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1. OVERVIEW

A reliable electricity supply is essential for households and industry. However reliability comes at a cost.
The greater the reliability required the greater the cost in investment. Reliability is requlated to ensure that
there is sufficient investment by electricity networks to meet community expectations.

In addition to jurisdictional reliability requirements in Codes and Licence conditions, the Australian Energy
Regulator (AER) regulates reliability through the regulatory framework and through the Service Target
Performance Incentive Scheme (STPIS). STPIS operates to provide the appropriate incentives to determine
the trade off between cost and reliability.

Spending on improvements in reliability in some jurisdictions has been a driver of network price increases
in recent years. In light of this issue, the Standing Council on Energy and Resources (SCER) has asked the
Australian Energy Market Commission (AEMC) for advice on how the jurisdictional arrangements can be
made more consistent, through a national approach, and how jurisdictional arrangements can be made
more economically efficient.

The Energy Network Association welcomes the opportunity to comment on the AEMC's Consultation
Paper on the Review of the National Frameworks for Transmission and Distribution Reliability. ENA is the
national industry association representing the businesses operating Australia’s energy transmission and
distribution networks.

In undertaking the Review, SCER has requested that the AEMC ensure that the framework provides for
consistency between transmission and distribution networks, to the greatest extent appropriate, given
that there are differences between the nature of transmission and distribution networks. The terms of
reference require the AEMC take these differences into account in developing different approaches.

ENA proposes that different approaches to reliability regulation are required. In our view consistency in the
different frameworks for transmission and distribution networks can be ensured by ensuring that the
frameworks are consistent with the principles of efficiency, effectiveness and transparency.

ENA supports the AEMC's proposed nationally consistent framework for transmission networks, based on
jurisdictions setting targets for reliability. In ENA’s view the AEMC's proposed nationally consistent
framework provides an effective basis for determining whether existing levels of reliability delivered by
transmission networks need to be adjusted ahead of each regulatory control period and the extent to
which additional expenditure on reliability may be justified.

The ENA supports a nationally consistent incentive approach for the regulation of reliability on distribution
networks and in this regard largely supports the thrust of the Productivity Commissions’ recommendations
in its final report on Electricity Network Regulatory Frameworks.

The ENA proposes a more light handed approach to regulating the reliability performance of distribution
networks. Under this approach the AER would set reliability performance targets for distribution networks
during the revenue determination process. The AER's incentive approach is already integrated with other
aspects of distribution network regulation. It is therefore more efficient to continue with this national



approach rather than adopt the alternative prescriptive process of setting reliability performance targets as
proposed by the AEMC.

The ENA is concerned that the current rule change proposal would:

e extend the duplication of reliability regulation which currently occurs in some jurisdictions to all
jurisdictions in the national electricity market (NEM). This prescriptive approach is a far more costly
framework than a more light handed incentive based approach and it is difficult to understand the
net benefits to consumers.

e Imply the need for distribution businesses to undertake a cost benefit analysis of different
scenarios for every feeder type, every five years.

ENA members would propose a more light-handed approach which is still founded on, and responsive to,
the customer value of reliability but relies on the incentives provided by the Australian Energy Regulator’s
Service Target Performance Incentive Scheme (STPIS). This reflects the recommendations of the
Productivity Commission in its Review.

Additionally, distribution businesses would respond to the consumer consultation process to identify
reliability performance issues to be addressed through expenditure in their regulatory proposals.
Negotiation may also occur with governments which wish to directly fund enhanced service outcomes.

While the ENA generally prefers output based reliability performance targets on distribution networks,
there are two areas where the measurable economic value of reliability may be understated by applying a
purely incentive based approach or a regulatory proposal supported by a cost benefit analysis. These
include where investment is required to address:

e High Impact,Low Probability (HILP) events (eg. the blackout of critical central business districts;)
and

e the Worst Performing Feeders (WPF) on the Network.

Expenditure on reliability improvements in such cases may have positive social and community benefits
and externalities not reflected in a quantified cost/benefit analysis that when taken into account, justifies
the expenditure.

In these limited circumstances, it is considered appropriate that jurisdictions retain the capacity, if they
choose, to support expenditure proposals by specifying compliance obligations related to reliability for the
regulatory control period. It would be essential however, that the framework also require that jurisdictions
make explicit the justification for the requirement, its economic cost and its effect on pricing for network
customers.

ENA therefore supports a framework to allow jurisdictional discretion to set additional measures to be
applied to each distribution network if considered necessary. We look forward to working closely with the
AEMC in coming months in the consideration of the alternative approaches.

This ENA submission consists of the following sections:

Section 2 Approach to regulating transmission network reliability



Section 3 Approach to regulating distribution network reliability
Section 4 Public reporting and benchmarking
Section 5 Responses to AEMC questions

ENA welcomes feedback from interested stakeholders on the ENA’s proposed approach to the regulation
of reliability performance on electricity networks. Any comments should be directed to Lynne Gallagher at
the ENA by phone (02 6272 1515) or email Igallagher@ena.asn.au.




2. APPROACH TO REGULATING TRANSMISSION RELIABILITY

2.1. AEMC Position

The AEMC recommends that:

e transmission reliability standards would be expressed on an N-x basis for each connection
point;

e the expression of reliability standards would be consistent across the NEM, in accordance with
a national standards reference template, developed by AEMO;

e reliability standards would be set in advance of their application through a nationally
consistent process in which:

- jurisdictions set reliability standards for transmission networks, on the basis of a cost
benefit analysis and after giving appropriate weight to any social or community
expectations, or delegate this responsibility to the AER;

- transmission networks consult with customers, provide jurisdictions with an
assessment of the feasibility and costs of alternative reliability scenarios, and submit
forecast expenditure based on the reliability standards as part of a revenue proposal;

- AER determines the VCRs to be used by jurisdictions in their cost benefit analysis and
determines the revenue of transmission networks consistent with the efficient delivery
of reliability in the next regulatory period;

e transmission networks would be obliged to comply with the reliability standards under the
National Electricity Rules (NER).

2.2. ENA Position




2.3. ENA Comment

N-X standards for transmission networks

There are fundamental differences between transmission and distribution networks. While
transmission networks are characterised by a very small number of major outages, distribution
networks are characterised by a relatively large number of minor outages. These differences have
implications for the appropriate form of reliability regulation.

ENA considers that the form of reliability standards for transmission networks should be based on the
specification of input parameters, as it is difficult to observe reliability performance outcomes on these
networks. This differs from the output based approach that should be applied for the regulation of
reliability on distribution networks."

ENA supports the AEMC's view that transmission reliability standards should be expressed on an N-x
deterministic basis. The flexibility to include additional parameters as proposed by the AEMC, and
supported by Grid Australia, will provide the granularity that is lacking in the current arrangements.
Under these arrangements there are a number of defined categories into which different connection
points can be classified.?

Further, the ability to complement N-x standards, with loss of load parameters has the potential to
account for high impact, low probability events. The management of high impact low probability
events is a critical consideration for transmission networks and sub transmission areas of distribution
networks. These events are inadequately addressed through pure probabilistic assessments. ENA
agrees that it is it is appropriate that the jurisdictional decision maker should be able to take the
positive social and community benefits of additional expenditure, and externalities, into account in
setting the standard. However, ENA also recommends that the economic adviser be required to
consider HILP events in its analysis to the extent reasonably feasible to provide the most considered
advice for the decision-maker.

In ENA’s view the overall effect of this approach will be to provide:

e economically derived reliability standards that promote more efficient investment decisions
and support the achievement of the National Electricity Objective; and

o reliability standards at each connection point that will facilitate effective compliance, public
reporting and benchmarking by the AER.

National reference standard template

ENA supports the AEMC's approach of seeking to rationalise the process for setting reliability standards
for transmission networks. The development of a national reliability standard template will assist

"It is worth noting that in meeting a transmission network N-x standard, that the joint planning process between
transmission and distribution networks could identify that the standard could be met economically by an
augmentation on the distribution network. For example, this could be achieved by transferring load to a different
connection point.



jurisdictions in setting reliability standards and facilitate the AER’s benchmarking of reliability standards
for transmission networks across the NEM.

ENA agrees with the AEMC's view that AEMO would be well placed to undertake the role of
determining the national reliability standard template for transmission networks, because of its
technical expertise. Alternatively, as SCER has proposed there may be merit in the AER developing the
national reference template. This is consistent with the AER's role of developing the reliability
regulation guideline for transmission networks.

Whether SCER decides that AEMO or the AER is the most appropriate, ENA supports Grid Australia’s
recommendation that transmission networks should be actively involved in the process of formulating
the national standard reference template. In particular, the rationalisation of existing transmission
reliability Ostandards will inevitably require compromises and trade-offs between the objective of
greater granularity and simplicity. As transmission networks will have to apply the standards that are
set out in the template it is appropriate that all transmission networks are engaged in this process.

Customer consultation on reliability

The AEMC proposes that the process for setting reliability standards for transmission networks would
commence with a customer consultation process, to determine which aspects of reliability are
particularly important to their customers. According to the AEMC, the consultation process would
occur 18 months prior to the submission of a transmission network’s regulatory proposal. This means
that the reliability standards would be finalised 6 months prior to the transmission network lodging its
regulatory proposal.

In ENA's view this time is not sufficient for transmission networks to develop their capital expenditure
and operating expenditure plans based on the new reliability standards. ENA proposes that the
reliability standard process commence at least 6 months earlier than proposed, to allow transmission
networks 12 months at a minimum to reflect the new reliability standards in their revenue proposals.

ENA supports the AEMC’s proposal that customers should be consulted on reliability standards, and
that consultation by transmission networks should be consistent with the broader customer
engagement required on revenue proposals. However, as noted in response to question 8(a), the
consumer engagement process for the regulatory proposal is likely to be iterative, as the reliability
standards will drive a significant portion of each transmission network’s expenditure plans. Therefore,
the consultation exercise for reliability standards will be one component of the consultation that is
undertaken to develop the regulatory proposal.

It is also worth noting that the transmission networks’ customer base is quite different to the customer
base for distribution companies, which includes domestic, small industrial and commercial customers.
Ultimately, transmission reliability standards affect the reliability enjoyed by end customers that are
connected to the distribution network. In terms of consultation requirements, however, it would be
helpful if the Commission clarified that transmission networks should be able to discharge their
customer consultation obligations by working with distribution businesses to consult with end-use
customers. ENA considers that the AER's reliability regulation guideline should not specify in detail
how the consultation process should be conducted. A better regulation guideline on customer
engagement, issued by the AER and currently in draft form, sets out the high level principles and



purpose, for all instances of networks customer engagement. ENA also notes that reliability issues are
likely to vary across transmission networks and differ between transmission and distribution networks.
It is therefore a matter for networks themselves to engage constructively with customers and to
ensure that useful information regarding customers’ preferences is incorporated into the reliability
standard setting process.

Revenue setting process for transmission networks

The AEMC proposes a national consistent process that would apply across all jurisdictions in the NEM
that is informed by an economic assessment of the costs and benefits. In ENA’s view the same process
should apply whether a jurisdiction is setting the reliability standards or delegates this responsibility to
another body such as the AER.  This means that in determining reliability standards, a jurisdiction or
the AER should be able to consider factors which may not be able to be fully accounted for in an
economic assessment, but that may nonetheless be of significance to consumers. For example, in the
case of high impact low probability events it is difficult to quantify in a measure of the value of
customer reliability for these events. There are proxy measures such as a notional insurance premium
or value for money concepts that could be applied to quantify the significance of high impact low
probability events.

The AEMC's process provides for the determination of the efficient reliability standards for each
transmission network to apply in the next regulatory period. These standards will then form the basis
of the transmission networks expenditure proposals submitted to the AER as part of its revenue
determination. As reliability standards for transmission networks are input based, and reliability
outcomes are difficult to observe, it is not possible to rely on an incentives approach to drive the
efficient level of reliability over time.

In providing for the flexibility to update the reliability standards the AEMC has proposed that the cost
impacts of a change in reliability standards should be addressed though the current pass through
provisions in the National Electricity Rules. However, ENA considers that a balance needs to be struck
between continuously updating the transmission reliability standards to fine-tune the transmission
investment program and providing certainty to transmission networks in terms of the applicable
transmission reliability standards and cost recovery over a five year period.

Compliance obligations under the NER

The AEMC proposes that compliance with reliability standards would be an obligation for transmission
networks under the Rules. In ENA's view the requirement to comply with the applicable transmission
reliability standard at a connection point should be a “reasonable endeavour” obligation. This form of
obligation recognises that the reliability standards are based on input parameters and that factors
beyond the transmission networks’ control may prevent them from satisfying that standard.

Annual audit obligations

Transmission networks will be required to undertake annual audits to show that they have processes
in place to meet their reliability standards. It is unclear why this additional obligation is necessary. The
AER already has the power to audit to ensure compliance, so it is unclear why a more prescriptive
obligation is needed.



3. APPROACH TO REGULATING DISTRIBUTION RELIABILITY

3.1. AEMC Position

The AEMC recommends that:

e reliability for distribution networks should be expressed as outputs based targets, at a minimum
unplanned SAIDI and SAIFI for each feeder type;

e the expression of reliability targets should be consistent across the NEM, in accord with a national
standards reference template, developed by the AER;

e noinput planning standards to apply to distribution networks:

e reliability targets should be set in advance for each regulatory period through a nationally
consistent process in which:

- jurisdictions set reliability targets for distribution networks on the basis of a cost benefit
analysis and after giving appropriate weight to social or community expectations, or
delegate this responsibility to the AER;

- distribution networks consult customers on their preferences and provide jurisdictions
with an assessment of the feasibility and costs of alternative reliability scenarios; submit
forecast expenditure based on reliability targets part of a revenue proposal; and

- AER determines the VCRs to be used by jurisdictions in their cost benefit analysis;
determines the revenue of distribution networks consistent with the efficient delivery of
reliability in the next regulatory period.

3.2. ENA Position

The ENA:

e proposes a more light handed approach where the AER would set reliability
performance targets for distribution networks during the revenue determination
process, through STPIS, based on the average past five year's performance;

e proposes that HILP and worst performing feeders may need to be addressed by
additional jurisdictional measures; and

e anational approach to Guaranteed Service Level regimes

3.3. ENA Comment

AEMC approach

The AEMC has proposed a nationally consistent framework for distribution networks where the
jurisdictions retain responsibility for setting output based reliability performance targets in advance of
each regulatory period, with the option of delegating this responsibility to the AER.
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Under the AEMC approach targets would be set for the average unplanned frequency and duration of
electricity outages for each and every feeder (or region or community in the case of South Australia
and Tasmania respectively). The AEMC's proposed target setting process would involve selecting the
reliability scenarios for economic assessment, providing costs and reliability impacts of each scenario
and undertaking an economic assessment of the costs and benefits. Therefore there is a significant
challenge and high costs involved in undertaking a cost benefit analysis for every feeder, and in
validating and independently verifying the estimates of expenditure costs provided by distribution
networks.

In addition to this approach to setting reliability targets, incentives under STPIS would apply in
combination with performance controls and safeguards and the regulation of the inputs the process
of delivering reliability through annual audits of network planning processes. In effect, the AEMC
proposes three approaches to reliability regulation, when one is sufficient.

ENA’s Preferred Alternative Approach

ENA proposes a more light handed approach to regulating the reliability performance of distribution
networks. Under this approach the AER would set reliability performance targets for distribution
networks during the revenue determination process, based on the average of the past five years'
performance.

This approach recognizes that it is not necessary to set reliability targets for reliability performance to
improve over time, given the incentives that are applied under STPIS which operates as a market
based mechanism for efficient reliability outcomes. The Productivity Commission, in its final report on
Flectricity Network Regulatory Frameworks, recommended that the AER's STPIS should replace all
existing jurisdiction-specific reliability requirements (Recommendation 15.1)%, and should adopt STPIS
as the basis for setting efficient reliability requirements.

In addition to the incentives provided by STPIS, distribution businesses would respond to the
consumer consultation process to identify reliability performance issues to be addressed through
expenditure in their regulatory proposals. Negotiation may also occur with governments which wish
to directly fund enhanced service outcomes. Rather than undertaking a cost benefit analysis of
different scenarios for every feeder type, every five years, under the ENA approach the distribution
network, in concert with a jurisdictional government, will include expenditure in their regulatory
proposals to address identified reliability problems.*

While the ENA generally prefers output based reliability performance targets on distribution networks,
there are two areas where the measurable economic value of reliability may be understated by
applying a purely incentive based approach or a regulatory proposal supported by a cost benefit
analysis.

These include where investment is required to address:

3 Productivity Commission, Final Report, Inquiry Report Volume 2, Electricity Network Regulatory Frameworks, p579
*Note that distributions businesses are already required to undertake economic assessments of capital expenditure
proposals under the Regulatory Investment Test for Distribution (RIT-D). The RIT-D requires distribution networks to
consider and assess all credible options before they choose the best investment option to meet their network’s
needs, for projects above $5 million threshold. The AER provides guidance on how to assess these options and the
circumstances in which businesses are required to consider and quantify market benefits when undertaking a RIT-D.
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e High Impact,Low Probability (HILP) events (e.g. the blackout of critical central business districts)
and

e the Worst Performing Feeders (WPF) on the network.

Expenditure on reliability improvements in such cases may have positive social and community
benefits and externalities not reflected in a quantified cost/benefit analysis that when taken into
account, justifies the expenditure.

In these limited circumstances, it is considered appropriate that jurisdictions retain the capacity, if they
choose, to support expenditure proposals by specifying compliance obligations related to reliability
for the regulatory control period. It would be essential however, that the framework also require that
jurisdictions make explicit the justification for the requirement, its economic cost and its effect on
pricing for network customers.

High Impact Low Probability Fvents

ENA considers that the issue of HILP events on distribution networks could be addressed through a
similar approach adopted for transmission networks. This approach creates the potential for reliability
targets to be set on high security areas of distribution networks using a combination of both input
based N-x reliability standards and output based reliability performance targets set through STPIS.

Worst Performing Feeders

For those worst served customers in poor reliability areas, the AER’s STPIS has provisions that deal with
making improvements to supply reliability where it is economic to do so. However, it is recognised
that there are distribution areas where providing the target average level of reliability is not
economically efficient or where it is uneconomic to make material improvements to supply reliability.

Jurisdictions may seek to improve reliability outcomes for customers by facilitating expenditure in
these areas. However, this should be carried out through a separate jurisdictional process. Such a
process could lead to the adoption of a more efficient solution for local circumstances which might
not be a network solution. Quite feasibly consumer consultation carried out by a distribution network
could identify the key considerations of both the network and a local community for the delivery of a
reliable electricity supply. The outcome may involve action by both distribution network and the
community to deliver the most efficient outcome. Further the new consumer consultation obligations
placed on distribution networks under the NER provide impetus to further strengthen this avenue for
resolving local issues. ENA notes that the NER require the distribution networks to address how the
needs of consumers identified in consultation have been incorporated into their plans.

Jurisdictions may also address customer specific reliability issues through Guaranteed Service Levels
(GSLs) regimes. GSLs place obligations on distribution networks to make a payment to customers
where systemic poor service occurs. While ENA supports continuation of jurisdiction GSL regimes, or
the use of the GSL provisions in the AER's STPIS, there could be benefit in reviewing a national
approach to GSL regimes in the interests of consistency across the NEM.

Comparison with AEMC approach

The AEMC approach is costly because it appears to require a cost benefit analysis of all reliability
targets at feeder level every five years, irrespective of past performance. In it addition requires that the
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costs be verified and independently validated. Under the ENA approach the AER will provide the
regulatory scrutiny through the appropriate regulatory processes.

The ENA’s approach is more efficient than the AEMC's proposed approach both in terms of allocative
efficiency and dynamic efficiency. It removes the additional costs on distribution networks of having to
comply with jurisdictional regulation and regulation by the AER. Currently, Queensland, South
Australia, Tasmania (and potentially NSW and the ACT from 2014) have reliability performance
regulated by both jurisdictions and the AER. This will facilitate greater transparency of reliability
performance and the efficient costs across distribution networks of delivering reliability performance.

The ENA's more light handed approach is also consistent with international practice as the same body,
the AER, would be responsible for regulating both reliability and the price for electricity distribution
network services.’

Overall, there a number of advantages in making the AER responsible for the governance of reliability,
as proposed by the ENA:

e distribution businesses will have a single reporting framework for reliability target, reducing
administrative costs;

e the AER's STPIS mechanism is well understood and will drive improvements in the balance
between cost and reliability;

e the costs of changes in reliability will be reduced given time and incentive to innovate,
whereas the AEMC approach will necessarily be based on tried and tested means of
influencing reliability costs; and

e the approach is more light handed regulation, which avoids the costs of reviewing all
reliability settings irrespective of past performance.

A centralized and more costly approach could possibly be justified where substantial and wholesale
step changes in reliability performance are required. However, after significant improvement in
reliability in recent years, the evidence is that for the foreseeable future there is little or no substantial
investment planned by distribution networks for improving reliability. For example, in Tasmania and
the ACT capital expenditure on reliability improvements in the current regulatory period is close to or
at