AUSTRALIAN ENERGY MARKET COMMISSION

Consultation paper

ENHANCING THE INTEGRATED
SYSTEM PLAN TO SUPPORT THE
ENERGY TRANSITION

Better integrating gas into the Integrated
System Plan (Electricity and Gas) Rule

Improving consideration of demand-side
factors in the Integrated System Plan
(Electricity) Rule

Better integrating community sentiment
into the Integrated System Plan
(Electricity) Rule

Proponent
The Honourable Chris Bowen MP, Minister for Climate Change and Energy

20 June 2024

AEMC



Australian Energy Consultation paper
Market Commission Enhancing ISP to support the energy transition
20 June 2024

Inquiries

Australian Energy Market Commission
Level 15, 60 Castlereagh Street
Sydney NSW 2000

E aemc@aemc.gov.au
T (02) 8296 7800

Reference: ERC0395

About the AEMC

The AEMC reports to the energy ministers. We have two functions. We make and amend the national
electricity, gas and energy retail rules and conduct independent reviews for the energy ministers.

Acknowledgement of Country

The AEMC acknowledges and shows respect for the traditional custodians of the many different lands
across Australia on which we all live and work. We pay respect to all Elders past and present and the
continuing connection of Aboriginal and Torres Strait Islander peoples to Country. The AEMC office is located
on the land traditionally owned by the Gadigal people of the Eora nation.

Copyright

This work is copyright. The Copyright Act 1968 (Cth) permits fair dealing for study, research, news reporting,
criticism and review. You may reproduce selected passages, tables or diagrams for these purposes provided
you acknowledge the source.

Citation

To cite this document, please use the following:

AEMC, Enhancing the Integrated System Plan to support the energy transition, Consultation paper, 20 June
2024



Australian Energy Consultation paper
Market Commission Enhancing ISP to support the energy transition

20 June 2024

Summary

1

We are seeking your views on three rule change requests that are seeking to improve the
Integrated System Plan (ISP) to ensure that it remains fit-for-purpose in an environment of a
rapidly transforming energy sector.

The ISP is intended as the primary planning document to guide investment in electricity
infrastructure to meet energy demand in the National Electricity Market (NEM). It is prepared by
the Australian Energy Market Operator (AEMO) and published every two years and covers a
forecast horizon of 20 years.

The energy transformation has resulted in fundamental changes to the energy system since the
ISP was first published in 2018. A broader range of factors now influence the system'’s
development and it is important to ensure that these are properly considered in the planning of our
energy system.

The Energy and Climate Change Ministerial Council (ECMC) conducted a review of the ISP to
consider whether the scope and function of the ISP was fit-for-purpose to support the energy
transformation.” The review concluded that there are opportunities to improve the ISP by
enhancing AEMO’s consideration of factors critical to the energy transformation.

These matters include the critical role that consumer energy resources (CER) are anticipated to
play in our efforts to decarbonise, the deepening relationship between gas and electricity markets,
and the prominence of community sentiment in the successful delivery of energy infrastructure.

Three rule change requests were submitted by the Honourable Chris Bowen MP, Minister for
Climate Change and Energy, on 2 June 2024. They seek to give effect to three of the
recommendations resulting from the ISP review.? We understand that the Commonwealth seeks
for these rule changes (if made) to be completed in time for incorporation into the 2026 ISP.

The AEMC has commenced its consideration of the three rule change requests, and this
consultation paper is the first stage. We are conducting a single consultation process for the three
rule change requests.

Chapter 2 relates to the first rule change request to better integrate gas into the ISP

Chapter 3 relates to the second rule change request to improve consideration of demand-side
factors in the ISP

Chapter 4 relates to the third rule change request to better integrate community sentiment into
the ISP.

We may decide to consolidate some or all of the rule change requests into a single rule change
following our consultation process if we consider this to be necessary or desirable. °

We are seeking your feedback on:

the problems, and the materiality of the problems raised in the rule change requests
the solutions proposed in the rule change requests

how we propose to assess the requests to determine if they will promote the long-term
interests of consumers.

The review was led by the System Planning Working Group under the National Energy Transformation Partnership.

The ECMC's response to the ISP review can be found here https://www.energy.gov.au/energy-and-climate-change-ministerial-council/energy-
ministers-publications/review-integrated-system-plan.

Section 93 of the National Electricity Law (NEL) and section 300 of the National Gas Law (NGL).
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We are seeking your views on the proposal to explicitly require AEMO to
consider broader gas market conditions in the development of the ISP (rule
change one)

10
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This rule change request proposes to amend the National Electricity Rules (NER) and the National
Gas Rules (NGR) to require AEMO to expand its analysis of gas market information.

AEMO currently incorporates some gas market data on the need to retain and invest in gas
powered generation (GPG) as part of its analysis in the ISP. However, the proponent notes that the
ISP does not currently consider:

costs associated with gas infrastructure investments
likelihood or commercial feasibility of GPG projects in the ISP
availability of gas to service GPG in the quantity or price anticipated.

The proponent considers that an analysis of these additional factors would improve the accuracy
of the assumptions that underpin gas development projections used in the ISP modelling process.
This will then better inform what electricity infrastructure investments are required.

The proponent has recommended changes to the NER and the NGR to require AEMO to provide
more information on gas development projections in the ISP and expand the consideration of gas
in the ISP. The recommended changes also seek to clarify that, for the purposes of developing the
ISP, AEMO can use gas market information available to it in its gas role.

The rule change request does not propose AEMO develop a gas optimal development path or for
AEMO to consider a range of possible futures for gas. The rule change seeks to require AEMO to
work with stakeholders to set out how it expects the gas sector to develop. It would be able to
utilise information it receives from market participants, including for the preparation of the Gas
Statement of Opportunities (GSO0) and through its role as the system operator to undertake this
further analysis.

We are seeking your views on the proposal to expand AEMOQ’s analysis of
demand-side factors in the development of the ISP (rule change two)

15

16
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The rule change request proposes to amend the NER to require AEMO to expand its analysis of the
uptake and availability of orchestrated CER and distributed resources and provide greater detail
about both the technical and non-technical assumptions that underpin the expanded analysis.

The NER does not currently specifically require AEMO to identify and describe the assumed
development of critical demand-side actions that are required to support the uptake and
availability of orchestrated CER and distributed resources included in the ISP. The proponent
considers that this would mean that investment decisions are less informed.

The proponent has recommended changes to the NER that would require AEMO to:

give greater consideration to network and non-network factors needed to enable the levels of
orchestrated CER and distributed resources. This would make AEMO's forecasts and analysis
more robust

include a statement in the ISP aimed at informing market participants, regulators, and policy-
makers about the expected development of orchestrated CER and distributed resources, and
the contingent factors underpinning this development. This would improve transparency and
aid decision-making by a range of interested parties
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develop guidelines setting out a process for gathering relevant data from distribution network
service providers (DNSPs) to inform its analysis of demand-side factors in the ISP,
supplemented by a mandatory requirement on DNSPs to disclose the information set out in
AEMO’s guideline. This will facilitate a consistent approach to gathering network, CER, and
distributed resources data.

The rule change seeks to require AEMO to publish specific information on the expected
development of CER and distributed resources and contingent factors underpinning its
development. It does not suggest that the optimal development path (ODP) should be expanded
or ‘co-optimised’ to incorporate investments in CER or distributed resources capacity.

We are seeking your views on the proposal to explicitly require AEMO to
consider community sentiment in the development of the ISP (rule change

three)

19
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The rule change request proposes to amend the NER to elevate the importance of community
sentiment as a factor to be considered in the development of the ISP.

There is currently no requirement in the rules for AEMO to consider community sentiment towards
transmission projects in the ISP. The proponent considers that this has resulted in an inconsistent
approach in the treatment of community concerns.

There is also no specific requirement in the rules for transmission network service providers
(TNSPs) to share information about community sentiment and local concerns with AEMO as part
of the joint ISP planning process. The proponent considers that more specificity in the rules would
provide clarity that TNSPs should share community sentiment information with AEMO to inform
the development of the ISP.

The proponent has recommended changes to the NER that would require:
AEMO to have regard to known community concerns or sensitive locations in setting the
parameters for projects that may form part of the ODP

TNSPs to share relevant community sentiment information with AEMO through the joint ISP
planning process.

The intent of the rule change is for TNSPs to share information that has been, or will be, obtained
through current planning processes, and for AEMO to consider it as part of preparing the ISP.

We consider that there are four assessment criteria that are most relevant to
this rule change request

24

25

4
5

Considering the National Electricity Objective (NEO)*and the National Gas Objective (NGO)° and
the issues raised in the rule change request, the Commission proposes to assess the rule change
request against four assessment criteria.

Please provide feedback on our proposal to assess the request against:

Safety, security and reliability - would the rule change ensure a safe, secure and reliable
energy system through improved consideration of gas, CER, and community sentiment when
developing the ISP?

Section 7 of the NEL.
Section 23 of the NGL.
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Principles of market efficiency - would the rule change improve transparency by bolstering
and deepening the available information to decision makers?

Implementation considerations - would the rule change balance the cost and complexity of
implementation against the benefits of a more robust ISP? Is it necessary to introduce the
rules now given other related reforms and the development of the 2026 ISP?

Principles of good regulatory practice - would the rule changes promote predictability,
stability, and transparency in the approach for developing the ISP? Do they interact
constructively with other reforms underway?

Submissions are due by 18 July 2024 with other engagement opportunities to

follow

26
27

28

There are multiple opportunities to provide your feedback throughout the rule change process.

Written submissions responding to this consultation paper must be lodged with Commission by
18 July 2024 via the Commission’s website, www.aemc.gov.au.

There are other opportunities for you to engage with us, such as one-on-one discussions or
industry briefing sessions. See the section of this paper about “How to engage with us” for further
instructions and contact details for the project leader.

Full list of consultation questions

Question 1: Should greater gas market analysis be required under the ISP?

(a)Would requiring AEMO to include greater analysis of gas in the ISP provide benefits to electricity
consumers? This includes information to inform the following:

further analysis of future gas demand and pricing
developing projections about the future utilisation of gas infrastructure
collating pipeline closures or conversion dates

reflecting updated gas generator fuel costs
Should the rules be amended to explicitly require this?

(b) Should the rules be amended to enable AEMO to utilise gas information provided to it under
other functions?

Question 2: Will the proposed solution support a more robust ISP by better integrating gas
and electricity infrastructure developments?

a) Will requiring AEMO to carry out further analysis of gas in the ISP improve the ISP analysis? Why
or why not?

(b) Is it appropriate for AEMO to use gas information available to it under the NGR for the purpose
of the ISP? Are there any risks that we should be aware of in extending the use of or publication of
specific information?
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Question 3: What are your views on the costs and benefits of requiring AEMO to undertake
additional gas analysis in the ISP?

(a) What do you consider to be the benefits of the proposed solution? Is there anything that might
erode the benefits of reduce the likelihood of the benefits being achieved?

(b) What do you consider to be the costs of the proposed solution?

Question 4: What implementation considerations need to be considered?

(a) Do you have any concerns about sharing gas information received under the NGR for the
purposes of developing the ISP? Is there sufficient clarity on what information should and should
not be publicly disclosed?

(b) Are there any other implementation issues that should be considered?

Question 5: Are there alternative ways in which further analysis can be included within the
ISP instead of the proposed rule change?

(a) Would the development of a procedure or policy enable the same outcome?

(b) What level of prescription vs principle is appropriate when setting out the requirements for the
ISP?

Question 6: Should AEMO be required to expand consideration of CER and distributed
resources in the ISP?

(a) Should the ISP’s analysis include greater consideration of the assumptions and contingent

factors underpinning the expected development of CER and distributed resources? Why or why
not?

(b) Do you agree that AEMO is currently constrained in its ability to access relevant information
about distribution network hosting capacity and relevant CER forecasts from DNSPs?

Question 7: Will the proposed solution address the issues raised by the proponent and
improve the robustness of the ODP?

(a) Would the proposed rules enable more in-depth analysis of CER and distributed energy and its
impact on operational demand forecasts in the ISP? Why or why not?

(b) What type of demand-side information should be provided by DNSPs that would be useful for
the ISP analysis?

Question 8: What are your views on the costs and benefits of the proposed solution?

(a) What do you consider will be the benefits of the proposed solution? Is there anything that might
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erode the benefits or reduce the likelihood of achieving the benefits? Are there any additional
amendments that could be made to improve the benefits?

(b) What are the costs DNSPs might incur in complying with requirements to provide further
information? Do the benefits outweigh the costs? Should DNSPs be required to provide further
information in their DAPRs or elsewhere?

(c) Would the proposed solution impose costs on any other stakeholders? If so, how might these
costs be minimised?

Question 9: Are there important implementation considerations for the Demand-side rule
change request?

(a) What implementation issues should be considered? For example, are DNSPs likely to face any
challenges in complying with new information obligations?

(b) Are there any transitional measures that should be considered to support the implementation
of the rule in time to inform the 2026 ISP?

(c) If adopted, should the development of guidelines be subject to the Rules Consultation
Procedures under NER Rule 8.9?

Question 10: Are there alternative solutions to those proposed in the Demand-side factors
rule change request?

(a) Do you consider alternative, more preferable solutions exist to address the identified issue?

(b) Should guidance on information required to be provided by DNSPs be set out in an AER or
AEMO guideline, or in the NER?

Question 11: Do you consider that the current process for developing the ISP is creating
uncertainty and inconsistency in how community sentiment is incorporated in the ISP?
(a) Should AEMO be explicitly required to consider community sentiment when developing the ISP?

Should TNSPs be explicitly required to share relevant information as part of the joint planning
process?

Question 12: Are changes required to facilitate a more robust analysis of community
sentiment in the ISP?

(a) Do the current rules result in a significant gap in powers and guidance for AEMO to undertake
an analysis of community sentiment impacts?

(b) Are there any barriers in the current rules to AEMO requesting community sentiment
information and/or undertaking analysis of community impact?
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Question 13: What are the costs and benefits of requiring enhanced consideration of
community sentiment in the development of the ISP?

(a) What are the benefits of the proposed solution? Is there anything that might erode or improve
the benefits?

(b) What are the costs of the proposed solution? Is there anything that may reduce the costs?

Question 14: Are there implementation considerations for the community sentiment rule
change request?

Question 15: Are more prescriptive rules necessary to ensure AEMO and TNSPs consider
and share relevant information on community sentiment?

(a) Are guidelines a more suitable way for community sentiment to be incorporated earlier in the
ISP development process?

(b) Are there other options that stakeholders consider would be a better solution to rule changes
(if required)?

Question 16: Assessment framework

Do you agree with the proposed assessment criteria? Are there additional criteria that the
Commission should consider or criteria included here that are not relevant?

vii
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How to make a submission

We encourage you to make a submission

Stakeholders can help shape the solutions by participating in the rule change process. Engaging with
stakeholders helps us understand the potential impacts of our decisions and, in so doing, contributes to
well-informed, high quality rule changes.

We have included questions in each chapter to guide feedback, and the full list of questions is above.
However, you are welcome to provide feedback on any additional matters that may assist the Commission
in making its decision.

How to make a written submission

Due date: Written submissions responding to this consultation paper must be lodged with Commission by
18 July 2024.

How to make a submission: Go to the Commission’s website, www.aemc.gov.ay, find the “lodge a
submission” function under the “Contact Us” tab, and select the project reference code relevant to the rule
change request:®

Please use the project code ERC0395 for all submissions.
Tips for making submissions are available on our website.”

Publication: The Commission publishes submissions on its website. However, we will not publish parts of a
submission that we agree are confidential, or that we consider inappropriate (for example offensive or
defamatory content, or content that is likely to infringe intellectual property rights).?

Other opportunities for engagement

There are other opportunities for you to engage with us, such as one-on-one discussions or industry briefing
sessions. Please contact the project leader for more information.

For more information, you can contact us
Please contact the project leader with questions or feedback at any stage.

Project leader: Ashwin Raj
Email: ashwin.raj@aemc.gov.au
Telephone: 02 8296 7800

6 If you are not able to lodge a submission online, please contact us and we will prowde instructions for alternative methods to lodge the submission.

8 Further information is available here: https://www.aemc.gov.au/contact-us/lodge-submission

viii
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The context for this rule change request

This consultation paper seeks stakeholder feedback on three rule change requests submitted by
The Honourable Chris Bowen, Minister for Climate Change and Energy to improve the quality of
the analysis in the Integrated System Plan (ISP) by expanding its consideration of factors critical
to the energy transformation.

Minister Bowen has proposed improvements to the ISP’s analysis

Minister Bowen has proposed three rule changes to improve the ISP to ensure that it remains fit-
for-purpose to support the energy transformation and implement three of the actions from the
Energy and Climate Change Ministers’ (ECMC) review of the ISP. °

The Australian Energy Market Operator (AEMO) would be required to undertake a more detailed
assessment of gas market conditions, better integrate demand-side opportunities (including
electrification and consumer energy resources (CER)), and consider community acceptance of
energy infrastructure projects in its ISP analysis under the proposed changes. Data to improve the
robustness of the ISP assessment in these areas would be sought from gas market participants,
distribution network service providers (DNSPs) and transmission network service providers
(TNSPs).

These proposed rule changes are intended to improve the robustness of the ISP’s forecasts in the
context of a rapidly evolving energy system and aim to ensure that reliable and secure energy is
available through a least-cost transition for consumers. °

AEMO's ISP is the primary planning document for the National Electricity Market (NEM). It
provides projections about where and when investments in new electricity infrastructure will be
required over a 20-year horizon by identifying an optimal development path (ODP). The ODP is the
portfolio of network investments that, in combination, best meet the identified needs of the power
system."

AEMO identifies power system needs by assessing the market reliability standard, relevant
transmission reliability standards and power system security. AEMO must also consider the
emissions reduction target statement and may consider State and Commonwealth government
environmental and energy policies when determining power system needs.

The ODP and the ISP are the culmination of a larger process to assess the costs and benefits of
various transmission expansion options based on assumptions around forecast energy demand
and the development of various possible future scenarios by AEMO. This includes assumptions
around future market developments (e.g. demand, costs of generation technologies, fuel costs) as
well as potential network investment options.

AEMO consults with TNSPs on credible options and cost estimates for the ISP through the joint
planning process. The rules around joint planning stipulate that TNSPs and AEMO must take
reasonable steps to cooperate and consult with each other to enable the preparation of a draft or
final ISP (including any ISP updates).'

The three rule change requests from Minister Bowen are:

The AEMC is consulting on the three rule change requests under a joint consultation paper. We may consolidate all or some of the rule changes
following the consultation phase if we consider it to be necessary or desirable (section 93 of the NEL and section 300 of the NGL).

See, for example, Minister for Climate Change and Energy, Rule change request, Better integrating gas into the ISP, p.5.
The ISP framework is set out in Chapter 5 of the NER under rules 5.16A, 5.22, and 5.23.
Clause 5.14.4 of the NER.
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Better integrating gas into the ISP." This rule change seeks amendments to the National
Electricity Rules (NER) to require AEMO to publish gas market projections and undertake an
expanded consideration of gas generation, supply, and infrastructure, including costs, when
preparing the ISP. It also requests changes to the National Gas Rules (NGR) to ensure AEMO
has the power to access, use and disclose information gathered for NGR purposes to support
the gas analysis in the ISP.

Improving consideration of demand-side factors in the ISP.™ This rule change seeks
amendments to the NER to explicitly require AEMO to include a statement on the expected
development and operational behaviour of CER and distributed resources within the ISP. It also
seeks to add a new clause in the NER to require AEMO (in close consultation with the AER) to
release guidelines to set out a consistent process to collect information from DNSPs on
anticipated network constraints and electrification pathways.

Better integrating community sentiment into the ISP." This rule change seeks amendments
to the NER to require AEMO to have regard to known community concerns or sensitive
locations in developing transmission expansion options, and to require that TNSPs provide
AEMO with this information (where already held) under joint planning arrangements.

The rule change requests are a result of the ECMC's review of the ISP

There has been an ongoing and rapid transformation of the NEM since the ISP was first released
in 2018. The energy system is transitioning to Net Zero and new electricity infrastructure
investment is required to connect renewable energy power generation and ensure system security
as baseload thermal generation retires. Consumer energy resources (CER) are becoming a critical
component of Australia’s strategy to decarbonise and gas power generation (GPG) is required to
provide system reliability support and firming capacity.

The ECMC commissioned a review of the ISP in October 2022 to consider whether its scope and
function were fit for purpose to support the energy transformation (ISP Review). The ECMC have
agreed to a set of 15 actions on 1 March 2024 in response to the ISP Review. These
recommendations aim to ensure that the ISP better incorporates whole-of-system
considerations.’®

The rule change requests seek to implement three recommendations resulting from the ECMC'’s
review of the ISP.

We have engaged with the Department of Climate Change, Energy, the Environment, and Water
(DCCEEW), the Australian Energy Regulator (AER), and AEMO throughout the development of
these rule change requests.

The rule change requests interacts with other NEM reforms

The broad purpose of the rule change requests is to enhance the robustness of the ISP by
ensuring that AEMOQ's analysis and identification of the ODP comprehensively considers a broader
range of influential factors. Other policy work that complements the objectives of these rule
change requests, includes:

13  Minister for Climate Change and Energy, Rule change request, Better integrating gas into the ISP. Available here https://www.aemc.gov.au/rule-
changes/better-integrating-gas-isp-electricity.

14 Minister for Climate Change and Energy, Rule change request, Improving consideration of demand-side factors in the ISP. Available here
https://www.aemc.gov.au/rule-changes/improving-consideration-demand-side-factors-isp.

15 Minister for Climate Change and Energy, Rule change request, Incorporating community sentiment towards transmission expansion options in the ISP.
Available here https://www.aemc.gov.au/rule-changes/better-integrating-community-sentiment-isp.

16 ECMC response to the ISP Review. Available here www.energy.gov.au/sites/default/files/2024-04/ecmc-response-to-isp-review.pdf.
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- Our completed rule change on Enhancing community engagement in transmission building,"”
that creates greater consistency and clarity over TNSPs’ obligations to engage with
communities for ISP projects, such as when and how TNSPs are required to engage.

The package of reforms being progressed by market bodies to realise the benefits of CER for
consumers to better facilitate their uptake, including:

« Our open rule change on Integrating price responsive resources into the NEM, to assess a
proposal by AEMO to allow unscheduled price-responsive resources (such as virtual power
plants) to participate in scheduling processes'

« Our open rule change on Unlocking CER benefits through flexible trading, to assess a
proposal by AEMO to enable consumers to have their CER separately metered and
therefore treated independently in market settlements’®

1.4  We have started the rule change process

17

18
19

This paper is the first stage of our consultation process.

We will undertake these rule change requests using a standard rule change process.

Figure 1.1: Timeline for the rule change

Consultation Decision to Draft rule Final rule
Close

paper consolidate determination determination
submissions
published rule changes* published published

20 June 2024 18 July 2024 August 2024 26 September 2024 19 December 2024

* Different timelines may apply if the rule changes are progressed separately
Source: AEMC

A standard rule change request includes the following formal stages:

- aproponent submits a rule change request

+the Commission commences the rule change process by publishing a consultation paper and
seeking stakeholder feedback

- stakeholders lodge submissions on the consultation paper and engage through other
channels to make their views known to the AEMC project team

- the Commission publishes a draft determination and draft rule (if relevant)

- stakeholders lodge submissions on the draft determination and engage through other
channels to make their views known to the AEMC project team

- the Commission publishes a final determination and final rule (if relevant).

We seek stakeholder feedback on the problems and their materiality, whether the proposed

solutions will promote the long term interests of consumers, whether there are better alternatives,
and on our assessment criteria.

AEMC, Enhancing community engagement in transmission building, final rule, available here https://www.aemc.gov.au/rule-changes/enhancing-
community-engagement-transmission-building.
AEMC, Integrating price responsive resources, available here https://www.aemc.gov.au/rule-changes/integrating-pri

AEMC, Unlocking CER benefits through flexible trading, https://www.aemc.gov.au/rule-changes/unlocking-CER-benefits-through-flexible-trading.
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After submissions are made on the rule change requests in response to this consultation paper,
and prior to making a draft determination(s), the Commission will determine whether to continue
to treat these rule changes as separate rule change requests or to consolidate some or all of
them.? If they are consolidated, there will be one draft determination and one final determination
encompassing the issues raised in both rule change requests. If we decide to keep them separate
there will be separate draft and final determinations for each rule change request. This may be
helpful if the issues raised under each rule change request differ in complexity, enabling each rule
change request to progress on different timelines if required.?’

Information on how to provide your submission and other opportunities for engagement is set out
at the front of this document .

You can find more information on the rule change process on our website.??

The remainder of this consultation is structured as follows:

+  Chapter 2 details the issues raised and proposed solutions from rule change request one -
Better integrating gas into the ISP

«  Chapter 3 details the issues raised and proposed solutions from rule change request two -
Improving consideration of demand-side factors in the ISP

«  Chapter 4 details the issues raised and proposed solutions from rule change request three -
Better integrating community sentiment into the ISP

« Chapter 5 outlines how we make our decision and the relevant assessment criteria.

The AEMC may treat two or more requests as one request if it considers it necessary or desirable. See section 93 of the NEL and section 300 of the

NGL.

We may decide to consolidate two rule change requests into a single rule change that is progressed separately from the third rule change.
See our website: https://www.aemc.gov.au/our-work/changing-energy-rules
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Better integrating gas market analysis into the ISP

This chapter relates to the first rule change request (Better integrating gas market analysis into the
ISP) and seeks feedback on:

issues raised
the solution proposed and any potential alternative solutions

other implementation matters the Commission may need to consider in making its
determination.

The current gas market analysis in the ISP may not be sufficiently
robust to optimise electricity investment

The Better integrating gas market analysis into the ISP rule change request (Gas RCR) aims to
improve the consideration of gas market information in the ISP to enable AEMO to optimise
electricity infrastructure development. The proponent considers that improved modelling of gas
projections in the ISP in combination with electricity sector modelling will positively contribute to
the National Energy Objective (NEO) by better informing investments that need to be made in the
electricity sector.?®

Gas (including renewable gases and hydrogen) will be an important energy source as we transition
to low-emission energy sources, with GPG a key part of the electricity system. GPG will be a
source of electricity system stability and reliability and support electricity supply requirements.
The proponent considers that the ISP will be enhanced by deeper and more explicit consideration
of gas market conditions, including the cost and feasibility of gas projects and supply issues.

The proponent is seeking amendments to the NER and NGR to require AEMO to expand its
analysis of gas market information. This is intended to improve the accuracy of the information
that underpins gas development projections used in the ISP modelling process to inform required
electricity infrastructure investments. This aligns with the ECMC's request to better integrate gas
analysis and the role of gas in the energy transition into the ISP

Currently, the NER does not require the ISP to include specific gas analysis. The NER only directs
AEMO to have regard to the most recent gas statement of opportunities (GSOO) under the
National Gas Law (NGL) in developing the ISP?*The NER is silent on how AEMO should utilise the
GSO0O0 in its analysis and what gas related information should be considered in the ISP.

The proponent considers that the absence of clear direction to AEMO creates uncertainty in how
AEMO considers gas in the ISP’s analysis.?® For example, AEMO currently incorporates some gas
market data which focuses on the requirement for gas to help firm up the energy market in terms
of any shortfalls associated with weather dependent energy generation. The current analysis
does not consider several factors which can significantly influence the development of the
electricity system, including:

costs associated with gas infrastructure investments
likelihood or commercial feasibility of GPG in the ISP

Gas RCR, p.3, 5-6

ECMC 2024, Response to the Review of the ISP, p. 6.
Clause 5.22.10(b)(6) of the NER.

Gas RCR, p.2
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availability of gas to service GPG in the quantity or price anticipated.?”

The proponent considers that the ISP would benefit from greater analysis of the interplay between
gas and electricity markets, including from:?®

further analysis of future gas demand and pricing

developing projections about the future utilisation of gas infrastructure
collating pipeline closures or conversion dates

reflecting updated gas generator fuel costs.

The rule change request does not propose that AEMO develop an ODP for the gas market. AEMOQ'’s
analysis would extend only to planned or likely gas sector developments rather than a range of
possible future investment opportunities in the gas sector. AEMO’s gas development projections
are intended to inform market participants and policymakers about the investments that need to
be made in the electricity sector, given the likely future path of the gas sector. The rule change
would require AEMO to explicitly describe its assumptions about the future of gas and provide a
consolidated gas industry view of what the future may look like in the various ISP scenarios,
based on AEMQ’s engagement with industry.?®

The proponent suggests updating the rules to require AEMO to utilise gas market information to
improve ISP analysis

The proponent has suggested amending the rules to require AEMO to use gas market information
to improve the ISP. It considers that there is a lack of clarity and clear direction around how AEMO
should consider gas analysis which may reduce the effectiveness of ISP modelling and the ability
to optimise electricity infrastructure investments for end consumers.

As noted above, the current NER does not require specific gas analysis to be included in the ISP
but provides a direction for AEMO to consider the GSOO. There is some uncertainty in the current
NER and NGR about whether AEMO can use the information obtained from gas market
participants in developing the GSOO for the purpose of ISP modelling, analysis and ultimately
publication. It is also unclear whether AEMO is able to use other gas information provided to it
under its operational or planning functions as inputs to the ISP.

AEMO currently receives information from gas market participants under the NGR for the
purposes of preparing the GSOO via the GSOO survey*® and for the purposes of its planning
review.®' The types of information received under these arrangements are used to inform (among
other matters):

natural gas reserves, gas production forecasts and LNG imports

annual and daily peak capacity and constraints

proposed/committed expansion of gas processing plants, transmission lines and storage

facilities

annual forecasts on the availability of equipment associated with maintenance schedules

including downtime, replacement and recalls.

AEMO also receives gas information in its role as the system operator.

27 GasRCR,p.2

28 GasRCRp. 2.

29 GasRCR,p. 3.

30 NGR Part 15D Division 3 imposes obligations on GSOO reporting entities to participate in the GSOO survey.

31 NGR Rule 324 requires participants to provide forecasts to AEMO in respect of matters that are relevant to the operation or security of the declared
transmission system.
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The proponent believes that without its proposed changes AEMO will not have clarity on whether
gas information received under the NGR can be used for the purpose of ISP modelling, creating a
risk that the ISP will not be sufficiently comprehensive and take a whole of energy view.

The proponent considers that the ISP will be improved by requiring AEMO to consider gas
development projections and so ensuring all energy sources are assessed. The additional analysis
will improve investment decisions and lead to better outcomes for electricity consumers by:*?

allowing AEMO to better consider whether alternatives to gas investments (such as storage)
might be more economically beneficial for improving the ODP identified in the ISP

providing more visibility to stakeholders about these options and their electricity sector
alternatives, which may underpin more efficient market conduct

better facilitating the transition to net zero in the electricity sector and better informing
stakeholders on the future state of gas infrastructure throughout the transition.

Question 1: Should greater gas market analysis be required under the ISP?

(a)Would requiring AEMO to include greater analysis of gas in the ISP provide benefits to electricity
consumers? This includes information to inform the following:

further analysis of future gas demand and pricing
developing projections about the future utilisation of gas infrastructure
collating pipeline closures or conversion dates

reflecting updated gas generator fuel costs
Should the rules be amended to explicitly require this?

(b) Should the rules be amended to enable AEMO to utilise gas information provided to it under
other functions?

2.2  The proposed solution and implementation
2.2.1 Rule changes to enable a broader use of gas market information are proposed

The proponent recommends changes to the NER and the NGR to require AEMO to use gas market
information provided to it for other purposes to enhance and extend analysis within the ISP. The
proponent has also recommended changes to remove uncertainty around whether the NGR
enables AEMO to use gas market information available to it in its gas role for the ISP. This
uncertainty may be limiting AEMO’s ability to comparatively analyse trade-offs of gas and
electricity projects, leading to less efficient investment decisions for the electricity sector.

The proponent has requested the Commission consider changes to both the NER and NGR that
would allow AEMO to carry out a more comprehensive analysis of gas as inputs to the ISP. The
changes to the NER would require AEMO to provide more information on gas development
projections in the ISP and expand the consideration of gas in the ISP.

We understand that the proponent’s intention is for the proposed amendments to the rules, if
made, to be implemented in time for the 2026 ISP. We will consider what transitional
arrangements might be appropriate to allow for this proposal to best be taken up for the 2026 ISP
if this not possible due to timing constraints.®

32 GasRCR,p. 56

33  We have inferred this from the Improving consideration of demand-side factors in the ISP rule change request, and the Better integrating community
sentiment in the ISP rule change request, noting that the Gas RCR does not specifically identify this intention.
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Enhancing ISP to support the energy transition

These proposed change to the NER are:**

Table 2.1: NER changes

Rule and description

Proponent’s recommended change

Clause 5.22.6(a) of the NER
outlines the required contents of
an Integrated Systems Plan and
the required development path
including projects and
supporting assessments and
analysis of those projects.

Amending clause 5.22.6(a) to require AEMO to publish gas
development projections in the ISP.

These amendments will provide transparency to the market
concerning expected gas investments including GPG that will
support the electricity market during the transition.

Clause 5.22.10 of the NER
outlines the requirements in
preparing the ISP including
(abbreviated outline):

ISP requirements (section
5.22.10 (a) - compliance with
guidelines, key assumptions,
reference to power system
needs, and other specifically
identified matters.

Relevant documents that
AEMO must have regard to
when preparing the ISP
(Section 5.22.10 (b) -

Market benefits that AEMO
must consider in preparing
the ISP (section 5.22.10 (c).

Proponent suggests amendments to clause 5.22.10 to require
AEMO to undertake the following activities to expand
consideration of gas in the ISP to improve efficiency and
certainty for electricity investment:

Expand the consideration of gas in the ISP by:

carrying out additional analysis of future gas demand and
gas pricing

developing projections about the future utilisation (and
availability) of gas infrastructure

collating information about dates of expected gas pipeline
or GPG closure or conversion

updating medium- and long-term projections of gas
generator fuel costs to reflect expectations about gas
market developments

Develop in close consultation with stakeholders gas
development projections and:

use ‘gas development projections’ with its electricity sector
modelling to identify and analyse the cost/benefit trade-
offs of projects across the two sectors, with the sole aim
of optimising electricity infrastructure investments
identified in the ODP in the ISP

update the gas development projections to reflect the
outcomes of this analysis

publish the updated gas development projections in the
ISP.

Consider gas market benefits and costs associated with gas
production, transport, pipeline access availability and storage
needs.

These amendments would require AEMO to use the above
specific gas market analysis as part of the ISP modelling to
enable AEMO to comprehensively analyse the alternative

34 GasRCR, pp. 3-4.
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Rule and description Proponent’s recommended change

investments and optimise electricity infrastructure.

Include the following definition in the NER for gas development
projections to provide clarity around what is sought: a set of
projects or developments that span the gas value chain (both in
terms of gas demand, and infrastructure investment to supply
expected gas demand) that AEMO considers most likely,
consistent with the scenarios in the ISP,

Clause 5.10.2

Source: Gas RCR, p. 3-4, and NER clauses 5.22.10

The rule change request also seeks an amendment to the NGR to enable AEMO to use information
obtained under the NER to fulfil its obligations under the ISP rules in the NER.*

Table 2.2: NGR changes

Rule and description Proponent’s recommended change

Including a new rule in the NGR that provides AEMO with the
authority to use and/or disclose any information obtained
under the NGR to fulfill its obligations under the NER, in

New rule proposed. particular regarding the development of the ISP.

This would enable AEMO to use the gas information it has
access to for the purpose of modelling a whole of energy
approach in the ISP.

Source: Gas RCR, p. 4.

Question 2: Will the proposed solution support a more robust ISP by better integrating gas
and electricity infrastructure developments?

a) Will requiring AEMO to carry out further analysis of gas in the ISP improve the ISP analysis? Why
or why not?

(b) Is it appropriate for AEMO to use gas information available to it under the NGR for the purpose
of the ISP? Are there any risks that we should be aware of in extending the use of or publication of
specific information?

2.2.2 What are the costs and benefits of the proposed solution
The proponent has identified the following potential costs and benefits associated with the
proposal to enable AEMO to use specific gas information obtained under the NGR to undertake
improved analysis that underpins the ISP.

Costs

The proponent notes that the rule change will impose additional costs on AEMO in the
development of the ISP. The proponent expects that the additional costs would be met through
higher fees to TNSPs which would ultimately be passed through to electricity consumers.®® It

35 GasRCR,p. 4.
36 GasRCR,p.6
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notes that the costs would likely be minor for each electricity consumer and that the additional
costs would be offset against more effective energy system planning (potentially avoiding higher
cost investments that might eventuate in the absence of the proposed amendments). ¥

The proponent indicates that there is no anticipated cost to gas market participants as AEMO
would utilise information that it already obtains under its NGR functions. It considers that any
additional engagement activities to support the development of gas development projections will
not be onerous.*

Benefits

The rule change proponent considers that stakeholders will benefit from improved transparency,
visibility and rigour of the gas market impacts on the ODP for the electricity system, and impacts
on large scale generation and storage. It considers including enhanced gas projections will enable
AEMO to more accurately assess whether alternatives to gas, such as electricity storage solutions,
might be more cost-effective than gas investments, thereby improving the ODP.

The proponent also suggests that this will promote more efficient investment decisions by
increasing the analysis of the future state of gas infrastructure throughout the energy transition.
Consumers will ultimately benefit from more efficient investment decisions in electricity
infrastructure.

39

Question 3: What are your views on the costs and benefits of requiring AEMO to undertake
additional gas analysis in the ISP?

(a) What do you consider to be the benefits of the proposed solution? Is there anything that might
erode the benefits of reduce the likelihood of the benefits being achieved?

(b) What do you consider to be the costs of the proposed solution?

What implementation issues might there be

The proposed rule changes would require AEMO to undertake more comprehensive analysis to
incorporate gas market information when developing the ISP. Consultation between AEMO and
gas market participants is expected to increase to support the development of gas market
projections.

The proponent has indicated that the information required is already available to AEMO; however,
stakeholders may have concerns regarding the access, use and disclosure of this information for
the purposes of developing the ISP. The NGR does not specify the information to be received by
AEMO and there is some uncertainty about the commercial sensitivity of this information.

We welcome views from stakeholders on what issues may arise if the proposed rule were to be
implemented, in particularly in respect to the access, use and disclosure of gas information. We
would also welcome any views on any necessary transitional arrangements, noting our
understanding of the proponent’s preference that the rule be in place to inform the 2026 ISP.

37 GasRCR, p.6
38 GasRCR,p. 6.
39 GasRCR,p.6
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Question 4: What implementation considerations need to be considered?

(a) Do you have any concerns about sharing gas information received under the NGR for the
purposes of developing the ISP? Is there sufficient clarity on what information should and should
not be publicly disclosed?

(b) Are there any other implementation issues that should be considered?

Can the problem be resolved in a different or more efficient way?

We are interested in stakeholders’ views on whether there are alternative ways to improve the
depth of gas analysis in the ISP to inform electricity investment planning.

A possible alternative could be for AEMO or the AER to develop a guideline clarifying how gas
information could be used to develop the ISP. The NER could specify principles for the
development of these guidelines.

Question 5: Are there alternative ways in which further analysis can be included within the
ISP instead of the proposed rule change?

(a) Would the development of a procedure or policy enable the same outcome?

(b) What level of prescription vs principle is appropriate when setting out the requirements for the
ISP?

11
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Improving demand forecasting and demand-side data
in the ISP

This section relates to the second rule change request (Improving consideration of demand-side
factors in the ISP) and seeks feedback on:

issues raised
the solution proposed and any potential alternative solutions, and

other implementation matters the Commission may need to consider in making its
determination.

The current rules may not require sufficient consideration of demand-
side factors in the ISP

The Improving consideration of demand-side factors rule change request (Demand-side RCR) aims
to improve the consideration of CER and distributed generation in the ISP by addressing the way
the ISP considers inherent uncertainties and contingencies around these factors.

The rule change request highlights the important role that the rapid, consumer-led transformation
will play in delivering an efficient pathway for decarbonising the energy system.*

The proponent considers AEMO should be required to expand its analysis of the uptake and
availability of orchestrated CER*' and distributed resources* to recognise the important role these
technologies will play. AEMO would also be required to provide greater detail about both the
technical (e.g. distribution network constraints) and non-technical (e.g. government policy, tariff
arrangements and consumer behaviour) assumptions that underpin the expanded analysis.*?

The proponent considers this will contribute to the achievement of the NEO by improving the
robustness of the ISP’'s demand projections and, in turn, improve identification of the lowest cost
development pathway for transmission.*

The proponent suggests amending the NER to require AEMO to undertake a more robust analysis
of demand-side factors. This would improve AEMO'’s operational demand forecasts and
assessment of the additional utility-scale generation required to meet that demand. This is
expected to result in a more robust ODP that should provide more confidence for decision makers
relying on the ISP’s demand forecasts.

The existing rules set out the required contents of an ISP*® and the matters that AEMO must
consider in preparing it.* There is no specific requirement for the ISP to include, or for AEMO to
consider, the demand-side developments that would need to occur to support its assumptions in
the ISP about the uptake and orchestration of CER and distributed resources. This is despite

The Draft 2024 ISP notes that “Any growth in CER reduces the need for utility-scale solutions, especially if the assets can be coordinated or
‘orchestrated’ to complement and support the grid most efficient. See AEMO, Draft 2024 ISP, 15 December 2023, p.47

The proponent defines CER as “resources installed by consumers that generate or store electricity or that can alter demand in response to external
signals including rooftop solar, batteries, electric vehicles and chargers, and controlled loads such as water heaters and air conditioners”, Demand-
side RCR, p. 3.

The proponent defines distributed resources as “generation and storage assets that are installed within the distribution network (i.e. in front of the
meter), such as community batteries”, Demand-side RCR, p. 3.

Demand-side RCR, p. 3.
Demand-side RCR, p. 7.
Clause 5.22.6 of the NER.
Clause 5.22.10(5) of the NER.
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previous ISPs identifying orchestrated CER and distributed resources as being critical to providing
flexibility and reliability to the system in the future.*’

As an example, the proponent notes that CER and distributed resource projections in the ISP
currently assume that there are no distribution network constraints that would inhibit either the
uptake or use of CER or distributed resources to provide the necessary system support identified
in the ISP to facilitate the lowest cost development path. Similarly, the ISP forecasts of CER
penetration and orchestration assume that the necessary policy and market structures will be in
place to encourage both uptake and orchestration of CER in the future.*®

The proponent suggests that AEMO should expand its consideration of demand-side factors in
the ISP

The proponent considers there is an opportunity to improve the robustness of the ISP forecasts
and analysis by explicitly requiring the ISP to improve assumptions about electrification and the
uptake and orchestration of CER and distributed resources.

The proponent also proposes that the ISP be required to include a statement on how CER and
distributed resources uptake and orchestration are anticipated to develop, linking to assumed
policies and market structures.*® The proponent considers this would help inform market
participants, regulators and policy makers and aid decision-making on the contingent factors
underpinning the uptake and orchestration of CER and distributed resources.®

The proponent does not propose that the ODP be expanded or co-optimised to include
investments in CER, distributed resources or the distribution network.”’

The proponent suggests there are barriers in the rules preventing AEMO from obtaining
information to analyse the impact of distribution-level constraints on demand-side factors

To inform its analysis of the impact of distribution network constraints on CER and distributed
resource uptake and orchestration, AEMO would require technical information from DNSPs on
factors such as current hosting capacity and how hosting capacity might evolve over time.
AEMO’s ability under the NER to gather information on distribution networks (including constraint
information) is currently not clearly defined because information gathering powers are typically
linked to a function, and AEMO currently has no identified role in distribution planning or
regulation.

The proponent considers that the information DNSPs are currently required to publish in their
Distribution Annual Planning Reports (DAPR),*? is not sufficiently granular for AEMO to effectively
assess network constraints that may limit the availability of orchestrated CER or distributed
resources to support the energy system.*®

Similarly, the proponent considers the scope of AEMO’s existing demand side participation
information guidelines under Rule 3.7D to be insufficient. The proponent proposes that current
information disclosure requirements for DNSPs in the NER be expanded and that AEMO publish a

47 Demand-side RCR, p. 2.
48 Demand-side RCR, p. 3.
49 Demand-side RCR, p. 2.
50 Demand-side RCR, p. 3.
51 Demand-side RCR, p. 2.
52 Clause 5.13.2 of the NER.
53 Demand-side RCR, p. 4.
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guideline to support a consistent approach to forecasting and analysing CER and distributed
resource developments.

The proponent does not propose that AEMO be assigned a new regulatory function in respect of
distribution planning or investment.*

Question 6: Should AEMO be required to expand consideration of CER and distributed
resources in the ISP?

(a) Should the ISP's analysis include greater consideration of the assumptions and contingent

factors underpinning the expected development of CER and distributed resources? Why or why
not?

(b) Do you agree that AEMO is currently constrained in its ability to access relevant information
about distribution network hosting capacity and relevant CER forecasts from DNSPs?

The proposed solution and implementation

The proponent has suggested changes to expand ISP content and DNSP information
requirements

The proponent has recommended a rule change to improve consideration of demand side factors
in the ISP and provide a mechanism for AEMO to access the necessary demand side data from
DNSPs. The proposed rule change implements recommendations from the ECMC'’s agreed
response to the ISP Review.*

There are three elements to the proposed rule.”’

First, the proponent recommends amending clause 5.22.6 of the NER® to require AEMO to include
a statement on the expected development and operational behaviour of CER and distributed
resources. The statement would detail the assumptions and contingent factors underpinning
AEMO'’s expectations for the uptake and availability of CER and distributed resources. The
assumptions and contingent factors would include both technical factors (such as distribution
and transmission network constraints and CER capability improvements) and non-technical
factors (such as government policies, market structures and expected consumer behaviour).

The statement would also set out:**
what uncertainties there are about the assumptions underpinning the development of CER and
distributed resources
ways in which greater certainty could be provided

the need for alternative investments to meet operational demand if forecast uptake and
orchestration of CER and distributed resources do not eventuate.

Second, the proponent recommends inserting a new clause in the NER to require AEMO to develop
guidelines to set out a process for gathering relevant data from DNSPs to inform its analysis of

54 Demand-side RCR, p. 2.

55 Demand-side RCR, p. 4.

56 The ECMC Response to the ISP Review is available at: https://www.energy.gov.au/sites/default/files/2024-04/ecmc-response-to-isp-review.pdf.
57 Demand-side RCR, p. 5.

58 Clause 5.22.6 of the NERsets out the required content of an ISP.

59 Demand-side RCR, p. 6.
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demand side factors in the ISP. The new clause would also require AEMO to expand its
consideration of operational demand by improving its analysis of CER.®° It is expected that the
data collected from DNSPs, including anticipated network constraints and electrification
pathways, would:

support AEMO’s analysis of the impact of system constraints on demand side factors

inform and integrate demand-side factors with supply-side planning, including the
development of the ODP

support other decision-making to address issues around network availability and other system
constraints.

The purpose of the guidelines would be to facilitate a consistent approach to gathering network,
CER and distributed resources data. AEMO would be expected to develop the guidelines in
consultation with the AER, DNSPs and other stakeholders to minimise duplication of effort and
costs.

Finally, the proponent recommends creating a new mandatory requirement for DNSPs to disclose
the information set out in AEMO'’s guideline. This could be implemented by either amending
clause 5.13 of the NER to require DNSPs to include the information in their DAPRs, or by some
other means.

The proponent’s intent is that the proposed rules, if made, would be completed in time for the
2026 ISP. If this not possible due to timing constraints, they have requested consideration of any
transitional arrangements that might apply.

Question 7: Will the proposed solution address the issues raised by the proponent and
improve the robustness of the ODP?

(a) Would the proposed rules enable more in-depth analysis of CER and distributed energy and its
impact on operational demand forecasts in the ISP? Why or why not?

(b) What type of demand-side information should be provided by DNSPs that would be useful for
the ISP analysis?

What are the costs and benefits of the proposed solution?
The proponent has identified the following potential costs and benefits of the proposal to improve
consideration of demand-side factors in the ISP.

Costs

The proponent noted two categories of potential costs that the proposed rule change may
introduce: costs on AEMO and costs on DNSPs.®’

The proposed amendments would impose additional costs on AEMO to expand the scope of its
analysis in the ISP. This would include the costs of additional data collection and modelling. These
costs would be recovered from TNSPs via increased National Transmission Plan charges and
ultimately would be directly passed through to consumers.®?

60 Demand-side RCR, p. 6.
61 Demand-side RCR, p. 9-10.
62 Demand-side RCR, p. 9.
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The development and implementation of guidelines for collecting data from DNSPs would incur
costs. These costs would fall on DNSPs that will be required to comply with the guidelines. The
magnitude of costs is uncertain and will likely vary between DNSPs depending on the extent to
which they already collect the relevant information in a form that can be used by AEMO. The
proponent considers that AEMO would seek to minimise these cost in developing its guidelines.
Any additional costs will ultimately be passed through to consumers via distribution use of system
charges.®®

Benefits

The proponent considers the potential benefits of the proposed rule change would accrue to
market participants and decision makers, consumers and for AEMO.%

For market participants and decision makers, the proponent considers the benefits include being
able to use more robust analysis in the ISP in respect of CER development to inform decision-
making.

For consumers, the potential benefits identified by the proponent from the proposed rule include:
optimised costs and so electricity prices resulting from more robust analysis of the lowest
cost pathway for electricity
enhanced reliability of electricity supply due to adequate and timely transmission investment

improved certainty on the development of demand-side and distribution system
developments.

Finally, for AEMO, the potential benefit identified by the proponent is the timely and consistent
approach to conducting CER/distributed resources analysis across AEMO, jurisdictions, DNSPs
and other relevant stakeholders.

Question 8: What are your views on the costs and benefits of the proposed solution?

(a) What do you consider will be the benefits of the proposed solution? Is there anything that might
erode the benefits or reduce the likelihood of achieving the benefits? Are there any additional
amendments that could be made to improve the benefits?

(b) What are the costs DNSPs might incur in complying with requirements to provide further
information? Do the benefits outweigh the costs? Should DNSPs be required to provide further
information in their DAPRs or elsewhere?

(c) Would the proposed solution impose costs on any other stakeholders? If so, how might these
costs be minimised?

What implementation issues might arise?

The proposed rule would require AEMO to strengthen its analysis of demand-side factors in the
ISP, including collecting new data and incorporating it into its ISP modelling. AEMO would be
required to develop guidelines that would require DNSPs to provide data in respect of their
networks, CER and distributed resources in a consistent manner. The proponent acknowledges
that the availability of data across DNSPs may differ, and notes that sharing of data is valuable
even where a data set may not be complete.®®

63 Demand-side RCR, p. 9.
64 Demand-side RCR, p. 8.
65 Demand-side RCR, p. 9.
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We welcome views from stakeholders on what issues might arise if the proposed rule were to be
implemented, particularly in respect of the proposed obligation on DNSPs to develop and share
data or information in a consistent way. We would also welcome views on any necessary
transitional arrangements, noting the proponent’s preference that the rule should be in place in
time to inform the 2026 ISP.

Question 9: Are there important implementation considerations for the Demand-side rule
change request?

(a) What implementation issues should be considered? For example, are DNSPs likely to face any
challenges in complying with new information obligations?

(b) Are there any transitional measures that should be considered to support the implementation
of the rule in time to inform the 2026 ISP?

(c) If adopted, should the development of guidelines be subject to the Rules Consultation
Procedures under NER Rule 8.9?

Can the problem be solved in a different or more efficient way?

We are interested in stakeholders’ views on whether there are alternative approaches to improving
consideration of demand-side factors in the ISP and accessing data and information on the
uptake and orchestration of CER and distributed resources. The proponent has recommended that
AEMO develop the framework, methodology and guidance material, in close consultation with the
AER. The aim is to support DNSPs in developing a consistent approach for collecting information
on CER and distributed resources uptake and orchestration. However, the proponent also
acknowledges that AEMO does not currently have a role in distribution.

There may be other approaches to facilitating data collection. For example, information
obligations on DNSPs could be set out in the NER rather than a guideline. While this provides less
flexibility for information requirements to be updated over time, it would provide clear
expectations and certainty for DNSPs about the information they must collect and provide to
AEMO. Alternatively, another entity such as the AER could be responsible for developing the
guidelines, in close consultation with AEMO.

Question 10: Are there alternative solutions to those proposed in the Demand-side factors
rule change request?

(a) Do you consider alternative, more preferable solutions exist to address the identified issue?

(b) Should guidance on information required to be provided by DNSPs be set out in an AER or
AEMO guideline, or in the NER?




Australian Energy Consultation paper
Market Commission Enhancing ISP to support the energy transition

4.1

66
67
68
69
70
71
72
73
74

20 June 2024

Better integrating community sentiment into the ISP

This chapter relates to the third rule change request (Better integrating community sentiment into
the ISP) and seeks feedback on:

issues raised
the solution proposed and any potential alternative solutions, and

other implementation matters the Commission may need to consider in making its
determination.

The current rules may not sufficiently incentivise consideration of
community sentiment in the development of the ISP

The Better integrating community sentiment into the ISP rule change request (Community
sentiment RCR) aims to ensure appropriate focus is given to community sentiment in developing
options in the ISP through strengthening requirements in the NER.®®

Community sentiment and local concerns can have a substantial impact on project costs and
timing for transmission, generation, and storage developments and the identification of the ODP.

The proponent has recommended amendments to the rules that would explicitly require AEMO to
consider community sentiment when preparing the ISP and require relevant information to be
shared as part of the joint ISP planning process.®” The proponent considers the proposed
amendments will contribute to the NEO by improving the accuracy of the ISP and increasing the
likelihood of the ODP being delivered on time and to expected costs, better serving the interests of
energy consumers.®®

The proponent suggests that earlier consideration of community sentiment is critical for
determining the eventual feasibility, costs, and timeframes for infrastructure projects and will
strengthen the cost-benefit analysis of projects.® It considers that current rules do not give the
same weight to community sentiment as other identified factors within the ISP which may create
a risk that community sentiment is not adequately considered in the development of the ISP”°

The existing rules set out the requirements on AEMO in respect of the ISP”'and include matters
that AEMO must consider when preparing the ISP.”> AEMO is not explicitly required to consider
community sentiment in the preparation of the ISP under the current rules, although AEMO must
consider such other matters that it considers relevant.”

The proponent notes that this has resulted in AEMO considering community sentiment in the later
stages of ISP development. For example, AEMO used sensitivity analyses to test the impact of low
social acceptance of large-scale energy infrastructure on the candidate development paths in the
draft 2024 ISP. This sensitivity analysis was conducted ex-post and at the necessarily high level of
each NEM region.”*

Community Sentiment RCR, pp. 1-2.
Community sentiment RCR, p.2
Community sentiment RCR, p. 6.
Community sentiment RCR, p. 4.
Community sentiment RCR, p. 3.
Clause 5.22.10 of the NER.

Clause 5.22.10(5) of the NER.
Clause 5.22.10(a)(5)(x) of the NER.
Community sentiment RCR, p. 3.
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The proponent also recommends improvements to the joint ISP planning process to assist in
incorporating local-level information at an earlier stage in the ISP development process. The joint
planning process requires AEMO and TNSPs to take ‘reasonable steps’ to cooperate and consult
with each other to enable the preparation of a draft or final ISP (or any ISP updates). This includes
sharing information that is reasonably necessary to prepare a draft or final ISP.”®

The proponent considers that the requirement for AEMO and TNSPs to take ‘reasonable steps’ is
creating uncertainty and inconsistency about when TNSPs are required to provide information on
social licence or community sentiment to AEMO. It relies on TNSPs applying their judgement
about what is considered to be reasonable in informing transmission development options.”®

The proponent considers that there lack of certainty around the consideration of community
sentiment in the ISP

The proponent’s view is that the current framework has resulted in an inconsistent approach to the
consideration of community sentiment towards transmission projects in the ISP.”” This is because
there are no specific requirements for AEMO to consider community sentiment towards
transmission projects when preparing the ISP and no specific requirements on TNSPs to share
relevant information on community sentiment.”®

The proponent considers that the increasing relative importance of community sentiment is not
captured by the rules and increases the risk the ISP is not informed by the best available
information regarding project costs and timeframes.” It considers that the rule change request is
an opportunity for the rules to drive a more consistent approach to the treatment of community
sentiment in the ISP, which would be commensurate with the importance of this information.®

Question 11: Do you consider that the current process for developing the ISP is creating
uncertainty and inconsistency in how community sentiment is incorporated in the ISP?
(a) Should AEMO be explicitly required to consider community sentiment when developing the ISP?

Should TNSPs be explicitly required to share relevant information as part of the joint planning
process?

The proposed solution and implementation

The proponent recommends changes to the NER to more comprehensively include community
sentiment in the ISP. It recommends that community sentiment be explicitly included in the rules
as a matter that AEMO must consider in the development of the ISP. Amendments to the NER to
require TNSPs to share relevant community sentiment information with AEMO through the joint
ISP planning process are also proposed.®’

The proposed solution outlined by the proponent does not seek to vary TNSPs’ existing planning
processes or specify additional or specific reports or information sources. The intent of the rule

75 Clause 5.14.4 of the NER.
76 Community sentiment RCR, p. 3.
77  Community sentiment RCR, p.3.

78  Ibid.

79  Community sentiment RCR, p. 4.

80 Community sentiment RCR, p. 3.

81 Community sentiment RCR, p. 4.
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change is to ensure that relevant information is shared with AEMO at the appropriate stage as it

develops the ISP and identifies the ODP.#2

The proposed changes to the rules are outlined below:

Table 4.1: NER changes

Rule and description

Proponent’s recommended change

5.22.10 (a) In preparing an Integrated System
Plan, AEMO must:

(5) consider the following matters:

(i) the efficient integration of ISP development
opportunities;

(i) the risks to consumers arising from
uncertainty, including over-investment, under-
investment, premature or overdue investment;

(iii) fuel security;

(iv) credible options (including non-network
options);

(v) outcomes of joint planning with
Transmission Network Service Providers under
clause 5.14.4;

(vi) relevant intra-jurisdictional developments
and any incremental works that may be
needed to coordinate the Integrated System
Plan with intra-jurisdictional planning;

(viA) outcomes of the general power system
risk review;

(vii) the forecast quantity of electricity that is
expected to flow, and the periods in which
electricity is expected to flow, and the
magnitude and significance of future network
losses on interconnectors, as projected in the
Integrated System Plan over the Integrated
System Plan planning horizon;

(viii) the projected capability of the national
transmission grid, and the technical
requirements of the power system (such as
frequency, voltage, inertia and system
strength) required to support the secure and
reliable operation of the national transmission
grid;

Amend clause 5.22.10(a)(5) to require AEMO to
consider known community concerns or
sensitive locations in setting the parameters for
projects that may form part of the ODP. AEMO
would be required to consider existing and
available data on community sentiment provided
to AEMO by TNSPs, the Commonwealth and/or
jurisdictions when preparing the ISP.

This information would include any known
community concerns and sensitive locations
where proposed energy infrastructure is unlikely
to be accepted by the local community or,
conversely, information about preferable
locations for new projects.

This would result in a more consistent approach
for incorporating community sentiment into the
development of the ISP and elevate the
importance of community sentiment in preparing
the ISP.

82 Community sentiment RCR, p. 5.
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Rule and description

Proponent’s recommended change

(ix) good electricity industry practice; and

(x) such other matters as AEMO considers
relevant.

5.14.4 Joint ISP and system strength planning
by Transmission Network Service Providers
and AEMO.

Includes requirements around joint ISP and
system strength planning including that they
must take reasonable steps to cooperate and
consult with each other to enable preparation
of a draft or final Integrated System Plan or an
ISP update, including by provision of
information on or relating to a a Transmission
Annual Planning Report, non-network options
a draft ODP and under 5.14.4 (a)(7)sharing
information reasonably necessary to prepare a
draft or final Integrated System Plan or an ISP
update.

Amend clause 5.14.4 to require TNSPs to provide
AEMO with information about community
sentiment and/or local concerns relating to
potential energy infrastructure projects as part of
the joint planning process for the ISP, where this
information is already held by TNSPs.

The proponent suggests that this amendment
would ensure that AEMO is provided with all
relevant information held by TNSPs as part of
their current planning processes under the NER.
Such information may include native title
information, requirements for environmental
approvals, or other development planning
requirements.

Source: Community sentiment RCR, pp.4-5.

sentiment in the ISP?

an analysis of community sentiment impacts?

Question 12: Are changes required to facilitate a more robust analysis of community

(a) Do the current rules result in a significant gap in powers and guidance for AEMO to undertake

(b) Are there any barriers in the current rules to AEMO requesting community sentiment
information and/or undertaking analysis of community impact?

What are the costs and benefits of the proposed solution?

The proponent has identified the following potential costs and benefits of the proposal to
incorporate community sentiment towards expansion options in the ISP.

Costs:

The proponent does not expect the proposed amendments to impose significant new costs on
AEMO, TNSPs or consumers. It states it expects TNSPs should already be collecting information
about community sentiment and sensitive locations as a result of the AEMC'’s recent Enhancing
community engagement in transmission building final rule, which sought to improve the
effectiveness of TNSPs community engagement processes.® The only additional cost for TNSPs
associated with the proposed rule change is the requirement to share the information with AEMO,
which is expected to be minimal. The proponent expects that additional costs for AEMO would be
limited to additional analysis and notes that AEMO has estimated this cost to be negligible in the

context of the overall cost of preparing the ISP.#*

83 Community sentiment RCR, p. 7.
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The proponent expects that any additional fees that are ultimately passed through to electricity
consumers from an increase in AEMO’s National Transmission Planner fees relating to the rule
change would be small once spread across the NEM.®

Benefits:

The benefits of this proposed rule change are expected to arise from improvements to the inputs
used in the ISP analysis, resulting in a more accurate ISP.2¢

The proponent considers that a more accurate ODP will deliver benefits to consumers by
accelerating renewable energy integration (which would contribute to emissions reduction) and
reducing risks to security and reliability of supply through improved timeliness of delivery.®’

The proponent expects that local communities and other stakeholders affected by ISP projects
will benefit through better representation in planning processes and the assurance that their
efforts in participating in community engagement activities, surveys, and other research have
effectively contributed to the planning of the energy system. This could additionally lead to greater
trust and community acceptance of the ISP.®

Question 13: What are the costs and benefits of requiring enhanced consideration of
community sentiment in the development of the ISP?

(a) What are the benefits of the proposed solution? Is there anything that might erode or improve
the benefits?

(b) What are the costs of the proposed solution? Is there anything that may reduce the costs?

4.2.2 What implementation issues might arise?

84
85
86
87
88
89

The focus of this rule change is to better incorporate community sentiment and local concerns
around transmission development options as part of the preparation of the ISP. The proponent
states the rule change is not intended to result in changes to TNSP planning processes or in new
information to be developed, collected and shared by TNSPs with AEMO.#°

We welcome views from stakeholders on whether possible implementation issues might arise
from the proposed rules. We would also welcome views on any necessary transitional
arrangements, noting the proponent’s preference that the rule should be in place in time to inform
the 2026 ISP.

Question 14: Are there implementation considerations for the community sentiment rule
change request?

Community sentiment RCR, p. 7.
Community sentiment RCR, p. 3.
Community sentiment RCR, p. 7.
Community sentiment RCR, p. 7.
Community sentiment RCR, p. 7.
Community sentiment RCR, p. 5.
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Can the problem be resolved in a different or more efficient way?

The proponent considers that the proposed rule changes will provide certainty to AEMO and
TNSPs about their obligations to consider and share information relevant to community
sentiment, provide for a consistent approach to how community sentiment is incorporated into the
ISP, and provide for a more robust, feasible, and efficient ODP.*°

The proponent considers this to be more preferable to the current approach, which relies on
existing ‘catch-all’ provisions that enable AEMO to consider all relevant matters in developing the
ISP.?' The current catch-all provision enables both AEMO and TNSPs to share information
reasonably necessary to prepare a draft or final ISP (or ISP update).®?

We welcome stakeholder feedback on whether the rules would be improved by more explicit
requirements on AEMO and TNSPs to consider and share relevant information on community
sentiment, or whether the existing rules are sufficiently broad to enable the required information
sharing and analysis.

Question 15: Are more prescriptive rules necessary to ensure AEMO and TNSPs consider
and share relevant information on community sentiment?

(a) Are guidelines a more suitable way for community sentiment to be incorporated earlier in the
ISP development process?

(b) Are there other options that stakeholders consider would be a better solution to rule changes
(if required)?

90 Community sentiment RCR, pp. 5-6.
91 Community sentiment RCR pp. 4-5; Clause 5.22.10(a)(5)(x) of the NER.
92 Clause 5.14.4(a)(7) of the NER.



Australian Energy Consultation paper
Market Commission Enhancing ISP to support the energy transition
20 June 2024

5 Making our decision

When considering a rule change proposal, the Commission considers a range of factors.
This chapter outlines:

issues the Commission must take into account
the proposed assessment framework
decisions the Commission can make
rule-making for the Northern Territory.
We would like your feedback on the proposed assessment framework.

5.1  The Commission must act in the long-term interests of consumers

The Commission is bound by the National Electricity Law (NEL) and the NGL to only make a rule if
it is satisfied that the rule will, or is likely to, contribute to the achievement of the NEO or national
gas objective (NGO) respectively.*

The NEO is:*

to promote efficient investment in, and efficient operation and use of, electricity services for
the long term interests of consumers of electricity with respect to—

(a) price, quality, safety, reliability and security of supply of electricity; and
(b) the reliability, safety and security of the national electricity system; and
(c) the achievement of targets set by a participating jurisdiction—

(i) forreducing Australia’s greenhouse gas emissions; or

(ii) that are likely to contribute to reducing Australia’s greenhouse gas
emissions.

The NGO is:*®

to promote efficient investment in, and efficient operation and use of, natural gas services
for the long term interests of consumers of natural gas with respect to—

(a) price, safety, reliability and security of supply of natural gas; and
(b) the achievement of targets set by a participating jurisdiction—
(i) forreducing Australia’s greenhouse gas emissions; or
(ii) that are likely to contribute to reducing Australia’'s greenhouse gas

emissions.

The targets statement, available on the AEMC website, lists the emissions reduction targets to be
considered, as a minimum, in having regard to the NEO and NGO.*®

93 Section 88 of the NEL, Section 291 of the NGL.

94  Section 7 of the NEL.

95  Section 23 of the NGL.

96 Section 32A(5) of the NEL and Section 72A(5) of the NGL.
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We must also take these factors into account

There are additional considerations for some NER rule changes. The proposed rule change
request on Better integrating community sentiment into the ISP may trigger two of these additional
considerations:

if the proposed rule would have effect with respect to an adoptive jurisdiction (VIC) under
section 91(8) of the NEL the Commission may only make a rule if satisfied that the proposed
rule is compatible with the proper performance of AEMO’s declared network functions

if the proposed rule would affect the allocation of powers, functions or duties between AEMO
and a declared transmission system operator for a declared transmission system under
section 91(9) of the NEL the Commission may only make a rule if AEMO consents to the
making of the rule, or the rule is requested by the Minister for the relevant jurisdiction.

The Commission will explore the potential impacts of the rule change request on these two
additional considerations as part of this rule change project.

We propose to assess the rule change using these four criteria
Our regulatory impact analysis methodology

Considering the NEO and NGO and the issues raised in the rule change request, the Commission
proposes to assess this rule change request against the set of criteria outlined below. These
assessment criteria reflect the key potential impacts — costs and benefits — of the rule change
request. We consider these impacts within the framework of the NEO and NGO.

The Commission'’s regulatory impact analysis may use qualitative and/or quantitative
methodologies. The depth of analysis will be commensurate with the potential impacts of the
proposed rule change. We may refine the regulatory impact analysis methodology as this rule
change progresses, including in response to stakeholder submissions.

Consistent with good regulatory practice, we also assess other viable policy options - including
not making the proposed rule (a business-as-usual scenario) and making a more preferable rule -
using the same set of assessment criteria and impact analysis methodology where feasible.

Assessment criteria and rationale

The proposed assessment criteria and rationale for each is as follows:

Safety, security and reliability: The ISP is intended identify the optimal electricity network
investments to meet system needs. Will the rule change requests ensure resource adequacy
(reliability), security and safety at the lowest cost (taking into consideration emissions
reduction) through improved consideration of gas, CER and developments and community
sentiment when developing the ISP?

Principles of market efficiency: Will the quality of AEMO’s analysis be improved by explicitly
requiring it to consider, and expand, the range of critical factors that influence the
development of the energy system which would in turn improve confidence and certainty in
decisions about planning and investing in the energy system? Will the rule change requests
improve transparency by bolstering and deepening the available information and improve
understanding of AEMO's inputs, assumptions, and scenarios?

Implementation considerations: Would the rule changes balance the cost and complexity of
implementation against the benefits of a more robust ISP? Does it provide clear roles for
market participants and market bodies? Is it necessary to introduce these reforms now given
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other related reforms underway and noting the proponent’s desire to implement the ECMC ISP
review recommendations for the 2026 ISP?

Principles of good regulatory practice: Would the rule changes promote a principles-based
approach over prescription? Is prescription necessary to promote predictability and stability in
the rules and to increase confidence in the robustness of the process to develop the ISP?
Would the rule changes improve simplicity and transparency? Do the rule changes interact
constructively with other reforms underway?

Question 16: Assessment framework

Do you agree with the proposed assessment criteria? Are there additional criteria that the
Commission should consider or criteria included here that are not relevant?

We have three options when making our decision

After using the assessment framework to consider the rule change request, the Commission may
decide:

to make the rules as proposed by the proponent®’

to make a rule that is different to the proposed rule (a more preferable rule), as discussed
below, or

not to make a rule.

The Commission may make a more preferable rule (which may be materially different to the
proposed rule) if it is satisfied that, having regard to the issue or issues raised in the rule change
request, the more preferable rule is likely to better contribute to the achievement of the NEO and
NGO.%®

We may make a different rule to apply in the Northern Territory

Parts of the NER, as amended from time to time, apply in the Northern Territory, subject to
modifications set out in regulations made under the Northern Territory legislation adopting the
NEL.%

The proposed rule would apply in the Northern Territory, as it amends provisions in NER chapters 5
that apply in the Northern Territory.'®

The Commission will therefore assess the proposed rule against additional elements required by
Northern Territory legislation:

Should the NEO test include the Northern Territory electricity systems? For this rule change
request, the Commission will determine whether the reference to the “national electricity
system” in the NEO includes the local electricity systems in the Northern Territory, or just the
national electricity system, having regard to the nature, scope or operation of the proposed
rule.’”

97 The proponent describes its proposed rule in section 3 of its rule change requests.
98 Section 91A of the NEL, Section 296 of the NGL.

99 National Electricity (Northern Territory) (National Uniform Legislation) Act 2015 (NT Act). The regulations under the NT Act are the National Electricity
(Northern Territory) (National Uniform Legislation) (Modification) Regulations 2016.

100 Under the NT Act and its regulations, only certain parts of the NER have been adopted in the Northern Territory. The version of the NER that applies in
the Northern Territory is available on the AEMC website at: https://energy-rules.aemc.gov.au/ntner.

101 Clause 14A of Schedule 1 to the NT Act, inserting section 88(2a) into the NEL as it applies in the Northern Territory.
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«  Should the rule be different in the Northern Territory? The Commission will consider whether a
uniform or differential rule should apply to the Northern Territory, taking into account whether
the different physical characteristics of the Northern Territory’s network would affect the
operation of the rule in such a way that a differential rule would better contribute to the NEOQ.'%?

102 Clause 14B of Schedule 1 to the NT Act, inserting section 88AA into the NEL as it applies in the Northern Territory.
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Abbreviations and defined terms

AEMC
AEMO
AER

CER
Commission
DCCEEW
DNSPs
ECMC
GPG
GS00
ISP

NEL
NEM
NEO

NER

NGL
NGO
NGR
ODP
Proponent
TNSPs

Australian Energy Market Commission
Australian Energy Market Operator
Australian Energy Regulator

Consumer energy resources

See AEMC

Department of Climate Change, Energy, the Environment and Water
Distribution network service providers
Energy and Climate Change Ministerial Council
Gas powered generation

Gas Statement of Opportunities
Integrated System Plan

National Electricity Law

National Electricity Market

National Electricity Objective

National Electricity Rules

National Gas Law

National Gas Objective

National Gas Rules

Optimal development path

The proponent of the rule change request
Transmission network service providers
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