








A further problem that currently exacerbates connection issues is that the under the current
market arrangements it is said that generators have “non firm access”” to the transmission
system i.e. Transmission Network Service Providers {TNSPs’) have no obligation to provide
“transmission network services”. This means participants have no means of redress for
revenue shortfalls caused by a TNSP.

Provision of access rights for generators when included with the competitive supply of
connection services is far more likely to result in efficient market outcomes and better meet
the NEO than entrenching the current monopolistic provision either with or without an
agreed service level.

These issues have been raised with the AEMC for inclusion in the transmission framework
review.

Competitive provision of connection services with access rights for generators overcomes
the need to prevent generation ownership of transmission assets. As for the shared network
the CCA will provide the ACCC some recourse if a generation merger resulted in a misuse of
market power because their will be clearly defined service agreements to establish the level
of misuse and aggrieved participants ready to provide the AEMC with evidence.

This approach is consistent with the COAG recommended further reforms of;

e Ensuring the transmission system supports an efficient national electricity market,
and

e Fostering energy market structures that promote competition.

Provision of “shared network services”

The shared network forms the bulk of the transmission assets. The expansion of the shared
network is undertaken by TNSPs, to meet customer reliability requirements guided by the
AEMO and the NTNDP. The network expansion is paid for by customers and regulated by
the AER.

in our view there is little scope for a vertically integrated generator transmission owner to
impact competitor generators in terms of and the issues described above because with
respect to;
e “price” - generators generally don’t pay for the shared network unless an expansion
is required to provide connection services forms.
e “scope” —which is determined by customer reliability requirements, and
e “timeliness” - which is also determined by customer reliability requirements.

This risk is reduced also because of the shared nature of the network.

The provision of “operational services” for the shared network is monitored by AEMO and is
subject to performance incentive monitored by the AER and most importantly the

performance is monitored by generators whose revenue depends on the access to the RRN.
Any attempt by a vertically integrated business to skew these services or reduce the quality

2 LYMMCo does not agree with this interpretation of the rules and the issue has been raised with the

AEMC to be considered as part of the Transmission Framework Review.
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or quantity of access would be immediately noticed and raised with the ACCC. For this
reason the anti competitive behaviours are likely to be readily detected and easy to police.

For this reason the claimed, but not proven, difficulty of the ACCC to prove harm under the
CCA in the competitive energy market is not relevant to vertical integration of generation
and regulated transmission.

With respect to the discussion issues raised in the RIS and on the basis of the changes
proposed in this submission LYMMCo provides the following comments on the likelihood
and significance of the issues.

1. reduction in transmission service quality and connection for competing generators;

The current transmission frame is ineffective in ensuring generators receive the
appropriate quantity and quality of supply. Preventing generators from providing
connection services by banning vertical integration is unlikely to improve the
situation. Competitive provision of connection services with access rights for
generators will allow vertical integration and at the same time protect non affiliated
generators access to the transmission system. These changes will ensure there are
measurable standards against which misuse of market power to damage
competitors can be assessed.

Likelihood: Low
Significance: High

2. investment and maintenance decisions (such as planned and unplanned outages)
made in favour of the co-owned generator;

Because the performance of the transmission system can be readily monitored and
with competitive provision of transmission connection services and enforceable ring
fencing provisions any anti competitive behaviours are likely to be readily detected
and easy to police.

Likelihood: Low
Significance: High

3. sharing of commercially sensitive information between the co-owned businesses in
order to improve the affiliate generator’s bidding or re-bidding strategies to
maximise profits;

Enforceable ring fencing provisions between the regulated competitive businesses
would be sufficient to counter this risk.

Likelihood: Low

Significance: Low

4. the TNSP could change short-term current ratings to assist a co-owned generator to
take advantage of demand and supply balances. The co-owned generator may enjoy
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such advantage through bidding or re-bidding opportunities amongst other
channels;

As for 1 above, competitive provision of connection services with access rights for
generators will allow vertical integration and at the same time protect non affiliated
generators access to the transmission system. These changes will ensure there are
measurable standards against which misuse of market power to damage
competitors can be assessed.

Likelihood: Low

Significance: Low

5. transferring costs incurred by a co-owned generator into the co-owned TNSPs'
regulated asset base;

Enforceable ring fencing provisions between the regulated and the competitive
components of the business would be sufficient to counter risk.

Likelihood: Low

Significance: Low

6. perceived loss of market integrity by market participants.

Enforceable ring fencing provisions between the regulated and the competitive
components of the business would be sufficient to counter risk.

Likelihood: Low

Significance: Low
Conclusion

LYMMCO appreciates that cross-ownership concerns and rules, such as those in Victoria,
supported market reform during the 1990's. However, to date experience and market
consolidation has not raised any real concerns, outside of economic theory, that misuse of
market power is a threat to market integrity.

As such a proposed limit, like percentage of allowable cross-ownership, is arbitrary and
misdirects energy towards prohibiting potential innovation and efficient investment instead
of establishing a regulatory structure that provides superior outcomes regardless of
ownership. The rules in Victoria have prevented generators from constructing their own
connection assets, generators must rely on a monopoly provider and as a consequence
create a barrier to cost effective and timely generation.

While LYMMCo appreciates that an absolute ban, or an effective ban, is easier and appeals
to some, it is not warranted based on the evidence. Additionally, if transmission is
considered in terms of the services provided and the risks assessed on this basis it is not
necessary given section 50 of the CCA remains an appropriate safeguard against potential
lessening of competition and that the CCA generally adequately equips the ACCC to pursue
market participants where misuse of market power exists.
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