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2 June 2011 
 
 
John Pierce 
Chairman  
Australian Energy Market Commission  
PO Box A2449  
SOUTH SYDNEY NSW 1235  
 
Dear Mr Pierce,  
 
EPR0019: Transmission Frameworks Review Directions Paper  
 
Origin Energy Limited (Origin) welcomes the opportunity to contribute to the Australian 
Energy Market Commission’s (AEMC) Transmission Frameworks Review. Generally, Origin 
agrees with the areas for further consideration as identified in the Directions Paper, and 
looks forward to working with the AEMC in developing the respective work packages. 
 
Notwithstanding this, we note that many of the contemplated policy options are geared 
toward solving anticipated future problems (e.g. increased network congestion) and 
would require significant changes to the current transmission, and indeed, market 
framework. Given this, we consider it important that in conducting this review, the AEMC 
seeks to: 
 

 Test the likelihood and materiality of the problems that are expected to arise; 

 Strike an appropriate balance between being strategic/forward looking and 
practical, by  

o Ensuring that transmission frameworks are robust and responsive to 
future market developments such as climate change policy 

o Avoiding  fundamental changes to the current framework in the absence 
of substantial evidence that the existing arrangements are inadequate; 

 Ensure that the impacts of any proposed solutions are line with the magnitude of  
the  perceived problems they are intended to solve; and 

 Act expeditiously, where it is proven that there are current problems within the 
existing framework 
 

In light of our submission to the AEMC’s earlier Issues Paper, and given that we are in the 
process of undertaking more detailed analysis on some of the other key issues, the 
attached submission focuses on the area of network connections. This issue is of 
immediate concern to Origin given that the problems surrounding the connections regime 
are current and the ensuing effects already evident.  
 
If you wish to discuss any of these issues further please do not hesitate to contact me on 
(02) 8345 5250 or Steve Reid on (02) 8345 5132.  
 
Yours Sincerely,  

 
Tim O’Grady  
Head of Public Policy  
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1. Network Connections 
 
Origin agrees with the AEMC that there is a need to revisit the NEM’s connections 
arrangements, given that the deficiencies in the current regime have already started to 
affect market participants. This section comments on the key areas identified by the 
AEMC in its Directions Paper, namely: 
 

 Negotiating issues; 

 The lack of clarity in, and inconsistency between NER Chapters 5 & 6A; and 

 Complexities with the Victorian regime. 
 

1.1 Negotiating issues 
 
Negotiating process and framework 
 
Experience over the past few years indicates that there are practical limitations to the 
existing NER connections negotiating framework. In some areas, the framework falls short 
of providing adequate commercial incentives for Network Service Providers (NSP). In 
particular, the lack of detail / direction around the interpretation and application of the 
various framework elements is cause for concern. Identifying ways to strengthen these 
incentives and make the framework work practically can improve the efficiency of the 
connection process. 
 
A relevant example relates to the provisions surrounding the time it takes to complete a 
connection to the network. The timing of the various stages of the connection process is 
lengthy, and can take up to 36 months or longer, though there does not appear to be 
consistency in timing between jurisdictions. 
 
Under NER rule 6A.9, NSPs and connection applicants are required to negotiate in good 
faith and in accordance with reasonable timeframes (NER cl.6A.9.5). There is a lack of 
clarity around what constitutes a “reasonable” timeline, however. The incentives of 
counter-parties negotiating a network connection may not translate into a shared 
definition of “reasonableness” either. While being too prescriptive is not practical — no 
two connection applications are likely to be the same — having a clear guideline on how 
to interpret “reasonable” could help reduce the connection timelines from repeatedly 
slipping. 
 
Once a connection process commences, the balance of power shifts towards the NSP. 
There is limited opportunity for the connection proponent to contest delays and hold the 
NSP accountable. The existing NER do not sufficiently recognise the increased negotiating 
position held by the NSPs once the process commences. A connecting party is unable to 
switch “connection providers” in the middle of the process, either because there are no 
alternative service providers or, if there are, it is not commercially viable to do so. The 
NER require improved incentives and structure to account for this inherent imbalance in 
the negotiating positions of NSPs and connection proponents. 
 
Connecting parties have strong commercial incentives to obtain a timely and economic 
Connection Agreement. It is a crucial step in the overall investment process, with many 
other commercial decisions dependent on this decision point. The consequences of delay 
for an NSP on the other hand may have less severe commercial implications. We 
recognise that delays to the connection process can arise for a variety of reasons, 
including commercial negotiations, technical parameters, and plant specifications. It is 
important, however, for the negotiating framework to recognise the differences in the 
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commercial drivers of the counter parties and strive for greater balance. We therefore 
encourage the AEMC to investigate incentive options for NSPs, to help ensure the timely 
processing and efficient negotiation of Connection Applications and Offers to connect. 
 
Connection process 
 
There are a number of steps within the various stages of the connection process that 
prove challenging for both generators and NSPs. Some of the challenges are discussed 
below. 
 
Application stage 
 
The primary challenges at this stage relate to information provision and cost 
classification and allocation. These are discussed below. 
 
Information provision 
Under the current connection process, there is a misalignment between the data 
requirements at this stage and the underlying commercial realities of connecting parties. 
The NER require a substantial amount of commercial and technical information from the 
prospective generator at the Application Stage. Chapter 5 of the NER (in particular 
clauses 5.3.3 and 5.3.4) requires the Connection Applicant to provide a list of technical 
data, commercial information and an application fee.  
 
The commercial reality, however, is that connecting parties are unlikely to be in a 
position to stipulate their turbine or plant type at this early stage. Without these 
decisions, it is not possible for the connecting party and NSP to negotiate the detailed 
technical standards as required in the NER. To progress connections today NSPs 
effectively use “work-arounds” to recognise this commercial reality. While this may 
enable connections to progress, using “work-arounds” that are unlikely to have coverage 
under the existing NER can leave counter-parties exposed to ad hoc decision-making 
processes. Either way, the current process creates significant challenges for both 
connecting parties and NSPs. 
 
The decision-making cycle set out in Figure 1 below, illustrates this challenge. In order to 
get a Financial Investment Decision (FID), a generator can require a Connection 
Agreement. In order to finalise a Connection Agreement, the connecting generator and 
NSP need to agree on Technical Standards. To set the Technical Standards, the generator 
needs to select a turbine design and model. However, in order to purchase the turbines 
and confirm the make and model and obtain the detailed technical specifications, the 
investor requires FID. Herein lies the challenge for both NSPs and connecting parties to 
agree on technical specifics at the Application Stage. 
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Figure 1 – Example of a generic generator investment decision-making process 
 

 
 
 
These information requirements can delay the connection process by several months and 
affect the costs on both sides of the negotiation. For example, if a connecting party has a 
number of possible turbine models it is considering, the NSP may need to undertake 
concurrent transmission modelling to test the system implications of each turbine design. 
Finding ways to reduce redundant system modelling can improve the efficiency of the 
connection process for both the connecting parties and NSPs. 
 
We encourage the AEMC to look at specific data requirements at the Application stage 
and investigate options to make them more realistic and meaningful. For instance, a 
possible option to address the “chicken or egg” problem could be to split the Application 
Stage into two, which reflect the different types of information required, e.g. (1) the 
physical construction aspects of the connection and (2) the more performance-based 
specifics (Technical Standards).  
 
Experience suggests it is the performance-based detail that takes more time to agree, 
and is directly reliant on the turbine make and models. Identifying what aspects of the 
negotiation that do not rely on those model details could improve the efficiency of the 
connection process for all parties. 
 
Costs classification and allocation 
Origin considers that the allocation of costs to a connection can be an opaque process; 
connecting parties can have little visibility as to how NSPs calculate connection costs. 
This lack of transparency can make it challenging for a generator to link costs allocated 
by the NSP to the actual costs incurred (as required under the NER clause 6A.9.1). From 
experience, costs can also escalate well beyond original estimates. A connecting party 
has little recourse to object to new costs in the middle of a connection process, given the 
commercial viability of the project is conditional on a successful network connection. 
 
The NER provide little guidance as to what constitutes “reasonable costs”. NSPs can 
charge an application fee to cover: 
 
the reasonable costs of all work anticipated to arise from investigating the application 
to connect and preparing the associated offer to connect; and meet the reasonable costs 
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anticipated to be incurred by AEMO and other Network Service Providers whose 
participation in the assessment of the application to connect will be required.1 
 
This broad definition gives way to different interpretations and applications across the 
NEM; each NSP has its own approach for setting application fees. 
 
We support options to improve information disclosure, including better transparency and 
clarity around cost calculations and allocations. This includes a realistic upfront 
disclosure of all expected costs in an easy to understand format, including line item 
breakdown information that substantiates forecast (and actual) expenses. Details on any 
underlying assumptions, such as the weighted average cost of capital, are also important. 
An AER guideline on cost allocation could provide a first step to address some of the cost 
transparency concerns. 
 
Connection stage 
 
Arriving at a Connection Agreement can be a long process. Delays can inefficiently 
increase connecting party and NSP costs.  
 
Origin has found that it spends a disproportionate amount of time negotiating standard 
(“boilerplate”) terms and conditions, which are found in all connections contracts. 
Experience has generally shown that significant time and cost is necessary to bring the 
NSP’s starting terms and conditions down into the range of what could be considered 
“commercially realistic”. Given in most cases, the connecting party is negotiating with a 
natural monopoly, taking a more pragmatic approach to contract terms and conditions 
could result in more efficient outcomes for all counter-parties. 
 
One way to reduce the negotiating time is to develop a standard set of default 
Connection Agreement terms and conditions. Though, again, we realise that any such 
move, will need to strike an appropriate balance between greater prescription and the 
avoidance of impediments to commercial negotiations. 
 
 The standard terms could include (but are not limited to): liability & indemnity 
(including consequential losses); prudential requirements (bank guarantee or parent 
company guarantee); dispute resolution; taxes and GST; variations and delay during 
construction; asset treatment on termination; changes in law; invoicing and payment 
terms; financial recovery on termination; and immunity for NSP actions required by law.  
 
1.2 Lack of clarity in and inconsistency between Chapters 5 & 6A 
 
Origin supports the AEMC’s conclusion that NER chapters 5 and 6A do not set out a clear 
framework for connecting to the network. There are inconsistencies between related 
provisions; they do not work together in a clear coherent manner. The framework needs 
to identify clearly the roles and responsibilities of parties throughout the process. Service 
classification and contestability measures are vital in ensuring an economically efficient 
process that promotes competitive outcomes, where possible, while also minimising the 
risk of monopoly creep beyond the regulated aspects of the connection process. Current 
problem areas in the NER include: the classification of transmission services, 
contestability, and augmentations and extensions. These are discussed below. 
Classification of transmission services 

                                                 
1 NER clause 5.3.3(c)(5). 
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Across jurisdictions, there is a lack of clarity and consistency around the classification of 
transmission services. The current NER definitions for transmission services can be 
confusing. The NER can greatly benefit from further guidance and clarification on both 
the definitions of various transmission services as well as the process for classifying them.  
 
In addition, we see further benefits in clarifying the treatment of construction assets 
required to provide connection or shared network services. Origin understands there is a 
distinction between the provision of a transmission service and the transmission assets 
that deliver that service; the construction of assets is not a transmission service in and of 
itself. This is not necessarily a consistently held view across the market. As such, the 
treatment of construction assets and transmission services is not uniform across the NEM. 
Investigating and clarifying this distinction in the NER can improve the operational 
efficiency of these Rules. 
 
Contestability 
We agree with the AEMC’s position that contestability is not a criterion for determining 
whether a transmission service is prescribed, negotiated or non-regulated. However, this 
principle is not applied consistently in the market place. For example, Grid Australia 
presents a different interpretation in its Categorisation of Transmission Service 
Guidelines2. Paragraph 3.2 states that: 
 
Extensions to connect a Transmission Customer or Generator would generally be offered 
as non-regulated transmission services, as these works are usually fully contestable. 
 
This is particularly relevant in the context of separating the transmission service from the 
transmission asset. As discussed above, Origin considers there is an important distinction 
between the provision of a transmission service and the assets that deliver the service. If 
the construction of assets is contestable, that does not automatically mean that the 
service delivered using those assets is also contestable. The position presented in Grid 
Australia’s Guidelines does not appear to recognise this distinction. 
 
The NER needs to provide greater clarity around determining contestability. The current 
provisions give rise to confusion, which makes negotiating a connection more challenging 
than it needs to be. Improvements can make the connection process more efficient for 
all counter-parties. 
 
Augmentations or extensions - obligation on TNSPs to connect 
There is currently confusion amongst market participants over NSP obligations to 
augment or extend the shared network to facilitate a connection. The AEMC’s paper is 
not entirely clear on this issue either.   
 
There is general agreement that under the NER, NSPs have a regulatory obligation to 
offer to provide a connection, or modify an existing connection, on fair and reasonable 
terms.3 There is some confusion, however, over the scope of NSP obligations to augment 
or extend the shared network.4  The relevant NER drafting on this subject matter is 
particularly confusing, particularly NER clause 5.3.6(k).5 With regards to augmentations 

                                                 
2 Grid Australia, Categorisation of Transmission Services Guideline, available at: 
http://www.gridaustralia.com.au/index.php?option=com_content&view=category&layout=blog&id=114&Itemid=
230 
3 See further NER clause 5.1.3, NEL s157, NER clauses 6A.1.3(1), 6.1.3(a)(2), 5.3.5(a) and 5.3.6(c)  
4 See further Grid Australia, Categorisation of Transmission Services Guideline at paragraph 3.1. 
5 NER clause 5.3.6(k):- Nothing in the Rules is to be read or construed as imposing an obligation on a Network 
Service Provider to effect an extension of a network unless that extension is required to effect or facilitate the 
connection of a Connection Applicant and the connection is the subject of a connection agreement.  

http://www.gridaustralia.com.au/index.php?option=com_content&view=category&layout=blog&id=114&Itemid=230
http://www.gridaustralia.com.au/index.php?option=com_content&view=category&layout=blog&id=114&Itemid=230
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or extensions, Grid Australia’s Categorisation of Transmission Services Guideline6 puts 
forward the view that under 5.3.6(k), NSPs are not obliged to extend their systems 
beyond existing limits in order to provide a connection.7  
 
There are alternate interpretations of NER clause 5.3.6(k), however. NER clause 5.3.6(k) 
could confirm that an NSP will be obliged to extend its network if a Connection 
Agreement is in place. This clause can be interpreted to merely confirm that there must 
be a Connection Agreement in place before a connection can be effected, e.g. an NSP 
cannot be forced to augment the network without a Connection Agreement.  
 
The fact that there are different interpretations around the meaning of this particular 
clause contributes to the confusion surrounding NSP obligations to provide connection 
services. In the context of investigating ways to improve overall the rules in this area, 
there is value in clarifying the purpose and assessing the relevance of this clause in 
particular. 
 
1.3 Complexities with the Victorian regime 
 
Origin supports the AEMC’s review of the Victorian connections regime, including in 
particular: Victorian contractual arrangements; third party liabilities; and obligations on 
generators in the shared network. Importantly, the AEMC is also having regard to the 
AEMO Connections Initiative (AEMO Review).  
 
There are risks, however, with running parallel consultation processes on transmission, 
with substantially different timetables. The AEMO review and the AEMC’s Transmission 
Frameworks Review overlap in many areas. Having inconsistent recommendations 
between the reviews is likely to create greater confusion rather than deliver 
improvements to the connection processes in Victoria and the rest of the NEM. In 
addition, there is a risk that recommendations in Victoria may mean the connection 
process in that state may deviate even more substantially from the same process in the 
other NEM jurisdictions. Greater complexity in the Victorian connection arrangements 
could also result in less effective locational signals for new projects.  
 
The AEMO Review appears to canvass key matters currently being examined under the 
AEMC’s SENE Consultation Process. It is therefore not clear how the Victorian work 
program inter-relates with the AEMC’s wider transmission review and whether AEMO will 
require Rule changes to make operational some of the policy packages being 
contemplated under its review. 
 
Attached is a copy of Origin’s submission to AEMO’s Victorian Connection Initiatives 
Industry Workshop, held on 28 April 2011. The key messages from the submission include: 
 
Context of the AEMO Connections Initiative: It is our understanding that the purpose of 
the AEMO initiative is to review AEMO’s current practices based in its interpretation of 
the current NER. However, some matters being canvassed are broader than that. In 
particular AEMO’s proposed approach to new terminal station design may be inconsistent 
with the AEMC’s own analysis of the NER. There are risks, should the Victorian and AEMC 
reviews reach inconsistent outcomes.  
 

                                                 
6 Grid Australia, Categorisation of Transmission Services Guideline, available at: 
http://www.gridaustralia.com.au/index.php?option=com_content&view=category&layout=blog&id=114&Itemid=
230  
7 Grid Australia, Categorisation of Transmission Services Guideline, paragraph 3.1. 

http://www.gridaustralia.com.au/index.php?option=com_content&view=category&layout=blog&id=114&Itemid=230
http://www.gridaustralia.com.au/index.php?option=com_content&view=category&layout=blog&id=114&Itemid=230
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Cost impacts: AEMO’s proposal for new terminal stations has material and immediate cost 
impacts compared to a connection proponent’s stand-alone alternative. If the costs 
significantly exceed those of a stand-alone alternative, then they may be considered to 
be inconsistent with the current NER negotiated transmission service principles, set out 
in NER clause 6A.9.1. 
 
Schedule impacts: The terminal station proposal could further draw out the existing 
connection process. As discussed above, Origin encourages the AEMC to investigate ways 
to reduce the time to process a connection application. Introducing a policy in Victoria 
that actually extends the process may counter any possible improvements identified by 
the AEMC in the TFR. 
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