 0.93 0.70 0.63 0.12 0.31 0.22
Net financial incentive ($000) 0 2,007.3 3,115.0 2,966.2 575.1 1,711.8 628.0

(@) This only represents a financial incentive for parfance over the period 1 July 2004 to 31 Decer2be#
as TransGrid’s regulatory period commenced on i 2004.
(b) This only represents a financial incentive for parfance over the period 1 January 2009 to 30 J08@.2

Transend

On 2 February 2009, Transend submitted its anrerdépnance report for the 2008
calendar year. Transend’s service performancedurthproved from the previous
year, reporting an s-factor of 0.85 per cent, tesyin a financial bonus of
$1,151,240. This result was an improvement on Faa's 2007 performance.

On 1 February 2010, Transend submitted its anrerdépnance report for the 2009
calendar year. Transend reported an s-factor &f 98 cent, resulting in a financial
bonus of $617,796 for the 2010-11 financial year.

Performance measures

The following performance measures apply to Tradserder its revenue
determination decisioff. They are:

= circuit availability
= transmission line

= transformer

5% ACCC,Decision Tasmanian transmission network revenuerdehations 2004-2008/09

10 December 2003.
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= frequency of loss of supply events
= greater than 0.1 system minutes
= greater than 2.0 system minutes.

Table 7.9 shows Transend’s performance against timesisures for 2008 and 2009,
and the resulting financial incentives based opét$ormance.

Exclusions

For the 2008 reporting period, Transend soughtusxahs for the transmission circuit
availability, transformer availability, and losssipply event frequency (>0.1 system
minutes) parameters. Transend’s proposed exclutoisss of supply event
frequency (>0.1 system minutes) parameter did fiettthe s-factor calculation or
financial incentive. The AER therefore focusedntgestigation on the other two
parameters which are summarised below.

Transmission circuit availability

= 630,641 minutes of generator requested outagegaratator shared outages
(generator outages)

= 95 minutes of major industrial requested outagelsoiMages)

= 438 minutes of interruptions to the Lindisfarne-@bTriabunna 110kV
transmission circuit due to a wind storm as a fonegeure event

Transformer availability
= 75,252 minutes of MI outages
= 2400 minutes of generator outages.

Transend proposed four third party outage eventsariirst half of 2009, two of

which related to transmission circuit availabiligd two of which related to
transformer availability. The performance agaihstse two parameters is summarised
below.

Transmission circuit availability

= 287,715 minutes of generator requested outagegematator shared outages
(generator outages)

= 696 minutes of major industrial requested outalyiso(itages)
Transformer availability
= 661 minutes of Ml outages

* 641 minutes of generator outages.
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AER’s conclusions

In its review of Transend’s 2008 performance, tleRAvas satisfied that all of the
events should be excluded from Transend’s 200®paence data. However, the
AER notes that a number of outages were incorreetigrded in Transend’s original
exclusion application (submitted 2 February 200%)s is particularly concerning
given the smaller sample size investigated by tR®& Aompared to the number of
outages recorded by Transend. On the other hamd\ER focused its investigations
on the major outages (most line items investigatere greater than 10,000 minutes).
Those outages not investigated were largely mmaomparison (approximately 60
per cent of line items being sought for exclusiaravess than 1000 minutes in
duration).

The AER endorsed an s-factor of 0.85 per cent/tiegun a financial bonus of
$1,151,240 to be recovered in the 2009-10 finany@at.

The AER reviewed Transend’s proposed exclusionsdatelmined that all of the
events be excluded from Transend’s first half 2p88ormance data. The AER
considered an increase of $617,796 to Transendste in the 2008-09 financial
year, based on an s-factor of 0.88 per cent woatapty with its revenue
determination decision.

Table 7.9: Measures, results and incentives

Performance indicator Target 2004 2005 2006 2007 2008 2009@
99.10

Transmission line availability (%) to 99.34 98.67 99.21 98.99 99.4 99.63
99.20
99.00

Transformer circuit availability (%) to 99.31 99.20 98.80 99.55 99.06 99.17
99.10

Fr_equency of lost supply events > 0.1 1310 16 18 13 16 10 6 3

minutes

Fr_equency of lost supply events >2.0 2103 0 0 1 0 0 0

minutes

s-factor (%) 0 0.55 0.19 0.06 0.56 0.85 0.87

Net financial incentive ($000) 0 5739 207.6 735 7076 1,151.2 617.8

(a) This only represents a financial incentive for parfance over the period 1 January 2009 to 30
June 2009.
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Appendix A: Summary of key data and

indicators

Directlink

2006-07 2007-08 2008-09
Income statement ($nominal, m)
Transmission revenue (PS) 11.97 12.08 18.51
Opex (PS) 2.77 1.40 2.21
Balance sheet
($nominal, m)
Closing RAB 110.34 106.75 101.32
Total assets 111.56 107.89 110.96
Non financial information
Line length (km) 63 63 63
Maximum demand (MW) 180 180 180

Electricity transmitted (GWh)
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ElectraNet

2003-04 2004-05 2005-06 2006-07 2007-08 2008-09

Income statement

($nominal, m)
Transmission revenue (PS)
Opex (PS)

Grid support

Depreciation (PS)

EBIT (PS)

Balance sheet

($nominal, m)
Closing RAB

Total assets

Total debt

Total liabilities
Total equity
Financial indicators
Return on equity
Return on assets
Gearing ratio

EBIT(PS)/Gross interest exp

(interest coverage times x)
Non financial information
Line length (km)
Maximum demand (MW)

Electricity transmitted (GWh)

156.54  163.87
35.61 34.82

3.70 4.60
37.59 40.23

79.72 84.35

861.59  893.80
1,220.32 1,250.66
837.73  843.67
893.36  901.11

326.96  349.55

1.45% 0.18%
9.47% 9.61%

71.93% 70.71%

0.99x 0.93x

5,579 5,663
2,607 2,659

12,336 12,137

170.37
44.18
4.20
44.59

77.34

989.26
1,372.88
876.41
1,041.41

331.48

(2.64)%
8.21%

72.56%

0.79x

5,611
2,938

12,857

179.05
47.98
4.96
47.84

78.28

1,075.42
1,403.02

948.86
1,060.98

342.01

(2.37)%
7.58%

73.51%

0.77x

5,676
2,934

13,381

186.82
44.90
4.55
51.18

86.19

1,196.64
1,532.78

986.41
1,123.81

408.97

(2.95)%
7.59%

70.69%

0.79x

5,620
3,172

13,734

230.50
50.12
4.76
54.01

122.60

1,399.70

1,654.62

1,050.55
1,246.78

407.83

(0.43%)
9.4%

72.04%

0.92x

5,589
3,397

13,327
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EnergyAustralia

2003-04 2004-05 2005-06 2006-07 2007-08 2008-09

Income statement
($nominal, m)

Transmission revenue (PS)
Opex (PS)

Depreciation (PS)

EBIT (PS)

Balance sheet
($nominal, m)

Closing RAB

Total assets

Total debt

Total liabilities
Total equity
Financial indicators
Return on equity
Return on assets
Gearing ratio

EBIT(PS)/gross interest exp

(interest coverage times x)
Non financial information
Line length (km)

Maximum demand (MW)

Electricity transmitted (GWh)

77.20
26.50
21.40

28.90

615.50
646.30
280.70
338.60

307.70

2.11%
4.74%

47.71%

1.45x

663%
5,165

30,483

91.30
23.00
24.60

44.10

646.40
674.40
312.60
378.80

295.60

5.54%
6.99%

51.40%

2.14x

663
5,382

30,713

99.00
28.10
23.70

48.00

609.30
650.90
286.00
435.10

215.80

5.59%
7.65%

56.99%

2.64x

821
5,460

31,669

107.60
27.60
24.00

56.90

624.80
672.60
342.80
488.70

183.90

10.91%
9.22%

65.08%

2.71x

821
5,484

31,947

115.90
37.50
25.50

53.90

714.40
752.90
392.10
533.50

219.40

8.83%
8.05%

64.12%

2.16x

885
5,683

32,007

129.50
34.40
27.00

68.90

792.90
833.70
469.10
632.20

201.50

21.43%
9.14%

69.95%

2.73x

885
5,918

32,289

(a) Estimate.
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Murraylink

2004-05 2005-06 2006-07 2007-08 2008-09
Income statement ($nominal, m)
Transmission revenue (PS) 12.35 12.66 12.68 13.05 20.05
Opex (PS) 3.07 2.95 3.75 3.31 3.61
Balance sheet ($nominal, m)
Closing RAB 100.13 97.86 102.50 102.09 87.88
Total assets 174.88 144.92 137.48 135.93 100.94
Non financial information
Line length (km) 180 180 180 180 180
Maximum demand (MW) 220 220 220 220 220

Electricity transmitted (GWh)
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Powerlink

2003-04 2004-05 2005-06 2006-07 2007-08 2008-09

Income statement
($nominal, m)

Transmission revenue (PS)
Opex (PS)

Grid support

Depreciation (PS)

EBIT (PS)

Balance sheet
($nominal, m)

Closing RAB

Total assets

Total debt

Total liabilities

Total equity

Financial indicators
Return on equity

Return on assets
Gearing ratio
EBIT(PS)/gross interest exp (X)
Non financial information
Line length (km)
Maximum demand (MW)

Electricity transmitted (GWh)

383.72  416.25

78.30 87.50

11.20 15.30

105.80 114.03

184.67  199.17

2,683.92 2,840.93
3,203.26 3,370.00
1,412.42 1,469.32
1,737.96 1,802.29

1,465.29 1,567.71

6.48% 6.81%
7.02% 7.21%
49.08% 48.38%

2.27x 2.28x

11,516 11,902
7,934 8,232

45,625 46,170

466.01 510.54
97.32  109.50
21.46 18.76

124.44  143.92

231.01  241.06

3,070.29 3,258.76
3,684.59 4,214.94
1,645.32 2,006.92
2,175.85 2,598.29

1,508.74 1,616.65

7.73% 7.41%
7.82% 7.62%
52.17% 55.39%

2.39x 2.08x

11,939 12,132
8,295 8,589

47,734 47,750

536.81
116.79

27.33
152.24

243.78

3,903.76
4,925.74
2,516.42
3,168.61

1,757.14

6.11%
6.81%
58.88%

1.66x

12,671
8,082

48,576

604.35
127.70

15.08
166.70

292.47

4,498.37
5,528.04
3,038.42
3,671.76

1,856.29

6.75%
6.96%
62.08%

1.62x

13,106
8,677

49,104
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SP AusNet

2003-04 2004-05 2005-06 2006-07 2007-08 2008-09

Income statement
($nominal, m)

Transmission revenue (PS) 271.51
Opex (PS) 56.80
Depreciation (PS) 55.77
EBIT (PS) 163.99

Balance sheet
($nominal, m)

Closing RAB 1,841.20
Total assets 2,287.33
Total debt 1,375.70
Total liabilities 1,809.09
Total equity 684.99

Financial indicators

Return on equity 9.90%
Return on assets 8.95%
Gearing ratio 66.76%

EBIT(PS)/ gross interest exp (x) 1.90x

Non financial information

Line length (km) 6,553
Maximum demand (MW) 8,572
Electricity transmitted (GWh) 45,006

281.24
56.50
56.75

179.54

1,880.43
2,335.84
1,529.15
1,796.35

539.49

10.00%
9.65%
73.92%

1.95x

6,553
8,535

45,467

291.27
61.54
63.38

164.31

1,959.10
2,945.19
1,505.84
1,948.23

996.96

-10.97%
8.56%
60.17%

1.76x

6,553
8,730

50,267

302.03
59.70
65.72

156.30

2,032.40
3,083.90
1,606.78
1,976.30

1,107.64

14.25%
7.83%
59.19%

1.82x

6,553
9,062

51,821

313.21

56.30

64.49

200.70

377.77

75.87

61.31

250.08

2,075.14 2,137.18

3,216.29 3,205.33

1,816.10

1,742.6

2,097.20 2,157.68

1,119.09 1,047.61

7.42%
9.65%
61.87%

1.98x

6,553
9,850

51,927

8.93%
11.72%
62.45%

1.87x

6,553
10,446

51,877
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Transend

2003-04 2004-05 2005-06 2006-07 2007-08 2008-09

Income statement
($nominal, m)

Transmission revenue (PS) 85.95 108.03 114.99 12329 130.12 144.22
Opex (PS) 24.99 29.03 34.53 37.04 43.47 43.08
Grid Support 0.00 0.00 0.90 0.62 2.86 3.56
Depreciation (PS) 29.44 33.83 34.12 33.91 37.78 41.31
EBIT (PS) 31.80 42.57 45.10 51.32 46.26 49.70

Balance sheet
($nominal, m)

Closing RAB 615.77 64439 689.81 768.15 807.70 882.45
Total assets 648.63 697.73 782.19 1,129.83 1,306.50 1,305.96
Total debt 35.09 52.90 92.78 118.06 408.68  488.00
Total liabilities 96.96 125.73 253.68 365.22 715.14  780.57
Total equity 551.67 572.00 52851 764.62 591.37 525.38

Financial indicators

Return on equity 3.60% 4.90% 6.82% 3.27% 2.76% 1.30%
Return on assets 5.36% 6.75% 6.76% 7.05% 5.87% 5.88%
Gearing ratio 5.98% 8.47% 14.93% 13.38% 40.87% 48.16%

EBIT(PS)/gross interest exp (X) 15.50x 17.38x  10.87x 7.88x 4.41x 1.53x

Non financial information

Line length (km) 3,537 3,580 3,580 3,645 3,650 3,650
Maximum demand (MW) 1,691 1,780 2,089 2,415 2,332 2,236
Electricity transmitted (GWh) 10,187 10,730 10,945 11,565 11,298 11,031
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TransGrid

2003-04 2004-05 2005-06 2006-07 2007-08 2008-09

Income statement
($nominal, m)

Transmission revenue (PS) 407.80
Opex (PS) 117.02
Depreciation (PS) 111.71
EBIT (PS) 182.92

Balance sheet
($nominal, m)

Closing RAB 2,726.64
Total assets 3,383.36
Total debt 1,523.61
Total liabilities 1,866.95
Total equity 1,516.41

Financial indicators

Return on equity 6.30%
Return on assets 7.10%
Gearing ratio 50.12%

EBIT(PS)/gross interest exp (X) 2.07x

Non financial information

Line length (km) 12,446
Maximum demand (MW) 12,476
Electricity transmitted (GWh) 69,736

435.26
117.33
118.51

199.42

3,103.90
3,732.62
1,519.66
1,864.67

1,867.94

4.56%
6.52%
44.86%

1.92x

12,485
13,126

69,338

459.49
120.72
125.99

212.78

3,228.80
3,750.00
1,455.30
2,129.51

1,620.49

7.15%
6.72%
47.31%

2.14x

12,480
13,292

72,383

486.54
123.09
134.62

223.83

3,397.50
3,928.98
1,453.51
2,219.90

1,709.07

7.03%
6.76%
45.96%

2.23x

12,489
13,458

78,226

520.44
120.48
140.88

265.27

3,735.30
4,220.61
1,531.59
2,470.40

1,750.22

6.06%
7.44%
46.67%

2.60x

12,486
12,954

76,359

570.64
124.14
151.40

295.11

4,217.50
5,170.90
1,988.93
3,183.36

1,987.54

8.04%
7.42%
50.02%

2.81x

12,445
14,274

75,744
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AEMO

2003-04 2004-05 2005-06 2006-07 2007-08 2008-09

Income statement
($nominal, m)

Transmission revenue

Less network charges

Total electricity transmission

revenue
Other revenue

Total revenue

Less expenses (opex)
Net result for period

Balance sheet
($nominal, m)

Current assets
Non-current assets
Total assets

Current liabilities
Non-current liabilities
Total liabilities

Net assets
Stakeholders funds
Contributed capital

Accumulated surplus

222.20

239.00

(16.80)

1.20
(15.60)
4.70

(20.30)

29.40
0.20
29.50
22.60
0.60
23.20

6.30

6.30

312.30

292.30

20.00

2.20

22.20

4.80

17.40

51.60

0.10

51.70

27.40

0.50

27.90

23.80

23.70

250.60

263.20

(12.60)

4.10
(8.50)
3.40

(11.80)

39.60
0.10
39.71
28.40
0.00
28.40

11.30

22.50

314.30

273.85

40.45

2.37

42.82

4.35

38.47

80.55

0.14

80.69

30.90

0.00

30.90

49.80

49.80

330.00

298.54

31.47

5.98

37.44

8.27

29.17

115.04

0.14

115.18

36.14

0.07

36.21

78.97

78.97

381.27

442.55

61.28)

5.2
(56.08)
10.68

(66.76)

50.62
0.08
50.70
38.41
0.09
38.50

12.20

12.20
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