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28 September 2001

Mr Michael Rawstron
General Manager
Regulatory Affairs – Electricity
Australian Competition and Consumer Commission
470 Northbourne Avenue
Dickson   ACT  2602

By e-mail: electricity.group@accc.gov.au

Dear Michael

DRAFT DETERMINATION: AMENDMENTS TO THE NATIONAL ELECTRICITY CODE,
NETWORK AND DISTRIBUTED RESOURCES

Hazelwood Power thanks the Commission for the opportunity to comment on this draft
determination.

Our concern in relation to the proposed changes to institutional roles and procedures has
been heightened considerably by the information revealed in the recent report, by the Inter
regional Planning Committee, on the SNI proposal.

The primary issue is the vast difference in the cost per unit of capability between the SNI
project and the alternative SNOVIC project, as follows –

Project Capital Cost Transfer capacity Cost per unit ($/kW)

SNI $110 M 250MW 440

SNOVIC $44M 400MW 110

Note: Cost and capacity figures from IRPC draft report, cost per unit derived.

As would be expected given these differences, the analysis reported by the IRPC shows
much higher nett benefits for SNOVIC, even after allowing for some assumed benefits to
the South Australian network with SNI.

Our concern arising from this can be summarised as follows –

•  That such a relatively uneconomic project should be put forward repeatedly indicates a
highly parochial attitude to transmission planning,
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•  The more economic alternative was not uncovered specifically for the purpose of
comparison with SNI, but simply happened to have been defined, at a convenient time,
through a separate project initiated by the Victorian Government,

•  This (more economic) alternative is not obvious, but rather is subtle and complex. It
appears that it would not have been uncovered except by a directed analysis by
experts in transmission planning.

We are concerned that even with the current role of the IRPC, there a significant risk that
the most economic alternative will not be discovered, particularly if it would involve works
across different TNSPs. The proposed changes would, in our view, significantly increase
this risk.

Our concern is not primarily the evident risk of a biased evaluation process, but rather the
risk that the best options will not be discovered and brought forward for analysis.

The new role proposed for the IRPC, as we interpret it, focuses on the technical
performance of the defined projects, and not on the search for more economic alternatives.
While under the Commission’s required change to the Code a proponent TNSP would need
to give some consideration to alternatives outside their area, there is good reason to fear
that this examination will lack the enthusiasm and commitment needed to uncover non-
obvious solutions.

Thus, while we note that the Commission has recognised and attempted to deal with this
issue, we believe, on the basis of the serious deficiencies now revealed, that the problem
is too serious and too deep-seated to be resolved by measures that the Commission has
proposed.

These considerations bring us to the question of whether the Commission should seek, as
it has done in its draft determination, to reduce the harm done by the proposed Code
changes, or alternatively to reject the changes with the aim of allowing the development of
different proposal.

We propose on several grounds that the Commission should reject this change to
institutional roles and procedures. These grounds are discussed below.

1. The proposed changes lead away from a competitive model

These changes to roles and procedures do not relate to the achievement of a completed
design, but simply comprise a small step in a process that clearly has a long way to go.
Therefore these changes should be considered in terms of whether they lead toward or
away from desirable longer-term goals. One such goal is, we propose, an increased role for
competition in the provision of network services.

We believe that it will be possible to introduce competition into the provision of network
services and hence reduce the reliance on regulation.

We regard a system that would allow competitive tenders to build, own and operate
network assets as the most likely way forward on this issue. This model has already been
demonstrated to work in Victoria.

An essential element of such an arrangement is a separation between the body that plans
and commissions new work to enhance the network, and the owners of the network assets.
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A change to institute this arrangement would clearly be a significant issue and would
require substantial time to evaluate and, if found desirable, to implement. We do not
propose a precipitate move in this direction.

However, given this possibility and the obvious attraction of bringing network service
provision within a competitive model, we are disturbed by the fact that the proposals before
the Commission take the NEM further away from this outcome, and do so without any
apparent consideration of the consequences in relation to any future move toward a
competitive model.

The competitive model suggested above would not bring network services into the energy
market, but it is not inconsistent with a later evolution in this direction. Even if this evolution
did not occur, as we would hope, competitive sourcing of network services, taken by itself,
is regarded as a major advance on current arrangements (with or without these proposed
Code changes).

We suggest that the Commission should refuse the proposed changes to institutional roles
and procedures until they have been reviewed in the context of the possible evolution of the
market toward competitive sourcing of network services.

2. Planning of interconnectors is not relevant to TNSP accountability

It has been argued in support of the transfer of planning responsibility to the TNSPs, that
this change is needed to provide them with a reasonable opportunity to satisfy their
accountabilities for network performance levels.

However, in relation to interconnectors there is not, and we argue cannot reasonably be,
accountability on a TNSP other than the effective operation and maintenance of the
interconnector capability as designed. Therefore it is not necessary for the purpose of
TNSP accountability that they have any control over the design itself.

Since the transfer of planning role relates only to interconnectors there is thus no real
justification for the change on this ground.

3. Mismatch between changed roles and the underlying technology

The technology of the network is such that it acts as an integrated whole, and many
aspects of the technical behaviour that are relevant to the planning of augmentation can
only be analysed in a meaningful fashion through consideration of the whole network.

The allocation of a network planning role to a TNSP that has responsibility for only a small
part of that network therefore leads to a mismatch between the organisational
arrangements and the technological imperatives.

We submit that this mismatch has already shown the potential for seriously detrimental
outcomes, and that the changed roles now proposed would greatly increase the risk of
such detrimental outcomes.

………………………………………………………………………………………..

The comments above have focussed on the issue of whether or not the Commission should
approve the particular Code changes in relation to institutional roles and procedures, and
have advised against approval. In doing this, we have suggested that significant changes to
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the provision of network services to the market will be required over time, and that Code
changes now should be considered in the light of a longer-term direction of change.

While it is not directly pertinent to this argument to propose in detail what this longer-term
direction should be, we think that it would be helpful to sketch a suggested intermediate
point in this evolution.

We envisage, for this intermediate stage –

•  A body, independent of all network asset owners, with the role of planning
interconnection augmentation over the whole national market

•  This body would be required to conduct its planning using the regulatory test, and its
decisions would be subject to review and appeal processes involving market
participants,

•  Approved augmentation projects would be offered by open tender on a build, own and
operate basis

•  The project definition and tender process would need to be sufficiently rigorous that the
Commission could accept that the resulting charges be recovered through TUOS
without need for further regulatory review

…………………………………………………………………………………………

If you have any questions in relation to these comments, please call the undersigned on 03
9617 8300, or Ken Secomb on 03 9617 8321,

Yours faithfully

Stephen Orr
DIRECTOR, SALES AND MARKETING


