


D1sCUSSION POINT 3

Comments on Network Connection Applications, in particular:

) . would it be appropriate for Westertt Power to require a sizeable bond to be lodged with
an application for network access;

...... would it be appropriate for Western Power to discriminate between connection
applicants...

Whilst Infratil can appreciate the frustration of market participants with the length of
time it takes to process a network access application, it does understand the
complexity and time consuming nature of the task that Western Power needs to
undertake.

Based on experience in developing power stations in three other Australian
jurisdictions, Infratil is generally comfortable with the current process but would be
supportive of any additional measures that reduced the time to assess an application,
specifically Infratil would:

. encourage the ERA to allow Western Power additional costs in this area when
setting its regulatory cost base;

. support a bond being lodged with the application, however any such bond
should not be material in size. We suggest an amount of between $50,000 to
$100,000;

o Western Power would need to develop a policy around how this bond
would be released or drawn down to cover their costs

® find it difficult to support an “eligibility test” in the form of a high level
feasibility study to be carried out on a application;

0 Difficult to understand how this would not just turn into a box ticking
exercise which could end up precluding some worthy projects

. not support queue jumping but would support a limited period in which an
applicant would have to accept a network offer;

. give qualified support to Western Power’s proposed mechanism for prioritising
applications based on the “applicant’s readiness to enter into a connection
agreement”, subject to understanding how Western Power would implement
such a proposal

ID1scussioN PoinT 11

-.alead of the introduction of compeltitive balancing, to what extent is it approprinte to:
. require the equivalent of a Resources Plan form Verve Energy

. enhance reporting tn respect of ontages by unit & fuel usage changes form plan...
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Auction occurring for any material quantum of capacity is, at best, remote. In support
of this conclusion, we would like to share with the ERA the following observations:

. A greenfield project (open cycle gas turbines included) cannot base its
investment on participating in the Reserve Capacity Auction

0 The development timeframe for an open cycle gas turbine project is such
that material funds are spent prior to the project’s first certification and
capacity credit allocation,

o Material costs are incurred by the project just to be certified. Infratil notes
that commitments to equipment, fuel and service providers are required by
the IMO for Reserve Capacity Cycle certification.

0 Even if there were only a remote possibility that an auction would not be
held this would be too high a risk to accept for a project. Failure to secure a
capacity credit allocation would have very material financial consequences
and in many cases would lead to project abandonment and write off of
significant development costs.

° Project certification and capacity credit allocation are an absolute requirement for
funding providers

¢ These are essential before any project will receive unconditional debt and
equity funding.
. Merchant greenfield projects therefore have no choice but to enter into bilateral

contracts struck at or near the prevailing market prices for capacity credits

3 The IMO administrated price (set at or less than 85% of the MRCP) has become
the market price for capacity credits in the medium to long term

0 Whether or not this was intended by the market designers is a mute point,
the reality is that in an illiquid contract market the IMO administered price
is the only price visible to all those that are not direct market participants
such as new entrants, banks etc.

. Capacity augmentations to existing plant are the only likely credible participants
in an auction and hence recipients of a Long Term Special Price Arrangement

% Capacity augmentations would require a very low level of financial
commitment at the time of certification and capacity credit allocation
together with a relatively short timeframe to implement

As currently structured the best that a low fixed cost new entrant peaking plant could
expect to earn from the market for its capacity is 85% of a variable Maximum Reserve
Capacity Price (MRCP). Infratil believes, as, it appears, does The Allen Consulting
Group (ACG), that this price is insufficient for any investor, particularly in the current
financial climate, and was not the intent of the market designers.

"WACC - ... This couldd lead to the administered price not being sufficiently high to attract
conmercial entry (and hence greater relinuce on the use of a Reserve Capacity Anction).”?

? “"Review of the Weighted Average Cost of Capital for the Purposes of Determining the
Maximum Reserve Capacity Price”, The Allen Consulting Group, September 2008 pg ix.

4/6









