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Attachment 1 to EnergyAustralia’s submission on the AEMC’s 1st Interim Report for the Review of Energy Market 
Frameworks in light of Climate Change Policies, December 2008 
Issue raised/comments by AEMC EnergyAustralia’s responses 
General  
The AEMC stated “the arrangement governing how 
wholesale electricity and gas are traded appear 
capable, without fundamental change, of promoting 
efficient, reliable and secure energy supplies in the 
context of the CPRS” . 
In the following paragraph, the AEMC then stated 
that “As long as regulation does not stifle the ability of 
this process to work, e.g. by setting the maximum 
market price too low, then the frameworks appear 
robust”1 

The conclusion in the first sentence quoted seems to be inconsistent with the conclusion in the second sentence 
that there is a tight generation capacity margin in some NEM regions, and the conclusion that the existing 
framework may need to be modified further to manage the possibility of a large reserve shortfall.  
Given the increased uncertainty arising from the impacts of CPRS, and the demonstrated issues with respect to 
capacity in the Southern states, there do not appear to be robust grounds for this conclusion.  

Transmission investment for new connections2 The discussion of network investment for new connection entirely ignores connection to distribution system. 
Given that most renewable generation is provided by small units, there is expected to be substantial connection 
of renewable generation to the distribution system. These connections to the distribution system often face the 
same connection issues as for transmission however they must be negotiated under a different framework. 

Renewable Energy Target (RET) EnergyAustralia understands that the 20% RET does not yet have legal status. The report appears to assume 
that the RET will be adopted in its current form.  

A1: Convergence of gas and electricity markets 
(A1.1) Do you agree that the convergence of gas and 
electricity markets is not a significant issue in the 
eastern states and therefore should not be 
progressed further under this Review? If not what are 
your reasons for asking us to reconsider this position 

Further consideration of convergence of markets is required. The AEMC has not considered the impact of 
convergence with respect to large quantities of embedded generation (EG), whose gas supplies are not 
coordinated by the AEMO. 
The AEMC has considered only registered generators and transmission systems. It is expected that substantial 
quantities of embedded gas fired generation will be connected into the distribution network. Champions of EG 
such as the Sydney City Council are proposing that substantial quantities (hundreds of MW) of gas fired 
generation should be installed in the Sydney CBD. The SCC’s proposal is that this generation would comprise 
large numbers of small (and probably non-registered) generators, providing energy and generation capacity and 
removing or reducing the need for distribution network capacity. The curtailment of gas supplies to these 
generators under present arrangements would escape the notice of the AEMO but would have significant 

                                                 
1 Page v of the Interim report under “Wholesale markets and investments”. 
2 Page vi of the Interim report under “Resilience of existing frameworks to the expanded RET”. 
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implications for the distribution networks and the broader electricity market; particularly if scheduled gas fired 
plant were required to meet the demand shortfall resulting from the curtailment of EG.  

A2: Generation capacity in the short-term 
(A2.2) Do you agree that the ability for NEMMCO to 
manage actual or anticipated transitory shortfall of 
capacity is a significant issue that should be 
progressed further under this Review? 

Yes, this issue should be further progressed.  
 

(A2.3) are there any additional mechanisms required 
to complement the RERT and NEMMCO’s direction 
powers, and what characteristics should such 
mechanism have? 

Further investigations into alternative safety nets would be prudent. 
There are presently low reserve levels in some states. Whilst there is conjecture over the reasons for this 
situation no definite reason is offered in the report.   
There is still substantial uncertainty in the market with respect to the impacts of CPRS, particularly the risk of 
acute financial distress, especially given the present financial markets. There is also a credible risk of capacity 
withdrawal due to technical failures, which may increase due both to potential variations in output of base load 
units and the reluctance of high emission generators to refurbish plant. 
Given the limitation of the RERT mechanism in addressing frequent or large capacity shortfalls, there is a need to 
find further measures to provide a safety net.   

 
(A2.4) Do you have any views on the detailed design 
and implementation of additional mechanisms? 

 

A3: Investing to meet reliability standards with increased use of renewables 
A3.1: Do you agree that the existing framework 
based on an energy-only market design with 
supporting financial contracting is capable of 
delivering efficient and timely new investment, 
including fast response capacity to manage 
fluctuations in outputs resulting from larger volumes 
of intermittent wind generations? If not, what are your 
reasons for reconsidering this position 

Further consideration is required of market mechanisms, given present shortfalls and the increasing uncertainty 
facing investors in gas fired plant. 

A3.2: Do you agree that the process supporting the 
ongoing maintenance of this framework in respect of 
review and periodic amendment to the market 
settings, including the maximum market price, are 
robust? If not, what are your reasons for 
reconsidering this position? 

Periodic amendment to price is necessary.  
The present market mechanism has not prevented the present low reserve levels in some states. The issues 
discussed in the report do not provide a convincing case as to why such shortfalls should not continue into the 
future. 
Under the assumption that renewables will deliver energy, but not capacity there will be a need for substantial 
investment in both gas and gas fired infrastructure.  Investment in such capacity will depend on both price and 
energy delivered by gas fired generation. Whilst pricing issues may be addressed by changing the market price 
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this will not address the uncertainties with respect to the operating regime of gas fired plant which will be 
impacted by: 

• The extent of and demand contribution of renewables. 
• Retirement of coal fired generators. 
• The extent of capacity provided by non-renewable non-registered EG. 
• Changes in energy consumption and demand resulting from price impacts3. 

The uncertainties over expected volumes of sales may potentially result in the deferral of investment decisions. 
This will be further influenced by the present economic circumstances, where access to capital is constrained, 
reducing the ability of proponents to finance projects, even when risks are low.      
Given the lead times associated with major generation projects deferral of investments for any reasons may 
result in generation capacity issues in the short-medium term. 
The report states that the modelling highlighted a risk of the reliability standard being breached in South 
Australia. This risk requires increased interconnector capacity. The report provides no indication of whether such 
capacity has been proposed and whether the lead times associated with approval, funding and construction can 
mitigate the identified risk.  
 

A4: System operation and intermittent generation 
A4.1 Do you agree that the operation of the power 
system with increased intermittent generation is not a 
significant issue and therefore should not be 
progressed further under this Review? If not, what 
are your reasons for reconsidering this position 

No, issues of intermittent operation require further review. 
The report quotes forecasts of 6000MW of wind powered generation by 2020, with much capacity being 
constructed in remote areas with expectations that much of this generation will have rapidly changing outputs. 
The report proposes that management of this intermittent generation will not be an issue because of steps that 
NEMMCO has taken to manage intermittent despatch. 
The discussion within this section is restricted to the impact of the intermittent generation on the transmission 
system. The discussion completely ignores the impact of such intermittent generation on the distribution system, 
which supplies the majority of customers who expect power quality and reliability to be maintained despite the 
presence of intermittent generation. 
In many cases wind farms will be located in remote areas, and as the quantity of wind generation increases, 
plants will move to areas which are increasingly remote from transmission lines.  In many cases applications for 
connection, will be made not to the transmission system but to the distribution system, which will be required to 
operate power systems within secure voltage limits and maintain power quality, despite the presence of 
intermittent generators whose outputs may well be several times the amount of load supplied from the 
connecting feeder.  
Whilst this report expresses concern over voltage stability control issues, and notes that the reliability panel is 

                                                 
3 It should be noted that high prices are expected to have a significant impact on energy consumption, but will only marginally impact on demand. 
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reviewing access standards, the reliability panel recommended that the National Electricity Rules should not 
prescribe standards for non-registered generators as the impacts will only be localised. Thus it appears that 
connections of multiple small generators to a distribution system will not be covered by technical standards within 
the Rules. This is not a satisfactory situation for the customers, whose interests the Rules are intended to 
protect.  

A5: Connecting new generators to energy networks 
General It appears that there is an overlap with the current MCE connection arrangement consultations. The MCE is 

establishing a National Framework for Electricity Distribution Networks and is considering connection 
arrangements and capital contributions policy as part of the framework.  DNSPs will play an important role in 
connecting embedded generators to the network and part of the MCE policy objective is to simplify connection for 
embedded generators to distribution networks and to establish a nationally consistent approach to capital 
contributions.  EnergyAustralia requests that the AEMC consider the scope of the work being undertaken as part 
of the creation of a National Framework for Electricity Distribution Networks.  
The connection of embedded generation is an important issue at a distribution level for technical reasons.  The 
CPRS and RET may see an increase in the connection of micro, mini and medium embedded generators. This 
increase may impact on network system planning. The DNSPs need to assess connection applications to ensure 
that network reliability and security is not hindered.  These issues need to be considered by the AEMC.  

A5.1: Do you agree that the connection of new 
generators to energy networks is a significant issue 
that should be further progressed under this Review? 
If not, what are your reasons for reconsidering this 
position? 

Yes, this is a significant issue for distribution business that should be further progressed.  EnergyAustralia has 
serious concerns with the current approach to policy development for connections to distribution networks.  
Currently there is fragmented policy development covering 3-4 different workstreams across different policy 
making bodies and working parties. It is difficult to see any outcome under such a fragmented approach 
advancing the NEM objective.  We request that the AEMC ensure that the issues identified as part of this review 
are considered and integrated into the policy development work being undertaken through the MCE SOC 
processes. 
Additionally, in considering system operation with increased intermittent generation, EnergyAustralia considers 
that power quality and fault levels are other important technical challenges that need to be addressed. Not every 
location of an urban network can cope with large amounts of embedded generation. Some locations have 
already reached the limit of tolerable fault level and cannot be easily, economically or practically augmented to 
cater for higher fault levels. 
Another issue is that the potential increases in embedded generation could impose strains on resources in 
assessing a high volume of applications. Each application needs to be individually assessed and assessed 
against and in conjunction with other applications that are in progress or anticipated. 

A5.2: Would any of the models identified in this 
chapter ensure the more efficient delivery of network 
connection services? In particular, with relation to 

We agree with the comment that existing models of bilateral negotiation for new connections increases 
significant risk of costs and delays.  However we don’t believe that any of the proposed models properly address 
the issue. 
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these models: 
 How should the risks of connection be most 

appropriately spread across new 
connection parties, network businesses 
and end use consumers? 

 How do the connection charges change for 
connecting new generation plant and 
benefits may arise? 

We would like to see a more co-ordinated approach to deal with connections related issues which would 
incorporated a broader consideration of issues that will ultimately improve outcomes for customers, generators, 
retailers and network providers.  As a minimum, we would like to see a better delineation between load and 
generation connections so that connection arrangements can be specifically tailored depending on use. There 
may also be some benefit in delineating “deep” from “shallow” arrangements more clearly. Finally it may be 
beneficial to consider the impact of remote versus meshed connections – as what works for one type of 
connection may not work for the other. 
The AEMC has alluded to problems in applying the current bilateral negotiation approach in establishing 
connections for clusters of remote generators. That is, it may be difficult for TNSPs to develop a connection 
solution that would be efficient for multiple connecting parties in the same location.  In the future, EnergyAustralia 
may face the likelihood of more embedded generators seeking to connect to its network within a close period of 
time.  The same issues as set out by the AEMC for clustered remote generation would also apply to urban 
distribution networks.  The AEMC needs to consider aspects of the form of economic regulation and funding 
arrangements applying to network connection and augmentations in light of a greater proliferation of embedded 
generators.  

A5.3: Are there any other potential models that we 
should consider to address this issue? 

This section considers connection issues to TNSP’s but ignores the issues associated with connection to the 
distribution system.  
Whilst the paper indicates that much of the renewable plant will be built in small units, it completely fails to 
consider that connection may be to other than the transmission network. This is not realistic as many small 
plants, particularly in remote areas will connect to the distribution system 
The frameworks for connection vary between distribution and transmission. With the current connection 
frameworks for distribution being under review. Care must be taken to ensure that connection costs for 
transmission and distribution are not distorted in relative terms by the varying connection frameworks. Any 
differences in cost allocations between distribution and transmission regimes will tend to drive connection 
applications towards the least cost solution for the proponent rather than the most economically efficient. (eg if a 
proponent pays less for a distribution than a transmission connection, due to the different customer contribution 
frameworks, there will be a substantial incentive to apply for distribution connections). 
Given the different connection frameworks and the comparatively much greater impact of intermittent generation 
on distribution systems, the issues discussed in A5 require review from a distribution context. These issues also 
need to be considered in the present review of distribution connection arrangements. 

A6: Augmenting networks and managing congestion 
A6.1: Do you agree that the issue of network 
congestion and related costs requires further 
examination in the Review to determine its 

The more fundamental questions that need to be asked are:  
• Whether the incentives to invest in the shared network are adequate.  This will involve considering 

whether the economic regulation and the network planning process under the Rules can adapt to the 
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materiality? This includes considering whether the 
existing frameworks provide signals that are clear 
enough and strong enough in the new environment 
where congestion may be more material. If not, what 
are your reasons for reconsidering this position?. 

changes in the demands on networks; and   
• How should funding of any required augmentations in the shared network be apportioned between the  

embedded generators and network service providers .   
This issue also needs to be reviewed to consider both transmission and distribution networks. EnergyAustralia 
notes that the AEMC has received a reference from the MCE with respect to the National Framework for 
Electricity Distribution Network Planning and Expansion.   The MCE has requested the AEMC to report on that 
review by 30 September this year, the same date as the final report for this review is due.  It is obviously critical 
that the issues raised in the context of this review of energy market frameworks in the light of climate change 
policies need to be considered in the context of the Commission’s more general review of network planning and 
expansion. 
 
In addition to capacity issues (resulting in system constraints), distributors face other issues such as the impact 
of generators on fault levels and voltage. Connection costs presently vary between jurisdictions and whilst 
consideration is presently being given to revising connection requirements, there is a need to consider how 
‘deep” connection costs, such as those required to address fault duty issues should be addressed. 
 

A7: Retailing  
A7.1 Do you agree that the current inflexibility in the 
retail price regulatory arrangements is a significant 
issue that should be progressed further under this 
review? If not, what are your reasons for this 
position? 

EnergyAustralia supports the AEMC’s investigation of retail regulatory frameworks and the flexibility afforded to 
retailers in the context of CPRS. However, as noted in our covering letter, the economic regulatory framework for 
distribution businesses, or at least the framework that applies to NSW businesses, also has a degree of 
inflexibility which is magnified with the introduction of CPRS during our next regulatory control period. This is also 
a significant issue that should be progressed further under this review. 
 
From a retail perspective, the CPRS and expanded RET will result in further uncertainty on top of the already 
complex process retailers face in managing their risks and costs.  This will, inevitably, lead to increased costs.  At 
a minimum, and in order to be able to better manage their risks and costs, it is important that retailers be able to 
pass through to end use customers, in full, carbon related costs imposed on them by the CPRS and RET.  
Without this, the true cost of the schemes will not be accurately reflected in the prices customers pay and the 
behavioural changes sought (which are key objectives of the schemes and add to emissions reductions targets) 
will not be realised.   
The importance of this was recognised by the MCE at its December 2008 meeting in its discussions relating to 
flexibility of price regulation within the jurisdictions.  As such, it is important that the jurisdictions, in making any 
future pricing determinations, incorporate carbon costs into their methodologies so that full pass through of costs 
is achieved.  To this end, and to provide greater certainty to retailers that this will be done, it will be necessary 
that all jurisdictions work off a single set of guiding principles with respect to pass through costs.  There would be 
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no rational justification for any departure from these principles.  The scope and detail of these principles would, 
from a timing perspective, be better dealt with in the Commission's 2nd Interim Report as clarity around the 
schemes continues to emerge.  The establishment of a program of work to address this should be a priority of 
the MCE. 
Irrespective of whether prices remain regulated or, as in the case of Victoria, have regulation removed, it will be 
crucial that retailers be afforded the ability and flexibility to make timely and appropriate adjustments to the prices 
charged to end use customers where uncertainty delivers outcomes that diverge from what was anticipated.  This 
would include instances of both under and over recovery.  The mechanisms by which this would occur should 
also be included in the above program of work. 

A7.2: Do you agree that the limitations with the 
current RoLR arrangements are a significant issue 
that should be progressed further under this Review? 
If not, what are your reasons for this position? 

EnergyAustralia has been monitoring the developments undertaken by the MCE in relation to the development of 
a national framework for ROLR and has been pleased with the direction this has taken to date.  With the 
anticipated policy paper due out in coming months, it is EnergyAustralia’s preference to refrain from commenting 
specifically on this issue at present.  It is envisaged that while by name CPRS and RET may not be specifically 
mentioned in the policy paper they will, in effect, be catered for in the general methodology relating to the cost 
risks faced by retailers in a ROLR event. 
 

A7.3: Are there any additional options that could 
supplement the processes currently under 
investigation to address these issues? 

No comment. 

A8: Financing new energy investment  
A8.1: Do you agree that the current energy market 
frameworks do not impede the efficient financing of 
the significant increase in investment implied by 
CPRS and expanded national RET? If not, what are 
your reasons for this position? 

No comment. 
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