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Response to issues arising from Discussion Papers
Transend Networks (Transend) welcomes the three Discussion Papers released by the Electricity
Supply Industry Expert Panel. These documents provide useful background on the complex issues
that drive electricity prices in Tasmania.
This submission includes high level observations regarding some of the statements made in the
papers, and corrects minor errors identified. We note that the fonnal period for submissions on
these papers has now closed, with issues raised in the Discussion Papers to be investigated in more
detail by consultants appointed to conduct reviews of efficiency and effectiveness, and economic
and financial matters. Transend looks forward to working with the consultants to allow fuller
investigation of identified issues.

Linkage between peak demand and transmission costs
The Expert Panel observed that the total cost of electricity transmission (from 2009-10 to 2013-14)
is expected to increase at a rate that outstrips the average growth in Tasmania's peak demand, or the
growth in electricity consumption forecast by Transend Networks prior to the Australian Energy
Regulator (AER) April 2009 determination. Transend agrees with the Expert Panel that the total
cost of transmission is expected to increase at a faster rate than the average growth rate in peak
demand or energy consumption. The strong scale economies in transmission (and the resulting
'lumpy' nature of transmission augmentation investment) can result in a divergence between
volume growth and average costs. For example, large projects such as the Waddamana-Lindisfame
220 kV transmission line, the first new injection point to Hobart in 35 years, can lead to significant
increases in capital expenditure and revenue requirements.
It is also important to understand that some transmission costs are not necessarily driven by energy
consumption (,volume of sales'), or peak demand. For example, operating and capital expenditure
unrelated to volume growth is required to provide a safe and reliable network that complies with the
mandatory network performance requirements specified in Schedule 5.1 of the National Electricity
Rules. Where mandatory compliance obligations apply, Transend is required to incur the costs to
complete the necessary works.
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The AER has recently noted that increases in network costs are due a to range of common factors replacement of aging assets, increases in demand, connection numbers, construction costs and the
cost of capital due to the GFC 1. The relatively weak relationship between 'volumes' and
transmission costs was also noted by the Australian Energy Market Commission (AEMC) in its
decision to adopt a revenue ca~ form of regulation to transmission companies. In particular, the
AEMC commented as follows :
"The Commission considers that the revenue cap approach contained in the Revenue Rule is more
appropriate for the regulation of prescribed transmission services than a tariff basket or price cap as
the costs of shared network services are largely fixed and do not vary significantly with the quantity
of service provided. A revenue cap, therefore, minimises the largely unmanageable volume risk for
the TNSPs."

In light ofthe AEMC's observations, it is reasonable to expect the rate of growth in transmission
costs to diverge from the rate of growth for volumes, whether measured in terms of maximum
demand or energy consumption. Further, when assessing the price path for transmission services in
Tasmania, it should be borne in mind that Transend's transmission network serves customers and
generators in the National Electricity Market not just Tasmania.
The discussion papers refer in several places to Tasmania's native load profile suggesting that
because a high proportion of demand in the Tasmanian system arises from a few major industrial
consumers with almost constant loads the average utilisation of the transmission network is much
higher than in some other jurisdictions. Tasmanian customer load duration is not representative of
the demands on our network, which now provides a transmission service in the national electricity
market, with large interconnection capability relative to the Tasmanian native demand. Further,
while native load profile is one factor to consider in meeting demand, the predominance of hydro
generation in Tasmania has meant that utilisation ofthe Tasmanian transmission network has
always been affected by significant changes in generation profile day to day, season to season and
year to year.
The AER conducted a detailed examination ofTransend's revenue requirements (and total
transmission costs) for the 2009-2010 to 2014-15 regulatory period. The AER's review was
conducted over a 13 month period and considered submissions from interested parties. Transend' s
view is that Expert Panel should be confident that the AER considered all relevant matters in
reaching its Final Determination. We look forward to working with the panel's consultants to
demonstrate the efficiency and effectiveness ofTransend's services.

Expenditure levels

Transend notes the panel's observations that Transend's capital expenditure is 'substantial'. While
expenditure in the 2009-14 regulatory period will be higher than previous regulatory periods, the
expenditure is necessary to meet the reliability obligations placed on the company; the one-off
effects oflarge projects such as the Waddamana-Lindisfarne 220 kV transmission line project; and
the longer term Grid Vision. While meeting its commitments, Transend continues to identify
efficiencies in capital and operating programs to ensure that customers receive the efficient long
term cost.

AER, letter to Australian Financial Review 11 May 2011
AEMC, National Electricity Amendment Rule (Economic Regulation of Transmission Services) 2006 No.ta, 16 November
2006, pages 40 and 41 .
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A good measure of Transend's cost and service performance can be obtained from the biennial
international benchmarking study of the operations of27 electricity transmission network
companies, the International Transmission Operations and Maintenance Study (ITOMS). This
benchmarking study ranked Transend among the top performers ofthe organisations surveyed, in
terms of both performance and cost. Moreover, Transend's telecommunications network had a
higher than target level of availability to customers 3 . Trans end , s overall cost and service
performance compared to its peers is set out in the figure below.
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An important feature ofTransend's performance (shown in the figure above) is the improvement
achieved since 2001 and 2003 . It is also worth noting that Transend's 2003 revenue application to
the regulator explained that benchmarking data indicated the need to increase expenditure to
address relatively poor service performance. The outcome from the most recent ITOMS study
demonstrates that Transend's judgment at that time (and the judgment of the regulator) has proven
to be correct.

Combining Transend and Aurora
One of the issues identified for further investigation by the ESI Expert Panel is the efficiencies that
might be possible from combining Transend and Aurora. The panel has mentioned the previous
work done by PWC that indicated there may be some benefits from combining the networks
business of Trans end and Aurora and that there are also risks and costs associated with this path. In
line with the statement of principles by the Ministerial Council for Energy recognising that
generation and transmission businesses should be separate, Transend suggests that combining the
businesses should only be contemplated ifthe generation and retail functions of Aurora are
managed in another business structure, separate to the networks.
Transend and the network business of Aurora currently have a strong working relationship, with
Transend contracting Aurora to provide a significant portion of its maintenance and fault response
services. There are many other day to day points of interaction that operate successfully and
efficiently. We note that there are arrangements in place to co-locate our network operations centres
and that co-location will continue to drive efficiencies, including improving management of assets
at the boundary between the network businesses.
Transend Annual Report 2010, page 5.
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Transend welcomes further investigation into the benefits and costs of combining the networks
businesses. Our initial view is that, while there is always scope for improving services, many of the
efficiencies are already captured in existing working relationships and further efficiencies can be
realised without need for imposed structural change.
Errata

We would like to note two minor corrections to the discussion papers.
Discussion paper: Tasmania's Electricity Pricing Trends 2000 - 2011

page 32
The following statement is not correct: Transend Networks then, using its own pricing po licies, sets
the fees and charges that it will apply to its customers in order to recover the MAR set by the AER;
And should read as follows:
Transend Networks then, using a pricing methodology compliant with the National Electricity Rules
and approved by the AER, sets the fees and charges that it will apply to its customers in order to
recover the MAR set by the AER

page 34
The following statement is not correct: and contrasts it with the expenditure which occurred during
the period covered by the final transmission pricing determination made by the TER, for the period
2004-05 to 2008-09.
And should read as follows:
and contrasts it with the expenditure which occurred during the period covered by the final
transmission pricing determination made by the ACCC. for the period 2004 to 2008-09.

Concluding comments

Transend welcomes the Expert Panel's Discussion Papers and recognises that they provide a
substantial amount of useful background information for interested parties. Transend looks forward
to working with the Expert Panel throughout this important review of the Tasmanian electricity
supply industry.

Yours sincerely

Peter B. Clark
Chief Executive Officer
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