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1. Overview

Consumers risk paying more than necessary for the energy system transition because the
Integrated System Plan (ISP) does not currently fulfil its broadly intended role as a ‘whole of
system plan’.

The Justice and Equity Centre (JEC) proposal aims to address this by enabling the energy
system planner to undertake whole-of-system planning for the most efficient development of the
energy system and National Energy Market (NEM), at lowest possible cost to energy consumers.

Our proposal requires the Australian Energy Market Operator (AEMO) to co-optimise the
augmentation of all elements of the energy system — including generation, storage, transmission,
distribution, and demand side developments — in its identification of the optimal development
path.

Adopting this rule change proposal is critical to ensuring system planning best promotes the long-
term interest of consumers. It will enable more efficient investment across the energy system and
provide a robust foundation for policies made by NEM jurisdictional governments.

The ISP has been broadly effective to date in identifying the inter-state transmission lines which
will help ensure a reliable electricity system in NEM participating jurisdictions. But this is no
longer sufficient. Expanding transmission alone is no longer the cheapest or most efficient way to
develop the capacities of the energy system to meet anticipated demand and committed
emissions reduction targets.

Experience since the first ISP suggests that a transmission-centric approach is no longer optimal.
We continue to see repeated, significant increases in costs and build-times for transmission
projects, including those identified in the ISP. At the same time, we are seeing sharp falls in the
costs of battery energy storage systems (BESS), and the appearance of new opportunities to
shift and shape demand stemming from a move from a mono-directional to a more flexible, bi-
directional energy system. The current approach to the ISP cannot adequately respond to these
changes and optimise opportunities in the consumer interest.

Better, more comprehensive planning will enable a more efficient transition, lowering its cost and
enabling faster progress. This means:

e consumers face lower bills as:
o they avoid funding sub-optimal long-term transmission investments;
o there is a shorter period in which consumers must pay for both the exiting fossil-based
generation and renewable generation; and
o they realise the benefits of a cheaper, less emission-intensive, flexible and modern
renewable system sooner;

e private investors face less uncertainty and consequently reduced transaction costs;
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e taxpayers face lower taxes as less tax revenue is required to underwrite the transition;

e governments are provided robust planning advice at the jurisdictional level, optimised with
respect to all developments in the NEM. This advice will assist them to develop and evolve
optimal jurisdictional polices — for example on distributed energy resources (DER) and
electrification — and achieve their emission targets more quickly and efficiently, with lower
consumer electricity bills and taxes in their jurisdiction;

e AEMO as planner is empowered to influence an expanded set of energy resources and in so
doing more completely fulfils its mandate to produce a whole of system plan; and

¢ AEMO as operator will have available to it a more appropriate and optimal balance of flexible
and efficient resources and less need to use expensive directions.

The adoption of the proposed amended rules for the ISP will contribute to the achievement of the
National Electricity Objective (NEO). It can be expected to improve economic efficiency in
investments in electricity services, reduce the price of electricity, and by hastening the energy
transition, contribute to the achievement of emissions reduction targets.

2. Background

2.1 The energy system is changing physically

The physical changes occurring in the energy system are profound and produce new challenges
(and opportunities) in relation to both operation and planning.

The key changes include the move from a large-scale, centralised ‘baseload’ plus peaking supply
system to (ultimately) a system in which bulk energy services are provided by more distributed
variable renewable resources, backed with storage and other firming and flexibility resources. In
the interim, there is a necessary crossover period of ‘over-supply’ as the retiring resources are
required to remain in the system until the new resources are adequately established. While this is
necessary, it is complex to manage and not without cost, placing great importance on optimising
efficiency at every opportunity.

There is also a move from a mono-directional to a flexibly ‘bi-directional’ energy system. Both
demand and generation are increasingly flexible and responsive. Meeting energy system needs
now involves a more diverse mix of generation (including DER), storage and demand flexibility,
all being utilised dynamically.

These changes create a new set of challenges to be managed and resolved by the market
planner and operator in seeking to efficiently balance supply and demand. These include:

¢ A sharpening of the diurnal demand cycle due to the coincident peak of a large proportion of
the generation resources (rooftop and wholesale solar);

¢ Arrise in the volatility of both supply and demand, and so rises in the volatility and peakiness
of energy prices;
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¢ Anincrease in the significance of high impact, low probability events, including dunkelflautes
and kaltflautes’; and

e An increase in the efficient rate of curtailment.

However, alongside these challenges to planning and operation are significant new opportunities
to respond with more diverse, efficient and cheaper solutions. It is increasingly critical there is
more fit-for-purpose, whole-of-system planning capable of meeting these new challenges and
seizing these opportunities.

2.2 To date the ISP has been a transmission plan

The ISP plan started life in 2011 as a transmission plan — ‘NEMLink’. While it has grown as an
analytical and engagement exercise, its essence as a transmission plan has never wavered. This
focus on transmission has remained despite the introduction in 2020 of rule 5.22, which defined
the purpose of the ISP as a whole of system plan (NER 5.22.2).

It has broadly served its purpose to date in helping to identify the major inter-state transmission
projects which, it was believed, must be built to enable a modern NEM. These connections are
intended to help transport electrical energy between different regions when available renewable
supply is lower in one region than another due to differences in weather patterns. This both
enhances the reliability of supply and lowers prices overall.

The transmission projects needed to connect the different NEM regions were identified in the first
ISP, along with the recommended location of renewable energy zones (REZ).

It was assumed transmission would provide the basis for efficient decarbonisation of the NEM.
Since the production of the first ISP, however, transmission costs and build times have
exponentially increased, well beyond those originally anticipated (and well beyond the benefits
cases on which they were established). This has mostly been blamed on supply constraints,
stemming from both national and global economic pressures. The dynamic has been recognised
by AEMO with these constraints not expected to ease in the foreseeable future.

Nonetheless, the ISP has continued to be transmission-centric. There are two broad reasons
which have likely contributed to this.

e The planner needs to have a degree of certainty its recommendations will be enacted. This is
a necessary part of its remit to enable a smooth energy transition in which baseline
requirements, such as the reliability standard, are never breached. AEMO has been criticised
as the transmission planner for seeing every problem as a network one. To the extent that
this criticism is valid, it is not necessarily because AEMO is not aware of alternatives or is
overly influenced by transmission providers. Rather, AEMQO’s preferences are influenced by
the existence of a clear actionability mechanism for transmission projects identified as
needed by the planner. As it stands, there is no corresponding actionability mechanism for
other elements of the national electricity system (such as storage, DER, electrification or

1 Where these broadly refer to extended periods of ‘drought’ in renewable generation.
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demand flexibility projects).

e AEMO has also likely felt constrained in its treatment of jurisdictional policies on supply and
demand — for example jurisdictions’ policies on utility renewable generation and storage, or
demand side developments. It has tended to treat these as inputs to its cost benefit analysis,
but not as potential outputs to be adjusted from candidate development path to development
path. This is because of both the NER definition of development path, and guidelines
regarding cost benefit analysis (see below).

There has been an incremental development of the ISP over time which has added individual
elements to the ISP (for example the Demand Side Factors Statement), or involved greater
granularity of analysis of certain resources (for example — consideration of CER). Further, the
Capacity Outlook Model does look at what various levels of generation, storage, and gas peakers
would meet varying demand forecasts. Nonetheless, none of this modelling can be said to
represent “co-optimisation” of the various available resources, namely — generation, storage,
transmission, distribution and demand side developments, using robust and transparent cost
benefit analysis.

2.3 The costs of transmission have risen sharply

The costs of transmission have risen to such an extent that the viability of a transmission-centric
transition is questionable. Not only have costs blown out substantially for the transmission
projects identified as actionable in the early ISPs — Project EnergyConnect, the Western
Renewables Link, HumeLink, the Central-West Orana REZ Transmission Project, VNI West, and
the New England REZ Transmission Project — but the timelines for construction have increased
substantially beyond initial estimates and acquisition and retention of social licence has been far
more difficult than was widely anticipated. The result has been early projects struggling to
completion at multiples of the originally anticipated budget.

At the same time, there have been rapid and significant falls in the costs of solar panels and
battery storage. These have both been much greater and faster than anticipated by most
stakeholders. These conditions make it possible, indeed likely, that there are transition paths that
are cheaper (and more easily enacted) than those envisaged by the ISPs to date. These paths
are likely to be ones that co-optimise the development of all the resources in the energy system.

2.4 Potential redundancy of the ISP

There is a risk that if it continues in its current form, the ISP may become redundant. This could
arise in a number of ways.

If transmission projects remain the only outputs of the ISP and it becomes clear which
transmission projects are needed and which are not, the ISP may essentially become a rubber-
stamp, making official what the policy regime already knows. This includes the situation where
transmission unambiguously loses its status as the low hanging fruit of energy cost reduction and
the transmission projects already in the pipeline become the only ones needed for a long period
of time.

The implication of this is that the ISP would not have any meaningful effect on the trajectory of
the transition, as the marginal decisions would all occur in areas outside of the outputs of the ISP.
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Second, as transmission projects are increasingly planned and overseen by jurisdictional rather
than national institutions, the ISP risks devolving into a ‘plan for the gaps’. This would further
reduce the impact of the ISP as it becomes less influential on the decisionmakers.

A redundant ISP is not in the interests of consumers. For now, it stands as the central planning
mechanism of the transition, despite its limitations. The costs of a messy transition — as opposed
to an ordered, optimised one — are great and fall heavily on consumers and taxpayers.

While market participants may receive some short-term benefit from a disorderly transition —
through energy prices being higher and/or more volatile than they would have been in an orderly
transition — new generation and storage providers’ interests are overall served by an orderly
transition which better incorporates their investments and provides greater certainty. These
actors pay a premium for uncertainty and would need to pay investors higher returns to accept
the greater uncertainty resulting from a disorderly transition.

2.5 Key definitions

When reading this rule change proposal, it is helpful to be aware of the following definitions as
currently provided in the National Electricity Law (NEL) and NER.

2.5.1 Definitions from the National Electricity Rules

Integrated System Plan A plan developed and published by AEMO under rule 5.22 as
amended by an ISP update from time to time.

optimal development path A development path identified by AEMO as the optimal
development path in the most recent Integrated System Plan in accordance with rule 5.22.

development path A set of projects in an Integrated System Plan that together address
power system needs.

power system The electricity power system of the national grid including associated
generation and transmission and distribution networks for the supply of electricity but
excluding regulated SAPS, operated as an integrated arrangement.

ISP development opportunity A development identified in an Integrated System Plan
that does not relate to a transmission asset or non-network option and may include
distribution assets, generation, storage projects or demand side developments that are
consistent with the efficient development of the power system.

The rule change proposal includes proposed amendments to some of the above NER definitions.
These proposed amendments can be found in Annex 1.

2.5.2 Definitions from the National Electricity Law

The NEL makes provision for the operation of the national electricity market. The national
electricity market is defined in the NEL and includes both the wholesale exchange, and national
electricity system.
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National electricity market means —

(a) the wholesale exchange operated and administered by AEMO under this Law
and the Rules; and

(b) the national electricity system;
National electricity system means —

(a) the generating systems and other facilities owned, controlled or operated in the
participating jurisdictions connected to the interconnected national electricity
system; and

(b) the interconnected national electricity system; and
(c) regulated stand-alone power systems;

Interconnected national electricity system means the interconnected transmission and
distribution system in this jurisdiction and in the other participating jurisdictions used to
convey and control the conveyance of electricity to which are connected—

(a) generating systems and other facilities; and

(b) loads settled through the wholesale exchange operated and administered by
AEMO under this Law and the Rules;

The NEO is defined in section 7 NEL, set out the objective of the NEL.

The objective of this Law 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) for reducing Australia's greenhouse gas emissions; or

(i) that are likely to contribute to reducing Australia's greenhouse gas
emissions.
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3. The issues to be addressed by the proposal

3.1 Nature of the issues

Transmission only

Despite the purpose of the ISP being described as a whole-of-system plan in rule 5.22.2, the ISP
is not a whole-of-system plan. In particular, it does not produce a development path for the
augmentation of the energy system based on co-optimisation of all the elements of the energy
system. The cost-benefit analyses of candidate development paths consider only different
transmission development paths; they do not consider paths comprised of different combinations
of all the available and relevant elements in the energy system.

This unreasonably narrow focus results in the selection of a sub-optimal development path and
higher energy costs for consumers than would otherwise be the case. This fundamentally fails to
promote the long-term interest of consumers.

Inability to ensure action on other recommendations

While the ISP and its associated documents, such as the Electricity Statement of Opportunities
(ESOOQO), do produce recommendations in areas other than transmission, they are not robust nor
based on co-optimisation of development paths.

Critically, recommendations on non-transmission investments do not carry the same regulatory
significance as those on transmission which identify transmission projects as ‘actionable’. There
is no ‘actionability’ mechanism for any recommendation outside of transmission.

As the entity primarily responsible for ensuring key outcomes of the energy system, such as the
achievement of the reliability standard, AEMO must produce outputs in the ISP that it has a
degree of confidence will be progressed. Currently transmission is the only area in which this is
possible. Hence, the planner is largely confined to relying on transmission and the transmission
network service providers (TNSP) to progress implementation of its transition plan.

As noted above, the impediments to AEMO progressing an ISP that co-optimises the
development of all elements of the energy system include factors which are currently beyond
AEMO’s control. AEMO is currently limited in what it can produce by the rules and laws it
operates under and the implications of these.

Expanding the ISP outputs beyond transmission would have to be accompanied by mechanisms
analogous to the actionability mechanism for transmission. Specifically:

o with respect to developments pertaining to the distribution networks, we propose the planner
recommend to Distribution Network Service Providers (DNSP) actionable distribution projects;

e with respect to other ISP development opportunities, meaning generation, storage, and
demand side developments, we propose AEMO make recommendations to jurisdictional
governments. Ultimate decision-making power in respect of outcomes relating to generation,
storage and demand side development within each NEM jurisdiction would remain with
jurisdictional governments. But jurisdictions would be required to make meaningful
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commitments to progress the outputs developed by the planner within their jurisdiction, or
meaningfully respond to them.

Summary of the nature of the issue

1. The ISP does not co-optimise the development of all aspects of the energy system, resulting
in inefficient resource allocation and overreliance on potentially inefficient network
augmentation.

2. There is no actionability mechanism for any current or potential outputs of the ISP other than
transmission project recommendations.

3.2 Scope of the issue

Financial scope

The primary impact of the current failure of the ISP to co-optimise resources and provide
actionable recommendations beyond transmission is higher energy costs for consumers. This
results from inefficient investments in energy resources, in particular investment in complex, slow,
expensive and inflexible transmission network resources.

This misallocation of resources at the macro-level contributes to inefficient decision-making by a
multitude of actors, who are forced to operate in a more uncertain environment than would
otherwise be the case. For example, resource allocation decisions in areas from energy efficiency
upgrades to the rollout of electric vehicles and behind-the-meter or wholesale batteries are all
made by policy actors on the basis of limited analysis and expertise, and by market actors without
a clear roadmap of optimised opportunity. The costs of a disorderly transition in this sense
ultimately fall on consumers, but these costs impact a number of other stakeholders before this
point and work to the detriment of their interests.

Critically, the lack of fit-for-purpose planning risks vital social licence needed from the community
for the energy transition as a whole. It does this by undermining the claim that a move to a
renewable energy-based system will lower energy bills. While progress has been made in recent
months to add nuance to the central claim that the transition will be in consumers’ financial
interests, inappropriately locking in inefficient network costs will add years to the time when
consumers start to notice substantial benefits from the transition.

In the absence of central, co-optimised whole-of-system planning, states must undertake their
own analysis of planning of the levels of resources in generation, storage, distribution and
demand side measures that are required in their jurisdiction. This fragmented approach is
fundamentally less efficient than a more holistic one.

The additional total system costs, borne both by taxpayers and energy consumers, from

inadequate whole of system planning is in the order of billions of dollars at a time when
minimising costs to consumers is particularly critical.
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Governance scope

As we have noted above, an ISP that co-optimises the development of all elements of the energy
system would include factors outside AEMQO’s control. AEMO is limited in what it can produce by
the rules and laws it operates under and the implications of these.

While AEMO is charged with producing an all of system plan to guide the transition to a
renewable-based energy system, the only outputs it can be adequately confident of being
progressed are transmission projects. Though even here, AEMO has no enforcement powers on
the actor assigned to provide the actionable projects, TNSPs. Progress relies on the rationality
and fiduciary obligations of TNSPs as the basis for confidence they will progress
recommendations. It should be noted that even under these conditions, TNSPs have often
indicated an inability to proceed with identified projects without government or consumer under-
writing.

Any expansion of ISP outputs beyond transmission requires mechanisms analogous to those
which currently exist for transmission projects. This would require jurisdictions to make
meaningful commitments to progress or respond to the outputs developed by the planner for
each region or jurisdiction. While this would demonstrably be in the interests of each jurisdiction,
it would ideally rely on a level of cooperation among states.

Operational scope

While a move to co-optimisation would entail a step-change shift in the ISP, it would not require
the abandonment of most elements currently part of the production process. It would be
appropriate to maintain most inputs in the form they currently take with changes predominantly
made to how the inputs are used: the production of candidate development paths, their
assessment, and the selection of an optimal development path.

While the computational requirements of the ISP would increase, the incremental increase in cost
associated with this would be far outweighed by the benefits accruing from the change.

3.3 How the proposed changes will address the issue

The proposed rule change will address the issues by providing for:

1. the ISP to co-optimise the development of all aspects of the energy system, resulting in the
most efficient resource allocation, avoiding inefficient overreliance on network augmentation;

2. an actionability mechanism for any current or potential outputs of the ISP other than
transmission project recommendations.

4. The proposed rule change

4.1 Overview of proposed amendments

We propose changes enabling AEMO to co-optimise recommendations on all elements of the
electricity system when completing NEM planning on a 20-year time horizon every two years,
through preparation of the ISP.

Justice and Equity Centre « Co-optimisation of all energy resources in the ISP « 10



The intention of the rule change is to expand ISP planning, so it delivers fully on the aim of the
most efficient whole of system plan for consumers of electricity in NEM jurisdictions. Specifically,
it intends to:

change the purpose of the ISP to focus on designing a national electricity system to meet the
needs and promote the interests of consumers;

e expand the scope of the cost benefit analysis undertaken when identifying the optimal
development path in the ISP, and require co-optimisation of generation, storage, distribution,
transmission, and demand side and flexibility developments;

e expand the output of the ISP to include recommendations on generation, storage, distribution,
transmission and demand side developments based on the optimal development path as
identified by the cost benefit analysis;

e continue to direct recommendation on actionable ISP projects to TNSPs;

¢ make recommendations on ISP Development Opportunities -
o on distribution to DNSPs, and
o on generation, storage, and demand side developments (including CER, DER,
electrification, demand side participation, and demand reduction achieved using
energy efficiency measures) to participating jurisdictions;

¢ require Ministers of participating jurisdictions to report on progress with respect to
recommendations on ISP Development Opportunities (or respond to those
recommendations), and the Energy and Climate Change Ministerial Council (ECMC) to
discuss these progress reports.

4.2 Changes to redefine the purpose of the ISP (Rule 5.22.2)

Overview

We propose that the purpose of the ISP be changed from that of a whole-of-system plan of the
power system for the power system needs, to a whole-of-system plan of the national electricity
system for the needs of consumers of electricity.

Specifically, we propose:

The purpose of the Integrated System Plan is to establish a whole of system plan for the
efficient development of the national electricity system pewersystem-that meets pewer
system-reeds the needs of consumers of electricity for a planning horizon of at least 20 years
to contribute to achieving the national electricity objective.

The aim of this proposed change is to ensure the defined purpose of the ISP captures the full
breadth of opportunities for investment and changes to the NEM. Further, it stipulates that the
planning is undertaken with a focus on the needs of consumers, rather than simply the needs of
the power system.
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Plan for efficient deployment of the national electricity system

We recommend replacing efficient development of the power system with efficient development
of the national electricity system, on the basis that national electricity system better captures the
whole system.

The definition of power system in the NER, while not exhaustive — and while it does include
‘associated generation’ and thus can be said to theoretically include CER — explicitly does not
include regulated Stand-alone Power Systems (SAPS) which should be part of an efficient
electricity system.

Power system The electricity power system of the national grid including associated
generation and transmission and distribution networks for the supply of electricity but
excluding regulated SAPS, operated as an integrated arrangement.

The term national electricity system as defined in the NEL on the other hand includes:

e generation systems and other facilities,
o the interconnected national electricity system, and
e explicitly includes regulated SAPS

The NEL provides the following definitions:

national electricity system means— (a) the generating systems and other facilities owned,
controlled or operated in the participating jurisdictions connected to the interconnected
national electricity system; and (b) the interconnected national electricity system; and (c)
regulated stand-alone power systems;

interconnected national electricity system means the interconnected transmission and
distribution system in this jurisdiction and in the other participating jurisdictions used to convey
and control the conveyance of electricity to which are connected— (a) generating systems
and other facilities; and (b) loads settled through the wholesale exchange operated and
administered by AEMO under this Law and the Rules;

These definitions encompass any generation and storage connected to the grid, whether
connected to the transmission or distribution system, in front of the meter, or behind the meter —
as in the case of consumer energy resources — whether these take the form of generation,
storage or demand flexibility. Further, it includes a facility which aggregates CER or demand and
then bids this into the market.

Unlike the power system the definition of the national electricity system also includes regulated
SAPS. This means AEMO will be able to plan to meet the needs of consumers of electricity
whose premises are not connected to the national grid but are connected to a regulated SAP.
AEMO will not, however, be required to plan for consumer premises not connected to either the
grid or a regulated SAP — for example consumers who entirely consume electricity generated
using CER and who do not have a grid backup, or members of a community with their own
unregulated SAP.
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The national electricity system does not include any reference to the wholesale market. Rather it
is the definition of the national electricity market in the NEL that encapsulates both the wholesale
exchange, and the national electricity system. Hence AEMO, when developing the ISP, will not
be required to plan any markets. The planning and development of market mechanisms will
remain the remit of energy ministers and the AEMC.

In summary, AEMO will be required to undertake holistic planning of the entire national electricity
system, including generation, storage, transmission, distribution, and demand side developments,
both grid-connected or which form part of a regulated SAP. It is the combination of all these
resources which collectively meet the needs of consumers, and investment decisions in all as a
collective, which determines both optimally efficient system and consumer outcomes.

Meet the needs of consumers of electricity (Rule 5.22.3)

We propose that ISP planning is undertaken with a focus on the needs and interests of
consumers, rather than simply the needs of the power system.

The needs of consumers of electricity are not currently defined in the NER.

We propose a definition of consumer needs that includes both power system needs as currently
defined, and in addition the need for efficient investment in all resources that form part of the
system.

We propose the needs of consumers of electricity include:

e the power system needs as currently defined —
o the reliability standard,
o power system security
o system standards
o technical requirements, and
o emissions
¢ In addition, the ‘need for efficient investment in, operation and use of all resources that form
part of the national electricity system, including — generation, storage, transmission,
distribution, and demand side developments.’

While utility generation and supply remain important, the system is now distributed and bi-
directional. Defining the purpose of planning as meeting the needs of consumers of electricity is
more closely aligned to the NEO and better reflects the transition underway. Utility generation
and storage, and CER connected to the interconnected national electricity system are together
integral to the operation of the NEM and meeting the needs of consumers of electricity. It is no
longer possible to plan an efficient system without considering the balance of investment in the
supply and demand sides concurrently.

The NEO describes the objective of the NEL ‘[...] is to promote efficient investment in, and
efficient operation and use of, electricity services for the long-term interests of consumers of
electricity [...]".

The NEO defines consumer interests as —
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e price, quality, safety, reliability and security of supply of electricity
o the reliability, safety and security of the national electricity system
o the achievement of targets set by a participating jurisdiction

Consumer interests are not necessarily the same as consumer needs. Needs are criteria which
are non-negotiable or tradeable and must be met. Interests may include needs (such as safety)
but encompass a wider range of aspects which, while important, can be traded off according to
circumstances and consumer values or preferences. For example, consumers need system
security standards to be met. It is in their interest that energy is delivered reliably and at an
affordable price, but these interests are often in opposition and should be set at different relative
levels (according to expressed consumer values) in different circumstances and decisions.
Efficient investment is that which meets needs and promotes the interests of consumers
according to their values and preferences.

Planning the efficient investment in, operation of and use of the NEM serves overlapping
consumer interests and needs. No one consumer interest or need can be planned for individually,
and the choices made in respect of one interest affect others. Consequently, it is necessary to
plan for the optimum overall utility, while meeting consumer needs.

Planning an efficient NEM involves considering not only investment choices in respect of
transmission, but investment in all resources that make up the NEM. Namely, generation,
storage, transmission, distribution and demand side developments.

The proposed definition of consumer needs recognises that consumers require that the power
system functions to provide reliable, secure and safe electricity. It also requires investment
choices in respect of all resources that make up the NEM to be appropriately balanced to deliver
the most efficiently functioning NEM.

We also propose an explicit requirement that in preparing the ISP, AEMO must seek to deliver
the needs of consumers of electricity. See the proposed text for rule 5.22.10(a)(4), in Annex 1.

Require the Final ISP to be consistent with the purpose of the ISP
Currently Rule 5.22.14 which sets out the requirements of the Final ISP does not include an

explicit requirement that the Final ISP is consistent with the purpose of the ISP.

A repeated criticism of ISPs to date is that they are only transmission plans, whereas the existing
purpose defines the ISP as a ‘whole of system plan of the power system’. With power system
including more than simply transmission.

We propose an explicit requirement that the Final ISP is consistent with the purpose of the ISP to
make unequivocally clear that there is a requirement for the ISP to address its purpose in full to
promote the interests of consumers.
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4.3 Changes to update the required preparation, analysis and content
of the ISP (Rules 5.22.6 and 5.22.10)

Overview

The requirements for the analysis and contents of the ISP are set out in rule 5.22.6.

The intent of our proposal is that the ISP must include a wider range of outputs than at present.
Specifically, that the optimal development path provides participating jurisdictions recommended
volumes of investment in generation, storage, distribution, and demand side developments in
addition to actionable transmission projects to be provided by TNSPs. It is proposed that this
wider range of outputs are based on a co-optimised analysis of the investment choices of all
forms of resources that collectively make up the NEM.

Current requirements

Rule 5.22.6 is divided into analysis and contents that an ISP must include, and contents that an
ISP may include.

In summary an ISP must —

¢ identify a range of development paths, which each identify a set of projects

e describe how the development paths perform against sensitivities

¢ identify the optimal development path based on cost benefit analysis across a range of
scenarios, using the costs and market benefits outlined in rule 5.22.10

o for the optimal development path, identify the actionable ISP projects, future ISP projects and
ISP development opportunities

e provide specific details in respect of actionable ISP projects

e provide information on net present value analysis of development paths, gas development
and a demand side factors statements

An ISP may —

¢ include relevant information about ISP development opportunities
¢ identify potential renewable energy zones, and provide details of these
¢ identify preparatory activities in respect of future projects

Incorporating ISP development opportunities alongside transmission projects
when defining development paths which address consumer needs

The NER provides the following relevant definitions -

optimal development path A development path identified by AEMO as the optimal
development path in the most recent Integrated System Plan in accordance with rule 5.22.

development path means a set of projects in an Integrated System Plan that together
address power system needs.

ISP development opportunity means a development identified in an Integrated System Plan
that does not relate to a transmission asset or non-network option and may include
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distribution assets, generation, storage projects or demand side developments that are
consistent with the efficient development of the power system.

Rule 5.22.6(a)(5) already requires — ‘the optimal development path, identify the actionable ISP
projects, future ISP projects and ISP development opportunities’. However, the definition of
‘development path’ discusses ‘projects’ only and does not mention ‘opportunities’.

We propose that the definition of ‘development path’ is expanded so that each development path
represents a set of both actionable ISP projects, future ISP projects and ISP development
opportunities.

Further, we propose that the development path address the needs of consumers of electricity
rather than the needs of the power system. As described above, our proposed definition of the
needs of consumers of electricity includes power system needs, but also considers the need for
efficient investment, operation and use of the NEM.

We propose the definition of development path is amended -

development path means a set of projects actionable ISP projects, future ISP projects and
ISP development opportunities in an Integrated System Plan that together address pewer
system-needs-the needs of consumers of electricity in the national electricity system.

The definition of ISP development opportunity includes generation, storage, distribution and
demand side developments.

We propose that with respect to analysis of distribution assets a definition of actionable
distribution projects is added —

Actionable distribution project means a project

(a) that relates to a distribution asset or non-network option the purpose of which is to address
an identified need specified in an Integrated System Plan and which forms part of an optimal
development path; and

(b) for which a project assessment draft report is required to be published in the Infegrated
System Plan that identifies that project.

Consideration will be required as to what is deemed an identified need in respect of an actionable
distribution projects. Some restriction on the level of specificity of a project is required, either in
the rules or in an AEMO guideline, given modelling complexity. Example levels of specificity could
include modelling —

o Additional network capacity on a distribution network within a sub-region,
o Additional capacity on a distribution network at a bulk supply point,

e Augmentation of specific power lines or substations, or

¢ Augmentation of street level substations.

Justice and Equity Centre « Co-optimisation of all energy resources in the ISP « 16



We also propose that a definition of demand side developments is added, which includes CER
and DER, demand side participation, and demand reduction achieved using energy efficiency
measures.

We propose —

demand side developments means a development which relates to distributed energy
resources (including consumer energy resources), demand flexibility, electrification or
demand reduction achieved using energy efficiency measures.

The result of the proposed changes to the definition of development path, inclusion of a definition
on demand side developments, and revisions to clause 5.22.6(a)(2), is that each development
path will reflect a set of investments in resources that cover the full range of generation, storage,
transmission, distribution and demand side developments (DER/CER, demand participation and
demand reduction achieved using energy efficiency measures). Further, that these projects will
address the broader needs of consumers, and not only the needs of the power system.

The cost benefits analysis — co-optimising all forms of resources

We propose that having defined development paths — and required these to be a set of
actionable ISP projects, future projects and ISP development opportunities that provide for
consumer needs — the content of an ISP is required to identify the optimal development path by
co-optimising the provision of all resources which together form the national electricity system.

We propose clause 5.22.6(a)(4) is amended as follows —

4) identify the optimal development path which must be based on a quantitative
assessment of the costs and benefits of various options across a range of scenarios:.
This quantitative assessment must:

(i) co-optimise the provision of all resources that form part of the national
electricity system, including generation, storage, transmission, distribution, and
demand side developments in order to meet the needs of consumers of
electricity; and

(i) be in accordance with Cost Benefit Analysis Guidelines;

Updates to the list of costs and market benefits (rule 5.22.10)

We propose that the costs considered are updated in rule 5.22.10(d), and be defined as the costs
incurred in constricting, providing, maintaining actionable ISP projects, future ISP projects and
ISP development opportunities. This updates the current reference to consider these forms of
cost in respect of ‘projects’. It reflects the overall purpose of our rule change proposal for a cost
benefit analysis which seeks to co-optimise investments in supply and demand and not merely
consider transmission projects.

We also propose revisions in terms of market benefits to ensure they are updated in line with the
changing nature of the system.
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We have proposed rule 5.22.10(c)(1) is amended to underline that market benefits are those
derived from the development path — through actionable ISP projects, future projects, and ISP
development projects; i.e. through development paths that consider more than simply
transmission projects.

We propose that the existing market benefit — changes in fuel consumption through different
patterns of generation dispatch — is replaced by changes in the average cost of per unit of
electrical energy consumed.

This replacement is proposed on the basis that it is no longer the case that the main driver of cost
in the wholesale market will be large generators’ short run marginal costs, which are closely
linked to fuel costs. Capturing the changes in average cost of a unit of electrical energy is a more
accurate measure of how the proposed development path would drive changes in cost. We have
chosen to make this ‘per unit of energy consumed’ instead of ‘per unit of energy sold through the
wholesale spot market’ on the basis that consumers now both self-consume energy using CER
and their own generation or storage, and no longer only receive energy from the grid.

Further, the market benefits of ‘changes in voluntary load shifting’ should be added given there
will be greater integration of the demand side in coming years. It will also be important to consider
the ‘changes in involuntary generation curtailment’ given efficient curtailment is an important part
of variable renewable supply.

Given the capital and operating costs of building new generation, storage, distribution and
demand side investments are now captured under rule 5.22.10(d) — Costs, the changes in costs
in rule 5.22.10(c)(1)(iv)(B) and (C) are now redundant. It is still important to consider the market
benefit of difference in timing of new investment. We therefore propose rule 5.22.10(1)(iv) is
replaced with — changes in costs incurred due to the differences in timing of investment.

With respect to the cost of resources deployed behind the meter, we propose that the cost benefit
analysis is limited to considering the socialised costs and benefits of new investments. That is,
costs incurred by consumers themselves are not included. Costs incurred by governments in the
form of subsidies or other ways costs are shared amongst consumers are considered. On the
benefits side, the benefits considered are limited to those falling on consumers beyond the direct
owner and consumer of the resource.

See further the proposed text for rules 5.22.10(c) and 5.22.10(d) in Annex 1.

4.4 Recommending ISP Development Opportunities

Having expanded the set of resources which each development path considers and undertaken a
cost-benefit analysis which analyses different development paths, thereby co-optimising the
provision of all resources that form part of the NEM to meet consumer needs, the ISP is then able
to provide recommendations on the optimal development path.

This optimal development path will have recommended levels of investment in transmission and

ISP development opportunities — i.e. generation, storage, transmission, distribution, and demand
side development, supported by a verifiable scenario-based cost benefit analysis.
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Clarify the requirements on ISP development opportunities

Presently Rule 5.22.6(b) provides that relevant information on ISP Development Opportunities
may be provided in an ISP. At the same time rule NER 5.22.6(a)(5) requires that the ODP must
identify actionable ISP projects, future ISP projects and ISP development opportunities.

We propose that the situation is clarified to make clear an ISP must provide recommendations on
ISP Development Opportunities. Specifically, we proposed deleting 5.22.6(b)(1), and amend
5.22.6(a)(2) to required that sech development path identifies a set of actionable ISP projects,
future ISP projects and ISP Development opportunities.?

Actionability

There is inherent value in producing such recommendations as robust, consistent and updated
guidance. However, the value of the recommendations is improved if AEMO has meaningful
scope to address these recommendations to a specific entity with the ability to ensure they are
progressed.

Under the existing rules there are rules on the implementation of actionable ISP projects, which
name a TNSP as proponent for each actionable project, with a date by which the project
assessment draft report is to be published.®* We do not propose to alter this.

Our proposal is:

For distribution — that there be recommendations on ‘actionable distribution projects’. The
recommendations should specify the date by which the project assessment draft report should be
published and be directed to a DNSP. We have proposed a definition of actionable distribution
project similar to that of actionable ISP project. We have not proposed an extensive structure on
actionable distribution projects.

For the remaining ISP development opportunities — generation, storage and demand side
developments — we propose that AEMO recommend the volume and nature of each resource
type to be provided within each participating jurisdiction and provide a recommended time by
which progress on these resources should occur (and be demonstrated).

As discussed in detail in the following section, we propose that, having made the
recommendations at the level of participating jurisdictions, the participating jurisdictions would
then report back each two years on progress made in respect of or response to these AEMO
recommendations.

We have proposed that the recommendations on generation, storage and demand side
developments are made at the jurisdictional level as the required volume and timing of
investments in each resource type will differ by jurisdiction. This is because the transmission is
progressing in each state at different paces and includes different challenges. Further, the
governments of each jurisdiction have different existing policy tools and commitments, and they
are the entity best placed to effect the changes recommended by AEMO, and to monitor and

See the draft of rule 5.22.6 provided in Annex 1.
3 See rule 5.22.6(a)(6).
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report on progress against or response to AEMOs recommendations. Each jurisdiction would be
open to seek to implement the recommendations in whatever manner they consider best,
accommodating particular terms of their own policy and regulatory circumstances. This could take
the form of any number of options such as direct investment, hybrid ownership models,
underwriting and other market-based arrangements.

It is important to note that jurisdictions will not be required to conform to AEMO recommendations
and will be free to produce and execute their own policies. Our proposal only obliges them to
report on their progress or responses to AEMO recommendations at regular intervals. We see
AEMO’s role as that of an expert planner that produces recommendations based on clear and
circumscribed expertise. Democratically elected officials, who have a set of considerations
beyond AEMO’s expertise, are empowered to use these recommendations in the best way they
see fit on behalf of their constituents.

4.5 Ministerial reporting on progress of ISP Development
Opportunities (Proposed new rule 5.22.16A)

As noted above, we propose the rules allow AEMO to provide recommendations at the level of
participating jurisdictions on investment on ISP development opportunities, and specifically
generation/storage/demand side developments, including CER, demand side participation,
electrification and demand reduction achieved using energy efficiency measures.

Having made recommendations at a jurisdictional level, we propose there is a process by which
jurisdictions monitor and report on their progress or response.

We propose the Ministers of participating jurisdictions would monitor the progress of their
jurisdiction, and report this progress to AEMO, the ECMC* and publicly, in a biennial
Jurisdictional ISP Development Opportunity Deployment Report. The reporting cycle would be
aligned to the ISP development cycle, and AEMO would publish the reports.

The ECMC as the collective body including all Ministers of participating NEM jurisdictions would
discuss the reports and each states’ progress on AEMQO’s recommendations. This process is
intended to introduce a tangible and consistent link between EMCM as the primary collective for
decision-making, and regulatory processes planning and implementing ISP recommendations.

The reports would be used by AEMO as part of its IASR process, and in creating the next ISP, to
inform AEMO of the progress of each jurisdiction in respect of the role out of ISP Development
Opportunities. To the extent that jurisdictions are ahead or behind the recommendations of the
last ISP — or to the extent their response deviates from the recommendations — this can then be
feed back into the ISP process in an iterative manner.

Proposed text is provided in draft rules 5.22.16A, 5.22.10(a)(5)(viAA) and 5.22.10(b)(4A) in
Annex 1.

4 Note the ECMC is referred to as the MCE in the NEL.
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As these elements of the proposed rule changes require participation of Ministers of a
participating jurisdiction and the ECMC, their agreement to this mechanism will be required.®

4.6 Updating the guidelines relevant to the ISP (Rule 5.22.5)

Amendment of the rule 5.22 and in particular changes to the purpose, analysis and content of the
ISP in the rules, including the expanded scope of each development path to include actionable
ISP projects, future ISP projects and ISP development opportunities, will necessitate changes to
various AER and AEMO Guidelines.

The key guideline requiring update will be the AER Cost Benefit Analysis Guideline (CBA
Guidelines). We have proposed that the rules require this is revised, and this revision is updated
as a matter of priority (by 1 July 2027). This will be critical to enabling our intent for our proposed
changes to take effect promptly and be used in the 2028 ISP.

Rule 5.22.5(d) — Application of Cost Benefit Analysis Guidelines to AEMO for the ISP already
requires that the CBA Guidelines are consistent with the purpose of the ISP. We propose this is
amended, and two additional requirements are added so that the CBA Guidelines:

e are consistent with the content of the ISP referred to in clause 5.22.6
e require AEMO describe the needs of consumers of electricity

The requirement for AEMO to describe the needs of consumers of electricity is intended to reflect
the wider scope of the ISP, and move the latter away from simply being a transmission plan. We
correspondingly propose 5.22.5(d)(6) is deleted as identifying transmission network needs would
no longer be the most prominent task which the ISP completes. Meeting identified needs will
remain a key criterion when assessing RIT-T proposals.

These additions are proposed to ensure that the CBA Guidelines are consistent with the content
and intent of our proposed rule change. As noted earlier, an often-raised criticism of the ISP is
that it has remained a transmission plan, and not a whole-of-system plan. This is arguably
caused in part as a consequence of the CBA Guidelines and the requirements it places on the
analysis AEMO is to undertake.

Another often noted criticism of the ISP is that jurisdictional policies are modelled as constraints.
We have not proposed changes to rule 5.22.3(b) on government emissions targets and policies,
given this distinguishes between emissions targets that must be considered, and jurisdictional
policies that ‘may' be considered. We consider the reasoning behind this is sound and the rule
does not need to be changed.

We propose that jurisdictional governments continue to determine emissions targets, and to
balance all relevant factors before determining policies. We propose the role of AEMO would be
limited to recommending the most efficient combinations of volumes of resources and the dates
for these to be in place.

5 See s 35, NEL.
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There are good reasons why emissions targets must be treated as constraints. Those reasons do
not extend to the jurisdictional environmental or energy policies (for example levels of utility
generation and storage to be developed in a jurisdiction) deployed to achieve the emissions
targets. There should be flexibility for the planner to define and recommend the optimal levels of
the various types of resources within a jurisdiction. Jurisdictional governments can then choose
whether to adopt in whole or in part these recommendations, and the policies they will put in
place by which to deploy the level of each type of resource. These decisions involve trading off
interests of individual stakeholders. These decisions rightly remain in the purview of the elected
jurisdictional governments, not the central planner.

The AEMO ISP Methodology will also need to be revised, following amendments to the rules and
CBA Guidelines. It is possible that there will also have to be revisions to the AER Forecasting
Best Practice Guidelines.

See further the proposed amended text for rules 5.22.5 in Annex 1.

4.7 Aligning recommendations with NEM review reforms

The expert panel, led by Associate Professor Tim Nelson, has made recommendations on future
market design settings.® They have recommended market changes which create an Energy
Services Entry Mechanism (ESEM). We have proposed in our draft proposed text in Annex 1,
how these changes could also be incorporated.

Specifically, we have suggested —

¢ AEMOs recommendations to jurisdictional ministers on generation and storage are expressed
as the volumes of bulk energy services, shaping services, firming services and strategic
reserve services to be deployed with a given region, at a given time; and

e We have incorporated definitions on bulk energy services, shaping services, firming services,
based on those suggested by the NEM Review Panel.’

We see value in alignment and the ISP making recommendations on the volume of bulk, shaping
and firming services which are required under the ESEM, as well as recommendations on
strategic reserve services.®

See further the proposed text for rules 5.22.6(a)(6a)(i) and 5.22.16A in Annex 1.

4.8 Issues for consultation

We identify the following issues for consultation pertaining to the rule change.

6 National Electricity Market wholesale market settings review, Final Report, December 2025,
https://www.energy.gov.au/sites/default/files/2025-12/national-electricity-market-wholesale-market-settings-
review-final-report.pdf, (NEM Review).

See NEM Review, p.184. In addition, we have proposed a definition of strategic reserve services, which is
intended to mirror a similar form to those proposed definitions from the NEM Review Panel definitions of bulk
energy services, shaping services, and firming services.

Strategic reserve services are services to be provided out of market for high impact, low probability events,
including dunkelflautes and kaltflautes. See NEM Review, recommendation 10D.
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Actionability mechanisms for distribution network projects

We have provided only limited guidance on the form of an actionability mechanism relating to
needs identified in relation to distribution networks. We have proposed only a definition of
actionable projects here, and requirements for AEMO to provide recommendations on these as
an output. We suggest that a detailed actionability framework for distribution projects could
broadly conform to that rule currently pertaining to actionable transmission projects. The
appropriate framework is a matter for consultation.

In addition, we draw attention to the very large volume of data that would need to be acquired
and processed by the planner in order to identify needs in the distribution projects. Taking on
responsibility for the task of identifying these needs would imply a large upgrade in AEMO’s
computational capacities. There is a possibility, however, that AEMO would be able to outsource
some of this work to DNSPs on the bases that they already have both the data and the
computational capacity. Whether this is appropriate or in consumers’ interests is a question for
consultation. We note that the NSW DNSPs have recently produced a NSW Distribution System
Plan (DSP) Opportunities Report.® An assessment of this exercise should be used to evaluate the
potential for AEMO outsourcing components of the ISP production process to DNSPs.

Further, there is an issue that arises with regard to the incidence of costs when the benefits of
distribution network augmentation fall outside the area of operation of the DNSP undertaking the
project. Input should be sought regarding the appropriate cost allocation method of distribution
networks such that alignment between the incidences of costs and benefits occurs.

Appropriate level of granularity for outputs

We are aware that there are trade-offs between the complexity of the modelling task and the
granularity of the outputs — the more granular the outputs, the higher the computational
requirements. We have proposed that development opportunity targets are defined on a regional
basis. The appropriate level of granularity is a matter to be consulted on.

Streamlining of the ISP

We are aware of the increase in the computational and analytical task the proposal implies for
AEMO. We make two comments with regard to this.

First, the decision as to whether these increased costs are worth incurring must be made on the
basis of consumers’ interests. As consumers stand to gain many billions of dollars in returned
value from the change we are proposing, it is very likely in their interests to, in some way, provide
the funds to enabile it.

Second, the additional tasks for AEMO implied by our proposal may be able to replace existing
elements of the ISP.

° Ausgrid, Endeavour Energy, and Essential Energy, NSW Distribution System Plan, November 2025, www.nsw-
dsp.com.au.
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A key task of consultation should be seeking input on the contribution various elements of the ISP
contribute to the core task of the ISP, and on which elements may be streamlined or jettisoned
altogether.

5. The AEMC should adopt the proposed rule

5.1 AEMC Rule Making powers and proposed assessment criteria

At the core of the proposed rule is the issue of efficient investment in, operation of, and use
electricity services in the consumer interest. The most appropriate way to consider and ensure
efficiency is to have a whole of system plan, which co-optimises the investment in all relevant
parts of the electricity system.

The AEMC has the power to make the proposed rule. The issue concerned is one for which the
AEMC has the power to make rules. The rule proposed is with respect to an issue listed in
section 34(1) of the National Electricity Law.

The issue concerns,

* Any matter or thing contemplated by this Law, or is necessary or expedient for the purposes
of this Law (see section 34(1)(b))— namely

o The NEO including —
= Promotion of efficient investment in, and efficient operation and use of,
electricity services for the long-term interest of consumers.
= Consumer interests — in quality, safety, reliability and security of supply of
electricity; the reliability, safety and security of the national electricity system;
and the achievement of targets for reducing greenhouse gas emissions (See
NEO section 7 NEL)

o The exercise of AEMO'’s statutory functions including —

» to promote the development and improve the effectiveness of the operation
and administration of the wholesale exchange (see section 49(1)(b) NEL)

» to maintain and improve power system security (see section 49(1)(e) NEL)

* in respect of a function conferred under the NEL or NER — specifically the
functions conferred under Rule 5.22 — Integrated System Plan (see section
49(1)(i) NEL, and Rule 5.22 NER)

= Transmission planner (see section 49(2) NEL)

* Any matter or thing specified in Schedule 1 to the NEL (see section 34(1)(b)). This includes —
o The operation of generating systems, transmission systems, distribution systems or
other facilities. (Item 11)

o The augmentation of transmission systems and distribution systems. (Item 12)

o Access to electricity services provided by means of transmission systems and
distribution systems. (Item 13)
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o The assessment, or treatment, by the AER, of investment in transmission systems for
the purposes of making a transmission determination. (ltem 17)

o The assessment, or treatment, by the AER, of investment in distribution systems for
the purposes of making a distribution determination. (Iltem 26B)

o National Transmission Planning (Items 30G to 30 J)

The AEMC has the power to direct AEMO to perform additional functions, section 34(3) NEL.
Further, the AEMC may confer an obligation on the ECMC, and a Minister of a Participating
Jurisdiction with the consent of the ECMC, see section 35 NEL.™

5.2 Achievement of the National Energy Objective

The key determination is whether the rule changes proposed contribute to the achievement of the
NEO.

The rule change proposal is aligned to the NEO.
Section 88 NEL states.
88—Application of national electricity objective

(1) The AEMC may only make a Rule if it is satisfied that the Rule will or is likely to contribute
to the achievement of the national electricity objective.

(2) For the purposes of subsection (1), the AEMC may give such weight to any aspect of the

national electricity objective as it considers appropriate in all the circumstances, having regard
to any relevant MCE statement of policy principles.

[...]
The National Electricity Objective is set out in section 7 NEL.
7—National electricity objective
The objective of this Law 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

See also s 51A - s51 NEL, requests made to AEMO by ministers for information; and s 57A NEL, functions and
powers of ministers.
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(c) the achievement of targets set by a participating jurisdiction—

(i) for reducing Australia's greenhouse gas emissions; or

(i) that are likely to contribute to reducing Australia's greenhouse gas emissions.
Note—

The AEMC must publish targets in a targets statement: see section 32A.

Read together section 88(1) and section 7 NEL, require the AEMC in discharging its obligation
under section 88(1) must be satisfied the rule will contribute to achieving the NEO’s overarching
objective of, “efficient investment in, and efficient operation and use of, electricity services for the
long-term interests of consumers of electricity”.

Our proposed rule change meets this requirement, as it is about ensuring more efficient and
effective whole of system planning on a 20-year planning horizon.

The most appropriate way to ensure efficient investment, use and operation of electricity services
in the consumer interest, is to undertake system planning which considers all relevant elements
and which co-optimises the investment in these elements of the system. As set out below in the
section on benefits and costs — the rule change will result in more effective ISP planning and
provides key benefits in respect efficiency and promoting the consumer interest in price. The ISP
will continue to plan for a safe, reliable, secure system, and the achievement of emissions
targets.

5.3 Expected benefits and costs of the proposed change, and
impacts

We consider the rule change will have a range of benefits and costs, including:

5.3.1 Economic efficiency

The proposed change would improve allocative efficiency by enabling the planner to select the
mixture of resource augmentation which maximises long term consumer interest, rather than
being limited to identifying only the transmission development path.

The proposed change would also increase the efficiency of resource allocation by jurisdictional
governments by providing them with robust-co-optimised foundations for their investments and
subsidies to the market in all aspects of the energy system. Currently jurisdictional decision-
makers — making judgements on matters such as how much to support new generation and
storage capacity, demand participation take-up and electrification — face two limitations.

e They lack the computational resources and expertise of the national planner.

e They have no capacity to co-optimise their investments with changes across the NEM and
are forced to produce policies by which to achieve emissions targets in relative isolation from
one another.
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The proposed change would enable AEMO to produce robust and well-founded advice on the
efficient levels of development of each energy resource, while leaving determinations on how to
achieve or respond to those recommendations to the jurisdictional policymakers.

Price

Scope for more efficient options in the optimal development path enable lower whole of system
costs and reduced prices of energy for consumers.

Safety, reliability and security of supply

The proposed change would not impact the level of safety, reliability or security of the energy
system. It would impact the mix of resources in the energy system and the cost of those
resources delivering those outcomes, but the existing requirements in terms of safety, reliability
and security, and the parties responsible for ensuring they are fulfilled, would be unchanged.

Emissions

The proposed change would contribute to reduced emissions via several mechanisms.

Currently the ISP relies on network options to enact the transition of an energy system which is
much broader than transmission. A more efficient plan, based on co-optimisation of all resources
would very likely involve greater deployment of other resources — for example CER, storage,
energy efficiency, and energy flexibility — relative to their current trajectories. In all four cases, this
would result in a larger proportion of demand being served by zero emission generation relative
to the current trajectory.

Costs implications and other impacts

The co-optimisation of generation, storage, transmission, distribution, and demand side
developments, will require greater AEMO resources to complete. This incremental increase must
be offset against the substantial benefit likely to result from the ISP recommending less spending
on transmission. Similarly, while some parts of the electrical energy industry may lose revenue,
there will be a net benefit as the overall costs of the system, and the transition will be lower.

The potential impacts on those likely to be affected are set out below.

For consumers:

e Consumers will receive lower energy prices during and after the transition due to an increase
in the efficiency of investments and avoiding the costs of inefficient network investments that
result from a planning operation that does not co-optimise the development of resources.

e They receive lower cost reliability outcomes due to an increase in the efficiency of the
balance of resources in the energy system.
For AEMO in its role as planner:

e AEMO gains an ability to provide guidance with respect to a greater set of resources across
the energy system. This increases their capacity to meet the core challenge of the transition,
which is to ensure there is adequate and appropriate resources in place to replace the
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decreasingly reliable and retiring coal generators.

e The proposed changes will impose additional cost on AEMO in its production of the ISP,
primarily due to an increase in the size of the computational task and due to an increase in
the data that needs to be acquired and processed. We propose this is minimised by a
streamlining of the ISP production process.

For AEMO in its role as operator:

e As aresult of a more optimised balance of resources in the energy system, particularly with
respect to firming, it can be anticipated that the rate of the operator using inefficient directions
will be lower than it would have been if the proposal was not adopted.

For jurisdictional governments:

e Jurisdictional governments face reduced costs from schemes underwriting investment in
energy resources due to the improved investment signals that the ISP produces under the
proposal.

e Jurisdictional ministers face a new task of biennial reporting on the degree to which they
effect or respond to recommendations produced by AEMO in the ISP defined in terms of
volume of energy resource in a given region and time of delivery.

e We stress that our rule change does not seek to undermine the primacy of jurisdictions in
determining their own emissions-reduction targets or energy-related policies. It does seek to
enable the central energy planner to provide consistent, updated and robust advice for
jurisdictional policies based on analysis that co-optimises all elements of the energy system.
We are aware that jurisdictional governments make policies on the basis of appropriate
considerations beyond the purview of the national electricity planner, and our proposal does
not seek to limit them from doing this.

For the ESEM administrator:

e The proposal enables AEMO to provide input and advice, based on a co-optimised ISP, to the
ESEM administrator on the efficient levels of bulk, firming, shaping and out-of-market
strategic reserve services at given points in time.

For Industry:
TNSPs

e The proposed changes would likely result in less transmission projects being identified as
actionable relative to the baseline case of the change not being adopted. This would result in
less revenue for TNSPs that might otherwise be the case.

DNSPs

e The proposed changes would likely result in some more distribution projects being identified
as actionable relative to the baseline case of the change not being adopted. This would result
in a gain in revenue to the DNSPs.
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Commercial developers of generation, storage and demand side developments:

o The proposed changes would likely result in more generation, storage and demand side
developments being recommended, in place of transmission projects relative to the baseline
case of the change not being adopted. This would result in a gain in revenue for commercial
developers of generation, storage and demand side developments.

6. Conclusion

The JEC requests that the AEMC consider adoption of the rule change proposals to:

e Change the purpose of the ISP to focus on designing a national electricity system to meet the
needs and promote the interests of consumers.

e Expand the scope of the cost benefit analysis undertaken when identifying the optimal
development path in the ISP, and require co-optimisation of generation, storage, distribution,
transmission and demand side and flexibility developments.

e Expand the output of the ISP to include recommendations on generation, storage,
distribution, transmission and demand side developments based on the optimal development
path as identified by the cost benefit analysis.

e Continue to direct recommendation on actionable ISP projects to TNSPs.

¢ Make recommendations on ISP Development Opportunities -
o on distribution to DNSPs, and
o on generation, storage, and demand side developments (including CER, DER,
electrification, demand side participation, and demand reduction achieved using
energy efficiency measures) to participating jurisdictions.

¢ Require Ministers of participating jurisdictions to report on progress with respect to
recommendations on ISP Development Opportunities — or their response to them — and the
ECMC to discuss these progress reports.

The rule change will address the nature of the issue identified as it provides for:

1. The ISP to co-optimise the development of all aspects of the energy system, resulting in more
efficient resource allocation.

2. Provides an actionability mechanism for ISP outputs beyond transmission project
recommendations.

The proposal promotes the interests of consumers and will result in benefits to consumers and
others which outweigh any potential costs.
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Douglas McCloskey
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Annex 1 — Draft text of rule change proposal

Key Definitions — including proposed additions and amendments

National Energy Rules definitions -

Actionable ISP project
A project:

(a)that relates to a transmission asset or non-network option the purpose of which is to address an identified
need specified in an Integrated System Plan and which forms part of an optimal development path; and

(b)for which a project assessment draft report is required to be published in the Integrated System Plan that
identifies that project.

Actionable distribution project means a project

(a)that relates to a distribution asset or non-network option the purpose of which is to address an identified
need specified in an Integrated System Plan and which forms part of an optimal development path; and

(b)for which a project assessment draft report is required to be published in the Integrated System Plan that
identifies that project.

bulk energy services means the capability to generate zero emissions electricity from one or more
specified generating unit or voluntarily scheduled resource.

consumer energy resources means energy resources behind a consumer connection point.

demand side developments means a development which relates to distributed energy resources (including
consumer energy resources), demand flexibility, electrification or demand reduction achieved using energy
efficiency measures.

development path means a set of prejeets actionable ISP projects, future ISP projects and ISP
development opportunities in an Integrated System Plan that together address powversystemneeds-the

needs of-consumers of electricity.
electricity services has the meaning as provided in the NEL.

firming services means the capacity from one or more specified scheduled generating unit, bidirectional
unit, voluntarily scheduled resource or wholesale demand response unit that is capable of being dispatched
continuously for the time it takes to reach the cumulative price threshold if prices are at the market price

cap.

identified need — The objective a Network Service Provider or a group of Network Service Providers seeks
to achieve by investing in the network in accordance with the Rules or an Integrated System Plan.

Integrated System Plan A plan developed and published by AEMO under rule 5.22 as amended by an ISP
update from time to time.
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ISP development opportunity means a development identified in an Integrated System Plan that does not
relate to a transmission asset or non-network option and may include distribution assets, generation, storage
projects or demand side developments that are consistent with the efficient development of the-pewer
system the national electricity system for the needs of consumers of electricity.

needs of consumers of electricity has the meaning provided in Rule 5.22.3(a0)
NEM (National Electricity market) has the meaning given in the NEL.

optimal development path A development path identified by AEMO as the optimal development path in
the most recent Integrated System Plan in accordance with rule 5.22.

power system The electricity power system of the national grid including associated generation and
transmission and distribution networks for the supply of electricity but excluding regulated SAPS, operated
as an integrated arrangement.

shaping services means the capability to consume or generate from one or more specified bidirectional
unit or voluntarily scheduled resource, or to consume and cease to consume from one or more specified
voluntarily scheduled resource.

strategic reserve services means long-term out-of-market reserves covering high-impact, low-likelihood
events with the capability to consume or generate at the direction of an operator.

National Energy Law Definitions

Section 2 of the NEL provides the following definitions -

national electricity market means—
(a) the wholesale exchange operated and administered by AEMO under this Law and the Rules; and

(b) the national electricity system;

national electricity system means—

(a) the generating systems and other facilities owned, controlled or operated in the participating
jurisdictions connected to the interconnected national electricity system; and

(b) the interconnected national electricity system; and

(c) regulated stand-alone power systems;

interconnected national electricity system means the interconnected transmission and distribution system
in this jurisdiction and in the other participating jurisdictions used to convey and control the conveyance of
electricity to which are connected—

(a) generating systems and other facilities; and

(b) loads settled through the wholesale exchange operated and administered by AEMO under this
Law and the Rules;
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electricity services means services that are necessary or incidental to the supply of electricity to consumers
of electricity, including—

(a) the generation of electricity;
(b) electricity network services;

(c) the sale of electricity;

MCE means the group of Ministers (constituting or forming part of a Ministerial Council, Standing Council
of Ministers or similar body (however described)) responsible for energy matters at a national level
comprising 9 Ministers as follows:

(a) 1 Minister from the Commonwealth;
(b) 1 Minister from each State (totaling 6 Ministers);
(c¢) 1 Minister from each Territory (totaling 2 Ministers),

acting in accordance with its own procedures;

Minister of a participating jurisdiction means a Minister who is a Minister of a participating jurisdiction
within the meaning of section 6;

Section 6 provides,

6—Ministers of participating jurisdictions
(1) The Ministers of the participating jurisdictions are—

(a) the Minister of the Crown in right of South Australia administering Part 2 of the
National Electricity (South Australia) Act 1996 of South Australia; and

(b) the Ministers of the Crown in right of the other participating jurisdictions
administering the laws of those jurisdictions that apply this Law or any part of this
Law (whether by a law that corresponds to Part 2 of the National Electricity (South
Australia) Act 1996 of South Australia or by some other law).

Section 7, sets out the national energy objective

7 - National electricity objective

The objective of this Law 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) for reducing Australia's greenhouse gas emissions; or

(i1) that are likely to contribute to reducing Australia's greenhouse gas emissions.
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Integrated System Plan

5.22.1

5.22.2

5.22.3

Duty of AEMO to make Integrated System Plan

AEMO must publish an Integrated System Plan every two years by 30 June in
accordance with the Rules.

Purpose of the ISP

The purpose of the Integrated System Plan is to establish a whole of system plan for the
efficient development of the national electricity system pewer—system—that achieves
power-systeni-teeds the needs of consumers of electricity for a planning horizon of at
least 20 years to contribute to achieving the national electricity objective.

Power-system Needs of consumers of electricity

(a0) The needs of consumers of electricity are:

(a)

(b)

(1) the need for efficient investment in, operation and use of all resources that
form part of the national electricity system, including generation, storage,
transmission, distribution, and demand side developments; and

(2) the power system needs.

The power system needs are:

(1
2
3)
“4)

the reliability standard,
power system security;
system standards; and

standards or technical requirements in Schedule 5.1 or in an applicable
regulatory instrument.

In determining power system needs and in determining how the Integrated System
Plan would contribute to achieving the national electricity objective, in relation
to participating jurisdictions, AEMO:

(1

2

must consider the emissions reduction targets stated in the targets
statement; and

may consider a current environmental or energy policy of a participating
Jjurisdiction, including an emissions reduction target which is not set out in
the targets statement, where that policy has been sufficiently developed to
enable AEMO to identify the impacts of it on the power system and at least
one of the following is satisfied:

(i) a commitment has been made in an international agreement to
implement that policy;

(i) that policy has been enacted in legislation;
(ii1) there is a regulatory obligation in relation to that policy;

(iv) there is material funding allocated to that policy in a budget of the
relevant participating jurisdiction; or

Justice and Equity Centre « Co-optimisation of all energy resources in the ISP « 34



(v) the MCE has advised AEMO to incorporate the policy.

5.22.4 ISP timetable

(a)

(b)

(c)

(d)
(e)

AEMO must publish an ISP timetable within 3 months of the publication of the
most recent Integrated System Plan published by AEMO.

This ISP timetable must set out the timing for the establishment of the ISP
consumer panel and the dates of publication for the following matters:

(1) the Inputs, Assumptions and Scenarios Report;

(2) if AEMO is not using an existing ISP methodology, the ISP methodology;
(3) the draft Integrated System Plan; and

(4) the Integrated System Plan in accordance with clause 5.22.1.

The ISP timetable may include additional information that AEMO reasonably
considers will assist stakeholders, including when information is to be provided
or joint planning is to occur under clause 5.14.4.

AEMO must keep the ISP timetable updated.

AEMO may, from time to time, make and publish changes to the ISP timetable in
which case it must provide a brief explanation for the change.

5.22.5 Guidelines relevant to the ISP

Cost Benefit Analysis Guidelines

Definitions
(a0) In this clause 5.22.5:

(a)

(b)

(c)

current application has the meaning given to it by clause 5.22.5(g).

The AER must make, publish and may amend the Cost Benefit Analysis Guidelines
in accordance with the Rules consultation procedures.

The Cost Benefit Analysis Guidelines are to be used:
(1) by AEMO to prepare an Integrated System Plan; and

(2) by RIT-T proponents in applying the regulatory investment test for
transmission to actionable ISP projects; and

(3) by a RIT-T proponent in ascertaining whether a material change in
circumstances has occurred that would require it to take the steps required
pursuant to clauses 5.16A.4(n)(3), 5.16A.4(n)(4) and 5.16A.4(n)(5).

The AER may specify the relevant parts of the Cost Benefit Analysis Guidelines
that are binding on AEMO and RIT-T proponents.

Application of Cost Benefit Analysis Guidelines to AEMO for the ISP

(d)

The Cost Benefit Analysis Guidelines must in relation to the preparation of an
Integrated System Plan by AEMO:
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(1

(1a)

(1b)
2

3)

“4)

)

be consistent with the purposes of the Integrated System Plan referred to in
clause 5.22.2;

be consistent with content of the Integrated System Plan referred to in clause
5.22.6;

require AEMO to describe the needs of consumers of electricity;

require AEMO to test the robustness of alternative development paths to
future uncertainties through the use of scenarios and sensitivities;

be capable of being applied in a predictable, transparent and consistent
manner;

describe the objective that AEMO should seek to achieve when:
(1) developing the counterfactual development path; and

(i) selecting a set of development paths for assessment;

describe the framework used to select the optimal development path,
including the assessment of the costs and market benefits, as provided in
5.22.10(c) and 5.22.10(d), of various development paths across different
scenarios; and

Developing and publishing the Cost Benefit Analysis Guidelines

(e) In developing and publishing the Cost Benefit Analysis Guidelines, the AER must:

(1

2

3)

“4)

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

provide flexibility to AEMO in its approach to scenario development,
modelling and selection of the optimal development path;

require the optimal development path to have a positive net benefit in the
most likely scenario;

have regard to the need for alignment between the Integrated System Plan
and the regulatory investment test for transmission as it applies to
actionable ISP projects.

(f) The AER may make minor or administrative amendments to the Cost Benefit
Analysis Guidelines without complying with the Rules consultation procedures.

(g) Anamendment to the Cost Benefit Analysis Guidelines:

(1

2

relating to a matter specified in subparagraphs (b)(1) or (2) does not apply
to a current application of the regulatory investment test for transmission
for an actionable ISP project or a current process for the development of an
Integrated System Plan;

relating to the matter specified in subparagraph (b)(3) does not apply to:
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(i)

(i)

a stage of an actionable ISP project that is a staged actionable ISP
project after the RIT-T proponent has prepared a project assessment
draft report in respect of that stage; or

an actionable ISP project that is not a staged actionable ISP project
after the RIT-T proponent has prepared a project assessment draft
report in respect of that project.

(h) For the purposes of paragraph (g), a "current application" means any action or
process initiated under the Rules which relies on or is referenced to the Cost
Benefit Analysis Guidelines and is not completed at the date of the relevant
amendment to Cost Benefit Analysis Guidelines.

(h1) The AER must update the Cost Benefit Analysis Guidelines by 1 July 2027.

Forecasting Best Practice Guidelines

(i) The AER must include in the Forecasting Best Practice Guidelines made under
clause 4A.B.5 guidance for AEMO's forecasting practices and processes as they
relate to an Integrated System Plan and the process (including consultation
requirements) to be used for an ISP update.

() The AER may specify parts of the Forecasting Best Practice Guidelines relevant
to the Integrated System Plan that are binding on AEMO.

5.22.6 Content of Integrated System Plan

(a) An Integrated System Plan must:

(1) identify a range of development paths;

(2) for each development path, identify a set of actionable ISP projects, future
ISP projects and ISP development opportunities that collectively form the
development path;

(3) describe how each development path performs under any sensitivities
AEMO considers reasonable;

(4) identify the optimal development path which must be based on a
quantitative assessment of the costs and benefits of various options across a
range of scenarios;. This quantitative assessment must:

(1) co-optimise the provision of all resources that form part of the
national  electricity ~ system, including generation, storage,
transmission, distribution, and demand side developments in order to
meet the needs of consumers of electricity; and

(i1) be in accordance with Cost Benefit Analysis Guidelines;

(5) forthe optimal development path, identify the actionable ISP projects,
Sfuture ISP projects and ISP development opportunities;

(6) for each actionable ISP project specify:
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(i) the date by which the project assessment draft report must be
published and made available to relevant persons, which date must be:

(A) at least 6 months after, and within 24 months of, the date of
publication of the Integrated System Plan; and

(B) based on the anticipated commencement date of the actionable
ISP project;

(i) therelevant Transmission Network Services Providers who will be the
RIT-T proponent for the actionable ISP project;

(ii1) the ISP candidate option or ISP candidate options;

(iv) the non-network options that were considered by AEMO as part of the
Integrated System Plan process in relation to that actionable ISP
project (where relevant);

(v) the identified need related to that actionable ISP project and whether
it is reliability corrective action;

(vi) whether the actionable ISP project is a staged project and, if so, the
stages;

(vii) if applicable, any preparatory activities or early works that AEMO
considers would be beneficial for a Transmission Network Service
Provider to undertake for that project; and

(6a) include relevant information about ISP development opportunities. The
information provided in respect of these, which do not relate to a
transmission asset or non-network option and may include distribution
assets, generation, storage projects, and demand side developments should
identify:

(1) Inrespect of generation and storage —

(A)the level of services which required in each participating
jurisdiction. This includes information on the levels and
recommend delivery date of:

i. bulk energy services;
ii. shaping services;
iii. firming services; and
iv. strategic reserve services.
(i) In respect of distribution -

(A)for each actionable distribution project, specify the date by
which the project assessment draft report must be published, and
identify the Distribution Network Services Providers who will
be the RIT-D proponent.

(iii) In respect of demand side developments including —
(A)CER -
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1. the recommended volume of consumer energy resources
to be deployed within each participating jurisdictions;
and

ii. the date by which the CER should be deployed.
(B) demand side participation -

i. the recommended volume of demand side participation
to be activated within each participating jurisdictions;
and

ii. the date by which the demand side participation should
be activated.

(C) demand reduction achieved using energy efficiency measures -

i. the recommended level of demand reduction to be
achieved using energy efficiency measures, to be
activated within each participating jurisdictions; and

ii. the date by which the demand reduction, to be achieved
using energy efficiency measures, should be deployed.

(D)any additional recommended demand side development which
may be of assistance.

(iv) Any other information AEMO believes is relevant and will assist in
planning and implementing ISP Development Opportunities.

(7) include the results of a net present value analysis for each development path
for each scenario, together with an explanatory statement regarding the results;

(8) include:

(1) the gas development projections covering the period ef-development
efthe powersysten to which the Integrated System Plan relates;

(1)) a summary of the assumptions, inputs and scenarios used by AEMO
to develop the gas development projections;

(i) an explanation of any differences between the assumptions, inputs and
scenarios used to develop the gas development projections and
relevant information in gas industry information publications; and

(iv) other information and analysis relating to the gas development
projections that AEMO considers relevant; and

(9) include a demand side factors statement covering the period relevant to the
Integrated System Plan.

(b)  An Integrated System Plan may:

2)(1)identify potential REZs;
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5.22.6A

(c)

(d)

(e)

2A)2) for any REZs for which a REZ design report is being prepared under
clause 5.24.1(b)(1), include an update as to the current plan for the
development of the transmission network for the relevant REZ stages; and

(3) include sensitivities showing the impacts of energy or environmental
policies of a participating jurisdiction where AEMO has been requested to
do so by that participating jurisdiction. These sensitivities are in addition to
those sensitivities considered in clause 5.22.6(a)(3) and do not form part of
any development path.

Preparatory activities

An Integrated System Plan may specify the preparatory activities that must be
carried out for future ISP projects and the timeframes for carrying out preparatory
activities.

Subject to paragraph (e), a Transmission Network Service Provider must:

(1) in the case of an actionable ISP project for which preparatory activities
have not yet commenced, carry out the preparatory activities which the
Transmission Network Service Provider considers are reasonably necessary
as soon as practicable; and

(2) inthe case of a future ISP project, if the Integrated System Plan provides
that preparatory activities must be undertaken for that project, carry out
those preparatory activities in accordance with the timeframes specified in
the Integrated System Plan for that project.

If preparatory activities are required to be undertaken pursuant to clause
5.24.1(b)(2), ajurisdictional planning body must ensure that preparatory
activities carried out in accordance with the timeframes described in subparagraph
(d)(1) or (d)(2) (as applicable).

Demand side factors statement

Purpose and content

(a)

(b)

The purpose of the demand side factors statement is to provide information about:

(1) opportunities for the development of distribution networks, identified using
information made available to AEMO, that are consistent with the efficient
development of the power system; and

(2) the potential for demand side factors to affect the efficient development of
the power system.

In relation to the development of distribution networks, the demand side factors
statement must:

(1) identify opportunities for the development of distribution networks that:

(i) AEMO has identified based on the information provided to AEMO by
Distribution Network Service Providers under paragraph (e) or
available to AEMO from other sources; and
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(i) AEMO considers are consistent with the efficient development of the
power system,

(2) identify which of those opportunities AEMO assumed, for the Integrated
System Plan, will be developed;

(3) describe how AEMO considers the opportunities referred to in subparagraph
(2) would contribute to the efficient development of the power system; and

(4) include a summary of the assumptions, inputs and scenarios used by AEMO
in identifying the opportunities referred to in subparagraph (2).

(c) Inrelation to demand side factors, to the extent reasonably possible having regard
to the information provided to AEMO by Distribution Network Service Providers
under paragraph (e) or available to AEMO from other sources, the demand side
factors statement must:

(1) identify current, and potential future, demand side factors that can
reasonably be expected to affect the efficient development of the power
system;

(2) include:

(i)  aprojection of the impact of each demand side factor or combination
of demand side factors on the efficient development of the power
system during the period of development of the power system to which
the Integrated System Plan relates; and

(i) a summary of the assumptions, inputs and scenarios used by 4EMO
to develop the projection;

(3) include sensitivity analysis that considers the effect on the
efficient development of the power system if the impact of the demand side
factor (or combination) is less than, and greater than, projected; and

(4) identify information available in the ISP database relating to demand side
factors.

(d) A demand side factors statement may include other information and analysis that
AEMO considers relevant having regard to the purpose of the demand side factors
statement.

Information to be provided by Distribution Network Service Providers

(e) A Distribution Network Service Provider must, in accordance with the Demand
Side Factors Information Guidelines, prepare and provide to AEMO, information
for the demand side factors statement.

(f) Despite paragraph (e), a Distribution Network Service Provider:

(1) is only required to provide information in the possession or control of the
Distribution Network Service Provider or that is based on information in its
possession or control; and

(2) is not required to disclose information:

(1)  that the Distribution Network Service Provider is required by law not
to disclose;
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(i) in relation to which the Distribution Network Service Provider owes
an obligation of confidentiality to another person; or

(ii1) that is subject to legal professional privilege.

Demand Side Factors Information Guidelines

(g) AEMO must develop, publish and maintain Demand Side Factors Information
Guidelines for the collection of information from Distribution Network Service
Providers that AEMO considers is reasonably necessary for the preparation of a
demand side factors statement.

(h) The Demand Side Factors Information Guidelines must set out:

(M

)

3)
“

)

the categories of information that a Distribution Network Service Provider
must provide to AEMO, which may differ according to the circumstances of
the Distribution Network Service Provider;

an explanation of how the information will be used to inform the demand
side factors statement;

the form in which information must be provided to AEMO;

the process and timetable for the provision of information to AEMO,
including when 4EMO may issue requests for information and the time by
which a Distribution Network Service Provider must provide its response;
and

the process for AEMO to handle claims of confidentiality in relation to
information in a response.

(1)  In developing the Demand Side Factors Information Guidelines, A EMO must:

&)

)

3)

“

consider whether the relevant information is already available to AEMO
from other sources;

consult with the AER and Distribution Network Service Providers to
determine the costs and benefits of Distribution Network Service Providers
preparing and providing information in accordance with the Demand Side
Factors Information Guidelines;

have regard to the reasonable costs of efficient compliance by Distribution
Network Service Providers with the Demand Side Factors Information
Guidelines compared to the likely benefits from the use of information for
the purposes of informing an Integrated System Plan; and

have regard to the need to allow for the different circumstances of
Distribution Network Service Providers with respect to the matters in the
demand side factors statement.

(j) AEMO must comply with the Rules consultation procedures when developing or
amending the Demand Side Factors Information Guidelines.

(k) AEMO must publish the information provided to AEMO by Distribution Network
Service Providers under the Demand Side Factors Information Guidelines in the
ISP database.
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5.22.7

5.22.8

ISP consumer panel

(a)

(b)

(c)

(d)

(e)

(H
(2

In respect of the preparation of an Integrated System Plan, AEMO has the function
of establishing and supporting a panel ("ISP consumer panel") to provide written
reports to AEMO on:

(1) the Inputs, Assumptions and Scenarios Report that will be used to prepare a
draft Integrated System Plan; and

(2) the draft Integrated System Plan,
(each a "consumer panel report").

The ISP consumer panel must consist of at least 3 members appointed by AEMO,
who have qualifications or experience in a field AEMO considers relevant to the
assessment of the Integrated System Plan and who have experience representing
consumer interests.

Prior to appointing members to the ISP consumer panel, AEMO must publish an
expression of interest for persons to apply to become a member. The expression
of interest must include:

(1) the terms of reference for the ISP consumer panel; and

(2) information about the requisite qualifications and experience required to
become a member.

The ISP consumer panel:

(1) must, in accordance with the terms of reference, give a consumer panel
report to AEMO within two months of AEMO publishing the Inputs,
Assumptions and Scenarios Report and draft Integrated System Plan
respectively;

(2) must, in preparing the consumer panel report, have regard to the national
electricity objective; and

(3) may carry out its activities, including the giving of a consumer panel report,
in the way it considers appropriate but must seek to give the report by
consensus.

A consumer panel must:

(1) include the ISP consumer panel's assessment of the evidence and reasons
supporting the Inputs, Assumptions and Scenarios Report or draft Integrated
System Plan respectively; and

(2) state whether the report is given by consensus.
AEMO must publish a consumer panel report on its website.

AEMO must have regard to a consumer panel report but is not obliged to give
effect to any recommendations in a consumer panel report.

Preliminary consultations

(a)

AEMO must, in accordance with the ISP timetable and the Forecasting Best
Practice Guidelines, develop, consult and publish a report on the inputs,
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assumptions and scenarios to be used for the Integrated System Plan (the Inputs,
Assumptions and Scenarios Report).

(b) Indeveloping the Inputs, Assumptions and Scenarios Report and ISP
methodology, AEMO must:

(1) make an invitation to make submissions as set out in a published notice
within a specified timeframe of not less than 30 days from the date of the
invitation;

(2) must take into consideration the submissions received within the specified
timeframe; and

(3) publish an issues summary on material issues and AEMO's response to each
issue.

(c) The Inputs, Assumptions and Scenarios Report may:

(1) be included in a document that also provides for the assumptions and inputs
to be used in preparing other AEMO publications, including a reliability
forecast,

(2) Dbe consulted on as part of the same consultation process with relevant
stakeholders in preparing other AEMO publications, including a reliability
forecast; and

(3) be updated for an Integrated System Plan process separately to the
consultation process used in preparing a reliability forecast, in accordance
with paragraph (b).

(d) AEMO must, in accordance with the Forecasting Best Practice Guidelines,
develop, consult and publish a cost benefits analysis and modelling methodology
to be used for Integrated System Plan ("ISP methodology") which is consistent
with the Cost Benefit Analysis Guidelines.

5.22.9 AER transparency review on Inputs, Assumptions and Scenarios Report

(@) The AER, must within one month of the publication of the Inputs, Assumptions
and Scenarios Report that will be used to prepare the draft Integrated System Plan,
publish a report ("IASR review report") of its review as to the transparency of
the Inputs, Assumptions and Scenarios Report, including whether:

(1) AEMO has adequately explained how it has derived key inputs and
assumptions and how key inputs and assumptions have changed since the
previous Integrated System Plan; and

(2) key inputs and assumptions have been based on verifiable sources, or that
AEMO has provided stakeholders with adequate opportunity to propose
alternative inputs and assumptions where verifiable sources are not readily
available.

(b) The AER is not required to consult on an I4SR review report.

(c) [Ifthe IASR review report identifies issues with the Inputs, Assumptions and
Scenarios Report, AEMO must:
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&)

)

as soon as practicable, provide further explanatory information in an
addendum to the Inputs, Assumptions and Scenarios Report; and

consult on the issues in the draft Integrated System Plan.

5.22.10 Preparation of ISP

ISP requirements

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

&)

)

3)

“
)

comply with any requirements set out in the Cost Benefit Analysis
Guidelines under clause 5.22.5(c);

comply with any requirements set out in the Forecasting Best Practice
Guidelines under clause 5.22.5(j);

adopt the inputs and assumptions, material issues and scenarios identified
in the Inputs, Assumptions and Scenarios Report, or provide reasons where
AEMO has used updated information;

seek to deliver pewersystenineeds the needs of consumers of electricity;
consider the following matters:

(1) the efficient integration of ISP development opportunities;

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

(ii1) 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;

(ViAA) the content of the Jurisdictional ISP Development Opportunity
Deployment Report provided by the Minister of each participating
jurisdiction;

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

(vil) 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,
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(ix) good electricity industry practice; and

(x)  such other matters as AEMO considers relevant.

Relevant documents

(b) In preparing an Integrated System Plan, AEMO must have regard to the following
documents:

(1) the ISP methodology;

(2) the Cost Benefit Analysis Guidelines;

(3) the Forecasting Best Practice Guidelines,

(4) the most recent Transmission Annual Planning Reports;

(4A) the Jurisdictional ISP Development Opportunity Deployment Report,
(5) the most recent statement of opportunities;

(6) the most recent gas industry information publications;

(7) the most recent NSCAS Report, System Security Report and Inertia Report;
(7A) the most recent general power system risk review;

(8) ISP consumer panel reports;

(8A) any REZ design reports published under clause 5.24.1(b)(1); and

(9) any other documents that AEMO considers relevant.

Market benefits
(c) Inpreparing an Integrated System Plan, AEMO must:

(1) consider the following classes of market benefits listed below that could be
delivered by the development path, through the actionable ISP projects,
future ISP projects and ISP development opportunities that together address
the needs of consumers of electricity:

(1)

generation—dispatehi—changes in the average cost of per unit of
electrical energy consumed;
(i) changes in voluntary /oad curtailment;

(iia) changes in voluntary /oad shifting;

(ii1)) changes in involuntary load shedding, with the market benefit to be
considered using a reasonable forecast of the value of electricity to
consumers;

(iiia) changes in involuntary generation curtailment;

(iv) changes in costs incurred due to differences in timing of investments.

Justice and Equity Centre « Co-optimisation of all energy resources in the ISP « 46



(v) differences in the timing of expenditure;

(vi) changes in network losses;

(vii) changes in ancillary services costs;

(viii) changes in Australia's greenhouse gas emissions;
(ix) competition benefits;

(x) any additional option value (where this value has not already been
included in the other classes of market benefits) gained or foregone
from implementing that development path with respect to the likely
future investment needs of the market; and

(xi) other classes of market benefits that are:

(A) determined to be relevant by AEMO and agreed to by the AER
in writing before the publication of the draft Integrated System
Plan; or

(B) specified as a class of market benefit in the Cost Benefit
Analysis Guidelines;

(2) include a quantification of all classes of market benefits which are
determined to be material to the optimal development path in AEMO's
reasonable opinion; and

(3) consider all classes of market benefits as material unless it can provide
reasons why:

(1)  aparticular class of market benefit is likely not to materially affect the
outcome of the assessment of the development path; or

(i1) the estimated cost of undertaking the analysis to quantify the market
benefit is likely to be disproportionate given the level of uncertainty
regarding future outcomes.

Costs

(d) Inpreparing an Integrated System Plan, AEMO must quantify the following
classes of costs:

(1) costs incurred in constructing or providing the prejeets actionable ISP
projects, future ISP projects and ISP development opportunities in the
development path;
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(2) operating and maintenance costs in respect of the prejeets actionable ISP
projects, future ISP projects and ISP development opportunities in the
development path;

(3) the cost of complying with laws, regulations and applicable administrative
requirements in relation to the construction and operation of the proejeets
actionable ISP projects, future ISP projects and ISP development
opportunities in the development path; and

(4) any other class of costs that are:

(i)  determined to be relevant by AEMO and agreed to by the AER in
writing before the publication of the draft Integrated System Plan; or

(i) specified as a class of cost in the Cost Benefit Analysis Guidelines.

5.22.11 Draft Integrated System Plan

(a)

(b)

(c)

(d)

(e)

AEMO must publish the draft Integrated System Plan in accordance with the ISP
timetable and include:

(1) all relevant matters referred to in clause 5.22.6;

(2) if applicable, an explanation of how AEMO has had regard to the consumer
panel report on the Inputs, Assumptions and Scenarios Report;

(3) aninvitation for written submissions on the draft Integrated System Plan,
which must:

(1)  specify the deadline for when written submissions must be submitted
which date must not be earlier than 30 business days after the
publication of the draft Integrated System Plan; and

(i1)  list the matters in respect of which submissions are invited; and

(4) an invitation to participate in public forums on the draft Integrated System
Plan.

AEMO must hold a public forum on the draft Integrated System Plan prior to the
deadline for written submissions.

Any person may make a written submission to AEMO on the matters, documents
and information referred to in paragraph (a) and which forms part of the draft
Integrated System Plan, by the date specified in the ISP timetable.

Nothing in this clause 5.22.11 is to be construed as precluding AEMO from
publishing any issues, consultation and discussion papers, or holding any
conferences and information sessions that AEMO considers appropriate.

AEMO must publish submissions on its website subject to its confidentiality
obligations under section 54 of the NEL.

5.22.12 Non-network options

(a)

Where a draft Integrated System Plan identifies an actionable ISP project, AEMO
must publish a notice at the same time as it publishes the draft Integrated System
Plan, that:
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(b)

(c)

(d)

(e)

(1) requests submissions for non-network options;

(2) provides sufficient detail on the technical characteristics that the non-
network options must meet; and

(3) describes the relevant technical characteristics of the identified need that the
actionable ISP project (including any non-network option) is addressing,
such as:

(1)  the size of the load reduction or additional supply;
(i) location; and
(iii) operating profile.

Proponents of non-network options requested under paragraph (a) must submit
their non-network option proposal to AEMO within 12 weeks of the publication
of the draft Integrated System Plan.

AEMO and the relevant Transmission Network Service Provider will conduct a
preliminary review of the non-network option proposal submitted by a proponent
under paragraph (b), as part of the joint planning process under clause 5.14.4.

AEMO must provide its assessment in the Integrated System Plan on whether the
non-network option proposals submitted under paragraph (b) meet, or are
reasonably likely to meet, the relevant identified need, as outlined in the draft
Integrated System Plan.

If the assessment of non-network options proposals in the Integrated System Plan
concludes:

(1) that the non-network option proposal is reasonably likely to meet the
relevant identified need, the relevant Transmission Network Service
Provider must assess that non-network option proposal in their project
assessment draft report; or

(2) that the non-network option proposal will not meet the relevant identified
need, the relevant Transmission Network Service Provider does not have to
assess that non-network option proposal in their project assessment draft
report.

5.22.13 AER transparency review of draft Integrated System Plan

(a)

(b)
(c)

The AER, must within one month of the publication of the draft Integrated System
Plan, publish a report ("ISP review report") of its review as to whether AEMO
has adequately explained how it has derived key inputs and assumptions and how
key inputs and assumptions have contributed to the outcomes in the draft
Integrated System Plan.

The AER is not required to consult on an ISP review report.

If the ISP review report identifies issues with the draft Integrated System Plan,
AEMO must:

(1) assoon as practicable, provide further explanatory material in an addendum
to the draft Integrated System Plan; and
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)

consult on the issues.

5.22.14 Final Integrated System Plan

(a) AEMO must publish the Integrated System Plan in accordance with the Rules and
the ISP timetable.

The Integrated System Plan must be consistent with the clauses 5.22.2.

(al)
(b)

(c)

The Integrated System Plan must include:

)]

)

3)
“

all relevant matters for an Integrated System Plan referred to in clauses
5.22.6 and 5.22.12;

an explanation of how AEMO has had regard to the consumer panel report
on the draft Integrated System Plan;

the reasons for decisions made in relation to the Integrated System Plan; and

AEMO's responses to each of the stakeholders' submissions made in
response to the addendum to the draft Integrated System Plan to AEMO
under clause 5.22.13(c).

AEMO must publish on its website:

&)

)

3)
“

if the Integrated System Plan identifies an actionable ISP project not
included in the draft Integrated System Plan, a notice requesting
submissions for non-network options, which notice must include the
information specified in clause 5.22.12(a) and the period in which
proponents of non-network options must submit their non-network options
to AEMO;

summaries of each issue, that AEMO reasonably considers to be material,
contained in valid written submissions received under clauses 5.22.9(c)(2),
5.22.11, and 5.22.13(c)(2);

AEMO's response to each such issue; and

subject to its confidentiality obligations under section 54 of the NEL, copies
of those written submissions.

5.22.15 ISP updates
(a) AEMO must issue an ISP update if:

(b)

&)

)

3)

a RIT-T proponent's preferred option for an actionable ISP project fails to
satisfy the trigger event set out in clause 5.16A.5(b);

there is no credible option for an actionable ISP project that satisfies the
regulatory investment test for transmission under rule 5.16A; or

in the course of assessing a preferred option in respect of an actionable ISP
project for the purposes of clauses 5.16A.5(b), AEMO considers that there
is a material change to the need for, or characteristics of another actionable
ISP project.

If, after the publication of the most recent Integrated System Plan:
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(1) new information becomes available to AEMO relating to the matters set out
in clause 5.22.6 and, in AEMO's reasonable opinion, that new information,
may materially change the outcome of the regulatory investment test for
transmission for an actionable ISP project that has either commenced or is
due to commence prior the publication of the next Integrated System Plan;
or

(2) a RIT-T proponent requests AEMO to assess an actionable ISP project or
stage of an actionable ISP project under clause 5.16A.5(b),

then AEMO must as soon as practicable, assess the impact of the new information
on the optimal development path under that Integrated System Plan.

(c) IfAEMO is required to publish an ISP update under paragraph (a), or AEMO's
assessment under paragraph (b) determines that there is a material change to the
need for, or the characteristics of a current actionable ISP project, AEMO must
consult on the new information and the impact on the optimal development path
under the Integrated System Plan, in accordance with the consultation
requirements set out in the Forecasting Best Practice Guidelines for an ISP
update.

(d)  An ISP update must include:

(1) adescription of the new information requiring the update in a descriptive
form that is consistent with the Integrated System Plan; and

(2) the impact of that new information on the optimal development path under
the Integrated System Plan.

(e) If AEMO has consulted under paragraph (c), AEMO must publish on its website:

(1) summaries of each issue, that AEMO reasonably considers to be material,
contained in valid written submissions received under paragraph (d);

(2) AEMO's response to each such issues; and
(3) subject to its confidentiality obligations under section 54 of the NEL, copies
of those written submissions.
5.22.16 ISP database

(a) AEMO must establish, maintain and make available to the public, a database ("ISP
database") of information that includes:

(1) inputs used by it in preparing the most recent Integrated System Plan or ISP
update;

(2) the most recent Inputs, Assumptions and Scenarios Report;

(3) supporting information in relation to each of the draft and final Integrated
System Plan (at the same time as they are published) which will assist in the
understanding of the draft and final Integrated System Plan having regard
to:

(1)  the Forecasting Best Practice Guidelines;

(1) AEMO's confidentiality obligations under section 54 of the NEL; and
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5.22.16A

5.22.17

5.22.18

(b)

(c)

(ii1) the best form of the information for this purpose; and
(4) NSCAS Reports, System Strength Reports and Inertia Reports.

Subject to paragraph (c) and its confidentiality obligations under section 54 of the
NEL, AEMO must publish the following on AEMO's website:

(1) any forecasts prepared under clause 5.22.18(b)(1); and

(2) sufficient information used to develop the forecasts referred to in
subparagraph (1) to enable an understanding of how such forecasts were
developed.

The information referred to in subparagraph (b)(2) must be published at the same
time as, or as soon as reasonably practical after, the forecasts referred to in (b)(1).

MCE and minister of participating jurisdiction

(a)

(b)

(c)

(c)

(d)

The Minister of each participating jurisdiction must provide assistance AEMO
reasonably requests in connection with the preparation of the ISP.

The Minister of each participating jurisdiction must consider the
recommendations made by AEMO pursuant to clauses 5.22.6(a)(6a)(1),
5.22.6(6a)(iii) and 5.22.6(a)(6a)(iv).

The Minister of each participating jurisdiction must provide a biennial
Jurisdictional ISP Development Opportunity Deployment Report to AEMO
reporting on progress in respect of, or response to, AEMO recommendations
pursuant to clauses 5.22.6(a)(6a)(i), 5.22.6(6a)(iii) and 5.22.6(a)(6a)(iv).

AEMO must publish a Jurisdictional ISP Development Opportunity Deployment
Report on its website within 1 month of receiving the report.

The MCE must meet and discuss all Jurisdictional ISP Development Opportunity
Deployment Reports submitted by the participating jurisdictions.

Jurisdictional planning bodies and jurisdictional planning
representatives

(a)

(b)

A jurisdictional planning body must provide assistance AEMO reasonably
requests in connection with the performance of its NTP functions.

Ifthere is no jurisdictional planning body or no jurisdictional planning
representative for a participating jurisdiction, AEMO may assume the functions
of such a body or representative under the Rules.

NTP Functions

(a)
(b)

Paragraph (b) has effect for the purposes of section 49(2)(e) of the NEL.
The NTP functions also include the following:

(1) developing any forecasts of electricity demand at a regional or connection
point level; and

(2) AEMO's functions relating to an Integrated System Plan under clause
5.14.4 and rules 5.16A, 5.22 and 5.23.
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(c) AEMO's preparation and publication of Integrated System Plans is undertaken
pursuant to, and in satisfaction of, AEMO's NTP functions under sections 49(2)(a)
to (d) of the NEL.
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