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Summary

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

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

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

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

Revenue determination

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

= the method for calculating the total revenue cap and the amount of the estimated
total revenue cap

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

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

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

= efficiency benefit sharing scheme parameter values

= commencement and length of regulatory control period

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

Negotiating framework

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

= the applicable requirements of a transmission determination applying to the
provider

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




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

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

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

Negotiated transmission service criteria

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

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

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

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

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

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

The AER has determined that the negotiated transmission service criteria at part 3 of
this transmission determination will apply to TransGrid for the regulatory control
period from 1 July 2009 to 30 June 2014.

Pricing methodology

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

The document at part 4 of this transmission determination is the pricing methodology
that the AER has determined will apply to TransGrid for the regulatory control period
from 1 July 2009 to 30 June 2014.
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1 Revenue determination

Method for calculating total revenue cap

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

TransGrid’s annual building block revenue requirement

The AER determines the annual building block revenue requirements for TransGrid

as shown in table 1.

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

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

Return on capital 370.6 413.4 449.8 498.1 542.6 2274.4
Regulatory depreciation 74.6 75.2 66.8 75.3 854 3773
Opex allowance 162.5 157.8 165.4 178.0 182.9 846.5
Opex efficiency allowance® 5.8 4.7 5.8 2.5 -3.0 15.7
Net tax allowance 19.4 20.1 19.2 21.8 24.4 104.9
Annual building block revenue 632.8 671.3 706.9 775.7 8322  3618.9
requirement (unsmoothed)

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

current regulatory control period.

Method of calculating TransGrid’'s maximum allowed revenue

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

TransGrid’s AR for 2009-10 is equal to the annual building block requirement for
that year (i.e. $632.8 million). The 2009—10 AR value may be adjusted for any service
standards incentive rewards or penalties carried over from the current regulatory
control period (1 July 2004 to 30 June 2009), as determined in accordance with the
Australian Competition and Consumer Commission’s 2005 revenue cap decision for
TransGrid and allowed under clause 11.6.10 of the NER.

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

ARy = AR¢; x (1 +ACPI) x (1 —Xj)
where:

AR = the allowed revenue




ACPI

X

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

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

the smoothing factor of —4.10 per cent.

and its MAR is calculated annually:

MAR¢

where:
MAR

AR

t

ct

PS(C I S

the maximum allowed revenue
the allowed revenue

the revenue increment or decrement determined in accordance
with the service target performance incentive scheme set out in
the final decision for TransGrid.

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

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

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

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

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

incentive
t Allowed revenue (financial year)  ct Performance incentive (calendar year)
2 1 July 2010-30 June 2011 2 1 January 2009-31 December 2009
3 1 July 2011-30 June 2012 3 1 January 2010-31 December 2010
4 1 July 2012-30 June 2013 4 1 January 2011-31 December 2011
5 1 July 2013-30 June 2014 5 1 January 2012-31 December 2012

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




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

2008-09  2009-10 2010-11 2011-12 2012-13 Total

MAR (smoothed) 632.8 675.1 720.2 768.3 819.6 3616.0

Method for indexation of the regulatory asset base

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

Performance incentive scheme parameters

The AER has determined the values for the performance targets, caps, collars and
weightings for each of the parameters for the service component and market impact
component of the service target performance incentive scheme applicable to
TransGrid for the next regulatory control period.' These are shown in table 4 and
table 5.

Table 4: TransGrid service component performance targets, caps, collars and
weightings to apply for the next regulatory control period

Parameter Collar Target Cap Weightings
Transmission circuit availability (%) MAR (%)
Transmission line availability 99.05 99.26 99.36 0.20
Transformer availability 97.33 98.61 98.89 0.15
Reactive plant availability 98.65 99.12 99.33 0.10
Loss of supply event frequency (No.) MAR (%)
>0.05 (x) system minutes 7 4 2 0.25
>0.25 (y) system minutes 2 1 0 0.10
Average outage duration (minutes) MAR (%)
Total 999 824 649 0.20

' The market impact parameter does not have a collar value.




Table5:  TransGrid market impact component performance target, cap and

weighting
Parameter Values
Target Cap Weighting
Market impact
Number of dispatch intervals with a marginal MAR (%)

value greater than $10/MWh

2857 0 2.0

Efficiency benefit sharing scheme parameters

The AER has determined the values for the efficiency benefit sharing scheme (EBSS)
parameters that are to apply to TransGrid in the next regulatory control period, subject
to adjustments required by the EBSS. These values are set out in table 6.

Table 6:  AER forecast controllable opex for EBSS purposes ($m, 2007-08)

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

Forecast target opex 115.0 122.0 124.7 131.7 131.9

In the event that actual demand growth is outside the range of scenarios modelled in
the development of TransGrid’s approved forecast capital expenditure (capex) and for
the purposes of the EBSS, forecast operating expenditure (opex) will be adjusted
based on the same models (opex and capex) used to develop TransGrid’s approved
forecast opex to incorporate the impact of actual demand growth on the
commissioning of new assets.

Commencement and length of regulatory control period

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

Other amounts, values and inputs

The AER has also determined the following values that could not be determined
before the submission of the revenue proposal or were required to be estimated,
approved or otherwise determined by the AER but are not so estimated, approved or
otherwise determined before the submission of the revenue proposal. These are shown
in table 7.




Table 7:  Other amounts, values and inputs (per cent)

Parameter Value
Risk—free rate (nominal) 4.29
Expected inflation rate 2.47
Debt risk premium 3.59
Effective tax rate 24.00
Nominal vanilla WACC 8.79




2 Negotiating framework

N

Trans

Proposed Negotiating Framework
for Provision of a Negotiated
Transmission Service

1 July 2009 to 30 June 2014

30 May 2008




Table of contents

BACKGROUND ...oiiiriiiininses s mssss s s s s ssms s ssms s e s va e e s ans s sms s sms s ssns s saneas 3
TRANSGRID’S NEGOTIATING FRAMEWORK ..ot rersss s s s s s a s s 5
1. Application of negotiating framMeWOrK.......cccovviiiiiianirir s e 5
2. Obligation to negotiate in good faith........cccouiriiiieinns 5
3. Timeframe for commencing, progressing and finalising negotiations .........cccoccieiiinne 5
4, Provision of Initial Commercial Information by Service Applicant
Obligation to provide Initial Commercial Information....._____. ...
Confidentiality Requirements — Commercial Information ...
5. Provision of additional Commercial Information by the Service Applicant............c..... 8
Obligation to provide additional Commercial Information_. . . 8
Confidentiality reqUIremMEntS e 9
6. Provision of Commercial Information by TransGrid.........ccccceninirinssiininiennisc e 9
Obligation to provide Commercial Information 9
Confidentiality requIremMents e 10
7. Determination of impact on other Transmission Network Users and consultation
with affected Transmission Network Users........cccumnmmmnmsmmn s, 10
8. Suspension of Timeframe for Provision of a Negotiated Transmission Service ....... 10
9. Dispute ReSOIULION .ot s s e s 11
10. Payment of TransGrid’s Costs.....ccmmmmmmmmmm s s 11
11. Termination of Negotiations........cicnnm s 12
12. GIVING NOTICES ...ttt e a e et a b asse e s e eraan e e sasas 13
TIMeE NOUCE IS QIVEIN .. 13
13. Definitions and interpretation ... s —————- 14
D It ONS et e 14
I DIETATION e e 15
Negotiating Framework for Provision of a Negotiated Transmission Service Page 2




Background
A. Clause 6A.9.5 of the National Electricity Rules (“NER") provides that:

(a) Transmission Network Service Providers must prepare a document
setting out the procedure to be followed during negotiations between
that provider and any person who wishes to receive a Negotiated
Transmission Service as to the terms and conditions of access for the
provision of the service;

(b) the negotiating framework must comply with and be consistent with the
applicable requirements of a fransmission determination applying to
the provider; and

(c) the negotiating framework must comply with and be consistent with the
applicable requirements of clause 6A.9.5(c) which sets out the
minimum requirements for a negotiating framework.

B. TransGrid is registered with NEMMCO as a Transmission Network Service
Provider.
C. This document has been prepared in fulfilment of TransGrid's obligations under

clause 6A.9.5 of the NER to establish a negotiating framework.

D. This document applies to TransGrid and any Service Applicant who applies to
receive a Negotiated Transmission Service.

E. A Negotiated Transmission Service is any of the following services:

(a) a shared transmission service that:

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

(2) except to the extent that the network performance requirements
which that shared transmission service is required to meet are
prescribed under any jurisdictional electricity legislation, exceeds
or does not meet the network performance requirements (whether
as to quality or quantity) as are set out in schedule 5.1a or 5.1;

(b) connection services that are provided to serve a Transmission Network
User or group of Transmission Network Users, at a single transmission
network connection point, other than connection services that are
provided by one Network Service Provider to another Network Service
Provider to connect their networks where neither of the Network
Service Providers is a Market Network Service Provider; or

(c) use of system services provided to a Transmission Network User and
referred to in rule 5.4A(f)(3) in relation to augmentations or extensions
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required to be undertaken on a transmission network as described in
rule 5.4A;

but does not include an above-standard system shared transmission service or
a market network service.
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TransGrid’s Negotiating Framework

11

1.2

1.3

1.4

2.1

22

3.1

Application of negotiating framework

This negotiating framework applies to TransGrid and each Service Applicant
who has made an application in writing to TransGrid for the provision of a
Negotiated Transmission Service.

TransGrid and any Service Applicant who wishes to receive a Negotiated
Transmission Service from TransGrid should comply with the requirements of
this negotiating framework.

The requirements set out in this negotiating framework are additional to any
requirements or obligations contained in Chapters 4, 5 and 6A of the NER. In
the event of any inconsistency between this negotiating framework and any
other requirements in the NER, the requirements of the NER will prevail.

Nothing in this negotiating framework or in the NER will be taken as imposing an
obligation on TransGrid to provide any service to the Service Applicant.

Obligation to negotiate in good faith

TransGrid and the Service Applicant should negotiate in good faith the terms
and conditions of access for the provision by TransGrid of the Negotiated
Transmission Service sought by the Service Applicant.

Consistent with Clause 6A.9.1(1) of the NER the price for a negotiated
transmission service should be based on the costs incurred in providing that
service, determined in accordance with the principles and policies set out in the
Cost Allocation Methodology which has been approved for TransGrid by the
Australian Energy Regulator.

Timeframe for commencing, progressing and finalising
negotiations

Paragraphs 3.3 and 3.4 set out the timeframe for commencing, progressing and
finalising negotiations in relation to applications for Negotiated Transmission
Services under Chapter 5 of the NER, and for applications for Negotiated
Transmission Services other than under Chapter 5 of the NER respectively.

Negotiating Framework for Provision of a Negotiated Transmission Service Page 5
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3.2 The timeframes set out in paragraphs 3.3 and 3.4 may be suspended in
accordance with paragraph 8.

3.3 Applications for Negotiated Transmission Services under Chapter 5 of the NER

3.31

3.3.2

Where the Negotiated Transmission Service is a service sought under
Chapter 5, the specified time for commencing, progressing and
finalising negotiations with a Service Applicant for the purposes of
clause 6A.9.5 of the Rules is as set out in Chapter 5 of the NER.

TransGrid and the Service Applicant shall use reasonable endeavours
to adhere to the time periods specified in paragraph 3.3.1 during the
negotiation for the supply of the Negotiated Transmission Service.

34 Applications for Negotiated Transmission Services other than under Chapter 5 of

the NER

3.4.1

342

343

Table 1

Where the application is in respect of a Negotiated Transmission
Service other than a service sought under Chapter 5, the specified time
for commencing progressing and finalising negotiations with a Service
Applicant for the purposes of clause 6A.9.5 of the NER is as set out in
Table 1.

TransGrid and the Service Applicant shall use reasonable endeavours
to adhere to the time periods specified in Table 1.

The preliminary program finalised under C in Table 1 may be modified
from time to time by agreement of the parties, where such agreement
must not be unreasonably withheld. Any such amendment to the
preliminary program shall be taken to be a reasonable period of time
for commencing, progressing and finalising negotiations with a Service
Applicant for the provision of the Negotiated Transmission Service for
the purposes of 6A.9.5(5) of the NER. The requirement in paragraph
3.4.2 applies to the last amended preliminary program.

Event

Indicative timeframe

Receipt of written application for a Negotiated Transmission Service X

B. Parties meet to discuss a preliminary program with milestones for X + 20 business days

supply of the Negotiated Transmission Service that represent a
reasonable period of time for commencing, progressing and finalising
negotiations for the provision of the Negotiated Transmission Service

C. Parties finalise preliminary program, which may include, without X + 30 business days

limitation, milestones relating to:
= the request and provision of commercial information; and

= notification and consultation with NEMMCO and / or any
affected Transmission Network Users.

D. TransGrid provides Service Applicant with an offer for the Negotiated | X + 120 business days

Transmission Service;

Negotiating Framework for Provision of a Negotiated Transmission Service Page 6
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Event Indicative timeframe

E. Parties finalise negotiations X + 160 business days

3.5 Subject to paragraph 3.3 and 3.4, TransGrid and the Service Applicant must,
following a request by the Service Applicant, use their reasonable endeavours
to:

3.5.1 hold a meeting within 20 Business Days of receipt of the application by
the Service Applicant, or such other period as agreed by the parties, in
order to agree a timetable for the conduct of negotiations and to
commence discussion regarding other relevant issues;

3.5.2 progress the negotiations for the provision of a Negotiated
Transmission Service by TransGrid such that the negotiations may be
finalised in accordance with paragraph 3.5.1;

3.5.3 adhere to any timetable established for the negotiation and to progress
the negotiation in an expeditious manner; and

354 finalise the negotiations for the provision of a Negotiated Transmission
Service by TransGrid within a time period agreed by the parties.

3.6 Notwithstanding paragraph 3.1, or any other provision of this negotiating
framework, the timeframes set out in paragraphs 3.3 and 3.4 :

3.6.1 do not commence until payment of the amount to TransGrid pursuant
to paragraph 10;

3.6.2 re-commence if there is a material change in the Negotiated
Transmission Network service sought by the Service Applicant, unless
TransGrid agrees otherwise.

4, Provision of Initial Commercial Information by Service
Applicant

Obligation to provide Initial Commercial Information

41 Within a time agreed by the parties TransGrid must use its reasonable
endeavours to give notice to the Service Applicant requesting Commercial
Information held by the Service Applicant that is reasonably required by
TransGrid to enable it to engage in effective negotiations with the Service
Applicant in relation to the application and to enable TransGrid to submit
Commercial Information to the Service Applicant.

4.2 Subject to paragraphs 4.3 and 4.4, the Service Applicant must use its
reasonable endeavours to provide TransGrid with the Commercial Information

Negotiating Framework for Provision of a Negotiated Transmission Service Page 7

12




4.3

4.4

4.5

4.6

5.1

5.2

requested by TransGrid in accordance with paragraph 4.1 within 10 Business
Days of that request, or within a time period as agreed by the parties.

Notwithstanding paragraph 4.1, the obligation under paragraph 4.1 is suspended
as at the date of notification of a dispute if a dispute under this negotiating
framework arises until conclusion of the dispute in accordance with paragraph 9.

Confidentiality Requirements — Commercial Information

For the purposes of this paragraph 4, Commercial Information does not include:

4.4.1 confidential information provided to the Service Applicant by another
person; or

442 information that the Service Applicant is prohibited, by law, from
disclosing to TransGrid.

Commercial Information may be provided by the Service Applicant subject to
conditions including the condition that TransGrid must not disclose the
Commercial Information to any other person unless the Service Applicant
consents in writing to the disclosure. The Service Applicant may require
TransGrid to enter into a confidentiality agreement, on terms reasonably
acceptable to both parties, with the Service Applicant in respect of any
Commercial Information provided to TransGrid.

A consent provided by the Service Applicant in accordance with paragraph 4.5
may be subject to the condition that the person to whom TransGrid discloses the
Commercial Information must enter into a separate confidentiality agreement
with the Service Applicant.

Provision of additional Commercial Information by the
Service Applicant

Obligation to provide additional Commercial Information

TransGrid may give a notice to the Service Applicant requesting the Service
Applicant to provide TransGrid with any additional Commercial Information that
is reasonably required by TransGrid to enable it to engage in effective
negotiations with the Service Applicant in relation to the provision of a
Negotiated Transmission Service or to clarify any Commercial Information
provided pursuant to paragraph 4.

The Service Applicant must use its reasonable endeavours to provide TransGrid
with the Commercial Information requested by TransGrid in accordance with
paragraph 5.1 within 10 Business Days of the date of the request under
paragraph 5.1, or such other period as agreed by the parties.

Negotiating Framework for Provision of a Negotiated Transmission Service Page 8
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53

54

55

6.1

Confidentiality requirements

For the purposes of this paragraph 5, Commercial Information does not include:

5.3.1 confidential information provided to the Service Applicant by another
person; or

532 information that the Service Applicant is prohibited, by law, from
disclosing to TransGrid; and

Commercial Information may be provided by the Service Applicant subject to
conditions including the condition that TransGrid must not disclose the
Commercial Information to any other person unless the Service Applicant
consents in writing to the disclosure. The Service Applicant may require
TransGrid to enter into a confidentiality agreement, on terms reasonably
acceptable to both parties, with the Service Applicant in respect of any
Commercial Information provided to TransGrid.

A consent provided by the Service Applicant in accordance with paragraph 5.4
may be subject to the condition that the person to whom TransGrid discloses the
Commercial Information must enter into a separate confidentiality agreement
with the Service Applicant.

Provision of Commercial Information by TransGrid

Obligation to provide Commercial Information

TransGrid shall provide the Service Applicant with all Commercial Information
held by TransGrid that is reasonably required by a Service Applicant to enable it
to engage in effective negotiations with TransGrid for the provision of a
Negotiated Transmission Service within a timeframe agreed by the parties,
including the following information:

6.1.1 a description of the nature of the Negotiated Transmission Service
including what TransGrid would provide to the Service Applicant as
part of that service;

6.1.2 the terms and conditions on which TransGrid would provide the
Negotiated Transmission Service to the Service Applicant;

6.1.3 the reasonable costs and/or the increase or decrease in costs (as
appropriate) of providing the Negotiated Transmission Service to the
Service Applicant which demonstrate to the Service Applicant that the
charges for providing the Negotiated Transmission Service reflect
those costs and/or the cost increment or decrement (as appropriate).

Negotiating Framework for Provision of a Negotiated Transmission Service Page 9
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6.2

6.3

6.4

7.1

7.2

8.1

Confidentiality requirements

For the purposes of paragraph 6.1, Commercial Information does not include:
6.2.1 confidential information provided to TransGrid by another person; or

622 information that TransGrid is prohibited, by law, from disclosing to the
Service Applicant.

TransGrid may provide the Commercial Information in accordance with
paragraph 6.1 subject to relevant conditions including the condition that the
Service Applicant must not disclose the Commercial Information to any other
person unless TransGrid consents in writing to the disclosure. TransGrid may
require the Service Applicant to enter into a confidentiality agreement with
TransGrid, on terms reasonably acceptable to both parties, in respect of
Commercial Information provided to the Service Applicant.

A consent provided by a Service Applicant in accordance with paragraph 6.3
may be subject to the condition that the person to whom the Service Applicant
discloses the Commercial Information must enter into a separate confidentiality
agreement with TransGrid.

Determination of impact on other Transmission Network
Users and consultation with affected Transmission
Network Users

TransGrid should determine the potential impact on Transmission Network
Users, other than the Service Applicant, of the provision of the Negotiated
Transmission Service.

TransGrid should notify and consult with any affected Transmission Network
Users and ensure that the provision of the Negotiated Transmission Service
does not result in non-compliance with obligations in relation to other
Transmission Network Users under the NER.

Suspension of Timeframe for Provision of a Negotiated
Transmission Service

The timeframes for negotiation of provision of a Negotiated Transmission
Service as contained within this negotiating framework, or as otherwise agreed
between the parties, are suspended if:

8.1.1 within 15 Business Days of TransGrid providing the Commercial
Information to the Service Applicant pursuant to paragraph 6.1, the
Service Applicant does not formally accept that Commercial

Negotiating Framework for Provision of a Negotiated Transmission Service Page 10
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Information and the parties have agreed a date for the undertaking and
conclusion of commercial negotiations;

a dispute in relation to the Negotiated Transmission Service has been
notified to the AER under clause 6A.30.1, from the date of notification
of that dispute to the AER until:

(a) the withdrawal of the dispute under clause 6A.30.1(c) of the
NER;
(b) the termination of the dispute by the commercial arbitrator in

accordance with clause 6A.30.5(d) or (e) of the NER; or

(c) determination of the dispute by the commercial arbitrator
under clause 6A.30.6(b) of the NER;

within 10 Business Days of TransGrid requesting additional
Commercial Information from the Service Applicant pursuant to
paragraph 5, the Service Applicant has not supplied that Commercial
Information:;

without limiting paragraphs 8.1.1 to 8.1.3, either of the parties does not
promptly conform with any of its obligations as required by this
negotiating framework or as otherwise agreed by the parties;

TransGrid has been required to notify and consult with any affected
Transmission Network Users under paragraph 7.2 or NEMMCO at any
time, from the date of notification to the affected Transmission Network
Users or NEMMCO until the end of the time limit specified by
TransGrid for any affected Transmission Network Users or NEMMCO,
or the receipt of such information from the affected Transmission
Network Users or NEMMCO whichever is the later regarding the
provision of the Negotiated Transmission Service.

9. Dispute Resolution

91 All disputes between the parties as to the terms and conditions of access for the
provision of a Negotiated Transmission Service are to be dealt with in
accordance with Part K of Chapter 6A of the NER.

10. Payment of TransGrid’s Costs

10.1 Prior to commencing negotiations, the Service Applicant shall pay an application
fee to TransGrid. Where the application is for a Negotiated Transmission

Negotiating Framework for Provision of a Negotiated Transmission Service FPage 11

16



10.2

103

104

10.5

11.

Service under Chapter 5 of the NER, this payment is made in accordance with
clause 5.3.3(c)(5).

The application fee lodged pursuant to paragraph 10.1 will be deducted from the
reasonable Costs incurred in processing the Service Applicant's application to
TransGrid for the provision of a Negotiated Transmission Service.

From time to time, TransGrid may give the Relevant Service Applicant a notice
setting out the reasonable Costs incurred by TransGrid and the off-set of any
amount applicable under paragraph 10.1.

If the aggregate of the Costs exceed the amount paid by the Service Applicant
pursuant to paragraph 10.1, the Service Applicant must, within 20 Business
Days of the receipt of a notice in accordance with paragraph 10.3, pay TransGrid
the amount stated in the notice.

TransGrid may require the Service Applicant to enter into a binding agreement
addressing conditions, guarantees and other matters in relation to the payment
of on-going Costs.

Termination of Negotiations

The Service Applicant may elect not to continue with its application for a
Negotiated Transmission Service and may terminate the negotiations by giving
TransGrid written notice of its decision to do so.

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

11.2.1  TransGrid believes on reasonable grounds that the Service Applicant is
not conducting the negotiation under this negotiating framework in
good faith;

11.2.2 the Service Applicant consistently fails to comply with the requirements
of the negotiating framework;

11.2.3  the Service Applicant fails to comply with an obligation in this
negotiating framework to undertake or complete an action within a
specified or agreed timeframe, and does not complete the relevant
action within 20 Business Days of a written request from TransGrid;

11.2.4  An act of Solvency Default occurs in relation to the Service Applicant.

Negotiating Framework for Provision of a Negotiated Transmission Service Page 12
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12.

121

122

123

Giving notices

A notice, consent, information, application or request that must or may be given
or made to a party under this document is only given or made if it is in writing
and delivered or posted to that party at its address set out below.

If a party gives the other party 5 Business Days’ notice of a change of its
address, a notice, consent, information, application or request is only given or
made by that other party if it is delivered or posted to the latest address.

TransGrid

Name: TransGrid

Address: 201 Elizabeth Street (cnr Park Street)
Sydney NSW 2000

Service Applicant

Name: Service Applicant

Address: The nominated address of the Service Applicant
provided in writing to TransGrid as part of the
application

Time notice is given

A notice, consent, information, application or request is to be treated as given or
made at the following time:

12.2.1  ifitis delivered, when it is left at the relevant address; or

12.2.2 ifitis sent by post, 2 Business Days after it is posted.

12.2.3  If sent by facsimile transmission, on the day the transmission is sent
(but only if the sender has a confirmation report specifying a facsimile
number of the recipient, the number of pages sent and the date of
transmission); or.

12.2.4  If sent by email once acknowledged as received by the addressee.

If a notice, consent, information, application or request is delivered after the
normal business hours of the party to whom it is sent, it is to be treated as
having been given or made at the beginning of the next Business Day.

MNegotiating Framework for Provision of a Negotiated Transmission Service Page 13
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13. Definitions and interpretation

Definitions

13.1 In this document the following definitions apply:

Business Day means a day on which all banks are open for business generally
in Sydney, New South Wales.

Commercial Information shall include at a minimum, the following classes of
information:

. details of corporate structure;
. financial details relevant to creditworthiness and commercial risk;
. ownership of assets;

. technical information relevant to the application for a Negotiated
Transmission Service;

. financial information relevant to the application for a Negotiated
Transmission Service;

. details of an application’s compliance with any law, standard,
NER or guideline.

Costs means any costs or expenses incurred by TransGrid in complying with
this negotiating framework or otherwise advancing the Service Applicant’s
request for the provision of a Negotiated Transmission Service.

TransGrid trades under it's own name, ABN 19 622 755 774.

Solvency Default means the occurrence of any of the following events in
relation to the Service Applicant:

(a) An originating process or application for the winding up of the Service
Applicant (other than a frivolous or vexatious application) is filed in a
court or a special resolution is passed to wind up the Service Applicant,
and is not dismissed before the expiration of 60 days from service on
the Service Applicant;

(b) A receiver, receiver and manager or administrator is appointed in
respect of all or any part of the assets of the Service Applicant, or a
provisional liguidator is appointed to the Service Applicant;

(c) A mortgagee, chargee or other holder of security, by itself or by or
through an agent, enters into possession of all or any part of the assets
of the Service Applicant;

Negotiating Framework for Provision of a Negotiated Transmission Service Page 14
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(d) A martgage, charge or aother security is enforced by its holder or
becomes enforceable or can become enforceable with the giving of
notice, lapse of time or fulfilment of a condition;

(e) The Service Applicant stops payment of, or admits in writing its inability
to pay, its debts as they fall due;

(f) The Service Applicant applies for, consents to, or acquiesces in the
appointment of a trustee or receiver of the Service Applicant or any of
its property;

(9) A court appoints a liquidator, provisional liquidator, receiver or trustee,

whether permanent or temporary, of all or any part of the Service
Applicant’'s property;

(h) The Service Applicant takes any step to obtain protection or is granted
protection from its creditors under any applicable legislation or a
meeting is convened or a resolution is passed to appoint an
administrator or controller (as defined in the Corporations Act 20017), in
respect of the Service Applicant;

(i) A controller (as defined in the Corporations Act 2007) is appointed in
respect of any part of the property of the Service Applicant;

() Except to reconstruct or amalgamate while solvent, the Service
Applicant enters into or resolves to enter into a scheme of
arrangement, compromise or reconstruction proposed with its creditors
(or any class of them) or with its members (or any class of them) or
proposes re-organisation, re-arrangement moratorium or other
administration of the Service Applicant’s affairs;

(k) The Service Applicant is the subject of an event described in section
459C(2)(b) of the Corporations Act 2001; or

() Anything analogous or having a substantially similar effect to any of the
events specified above happens in relation to the Service Applicant.

Interpretation

13.2 In this document, unless the context otherwise requires:

13.21 terms defined in the NER have the same meaning in this negotiating
framework;

13.2.2 areference to any law or legislation or legislative provision includes
any statutory modification, amendment or re-enactment, and any
subordinate legislation or regulations issued under that legislation or
legislative provision;

MNegotiating Framework for Provision of a Negotiated Transmission Service Page 15
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13.2.3

a reference to any agreement or document is to that agreement or
document as amended, novated, supplemented or replaced from time
to time;

13.2.4 areference to a paragraph, part, schedule or attachment is a reference
to a paragraph, part, schedule or attachment of or to this document
unless otherwise stated:

13.2.5 an expression importing a natural person includes any company, trust,
partnership, joint venture, association, corporation, body corporate or
governmental agency; and

13.26 a covenant or agreement on the part of two or more persons binds
them jointly and severally.

Negotiating Framewaork for Provision of a Negotiated Transmission Service Page 16
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3 Negotiated transmission service criteria

National electricity objective

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

Criteria for terms and conditions of access

Terms and conditions of access

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

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

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

Price of services

5. The price for a negotiated transmission service must reflect the costs that the
TNSP has incurred or incurs in providing that service, and must be determined
in accordance with the principles and policies set out in the Cost Allocation
Methodology.

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

7. If the negotiated transmission service is a shared transmission service that:

1. (1) exceeds any network performance requirements which it is
required to meet under any relevant electricity legislation; or

ii. (ii) exceeds the network performance requirements set out in schedule
5.1aand 5.1 of the NER

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

8.  If'the negotiated transmission service is the provision of a shared transmission
service that does not meet or exceed the network performance requirements, the
difference between the price for that service and the price for the shared
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10.

11.

transmission service which meets, but does not exceed, the network
performance requirements should reflect the amount of the TNSP’s avoided cost
of providing that service (as appropriate).

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

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

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

Criteria for access charges

Access charges

Any access charges must be based on costs reasonably incurred by the TNSP in
providing Transmission Network User access and (in the case of compensation
referred to in clauses 5.4A(h) to (j) of the NER) on the revenue that is likely to be
foregone and the costs that are likely to be incurred by a person referred to in clauses
5.4A(h) to (j) of the NER where an event referred to in those paragraphs occurs (as
appropriate).
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4  Pricing methodology
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TransGrid is the principal electricity transmission network service provider (THSP) in
New South Wales.

At TransGnd we:

# Recognise that a strong and reliable electricity transmission system is
important to the NM3W and national economies and future security of

supply
* Respond appropriately to ocur customers’ neads
* Provide reguired elecinicity fransmission services efficiently and prudently

* Take stakeholder views into consideration as a key aspect of prudent
practice

For information about TransGrid visit httpowww . transgrid.com.aw/

Contact

Far enguiries about this proposed pricing methodology please contact:
Philip Gall

Manager'Regulated Transmission Access

TransGrid

amail: phil.gall@transgrid.com.au

Page
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Introduction

TransGrid is the principal electricity Transmizaion Network Service Provider (TNSP)
in Mew South Wales.

This proposed pricing methodalogy. for the regulatory pericd from 1 July 2008 fo
30 June 2014, is submitted to the Awstralian Energy Regulator {AER) in accordance
with the requirements of Chapter 84 of the National Electricity Rules (the Rules) and
the AER's pricing methodology guidelines.

Interpretation

All terms in this proposed pricing methodology that are ifalicised have the meaning
given to them in the prcing methodology guidelines or, where no definition is provided
in that document, the Rules.

A reference to the Rules is taken to be a reference to the current version of the
Mational Electricity Rules, version 20, which commenced operation on 1 May 2008 as
amended from time to ime.

A reference fo the old Rules is taken fo be a reference fo version § of the Mational
Electricity Rules which was operative batweaen 27 July 2008 and 15 Movember 2008.

Prescribed Transmission Services

TransGrid's proposed pricing methodology relates to the provision of prescnbed
transmizsion sendces in the New South Wales region by TransGrid, Energy Australia,
Couniry Energy, and Directlink.! . These services includs:

# Shared transmission services provided to customers directly connected to the
transmission network and conmected network service providers (prescnbed
TUOE gervices);

* Connection services provided to connect the distribution networks of Energy
Ausiralia, Integral Energy, Country Energy and ActewAGL to the framsmission
network (prezcnbed exit sendces);

* Connection services provided to generators and customers directly connectad fo
the transmission network that are required to be treated as ‘pregcoribed senvices’
in accordance with Clause 11.8.11 of the Rules (as amendad from time to time) ;
and

*  Services reguired under the Rules or in accordance with jurisdictional electricity
legislation and other regulatory requirements that are mnecessary to ensure the
integrity of the transmission network, including through the maintenance of power

In accordance wER clause 5A.29.1 of the Rules, TransGnd I8 the co-ardinating nefwork senvice provider far
Mew South Wales and administers the allocation of the revenus entflemsant far TransGnd, Energy Australla
and Dlrecilink Transmission Company's raguiatzd revenue entiiement via TransEnd's transmission services
prices.

Pags 1
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system security and assisting in the planning of the power system (prescnbed
comman frangmisgion seqvices).

For the avoidance of doubt the proposed pricing methodology does not relate to the
provision of negofiafed fransmizsion services, or other frAanamizsion services provided
by TransGrid that are not subject to economic regulation under Chapter G4 of the
Rules.

4.  Rules Requirements

Clause 84A.24.1 of the Rules states that the pricing methodology is a methodology.
formula, process or approach that when applied by a TNSP:

(1} allocates the aggregafe annual revenus requirement (AARR) for prezcribed
franamizzion senvices fo:

(i} the categones of prescribed fransmission sendices for that provider
and

(i} transmission nefwork connection poinfs of Transmizsion Nefwork
Uizers; and

(2} determines the structure of the prices that a Transmizsion Nehvork Sendce
Provider may charge for each of the categoniesz of prescnbed franamission
sarvices for that provider.

The Rules also reguire that the prcing methodology satisfies principles and
guidelines established by the Rules. In particular, clause §4.10.1{e) of the Rules
reguires that the proposed pricing methodology must:

(1} give effect fo and be consistent with the Prcing Principles for Prezcribed
Transmiggion Sanvices (that is to say, the principles set out in rule BA.23);
and

(2} comply with the reguirements of, and contain or be accompanied by such

information as is required by, the pricing methodology gwidelines made for
that purpose under rule 425

5.  Pricing Methodology Guidelines Requirements

The pricing methodology guidelines supplement and elaborate on the pricing
principles contained in Chapter 8A of the Rules in so far as they specify or clarnfy:

#  the information that is to accompany a proposed pricing methodology;

= permitted pricing structures for the recovery of the locational component of
providing prescrbed TUOS services;

* permitted postage stamp pricing structures for prescribed common fransmizsion

services and the recovery of the adjusted non-locational component of providing
pregcribed TUOS services;

Pags 2
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e the types of fransmission system assets that are directly attnbufable to each
category of prescribed franamizzion senvices; and

* those parfs of a proposed pricing methodology, or the information accompanying
it that will not be publicly disclosed without the consent of the TNSP.

TransGrid's existing and proposed pricing methodologiez are permissible under the
pricing methodology guideiines. The permissible features include:

#  Caleulation of the locational component of prezcribed TUOS sendces cosis using
the cost reflective network pricing methodology. and

# The postage stamp pricing structures for the non-locational component of
prescribed TUOS services and prescribed common fransmizsion senvices being

based on confract agreed maximum demand or historical energy.

The material additional reguirements which arise from the prcing mefthodology
guidelines include the requirement to:

#  Detail the methodology for implemeantation of the pricrty ordening approach under
clause 6A.23 2(d) of the Rules including a worked example;

* Descrbe how asset costs allocated to prezenbed enbry senvices and prescribed
exit senvices at a conneclion point. which may be atiibutable o multiple
fransmission nefvork uszers, will be allocated;

#*  Detail billing arrangements as cutlined in clause 8A 27 of the Rules;

»  Detail prudential requirements as outlined in clause 84 28 of the Rules;

*»  Provide specified hypothetical worked examples; and

»  Detail on how TransGrid intends to monitor and develop records of its compliance

with its approved pricing methodology, the pricing principles for prescnbed
frangmizsion services (clause §A_23) and part J of the Rules in general.

Pages 3
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6.1

6.2

6.3

Proposed Pricing Methodology

Background

TransGrd's transmission pricing methodology, applicable from 1 July 2004, was
developed in accordance with Part © of Chapter 8 of the oid Rules.

The diagram in Appendiz A gutlines the structure of fransmission pricing under part J
of the Rules that is applicable to this proposed pricing methodology.

Co-ordinating Metwork Service Provider

In accordance with clause BA 281 of the Rules, TransGrid is the Co-ordinating
Network Service Prowider for Mew South Wales and collects prescribed revenus
enfittements for TransGrid, Energy Australia’s prescribed fransmission services, and
the Directink Transmission Company (Dirscilink) wia TransGnd's prescribed
transmission service prices.

Energy Australia and Direcilink are required fo advise TransGnd annually of the
Aggregate Annual Revenue Requirement (AARR) for their franamizsion system
assets which are used to provide prescribed fransmizsion sendces within the Mew
South Wales region. They are also reguired to provide any other information
reasonably required by TransGrd to ensure the proper caleulation of prescribed
transmissicn prices in New South Wales®.

Aggregate Annual Revenue Requirement
The revenus that a THSP may eam in any regulatory year of a regulatory control
pericd from the provision of prescribed fransmizsion services is known as the
maximum alfowed revenus’.
The AARR is calculated in accordance with clause 6A.22.1 of the Rules as:

“the maomus allowed revenne referred to in clause $A.3.1 adjusted-

(1) in accordance with clause G432, and

(1) by submzcting the operating znd mzintensvce costs expected to be incwred in the
provision of prescribed common transmizsion services.”

Adjustments in accordance with clause 8A.3.2 could relate to a number of factors
including recpening of the revenus determination for capital expenditure, network
support pass through, cost pass through, service target performance incentive
scheme outcomes and contingent projects.

The costs referred in (2) above are derived from budget projections and include:

« network switching and operations;

This obligation wil also apply to any acdifional sppointing provigers reguiring the services of the co-
ordinanng netwark service provider during the IEe of tis pricing methadoogy.

Clause BA3.1 of the Rules.

Pags £
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6.4

6.5

+  administration and management of the business;
# network planning and development; and

* general overheads.

Categories of transmission services

The AARRs for TransGrd, Energy Ausiralia, and Directlink are recoversd from
transmission charges for the following categones of transmission services:

* FPregcribed entry zervices which are provided by assets that are directly
attributable o serving a Generator, or group of Generators, at a single connection
point and are deemed prescribed by virtue of the operation of clause 11.8.11 of
the Rules;

*  Pregcribed exit sendces which are provided by assets that are direcily attributable
ta serving & Transmission Customer, or group of Transmission Customers, at a
single connection point and: (a) are deemed prescribed by virtue of the cperation
of clause 11.6.11 of the Rules; or (o) are provided to Network Service Providers
at the boundary of the prescribed fransmission network;

*  Pregcrbed franzmigsion use of sysfem (TUOS) sendces which are provided by
assets that are shared o 3@ greater or lesser extent by all users across the
frangmizgion sy=tem and are not prescribed common fransmizsion sendces,
prezcribed entry services or prescribed exit services; and

*  Fregcribed common fransmission servicez, which are services that benefit all
Transmission Custormers and cannot be reasonably allocated on a locational
basis.

Cost allocation

The first step in calculating prescribed transmission service prices is to allocate the
costs of franamizsion system assets to the categories of transmission service in
section 6.4 above to the extent to which assets are directly affribufable to the
provision of a category of prescribed franamizsion services.

The delineation between the asseis that provide prezenbed enfry services, prescnbed
exit gervices, prescribed TUOS senvices and prescribed common fanamission
zervices is set out in clause 2.4 of the pricing methodology guidelines.

In the case of those costs which would be attrbutable to more than one category of
prezcribed transmission sernvices, costs will be allocated in accordance with the
provisions of clause GA.23.2(d) of the Rules having regard to the stand alone cosis
associated with the provision of prescnbed TUOS services and prescribed commaon
tranemizsion services with the remainder being allocated fo prezcrnbed entry sendces
and pregcrbed exit sendces. The implementation of the pricrity ordering process is
detfailed in Appendix C.

Page 3
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651 Assets attributable to prescribed entry services and prescribed exit services

6.6

In the case of a shared connection asset (such as a transformer) serving multiple
transmission connection points, which may provide both prescribed entry services
and pregcnbed exif gervices, the cost of the shared connection asset will be allocated
to the appropriate category or categories of prescrbed franamizsion services using an
appropriate causal cost allocator.

TransGrid's approach to connecting both entry and exit customers using common
connection assets is to pro-rata the costs based on the MW capacity available fo
each customer. & pro-rata of costs based on energy is not useful as generator
customers only pay for connection costs and do not pay any energy consumption
costs. e, no payment for usage or postage stamp energy charges under the Rules
unless this is mutually negotiated.

If there are multiple generators connected at the one connection point, then the entry
cost would be allocated between the generators on the basis of the peak generation
inte the system by each generator.  TransGrd does not currently have any
connection points where this ocours.

If there are multiple customers connected at the one connection point, then the exit
asset cost is allecated beteween the cusiomers on the basis of the peak load
measured for each customer in the most recent completed financial year. This
arrangement currently applies at some points where two distributors share a
connection point.

TransGrid does not cumently have any connection points which provide both
generator entry and customer exit services to different TransGrid customers.

Calculation of the attributable cost share for each category of service

The second step inm calculating prescrbed framsmission service prices is the
caleulation of the atiributable cost shares. The atfinbutable cost share for each
category of service is calculated in accordance with clause 84223 of the Rules as
the ratio of:

s the costs of the tranzmizsion syasfem assets directly affnbufable to the provision
of that category of prescrnbed fransmizsion services (as determined in section 8.5
above): to

#  the total costs of all the TNSP's fransmission sysfem assets direchly attributable
to the provision of presenibed fransmission services (as determined in section 8.5
abowve).

For example, if the ORC's of prescribed services assets have been allocated to the
applicable categores of prescnbed franamizsion services as shown in Table 1 then

the atiributable costs shares are calculated as:

Atfributable cost shareggr = ORCexr/! ORCroraL

55,972,222 1 343,050,000

0.182

Pag=d
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with the attributable cost shares of the other categories calculated in the same
manner, a5 shown in Table 2.

Table 1: Costs allocated to categories of prescribed transmission services

Category QORC

Exit service 6.872,222
Eniry service 1,761,111
TUZE service 33.560.687
Common Service TH0.000
Taotal 43 050,000

Table 2- Attributable cost shares

Attributable
Category ORC cost share
Exit service 6,872,222 0182
Entry senvice 1,781,111 0.041
TUOS semvice 33,566, 667 0.780
Common Service 750,000 0.017
Tota 43,050,000 1.000

6.7 Calculation of the Annual Service Revenue Requirement (ASRR)

The third step in calculating prescribed transmission service prices is to allocate the
AARR to each category of prescribed fransmission service in accordance with the
atfribufable cost share for that category of services.

This allocation results in the annual service revenue requirement (ASRR) for that
category of service.

Assuming an AARR of 52,504,434 and applying the attributable cost shares
determined above the ASRR for each category of prescribed services is caloulated
as:

ASRRExT = AARR x Attributable cost sharegwr

52,504,434 x 0182

5405,608
with the ASRRs of the other categories calculated in the same manner.

Table 3 Annual Service Revenue Requirements

Annual Service

Attributable Revenue

Category cost share Requirement

{ASRR)

Exit service 0162 405,808

Eniry senvice 0041 102,453
Page 7
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6.8

6.8.1

TUDE semvice 0.7EO 1,852,741
Common Senvice 0.017 43,831
Tota 1.000 2.504,434

Allocation of the ASRR to transmission network connection points

The fourth step in calculating prescrbed transmission service prices is o allocate the
ASRR for prezcrnbed enfry sendces, prescnbed exit services and prescrnbed TUOS
zervices to each fransmission network connsction point in accordamce with the
principles of clause 8A.22.3 of the Rules.

Prescribed entry services

The whole of the ASRR for prescribed enfry services is allocated to each
transmission network connection point in accordance with the attributable connection
point cost share for prezscribed entry servicez that are provided by the TNEP at that
connection point.

The aftributabla connecfion point coef share for prezcribed enfry services is the ratio
of the costs of the fransmizzion sysfem assets direclly atfnbufable to the provision of
prezcribed enfry servicez at that fransmission network connection point fo the total

costs of all the TNSP's fransmission aysfem assets direclly affribufable to the
provision of prescrbed enfry senvices.

For example, if twe generators, Gen A1 and Gen A2 receive prezcrbed enfry senvices
and the cost allocation process has allocated the ORCs of assets directly attributable
to prescribed enfry senvices fo them as shown in Table 4.
Atfributable connection point cost sharegey a1 = ORCasnat / ORCentry

=§1.033,333 7 31.781.111

= 0.587

with the aifrbutable connection poind cosf share of the other generator being
calculated in the same manner as shown in Table 5.

Table 4: Prescribed entry services ORCs

Entry ORC
Gen A1 1,033,332
Gen A2 727,778
Total ORC of prescribed entry assats 1.781,111

Table 3: Attributable connection point cost shares

Attributable connection

Entry ORC point cost share

Gen A1 1,033,333 0.537

Gen &2 727,778 0413

Total 1,781,111 1.000
Pag= 3
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The ASRR allocated to the
calculated as follows:

Gen A1 transmission network connection paoint is

ASRRmpys = ASRRpyrry » Attributable connection point cost shareges, .y
= 5102453 = 0587
= 550,114

with the ASRR of the other generator connection point being calculated in the same
manner.

Table &: Connection point ASRRs [entry)

Attributable connection

Connection point

Entry ORC point cost share ASRR
Gen A1 1,033,333 0.5E67 60,114
Gen A2 TXTITE 0.413 42,338
Total J81,111 1.000 102,453

Prescribed exit services

The whole of the ASRR for prezscribed exif zenvices is allocated to each fransmission
network connection point in accordance with the alffribufable connection point cosf
zhare for pregcribed exit services that are provided by the TMSP at that connection
paoint.

The atributable connection point cost share for prescnbed exit gervices is the ratio of
the costs of the fransmission aysfem assets direclly attnbufable to the provision of
prezcribed exit serviceg at that framsmission network connection point to the total
costs of all the tranamizzion syefem asseis directly aftnbutable to the provision of
prezcrbed exit senices.

The ASRRs of the prescribed exit connection peints are calculated in the same
manner as for the entry connection points.

Table 7: Connection point ASRRs (exit)

. Attributable connection Connection
Exit ORC point cost share point ASRR
Load &1 2,083,333 121,188
Load A2 1,406,556 81,788
Load Bt 2,833,233 153,184
Load 1 250,000 . 49,442
Tota 8,872,222 1.000 405,808

Pag= @
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£.8.3 Prescribed Transmission Use of System (TUOS) services

The prescribed TUOS (shared network) services ASRR is recovered from:
*  Pregcribed TUOS services (locational compenent); and

*  Pregcribed TUQS gervices (the adjusted non-locational component).
Clause 6A4.23.3(c)(1) of the Rules requires that

“z share of the 45AR (the locationsl component) is to be adjusted by submracting the
estmared quction @ounts expected to be distributed to the TISE under clause
3.18.4 from the connection poinss for each relevant directional interconnector and
thiz adyusted share is to be allocated as betwesn such conmecnon poinis on the basis
of the estdmated proportdonate use of the relevant mansmizsion sysiem assets by each
of those cnstomers, and the CRNF methadology and modijfied CRENP methodalogy
represent ftwo permrited means of estmating proportionste use”.

Consistent with clause 8A.23.3(c){1) of the Rules, the locational share of the
pregernbed TUQS gendces ASRR is adjusted for estimated inter-regional settlements
residue proceseds by converting the estimated proceeds to am eguivalent asset
replacement cost that is offset against the asset replacement cost of the relevant
interconnector network pricing branches for input to the cost reflective nefwork pricing
methadology [CRNF methodoiogy)®.

The adjusted share of the ASRR is allocated betwesn connection points on the basis
of the estimated proportionate use of the relevant franamizzion asysfem assets by
each customer using the CRNP methodology.

TransiGrid proposes to continue applying the CRNF methadology.

The CRNF methodology allocates a proportion of shared network costs fo individual
customer connection points. TransGrid applies the CRNP methodology using the
TPRICE coszf reflective nefwork pricing software used by most TNEPs in the NEM.
The CRNF methodology reguires three sets of input data:

»  An electrical {lead flow) model of the network:

¢ A cost model of the network; and

*  An appropriate set of load! generation patterns.

Appendix B describes the CRNF methodology in more detail.

The remainder of the ASRR (the pre-adjusted non-locational component) is to be
adjusted:

* Dby subtracting the amount {if any) referred to in clause 8A_23 3(e) of the Rules;

I

In this way esimaled sellements resldue auclion proceeds recover a portion of the AARR allocated to

shared network cosls on a locational basls.

Page 10
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6.8.4

* by subtracting or adding any remaining setflements residue (not being
setilements residue referred fo in the determination of the locational component
out including the portion of setilements residue due to intra-regional loss factors)
which is expected fo be distributed or recovered (as the case may be) to or from
the THEP in accordance with clause 3.8.5(a) of the Rules

& for any over-recovery amount or under-recovery amaount from previous years;

&  for amy amount arsing as a result of the application of clause 84.23.4(h) and (i) of
the Rules; and

« for any amount arising as a result of the application of prudent discounts in
accordance with clause 84A.26.1(d)-{g) of the Rules,

Laoad and generation data

As noted in Appendix B, the choice of operating conditions is important in developing
prices using the CRMNF methodology. TransGrid has flexibility in the choice of
operating conditions, but notes that the old Rules set out the principles that should
apply in detarmining the sample of operating conditions considered. Of particular note
is the requirement that operating condifions to be used are to include at least 10 days
with high system demand, to ensure that loading conditions. which impose peak flows
on all fransmission elements, are captured.

Schedule 84.3.2(3) of the Rules is less prescriptive requiring that the allocation of
dispatched generation fo loads be over a range of actual operating conditions from
the previous financial year and that the range of operating scenarios be chosen so as
to include the conditions that result in most stress on the transmission network and for
which network investment may be contemnplated.

Clause 2.2{a) of the pricing methodology guidelines requires that prices for the
recovery of the locational component of prescribed TUOS sendces are based on
demand at times of greatest utilisation of the fransmission netwaork and for which
network investment is most likely to be contemplated in accordance with clause
84.23.4(e) of the Rules.

The use made of the network by parficular loads and generators will vary
considerably depending on the load and generation conditions on the network. For
this reason a number of operating scenarios are examined with different load and
generation patterns.

In selecling those operating scenarios it is impertant fo recognise that the ocperating
conditions that impose most stress on particular network elements may ocour at imes
other thamn for system peak demand.

The TPRICE method of cost allocation (used by TransGrid) automatically captures
the peak loading conditions on network elements from the sample of operating
conditions analysed.

Transznd, therefore, uses the full year of operating data (i.e. 285 days of half hourly

data) to avoid the need for judgement concerning an appropriate set of operating
conditions.
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685

6.9

5.9.1

6.9.2

Consistent with clause 2.2{f) of the pricing methodology guwidelines where actual
operating conditions from the previcus complete financial year are unavailable for a
connection point, as would be the case for a new connection point. or material
changes in customer requirements at a connection point, an estimate of demand
must be used instead. TransGrid has previously derived this estimate from
information obtained from the relevant transmission network customer wia the
connection application and connection amendment processes set out in Chapter 5 of
the Mational Electricity Rules. These Rules impose sufficient obligations on
transmission network customers, and intending transmission network customers, fo
ensure sufficient integrity of this data in advance of actual operating conditions can be
recorded. TransGnd intends to continue its past practice in this regard.

Network support costs

An estimate of network support costs is converted to an equivalent asset replacement
cost that is added to the asset replacement cost of the fransmission assets these
senvices support.

TransGnd will recover these costs on a locational basis as part of its CRANP
methodology.

Recovery of network support costs on a locational basis is appropriate given that the
alternative network augmentation costs would be recovered on this basis.

Transmission prices and charges
Prescribed entry and exit services prices

Prezcnbed entry senvices and prescribed exit services prices are calculated fo
recover the prescrnbed entry and prescnbed exit zervices ASRAs from the network
users who are served by the relevant conneection asseis.

The prescrbed enfry servicezs ASRR is recovered as a fixed annual charge for each
entry point, which is recovered on the basis of a fixed $/day entry price.

Similarly, the prescribed exit senvices ASRR is recovered as a fixed annual charge for
each exit point, which is recoverad on the basis of a fixed $/day exit price.

Prescribed TUOS services — locational component prices and charges

TransGnd's future locational compaonent of its charges and prices will be determined
on the basis of a maximum monthly demand charge.

The CRMP methodology outlined in 38A.3 of the Rules describes the process for cost
allocation for the locational compenent of presonbed TUOS sanvices, which results in
a lump sum dollar amount to be recovered at each conneection point as described in
Appendix B.

The locational prices at each connection point. expressed as a different maximum

demand rate for each connection point, are determined by applying the following
steps:
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1. Calculating the lump sum dollar amount o be recovered at the connection
point in the manner described in the previous paragraph ocn a monthly
basis;

2. Calculating the average of the monthly maximum demands in each month
at that connection point in the previous financial year;

(]

Adjusting the cutcome of Step 2 for the forecast system load growth from
the historical perod to the period during which the prices will apply; and

4. Dividing the results from Step 1 by the results from Step 3 to produce a
lozational price at that connection point expressed in 3'kW/month.

Thesa prices will be published for each connection point each year prior to the 15
May of that year on TransGrid's website where they are not subject to
confidentiality reguirements agreed to with specific customers.

Where there are both customer loads and generator auxiliary loads at a connection
paint, rates are set on the basis of the full load at the point, 2ven though the generator
does not pay usage charges.

Multiple Supply Points fo a Particular Load

In some cases, there is a back up supply to a particular load (2.g. a town or large
industrial customer) and simple application of the pricing calculation could give very
different prices for the two connections. Where it is assessed that this may create
incentives to the customer fo switch supply points, and that this would not be
consistent with efficient operation of the network, the vanable rates at the two points
may be set o the same levels and a fixed charge used to obtain the balance of usage
revenue allocated to the point.

As provided for under clause 8A 23 4(f) of the Rules TUOS locational prices must not
change by more than 2% per annum at connecfion points relative to the load
weightad average TUDS locational price for the region. The balance of any revenus
shortfall, or over recovery resulting from these price caps, is recovered or offset, as
appropriate, by adjusting TUOS non-locational prices and charges.

As further provided for under clause 8A.23.4i(g) of the Rules the change specified
above “may exceed 2 per cent per annum if, since the last prices were set

(1)  the load at the conneclion paint has matenally changed:

(2) in connection with that change, the Tranamizzion Cusfomer requested
a renegotiation of its connection agreement with the Transmission
Nefwork Sernvice Prowvider, and

{2}  the AER has approved the change of more than 2 per cent per
annum.”

The effect of this provision is to set the prescribed TUOS — locational price at a

connection point with a materal change in load on the same basis as a new
connection point.
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6.9.3

In the event that a Transmission Customer requests a material changs in agreed
maximum demand at an existing connection point, TransGnd will seek approval from
the AER to set the prescribed TUOS - locational price as imtended by clauses
8A.23.4(g) of the Rules.

Any owver or under recovery of prescribed revenue arising from variances between
actual demand and the demand used for calculating charges, will be addressed by
way of an under or over recovery adjustment when calculating prices for the following
financial y=ar.

Prescribed TUOS services — non-locational component prices and charges

Pricas for recovery of the adjusted non-locational component of prescribed TUOS
zervices will be set on a postage stamp basis in accordance with clause 84 23.4()) of
the Rules.

Consistent with the provisions of clause 2.3{c){1) of the prcing methodology
guidelines postage stamped prices will be determinad on the basis of confract agreed
maximum demand or historical energy and caloulated annually as follows.

Each financial year TransGrid will determine the following two prices:

« An energy based price that is a price per unit of historical metered energy or
current metered energy at a connection point expressed as o'kWh; and

* & contract agreed maximum demand price that is a price per unit of contract
agreed maximum demand at a connection point expressed as FkWimonth.

Either the energy based price, or the confract agreed maximum demand price, will
apply at a connection point providing prescnbed TUOS zervices sxcapt for those
connection peints where a transmission customer has negotiated reduced charges for
adjusted non-locational component of prescnbed TUDS sendces in accordance with
clause 54.25.1 of the Rules.

The energy based price and the confract agreed maximum demand price will be
determined so that:

* & fransmission customer with a load factor in relation fo its connection point equal
to the median load factor for connection points with tramsmission customers
connected to the framsmission network in the region or regions is indifferent
between the use of the energy based price and the confract agreed maximum
demand price; and

# the fotal amount fo be recovered by the adjusted non-locational component of
pregcrbed TUOS sendces does not exceed the ASRR for this category of
prescribed transmission service.

When applying the energy based price, the prescrbed TUOS — non-locational
component charge for a billing period will be caleulated for each connection point by:

¢ mulliplying the energy based price by the metered energy off-take at that

connection point in the coresponding billing peried two years earlier (ie.
historical meferad energy off-fake); or

Page 14

41



TransGrid's Proposed Pricing Methodology — January 2009 4 Trans

« mulliplying the energy based price by the metered ensrgy off-take at that
connection point in the same billing pericd (cwrenf mefered energy off-take] if the
hiztorical mefered energy off-fake is unavailable; or

« mulliplying the energy based price by the cument melered energy off-fake if the
hiztorical metered energy off-take is significantly different to the current metered
energy off-take. This method of calculation is only expected o be applied whers
the conditions necessary to enact clause §A.23.4(g)" of the Rules have besn
satisfied.

When applying the confract agreed maximum demand price, the prescrbed TUOS -
nan-locational component charge for a billing perod will be calculated for each
connection point by multiplying the confract agreed maximum demand price by the
confract agreed maximum demand for the connecfion point (prevailing during the
billing period concerned and expressed in 5kWimonth) and multiplying this amount
by the number of maonths in the billing period.

The energy based price or the contract agreed maximum demand price that applies
for the adjusted non-locational component of prescribed TUOS =endces at a
connection point will generally be the one which results in the lower estimated charge
for that prescribed transmission service. Howsever, if the customer has slected not fo
use the confract agreed maximum demand price oplion, or has not entered into an
agreement with TransGrid which specifies the level of the confract agreed maximum
demand, then the energy based price shall apply.

610 Prescribed common service prices and charges

Prices for prescribed common franamiszion senices will be set on a postage stamp
basis in accordance with clause 8A.23.4(d) of the Rules.

Consistent with the provisions of clause 2.3(c){1) of the prcing mefhodology
guidalines postage stamped prices will be determined on the basis of contract agreed
maximum demand or historical energy and calculated in a manner identical fo that
described for TUCOS non-locational charges in the previous section.

In accordance with clause B8A 23.3(f) of the Rules the operating and maintenance
costs expected to be incurred in the provision of prescribed common franamizsion
zervices, which are deducted from the maximum allowed revenue o form the AARR,
are added to the ASRR for prescribed common fransmission zervices and recovered
though prescribed common service prices and charges.

6.11 Excess demand charge

For those customers who have chosen to have their general and common service
charges set on the basis of confract agreed maximum demand, TransGrid needs fo
calculate an excess demand charge that will apply if the nominated demand is
exgeeded. The rate to be used in calculating the excess demand charge is set out in
formal agreements with the customer, preferably in the relevant connection
agreement, and therefore may be different for different customers.

8 That being the clause which aliows for the relaxation of the slde conslraints on TUGS locational prices at a

conmection palni.
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To date, only two customers have taken up this cption and the excess demand
charge rate is identical. The calculation reguires as input: the revenus cap for the
coming year and TransGnd's reasonable estimate of maximum demand in that year.
The demand estimate is obiained from forecasts prepared for the Annual Planning
Repaort and for NEMMCO's Statement of Opportunities. The figure used is the 50%
probability of exceedence under the medium growth scenaric. At present this is the
winter demand figure for the first calendar year of the financial year pericd (e.qg..
winter 2002 for 2008-107.

Cnce the rate has been calculated the relevant customers will be advised by email or
letter before 1 July each year.

612 Setting of TUOS locational prices between annual price publications

71

In the ewvent that TransGrid is required to set a TUOQS locational price at & new
connection point or at a connection point where the load has changed significanthy®
after prescribed TUQS service locational prices have been determined and published,
an interim price, not subject to the side constraints of clause G4 23 4(f) of the Rules,
will be determined. This will be calculated using the prevailing pricing models and
soundly based forecasts of peak demand. Suitable adjustments to reflect actual
cuicomes that differ from forecasts will be negoliated with the customer for inclusion
in the relevant connaction agreemeant.

A price subject to the side constraints of clause BA.23.4(f) of the Rules will be
determined and published at the next annual price determination.

Billing Arrangements

Billing for prescribed transmission services

Consistent with clause A.27.1 of the Rules, TransGrid will calculate the tramsmission
senvice charges payable by Transmizgion Nefwork Uszers for each connection point in
accordance with the transmission service pricas published under clause 5424 2.

Where charges are determined for prescrbed franamizsion senvices from metering
data, these charges will be based on KW or KWh obtained from the metering data
managed by MEMMCO.

TransGrid will issue bills to Tranemizsion Nefwork Users for prescribed franamizssion
zervices which satisfy or exceed the minimum information requirements specified in
clause 8A_27.2 of the Rules on a monthly basis or as specified in the fransmission
connection agreement.

Consistent with clause 84.27.2 of the Rules a Tranamizsion Nefwork User must pay
charges for prescribed franzsmizzion services properly charged fo it and billed in
accordance with this pricing methodology by the date specified on the bill.

For an exlsting connection point this would be subiject 1o clawse §A.23.4(9) of the Rulss.
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7.2

d.1

8.2

Payments between Transmission Network Service Providers

Consistent with clause 8A 27 4 of the Rules, where TransGnd is the Co-ordinating
Network Senvice Provider under clause GA.20.1 of the Rules, it will pay o each other
relevant Transmizsion Nefwork Service Frovider the revenue which is estimated fo be
collected during the following year by the first provider as charges for prescnbed
tranemizgsion zervices for the use of transmission systems owned by those other
Tranamizaion Network Service Providers,

Such payments will be determined by TransGrid as the Co-ordinafing Nefwork
Senvice Prowider for the region.

Financial transfers payable under clause 8A 274 of the Rules will be paid in equal
monthly instalments or as documentad in revenus collection agreements negotiated
between the parties.

Prudential Requirements

Prudential requirements for prescribed transmission services

Consistent with clause 8A.28.1 of the Rules, TransGnd may require a Tranamizsion
Network User to establish prudeniial requirements for either or both connection
services and transmission use of system services. These prudential requirements
may take the form of, but need not be limited to, capital contnbutions, pre-payments
or financial guaraniees.

The reguirements for such prudential requirements will be negotiated between the
parties and specified in the applicable transmission connection agreement.

Capital contribution or prepayment for a specific asset

Consistent with clause 6A.28.2 of the Rules, where TransGrid is reguired to construct
or acquire specific assets fo provide prescribed conneclion services or prescnbed
TUOS services to a Transmizssion Nebtwork Uszser, TransGrid may require that user fo
make a capital contribution or prepayment for all or part of the cost of the new asseis
installed.

TransGrid notes that no capital contributions or prepayments have been made in
respect of prescribed fransmission services assets as at the date of this proposed
pricing methodaology.

In the event that a capital contribution is required any contribution made will be taken
inte account in the determination of prescribed fransmission service prices applicable
to that user by way of a proportionate reduction in the ORC of the asset(s) used for
the allocation of prescribed charges or as negotiated between the parties.

In the event that a prepayment is required any prepayment made will be taken into

account in the determination of prescribed tramsmission service prices applicable fo
that user in a manner to be negotiated betwesn the parties.
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10.

11.

12.

The treatment of such capital contnbutions or prepayments for the purposes of a
revenue determination will in all cases be in accordance with the relevant provisions
of the Rules.

Giving Effect to National Electricity Rules Pricing Principles

This proposed pricing methodology is consistent with the requirements of the AER's
Pricing Methodology Guidelines, supported by propesed compliance arangements as
set out in Sectiom 11 of this proposed pricing methodology. As such this
methodelogy, once approved by the AER, should give effect fo, and ke consistent
with, the pricing principles for prescrbed transmission services.

Prudent Discounts

TransGrid has a wery small number of its customers currently receiving prudent
discounis.  These arrangements have been subject to the existing approval
processes, involving either the ACCC or the AER, as required by the old Rules. At
the time of drafting this proposed pricing methodology TransGrid was not aware of
any new applications for a prudent discount under Clause 64262 of the current
Rules.

In accordance with rule 8A.28.1{d)-(g). recovery of the current, and any future,
prudent discounts, approved by the AER in accordance with Clause 8A.25.2 of the
current Rules, would be to adjust the non-locational component of the ASRR for
prezcribed TUOS sendices for the amount of any anficipated under-recovery arising
from prudent discounts applied.

Monitoring and Compliance

As a regulated business TransGrid is required to maintain extensive compliance
monitoring and reporting systems fo ensure compliance with its State Owned
Corporations Act, Mational Elecinicity Law, and the Rules, together with numerous
other legislative cbligations.

In order to monitor and maintain records of its compliance with its approved pricing
methodology, the pricing principles for prescribed transmizgion sendces, and part J of
the Rules, TransGnd proposes to:

*  Maintain the specific obligations arising from part J of the Rules in its compliance
management system;

*  Maintain electronic records of the annual calculation of prescribed fransmission
service prices and supporting information; and

» Pericdically subject its transmission pricing models and processes to funclional
audit by suitably gualified persons.

Description of Pricing Methodology Differences

TransGrid's existing pricing methodology complies fully with the old Rules and
essentially meets the reguiremnents of the current Chapter A of the new Rules. This
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12.1

12.2

12.3

methodelogy is set out in detail in internal TransGnd Procedures and is largely the
same as described in this proposed prcing methedology, including its implementation
and a number of hypothetical worked examples. The remainder of this section
guflines the main differences between the existing and proposed  pricing
methadelogies.

Removal of Peak and Shoulder Average Demand Rates from Locational
Charges

TransGnd's existing pricing methodalogy recovers the locational component of TUDS
via two forms of demand charge. Half the locational charge is recovered via a rate
applied to the average demand occurring ower the peak and shoulder demand
pericds (7 AM to 10 PM on working week days) in each month. The other half of the
locational charge is recovered via a maximum demand charge at each connection
point multiphed by the maximum half hourly average demand to ocour in that maenth.

Under the proposed pricing methodology the locational charges to be recoversd
rmonthly from each customer will be determined for invoizing purposes by

1. Multiplying the maximum demand rate determined for each connection
point with the customer in guestion by the maximum half hourly average
demand to occur at that connection point in that month.

2. Summating the results of Step 1 for each connection point with the
customer in question.

Costs that could be allocated to more than one category of service

Clause 8A.23.2(d) of the Rules introduced a priority ordering concept for the
allecation of those costs which could be atinbutable to more than one category of
pregcribed fransmission services.

The cost allocation process has been modified to allocate the substation local costs in
accordance with the provisions of clause 6423 2(d) of the Rules having regard fo the
stand alone costs associated with the provision of prescrbed TUOS zendces and
prezcribed common tranzmizzion senvices with the remainder being allocated fo
prescribed enfry and prescribed exit services. This cost allocation process is
described in detail in Appendix C.

This modfication will result in relatvely minor reallocations of charges between the
categories of fransmission services. TransGrid doss not expect that the changes fo
prices resulling from this modification will ke material.

Provigion for relaxation of TUOS locational side constraints

The implementation of clause §4.23 4(g)of the Rules allows for the relaxation of the
2% side consftraint for materal changes in connection point load or renegotiation of
connection agreements, subject to AER approval. This matter has already besn
addressed in Section §.9.2 of this proposed pricing methodology.

Page 18

46



TransGrid's Proposed Pricing Methodology — January 2009 4 Trans

13.

14.

Additional information requirements

A number of additional information requirements arise from the pricing methodology
guidelines which have not been covered elsewhere in this proposed pricing
methodology. In order fo satisfy these requirements TransGnd notes that it does not
consider transiticnal arrangements are necessary as a result of the implementation of
the proposed pricing methodology including that the status quo in respect of 'carry
overs' should not be afectad by the transition to Chapler 8A.

TransGrid also notes that, apart from provisions contained in Power Supply
Agreementz (as defined in Chapter § of the Mational Electricity Rules) Chapter 2
derogatiens do not impact on the arrangements in this proposed pricing methodology.
In accordance with the Rules, the reguirements of these Power Supply Agreemenis
take precedence over the requirements of the Rules to the extent that they might
address fransmission pricing reguirements.

TransGrid has not provided a confidential wversionm of this proposed pricing
methodology to the AER in accordance with clause 2.5 of the pricing methodology
guidefines and hence the provisions of clause 2.1(n) of the prcing mefhodology
guidelines are not applicable.

Conclusion

TransGrid's proposed prcing methodology for the regulatory control pericd from
1 July 2002 to 30 June 2014 has been submitted to the AER in accordance with the
reguirements of Chapter GA of the Rules and the pricing methodology guidelines.

TransGnd is confident that its proposed pricing methodology fully satisfies the
reguirements of the Rules and the pricing methadology guidelines.
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Appendix A - Structure of Transmission Pricing under Part J of Rules
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EAZZF) EA22.3) Incatianal camponent locational component share —
EA.22 3}
Le=ss expeches
auciion amounts In
AZRR- ASRR- reinBion bo dectional Less adjusiments as
Frescribed Prescribed exit TeEr——to o per clause
EnTy services serdices i ———— EA.23 3ck2)
[alocated o {aliocated 1o : EAZ3 3}
connection connecton EEReE s
points In points In |
acconiance accordance - sorbes i
with afiributabie wiin atricetablz TUCE semvices - AZRR- P b
connection connecton locational compenent it “':ﬂ’:;’fc
point cost share polnt cosi share allecation o A —
— 54224} — BAZZE) Indheldual connecton Jocational compenent
palnis via CRNE or -
MCRMP )
Fresoribed TUQS Prescribed
S | (e | || eene || T
EnTy services serikces prices -::r'ﬂl-lon:ntp;te:- ron-lkeatora Ir::u" ::-nm
prices: — fixed — fred annual Tu::_a?ur:::;:;m comporent prices - “_ :::I:n:“
arnual chage charge posiape stamp price -
Historical EnengyiContract Demand Prices
Fured Frice Jocabional Sigay) SRS {pastage stamped — one rats for all sither 5
MTWh or EMWidar)

These operating and malnisnance CostE are not pan of the AARR, nor ane they part of the ASRR for
prescrited cammon Ensmission senices, nowever they are recowered on 3 postage stamp basls.

Shares of the AZRR far prescribed TLIOE services are o be allocated 50% to the locational companent and
50% to the pre-adjusted mon-location component of uelng an altermative allocation as per clause
BA.23.3d)2).
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Appendix B - Cost Reflective Network Pricing Methodology

The cost refiective nefwork prcing methodology (CRNP methodalogy) generally involves the
following steps:

(1) Determining the annual costs of the individual transmission network assets in the
optimized transmission network;

(2] For modified CRNP, adjusting each asset's cost according to its expected utilisation;

(2} Determining the proportion of each individual network element utilised in providing a
transmission service to 2ach point in the network for specified operating conditions.

(4) Determining the maximum flow imposed on each transmission element by load at each
conneciion point over a st of operating conditions.

(2] Allocating the cosis aftributed to the individual transmission elements to loads based
on the proportionate use of the elements.

(8) Determining the fotal cost (lump sum) allecated to each point by adding the share of
the cosis of each individual network attributed to each point in the network.

Allocation of Generation fo Load

A major assumption in the use of the CRNP methodology is the definition of the generation
sgurce and the point where load is taken. The approach is fo use the "eleectrical distance" to
pair generation to load, in which a greater proportion of load at a parficular location is
supplied by generators that are electrically closer than those that are electrically remote. In
glectrical enginsering terminclogy the "elecirical distance” is the impedance befween the fwo
lzcations, and this can readily be determined through a standard engineering calculation
called the "fault level calculation”.

Cnee the assumption has been made as to the generators that are supplying each lead for a
particular load and generation condition (time of day) it is possible to trace the flow through
the network that results from supplying each load (or generator). The use made of any
element by a particular load is then simply the ratio of the flow on the element resulting from
the supply to this load fo the total use of the load made by all loads and generators in the
system.

Operating Conditions for Cost Allocation

The choice of operating conditions is important in dewveloping prices using the CRNP
methodology or modiied CRNF methodology. TransGrid has flexibility in the choice of
operating conditions but notes that the old NER set cut the principles that should apply in
determining the sample of operating conditions considered. OFf particular note is the
requirement that the cperating conditions to be used are to include at least 10 days with high
systern demand, fo ensure that leading conditions, which impose peak flows on all
transmission elements, are captured.

Schedule 8A.3.2(3) is less prescriptive requiring that the allocation of dispatched generation

t2 loads be over a range of actual operating conditions from the previous financial year and
that the range of operating scenarios is chosen so as fo include the conditions that result in
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most stress on the transmission network and for which network investment may be
contermnplated.

The use made of the network by particular loads and generators will vary considerably
depending on the load and generation conditions on the netwark. For this reason a number
of operating scenarios are examined with different load and generation patterns.

In selecting those operating scenarios it is important o recognise that the operating

conditions that impose most stress on particular elements may occur at times other than for
systemn peak demand.
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Appendix C - Priority Ordering Methodology
Rules Reqguirement
Clause 54.23.2(d) of the Rules reguires that

Where, as a result of the application of the attnbutable cost share, a portion of the A4ARR
would be atfributable to more than one category of prescribed transmission services, that
aftnbutable cosf share is to be adjusted and applied such that any costs of a franamizsion
zyafem asset that would otherwise be aftributed to the provision of more than one category of
pregcribed fransmission services, is allocated as follows:

(1)  to the provision of prescrbed TUOS services, but only to the extent of the sfand-alone
amount for that category of prescribed fransmission services;

(2} if any portion of the costs of a franamission syefem asset is not allocated to prescrbed
TUDS szervices, under subparagraph (1), that portion is fo be allocated o prezcribed
common tranemizaion services, but only to the extent of the sfand-alone amount for
that category of prezscribed fransmizsion services;

(3) if any portion of the costs of a fransmission sy=tem asset is not attnbuted to prescribed
fransmizsion sendces under subparagraphs (1) and (2), that portion is to be attributed
to prescribed eniry services and prescribed exit services.

Stand-alons amount is defined as:

For a category of prescribed fransmizsion services, the costs of a franzmizaion system asset
that would have been incurred had that tfransmizzion sysfem assel besn developed.
exclusively to provide that category of prescribed fransmission services.

AEMC Rule determination

In its rule determination the AEMC provided the following guidance on the application of the
priority ordering approach for the allocation of costs which can be attributed to more than one
type of service™

“The Commission has maintained a pricrty ordering approach for the allocation of
expenses or costs which can be atiributed to more than one type of service. The
cascading principle adopted by the Commission is based on the premise that users
are se=n to be the ‘cause’ of transmission investment. Thersfore, costs should be
first allocated to prescribed transmission use of system services on a stand-alone
basis and then to prescribed common fransmizsgion services. Where a servicel/cost
cannot justifiably be atiributed to TUOS or common services it should be allocated
to entry and exist services.”

In developing this methodalogy TransGrid has had regard for the following examplze in the
rule determination®:

Consider a substation costing 320 milion that was developed:

Rule Determination for Mational E|EEII1E|T§' Amendment -:F'rb:hg of Prescribed Transmission SE"'I-"CE\S:- Rule
2008 p3

Ibid pa7
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. partly in order to provide Prescnbed TUOS services;
] partly in order to provide Prezcrbed commaon fransmission sendces; and
] partly in order to provide prezcribed exit sendces.

Then assume that had the substation been developed solely to provide prescnbed TUOS
services, it could have been much smaller and would have cost only $10 million. Had the
substation been developed sclely in order to provide prescribed common fransmizsion
zervices, it would have cost 55 million. Finally, had the substation been developed solely in
order to provide prescribed exit services, it would have cost 520 million.

The application of the principle would then lead to the 530 million cost of the substation being
attributed to Prescribed Transmission Service categories as follows:

L] $10m to the prescnbed TUOS senices ASRR;

] $5m to the prescribed common sendices ASRR; and

] the remaining 515 million fo the prescribed exit service ASRR.
Objective and General Approach

The proposed allocation methodelogy relies on the assumption that substation infrastructure
and establishment costs are properionate to the number of high voltage circuit breakers in
the substation.

Based on this assumption the appropriate allocator for substation infrastructure and
establishment cosis for a stand-alone arrangement is the ratic of the number of high voltage
circuit breakers® in the siand-alone arrangement to the number of high voltage circuit
breakers in the whaole substation.

Proposed Methodology

Step 1: Branch Identification

ldentify the branches', being the lines, transformers, major reactive devices and exits/entries
in the substation which provide prescribed TUQS, prescribed common fransmission senices
and exit or enfry services, in the substation.

Step 2: Allocation of Circwit Breakers fo Branches

For each high veltage circutt breaker in the substation identify the branches directly
connected to it. Any circuit breaker that does not directly connect to a branch is excluded
from allocation and all costs associated with it are added to the substation infrastructure and
establishment cost.

Count the total number of circuit breakers directly connected to branches.

As a general rule, Distribution MNetwork ZService Providers (DMSPs) are classified as a
prescrived exit service while Generafors are classified as a prescribed entry service.

N Low vollage circult breakers are not consldered In the slandalone arrangements.

“  Describedn T - Branches.
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Megaotiated services are not part of the regulated asset bass and fall outside the priority
ordering process detailed in clause 8A.23.2{d) of the Rules.

Step 3 1. Stand-alone arrangements for Prescnibed TUOS

With reference to the number of lines providing prescrbed TUOS services determine the
number of circuit breakers required to provide TUOS services of an equivalent standard on a
stand-alone basis''. The stand-alone configuration is the simplest substation configuration
(in the absence of development) had it been developed to provide a prescribed TUOS

service. This may be done by way of a look up of typical stand-alone configurations.

With reference to the number of lines providing prescribed TUDS senvices and the devices
providing prescribed commaon service determine the number of circuit breakers required to
provide prescribed common fransmission servicez of an equivalent standard om a stand-
algne kasis. The stand-alone configuration is the simplest substation configuration (in the
absence of development) had it been developed o provide a prescnbed common senvice.
This may be done by way of a look up of typical stand-alone configurations.

Step 4: Allocation of substation infrastructure and establishment costs

Step 4.1. Aliocation of Prescribed TUOS

Allocate & porfion of substation infrastructure and establishment costs to preseribed TUOS
according o the ratio of the high woltage circut breakers identified in step 3.1 to the total
number of high woltage circuit breakers connected to branches in the substation identified in
step 2.

Step 4.2 Calculate the Unaliocated Subststion Infrastructure Cosfs affer TUOS Allocation

Caleulate the Unallocated substation infrastructure cost by subtracting the amount calculated
in step 4.1 from the total substation infrastructure amount.

Step 4.3 Allocation of Prescribed Common Senvics

Allocate a portion of the substation infrastructure and establishment costs to prescrbed
comman senice based on to the ratio of the high wvoltage circuit breakers providing
pregcribed commaon tranzmizzion services identified in step 3.2 to the total number of high
voltage circuit breakers connected to branches in the substation. If the common service
portion of substation infrastructure is greater than the Unallocated costs, then the
Unallocated portion only is attributed to preseribed comman senvice. In this instance, nothing
will be attributed to prescnbed enfry and prescribed exif senvices.

Aliocation

frast

Caleulate the Unallocated substation infrastructure cost by subtracting the amount calzulated
in step 4.3 from the amount calculated in step 4.2.

Whilst an argument cam be made that a subsiallon would typlcally not exlst to provide TUCS services alone
It 16 beleved that this Is Inconslstent wih the intent of the rule. Accordingly standalone arrangements for
prescrited TUCS are taken to reguire a level of switching conslsient wih the prevalling bus arrangements.
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Step 4.5 Allocation of Prescribed Entry and Exif Service

Allocate the remaining substation infrastructure and establishment costs (calculated in step
4.4} to 2ach branch providing prescribed exit or entry services based on the ratio of the high
voltage circuit breakers providing the entry or exit service to the branch to the tetal number of
high voliage circuit breakers providing entry or exit services or in accordance with the cost
allocation process as appropriate.

Hotes
* Costs are only allecated in step 4 until fully allocated.

* Consistent with clause 84.23.2(d)(3) of the Rules # is possible that no costs will be
afttributed to entry and exit services.

. Mew and existing negotiated service assets are excluded from the amalysis as any
incremental establishment costs associated with tham are faken fo be included in the

negotiated services charges on a causation basis.

] The assessment of standalone amangements only needs to be conducted once per
substation except where changes to the configuration of the substation occur.

Definition - Branches
As jllustrated by the diagrams below a "Branch” is a collection of assets (e.g. lines, circuit

breakers, capacitors, buses and transformers ) that provide a transmission service.

Transmission Ling

Circuit Breaker [ Branch with Transmission Line, Bus and Circuit Breaker

EU'E I

Bus

Circuit Breaker
Branch with Transformer, Circuit Breaker and two Busses
Transformer e

Circuit Breaker
Bus

Bus

Circuit Breaker Branch with Capacitor, Circuit Breaker and Bus

=

Capacitor
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Examples

Example A

Substation Configuration

Sub A | Substation Infrastructure $8m Sub B

7

- [ -0

Capacitar |J_'| O DHSP

P o}

(Comman (Exit Service)

Servics) T
_; !

Step 1: The branches are Sub A, Sub B, DMSP, Tie Transformer and PCS.
Step 2: The total number of circuit breakers directly connected to branches is 8.

Step 3.1: The stand-alones arangement for the provision of prescnbed TUOS senvices
to an equivalent standard is shown below and consists of 2 circuit breakers.

Stand Alene Prescribed TUOS Senvice

Sub A Sub B

i i
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Step 3.2 The stand-alones arrangement for the provision of prescribed common
transmizsion services fo an equivalent standard is shown below and consists of 3
circuit breakers.

Sub A Sub B

Step 4:
Assume total Infrastructure costis 38m.

Costs are allocated to prescribed TUOS in the ratio of the circuit breakers in the
stand-alone arrangement to the total circuit breakers.

Infrastructure Cost Allocated fo TUOS = (2/8) x 58m = 33m
Umallocated = 39m - 53m = 38m

Costs are allocated to prescnbed common zervice in the ratio of the circuit breakers
in the stand-alone arangement o the total circuit breakers.

Infrastructure Cost allocated to Common Service = (3/8) x 58m = 54.5m
Unallocated = $8m - 54.5m = $1.5m

Remainder of Unallocated (calculated above) to be allocated to prescnbed enfry and
prezcrbed exit sendces.

Infrastructure Cost allocated to Exit = $1.5m

ltem Mumber Alocation Unallocated
Substation infrastructure costs B,DDD,DDD 8,000,000
Total Breakers ]

TUDE Stand-alons breakers 2

Share to TUOS 0.333 3,000,000 8,000,000
Common Senice stand-alone

breakers

Share to Common Service 4,500,000 1,500,000
Share to Entry and Exit services 1,500,000
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Example B
Substation Configuration
Total Substation
Sub A Infrastructure $12m Sub B

Prescribed $0m | 33m__ | [

Capacitor DNSP

Existing
[Commaon (Exit
Semvice) | Service) Semvice

Step 1: The branches are Sub A, Sub B, DMNSP, Tie Transformer, PCS and an
existing negotiated service.

Step 2: The fotal number of circuit breakers directly connected to branches is 8 (no
prescribed costs are allocated fo the existing negofiated service).

Step 3.1: The stand-alone amangement for the provision of prescribed TUOS senvices
to an equivalent standard is shown below and consisis of 2 circuit breakers.

Siand Alone Prescribed TUOS Service
Sub A Sub B

— —

i i
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Step 3.2 The stand-alones arrangement for the provision of prescribed common
transmizsion services fo an equivalent standard is shown below and consists of 3
circuit breakers.

Sub A Sub B

Step 4:
Assume total Infrastruciure cost is 312m, however 53m is for the existing negotiated
service, which does not form part of the regulated asset bass and is not governed by
84 23.2(d).

Costs are allecated to prescribed TUQS in the ratie of the circuit breakers in the
stand-alone arrangement to the total circuit breakears.

Infrastructure Cost Allocated fo TUODS = (2/8) x 58m = $3m
Unallocated = $38m - $3m = $8m

Costs are allocated to prescnbed common senvice in the ratio of the circuit breakers
in the stand-alone arrangement to the total circuit breakers.

Infrastructure Cost allocated to Common Service = (3/8) x 58m = §4.5m
Unallocated = 58m - 54.5m = 31.5m

Remainder of Unallocated (calculated above) to be allocated to prescribed enfry and
prezcrbed exit sendces.

Infrastructure Cost allocated to Exit = $1.5m

ltem Mumber Alocation Unallocated
Substation infrastructure costs B,DD0,DDD 9,000,000
Total Breakers i}
TUDE Stand-alons breakers 2
Share to TUOS 0.333 3,000,000 6,000,000
Commen Senvice stand-alone
breakers 3
Share to Common Service 0.500 4,500,000 1,500,000
Share to Entry ana Exit services 1,500,000
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Example ©

Substation Configuration

Substation -
Sub A nfrastructure Sub B

—| $12m ——

i i

]
oy
) b
g’f \ll;_l/
Capacitor X —_—
{Commaon 5
Service) (Exit Service]

S v

Step 1: The branches are Sub &, Sub B, DNSP. Tie Transformer 1, Tie Transformer 2
and PCS.

Step 2: The total number of circuit breakers directly connected fo branches is 8.

Step 2.1: The stand-alone arangement for the provision of prescribed TUOS senvices
to an eguivalent standard is shown below and consists of 2 circuit breakers.

Stand Alone Prescribed TUDS

Sub A Sub B
Step 3.2: The stand-alone arrangement for the provision of prescribed common

transmigsion services to an equivalent standard is shown below and consists of 3
circuit breakers.

Stand Alone Prescribed Comman Service

Sub A Sub B

—

i
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Step 4:
Assume total Infrastructure costis 312m.

Costs are allocated to prescribed TUOS in the ratio of the circuit breakers in the
stand-alone arrangement to the total circuit breakers.

Infrastructure Cost Allocated fo TUOS = (2/8) x 512m = $3m
Unallocated = 512m - $3m = 38m

Costs are allocated to prescnbed common zervice in the ratio of the circuit breakers
in the stand-alone arrangement o the total circuit breakers.

Infrastructure Cost allocated to Commen Service = (3/8) x §12m = $4.5m
Unallocated = 58m - 54 5m = 34.5m

Remainder of Unallocated (calculated abowve) to be allocated to prescnbed enfry and
prezcrbed exit senices.

Infrastructure Cost allocated to Exit = $4.5m

Item Number Alocation Unallocated
Substaton infrastructure costs 12,000,000 12,000,000
Total Breakers 8
TUOS Stand-alone breakers 2
Share 1o TUQS 0.250 3,000,000 2,000,000
Common Senice stand-alons
breakers 3
Shars to Commen Service 0.375 4,500,000 4,500,000
Exit senice 4,500,000
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Example D
Substation Configuration
Substation
Sub A Infrastructure Sub B

Capacitor
{Common . o
Service)

I v L
DMSP (Exit Services)

Step 1: The branches are Sub A, Sub B, DNSP1, DNSP2, DMSP3, Tie Transformer
1, Tie Transformer 2 and PCS.

Step 2: The total number of circuit breakers directly connected fo branches is 10.

Step 2.1: The stand-alone arangement for the provision of prescribed TUOS senvices
to an eguivalent standard is shown below and consists of 2 circuit breakers.

Stand Alone Prescribed TUDS

Sub A Sub B

i i

Step 3.2: The stand-alone arrangement for the provision of prescribed common
transmigsion services to an equivalent standard is shown below and consists of 3

circutt breakers.

Stand Alone Prescribed Comman Service

Sub B

—

i

Subr A
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Step 4:
Assume total Infrastructure costis 318m.

Costs are allecated to prescribed TUOS in the ratio of the circuit breakers in the
stand-alone arrangement to the total circuit breakers.

Infrastructure Cost Allocated fo TUODS = (2/10) x $15m = 53m
Unallocated = 518m - $3m = 312m

Costs are allocated to prescrnbed common zervice in the ratio of the circuit breakers
in the stand-alone arangement to the total circuit breakers.

Infrastructure Cost allocated to Common Service = (3110} x §15m = 54 .5m
Unallocated = 512m - 54.5m = 57 .8m

Remainder of Unallocated (calculated above) to be allocated to prescribed enfry and
prescribed exit sendces.

Infrastructure Cost allocated to Exit = $7.5m

ltem Numbser Alocation Unallocated
Substaton infrastructure costs 15,000,000 15,000,000
Total Breakers 10
TUDE Stand-alone breakers 2
Share to TUOS 0.200 3,000,000 12,000,000
Common Senvce stand-alons
breakers 3
Share to Commen Service 0.300 4,500,000 7,500,000
Exit serv ce 7,500,000
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