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Disclaimer

This presentation has been specifically created for the
Financial Consultation Committee of AEMO.

The purpose of this report is to provide general and
preliminary information and the report does not contain
a complete analysis of every material fact on the subject
matter. The contents of this presentation are confidential,
have been disclosed in good faith and should not be
relied upon by a third party.

All warranties, representations and guarantees pertaining
to the reliability, timelines, suitability, accuracy or
completeness of its contents are expressly disclaimed to
any third party.



Summary

We assessed the effectiveness and efficiency of AEMO's activities. The work looked at both:
» The effectiveness of AEMQO's overall operating model through a series of structured workshops
« Where and how efficiently AEMO's efforts are allocated today using an activity based analysis

We compared the efficiency of different components of AEMO's activities against a range of external comparators

Approximately 2/3 of AEMO's effort and 1/2 AEMO's totex are dedicated to core/support activities. Within this:

« AEMO's core activities are, in the majority, well-directed against its mandate and costs are comparable with peers
« AEMO's support function effort is at the low end of benchmarks

« AEMO's digital "run-the-business costs" are well above comparators, in part due to legacy tech debt

The remaining 1/3 of AEMO's effort and 1/2 of AEMO's totex are dedicated to business change and implementation of market
reform. A separate deep-dive module looked at how AEMO could transform it's set-up for delivering change

The review established four main recommendations

Re-align operating model for greater clarity and accountability
Transform the way AEMO governs, funds, and executes reform delivery

Build the basics in corporate support functions to improve effectiveness and modernise digital ‘run-the-business’ activities to
redeploy cost

Invest in models/tools and rewire processes to manage increased complexity in core activities



Our review covered the breadth of AEMO activity

Modules of work
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Change
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Survey-based assessment of AEMO's
effort /pain-points by activity
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(UK, North America)
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“"Excellence in Support Functions"
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(Utilities, Financial institutions)

Digital Change Governance

"Outside-In" Digital Transformation
Deep-Dive Module

Set-up Assessment



We follow a simplified framework for AEMO activities
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Back-up: With a detailed breakdown of core activities

Mid-to-near
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Emergency mgmt.
planning &
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System ops &
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Emergency mgmt.

Regulation & policy
advice

Clearing & trading
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balance payments
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publishing results

Data analysis &
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Core/support activities represent 2/3 of effort, 1/2 of cost

Core and support activities required to run ...and half of totex spend, with bulk of non-labour and
AEMO represent two-thirds of effort... project spend directed to ‘change'
Effort view (FTE) Cost view (Sm)
L Reform delivery and digital
Core 'run’ activities change activities Total Core 'run' Reform delivery and digital change v
0,
(451, 42%) (322, 30%) 1077 FTE ($115m, 28%) ($189m, 46%) $413m!

System
design and
access to
markets
($63m, 15%)

Operation
of systems
and markets
($52m,13%)

Operation of System design
systems and and access to
markets markets
(223, 21%) (228, 21%)

Digital 'change' ($166m,
40%)

Digital ‘change'
(236, 22%)

Reform delivery
(86, 8%)
Reform delivery (22m 6%)

Digital 'run' activities - -
(172, 16%) Support Digital 'run" activities ($66m 16%) Support
(305, 28%) ($109m, 26%)

Corporate support activities ($43m, 10%)

Corporate & support activities (133, 12%)

1. Totex includes labour opex ($163m), non-labour opex excl. depreciation ($72m), non-IT labour capex ($16m), IT labour capex ($32m) and non-labour capex (~$130m)
Source: AEMO FY21 Actuals; AEMO Activity Based Understanding Survey 9 Aug 2021, N = 66; AEMO Employee data 24 June 2021; Team analysis 6



Maijority of core activity ifraceable to mandate
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Package &
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Mandated activity (national or jurisdictional)?

- 82% of core 'run' FTE effort

- 41% of change FTE effort
SA Advisory work is cont
andator ions
e: AEMO

SA advisory'

Core 'run' activities 451 FTE2

Mid-to-near term

e T D planning & scheduling

Market interaction
& coordination
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Prep for RTOs

Oversee connections

Congestion &
constraint mgmt

Emergency mgmt. planning
N=N)
Package &
publish results

Enablement activity
Il 8% of core 'run' FTE effort

39% of change FTE effort
G T ‘

SRAS procurement

Real time operations

IT infrastructure & Ops support

System operations and control

Disturbance handling
& mgmt. of shortage
situation

Emergency management

o~ Change 86 FTE2 —o

Market &
system
insights

Market clearing
and payments

External training and education programs

Clearing

& trading Stakeholder activities

Monitor &

communicate
Settlement & .
compliance

Balance payments

Rule change &
reform implementation
Package
& publish
Data collation results
G SiEg| Package &
publish results

Enhancement activity
10% of core 'run' FTE effort

20% of change FTE effort

alogue; Team ar
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AEMO total operating expenses at low end of peer-range

AUD SM p.a.

450

—————————— Avg. S310M
300
— Avg. $247M 226
(excl D&A) = Apgmame
r v
150 13
0
NG ESO EIRGRID ISO-NE NYISO CAISO PIM ERCOT AEMO FY20 AEMOFY21 AEMO FY22
[ X g

Il Opex Il WA
. _|D&A | _| WA D&A

Il NEM Elec B East Coast Gas
Note: Excludes EUR 18M of financing costs for Eirgrid. Other ISOs exclude financing costs from Opex —=— ——]
Note: Excludes VicTNSP pass through costs | _INEMElecD&A | _|EC Gas D&A

FX rates applied are 1 USD = 1.45 AUD, 1 GBP = 1.83 AUD, 1 EUR = 1.6 AUD
Source: Annual reports, AEMO Analysis, Team analysis 8

2021 2019 or 2020



AEMO core operating expenses are on par with other ISOs

] ]
. o . ! ! Admin
NELTIEIRSYS | Jurisdiction-Iv] Mid-to-near 3 WEG Market and Market ¢ Core
ASm planning/ infra. planning hEEEES (D term plan. el i clearing and system reform | direct & General Key. rr)quet/ operator
e & B market el operations t el el i Opex | Expenses statistics
esign sourcing scheduling payments insights elivery " P 1 (incl. digital)?
] ]
] ]
)
=) ] ]
-~/ AEMO 26% 17% 28% 299 : 1 : Annual consumption (TWh): ~200
(FY21) 1 $115"m ,  $109m Population served (m): ~25
] ] Network size (km): ~48k
o 37% | i
nationalgrid o : : Annual consumption (TWh): ~325
15% 8% 40% 3% 34% 1 $151m Population served (m): ~65
(FY21-22 plan) ' " Network size (km): ~9k
' !
] ]
ISO newengland : : Annual consumption (TWh): ~120
20% 34% 46% 1 $103m 1+ $141m Population served (m): ~15
(FY20) : : Network size (km): ~14k
- ] ]
%HEVXYSQ{KOLSQ ! ! Annual consumption (TWh): ~160
7% 31% 62% : $87m : $103m Population served (m): ~20
(FY20) ) ] Network size (km): ~18k
1
]
& California ISO . . . : : Annual ;onsumption (TWh): ~240
15% 39% 46% H $126m ' $149m Population served (m): ~40
(FY20) | I Network size (km): ~40k
[ [ ]
] ]
] ] Annual consumption (TWh): ~800
‘g o o 379 : $101Tm : $236m Population servsd (m): ~65
(FY20) 17% 46% © ' i Network size (km): ~130k
[ ——

1. ABU estimated core activity costs for all markets, though excludes TNSP-level work ($12M) and gas ($10m). 2. Excludes regulatory commission expenses
Note: Not all costs in Annual Report are included in FERC submission; Applies exchange rates of 1 USD = 1.45 AUD and 1 GBP = 1.83 AUD;
Source: ABU analysis; FY21 Financials; National Grid ESO Business Plan (RIIO-2); FERC Form No. 1 Submissions (2020) of US ISOs; Team analysis

Copyright © 2021 by Boston Consulting Group. All rights reserved.



Support function costs at low end of benchmark range

AEMO versus benchmark (FTE per 1,000 FTE), effort across the organisation

°
Human Resources! -_r
. I
e I19 —
Communications :ﬂz
Real Estate and Employee Services 1:_
Organisation and Process (| 9|
Optimisation
-
Procurement 6t_
Compliance gI I
| | Peer Group 1:
strategy and Corporate 3L- Ist quartile  Median 3rd quartile  Utilities, telecoms <5k FTE
Development - - | | Peer Group 2:
Financial services <5k FTE
Legal Affairs |2 -=_ I AEMO

Note: ABO survey allocates FTEs across activities, not functions, consequently counting effort across the entire organisation. Benchmarks include full effort across org, typically includes contractors. OEP FTEs are included in the Organisation and Process
Optimisation activity.

1. Not included 1.3 FTE effort on payroll from Finance team or 5.3 FTE effort on L&D from core functions teams

Source: AEMO Activity Based Understanding Survey 9 Aug 2021, N = 66. AEMO Employee data 24 June 2021; Excellence in Support Function Database 10
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Digital run-the-business' costs higher than benchmarks
Substantial Legacy Tech Debt

Metric
AEMO versus benchmark
Source
® 8 °
Gartner IT
20.1
IT OpEx (SK) per FTE
Gartner IT
30.3
_ 71.4
Gartner: Utilities Gartner: Financial institutions
Median Median I
AEM
L p ©
1st quartile 3rd quartile 1st quartile  3rd quartile
Only "run" IT FTE considered for benchmark comparison 2. Spend benchmarks adjusted to remove capex, FX rate: AUD 1.45 to USD 1.00 1

Source: ABU activity survey, FY21 Financials; Benchmarks: Excellence in Support Function Database), Gartner IT Key Metrics 2021



Core recommendations

Re-align operating model for greater clarity and accountability

Transform the way AEMO governs, funds, and executes reform delivery

Build the basics in corporate support functions to improve efficacy and modernise
digital ‘run-the-business’ activities to redeploy cost

Invest in models/tools and rewire processes to manage increased complexity in
core activities

12
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