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15 William Street
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Postal Address:

Dr John Tamblyn

Chairman GPO Box 2008
Australian Energy Market Commission Melbourne VIC 3001
PO Box A2449 T 039648 8777

F 039648 8778

Sydney South NSW 1235

By online submission

Dear John

Re | NEM Greenhouse Intensity Index

AEMO requests the AEMC consider making a Rule under sections 91 and 96 of the National
Electricity Law (NEL). The proposed Rule would require AEMO to calculate and publish a
Greenhouse Intensity Index (GlI) for the national electricity market (NEM).

In conjunction with NEM participants, the Australian Financial Markets Association (AFMA)
has developed a mechanism to facilitate forward financial market trading in light of the
possible future introduction of a price on carbon emissions. The mechanism relies on a GlI
as a reference point for financial contract settlement purposes. Accordingly, AFMA has
requested that AEMO develop and publish a suitable GlI.

A statement of the issue concerning the Rules, a description of the proposed Rule, and how
the proposed Rule addresses those issues and advances the national electricity objective is
in Attachment A. A draft of the proposed Rule is in Attachment B and AFMA'’s letter which
indicates its desire for AEMO to develop and formally publish the Gll is in Attachment C.

AEMO considers that the proposed Rule change is non-controversial in nature as it is
unlikely to have a significant effect on the NEM, as is required for an expedited consultation
process under section 96 of the NEL, and we understand there to be support for it from
industry stakeholders.

This letter supersedes earlier correspondence from AEMO to the AEMC dated 13 November
2009. AEMO would be pleased if you could have these matters considered by the AEMC.
For further details, please do not hesitate to contact Murray Chapman on 02 9239 9106.

Yours sincerely
for Matt Zema

Managing Director and Chief Executive Officer

Australian Energy Market Operator Ltid ~ ABN 94 072 010 327 www.aemo.com.au  info@aemo.com.au


mailto:online

CC:

Attachment A: Requests for Rule change
Attachment B: Draft version of the proposed Rule
Attachment C: Letter from Australian Financial Markets Association

Attachment D: December 2009 Australian Carbon Benchmark Addendum
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ATTACHMENT A

1. Statement of issues

This section identifies the issue with the National Electricity Rules (NER) regarding AEMO
producing and publishing a Greenhouse Intensity Index (GII) to support forward financial
trading in the National Electricity Market (NEM).

1.1 Background

In January 2000, NEMMCO began calculating and publicly reporting a GlI for the NEM, in
response to a request from the Commonwealth Department of Industry, Science and
Resources (department). NEMMCO used the methodology and some of the input data
initially provided by the department to calculate the GlI. It provided an indicative, low cost
index based on the inputs available at the time, and required little maintenance by
NEMMCO.

The GII was reported on a weekly basis and was a single number which represented the
amount of carbon dioxide equivalent greenhouse gas emitted per megawatt hour (MWh) of
electricity sent out by generators operating in the NEM during the previous week. A
summary of the approach that was used to calculate the Gl follows.

The calculation required the following two discrete data sets:
1. The volume of the gross energy (MWh) sent out from each generating unit, and

2. The greenhouse gas emissions per unit of electricity (t CO,../MWh) sent out by
each generator (generator specific emission factor).

The resultant GlI for the NEM was reported in tonnes of CO,.. per megawatt hour (t
CO,. /IMWh).

The following formula was used to calculate the greenhouse gas emissions for an
individual generator for the particular period of interest:

GHG, = EF, xE,
where:
GHG = greenhouse gas emissions (t CO,.) from a generating unit
EF =  Emission Factor for individual generator (t CO,. /MWh)
E =  Gross Energy (MWh) generated from a generating unit

i =  Generator with available energy data and emission factor
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The total greenhouse gas emission for the NEM was calculated as:

GHGTotal = ZGHG|

The GlI for the NEM was calculated by:
Y GHG;

:—'ZEi

Gl

where:
Gll = Greenhouse Intensity Index for the NEM (t CO,. /MWNh)

The above equation produced a volume weighted average of the rate of greenhouse
gas emissions of the generating units involved.

Governance of the previous GlI

NEMMCO calculated and reported the Gll on an informal basis, that is, there were no formal
requirements such as NER obligations obliging NEMMCO to report the GII. Input data was
sourced by NEMMCO as follows:

¢ Input data relating to generating plant energy production (in MWh) was sourced from
revenue quality metering where possible, and was therefore from a verifiable source;
and

e Greenhouse intensity factors for individual generators were based on information that
was provided informally to NEMMCO in 2000. Intensity factors for many new
generating units had not been included in the GlI.

The Gl became progressively less accurate over time due to new entrants that were not
included in the GII and the use of dated input data. This diminished the value of the GII.

Emergence of commercial reliance on the GlI

The GlI was published by NEMMCO on an information only basis and not intended to be
used to underpin commercial transactions. However since 2000, the importance of a robust
Gll has gained significance because of the emergence of policy initiatives such as the
introduction of a carbon pollution reduction scheme (CPRS). This has resulted in NEM
participants and financial markets investigating commercial mechanisms to account for the
impact of these changes through time, including during periods of uncertainty.
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NEMMCO became aware of increased industry focus on the published Gl when the
Australian Financial Markets Association (AFMA) advised that, in conjunction with their
members, they were developing an addendum to the existing standard over the counter
(OTC) contract documentation which would reference the Gl previously published by
NEMMCO.

AFMA’s letter to AEMO? indicates that the AFMA Electricity Committee “recognised that
uncertainty as to the impact of a Carbon Pollution Reduction Scheme (CPRS) on the
National Electricity Market (NEM) pool price post introduction of the Scheme was inhibiting
forward trading past mid 2010 (the then commencement date). The Committee typically
includes retailers, financial institutions and brokers participating in the over-the-counter
(OTC) electricity hedge market.”

The letter from AFMA explains that the Committee developed the “December 2008
Australian Carbon Benchmark Addendum” (Addendum) to facilitate the adjustment of the
fixed price in a swap contract, and that “the Addendum has been fairly widely adopted by
participants in OTC forward electricity markets”. The price adjustment facilitated by the
Addendum provides a means for a relevant carbon price, should one be present, to be taken
into account in the settlement of a contract, when the settlement takes place. Therefore, the
Gll would be relied on for commercial purposes in circumstances where there is a carbon
price.

A copy of the latest version of the Addendum has been provided by AFMA, who has agreed
that it can be attached to this letter to provide transparency of its mechanics. It is evident
that the Addendum relies on the availability of a GlI (referred to as an average carbon
intensity or ACI in that document), for its operation. In the absence of a GlI, the parties are
required to negotiate an outcome, or to appoint an independent expert if agreement cannot
be reached within twelve days (see section 3 of the Addendum in Attachment D). Availability
of the GII would therefore serve to provide confidence to contracting parties that they would
not need to engage in these activities, which are likely to be time consuming and costly, to
settle their contracts.

Independently of this, NEMMCO had also understood that interest had been growing in the
use of the GlI to assist pricing carbon into other instruments, such as retail contracts.

Role of OTC contracts in the NEM

The OTC market, which is a part of the financial market, supports the efficient operation of
the NEM through the trade of derivative products for the forward management of spot price
risk. Generally, the prices of derivate products reflect the expected electricity spot price and
premiums which cover a number of risks such as default and market risk. Derivative products
that are commonly traded in the OTC market to hedge exposure to the spot price are forward
contracts. These are most often entered into between generators and retailers as they face
opposing spot market risks and provide the buyer and seller with a fixed price for a specified
quantity and for period time in the future. Spot market trading and settlement occurs

! See Attachment C of this proposal.

Proposed Rule Change - NEM Greenhouse Intensity Index PAGE 5



separately to this financial activity, however, they are both influenced by perceptions of future
price outcomes. The importance of financial markets to the efficient and effective operation
of the NEM has often been acknowledged. The ERIG Report? stated:

“Transparent and effective energy financial markets provide instruments for market
participants to manage risks. More importantly financial markets are a critical
element in fostering efficiency. Financial markets also provide the signals for
investment.”

It is broadly acknowledged that climate change initiatives, such as the CPRS, are likely to
have a material effect on electricity spot prices, and this will depend on the future market
price of carbon. Parties seeking to trade forward contracts for electricity are therefore
looking for a mechanism to allow them to agree on the impact of the future price of carbon in
their negotiations, and the mechanism developed through AFMA is one means of doing so.
Availability of a mechanism for encapsulating the price of carbon in forward electricity
contracts is therefore important to liquidity of those contract markets.

As noted above, AFMA has indicated that a Gll provides a suitable reference point for use in
the management of uncertainty in the future price of carbon in OTC contracts and would
support the liquidity of the electricity financial markets, which in turn provides options to
incumbents and new investors for the management of price risk. The GlI can therefore
provide some support to both market efficiency and investor confidence.

Discontinuation of the previous GIl by NEMMCO

Despite the emerging reliance on the Gll, NEMMCO discontinued publishing the GII because
of concerns over whether it was robust enough for commercial use due to it becoming less
accurate over time. Furthermore, there was no formal framework to define NEMMCO's role
in providing an index for what was soon to become a commercial trading application.
NEMMCO considered that the lack of a governance framework for the GlI gave rise to risks
for:

¢ NEMMCO because it did not have a clear role to produce the GllI; and
e Users because there was no guarantee about the continuation and form of the GlI.

As a result, and following discussion with AFMA and industry groups, NEMMCO terminated
publication of the GllI in April 2009, pending clarification of whether it would have a formal
role in providing the GllI in the future, and the governance regime under which it should be
provided.

Since then, NEMMCO (now AEMO) has continued working with industry bodies to identify
and formalise an agreed future arrangement.

2 Page 15, Report to CoAG by the Energy Reform Implementation Group
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1.2 The Issue with the Current Rules

As noted earlier, AFMA has requested that AEMO produce and publish a GlI to support
financial market trading. Currently, there is no suitable index available that AFMA can rely
on to support the mechanism it has developed to account for future carbon prices in the
settlement of OTC contracts.

The NER does not include a governance arrangement which requires AEMO to produce,
maintain and publish the GlII. In order to produce a Gl to facilitate trading in electricity
forward contracts, AEMO considers it is necessary to include a governance framework for
the Gll in the NER for the following reasons:

e to remove uncertainty as to whether AEMO is the appropriate provider of the GllI, and
to provide it with the necessary clarity and protection to carry out that role;

e to reduce uncertainty faced by commercial parties particularly when entering into
financial contracts, as to whether a Gll will be available in the future;

e to provide formal framework that allows the form of the Gl to be clarified formally for
use in commercial transactions, and that specifies the process to be followed if the
Gll is to be changed;

¢ to clarify how suitable inputs for the calculation of the Gll should be identified; and

to clarify whether certain inputs to the GlI are to be treated as confidential.

2. Proposed Rule

This section provides a description of the proposed Rules developed by AEMO, AEMO'’s
right to submit the proposed Rule to the AEMC, and the power that the AEMC has under the
National Electricity Law (NEL) to consider this proposed Rule change.

Description of Proposed Rule

The proposed Rule would include the calculation and publication of the Gll in the NER'’s
governance framework. It seeks to formalise the calculation and publication of the GlI by
requiring:

¢ AEMO to establish, maintain, update and publish a Gll for the NEM;

e AEMO to determine and publish the detailed procedures for calculation and
publication of the GlI, and also any supplementary indicators, after consulting with
interested parties. The following matters would be determined through consultation:

- the methodology for calculating the GlI;

- the means AEMO would use to identify suitable input data to allow the
methodology to be carried out, including the mechanism for estimation of some
inputs if necessary;

Proposed Rule Change - NEM Greenhouse Intensity Index PAGE 7



- the procedure for updating the inputs; and

- the frequency and means of publication of the GlI.

¢ AEMO to place timing obligations related to the Gll in the spot market operations
timetable;

¢ AEMO to maintain and publish a list of all generating units that have been included in
the GlI, the intensity factors used in respect of those generating units for calculation
of the GlI.

The proposed Rule includes a transitional arrangement which is intended to ensure AEMO
has adequate time, after commencement of the new Rule, to:

e develop Gll procedures in consultation with stakeholders, which is likely to take
approximately 6 months; and

¢ assemble the data and develop the necessary computer systems to produce the GllI,
which will take approximately a further 6 months, assuming some overlap in these
processes.

In recognition of these development periods, the proposed Rule requires AEMO to
commence publishing the Gll 12 months after the proposed Rule is made, but the exact date
should ideally be determined during the Rule change process, to co-ordinate with the
scheduled market systems release program.

The proposed Rule does not provide AEMO with any explicit powers to require greenhouse
intensity factors to be provided by generation businesses in respect of their generating units.
Therefore, AEMO would need to source the generating unit intensity factors from public
sources. The proposed Rule requires AEMO to publish the emission factor for each
generating unit and the source of the data. A likely source of data that has been identified in
conjunction with industry stakeholders, is the “Fuel resource, new entry and generation costs
in the NEM”.2 If an explicit emission factor in respect of a particular generating unit cannot be
found, it is anticipated that AEMO would need to determine an estimate of the data. The
means of estimation would be determined through consultation in advance and included in
the procedures.

AEMO’s Right to Submit this Proposal

AEMO is requesting that the AEMC make this proposed Rule in accordance with sections 91
and 96 of the NEL.

AEMO has the following relevant functions under the NEL:

e to operate and administer the NEM; and

® This report is prepared by ACIL Tasman and the latest version is published on the AEMO website at:
http://www.aemo.com.au/planning/419-0035.pdf
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¢ to promote the development and improve the effectiveness of the operation and
administration of the NEM.

Under section 91(1) of the NEL, the AEMC may make a Rule at the request of any person,
the MCE or the Reliability Panel. As such, AEMO may request the AEMC make a Rule.

Power to Make this Rule

AEMO considers that the AEMC is empowered to make this proposed Rule by section 34 of
the NEL. Specifically by sections 34(1)(a)(i), 34(1)(a)(iii) and 34(1)(b) permitting the AEMC
to make rules for or with respect to:

e the operation of the National Electricity Market;

¢ the activities of persons (including Registered participants) participating in the NEM or
involved in the operation of the national electricity system; and

e any matter or thing contemplated by this Law, or is necessary or expedient for the
purposes of this Law.

The publication of a Greenhouse Intensity Index falls within these powers, because it relates
to the activities of persons participating in the NEM. Furthermore, it facilitates an effective
and liquid financial hedging market, which is inextricably linked with the efficient operation of
the NEM. It is therefore both "necessary" and "expedient for the purposes of this law", by
facilitating more efficient operation of the market.

Request for a Non-controversial Rule

AEMO requests that the AEMC considers this Rule change proposal under section 96 of the
NEL. Section 96 applies if the AEMC considers that a request for a Rule is a request for a
non-controversial Rule. A non-controversial Rule means a Rule that is unlikely to have a
significant effect on the NEM.

AEMO considers that section 96 Applies to this proposal as the Rule would:

e not have a significant effect on the market, however it would provide support for
trading in the NEM; and

¢ does not impose further reporting obligations on Generators because it uses data that
is available publicly.

AEMO has discussed the issues, the available solutions and proposed draft Rule with
nominated representatives of the NGF and AFMA, and believes these discussions have
resulted in agreement and support for the proposed Rule change and draft Rule.
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3. How the Proposed Rules Contribute to the National Electricity Objective

Before the AEMC can make a Rule change it must apply the rule making test set out in the
NEL which requires it to assess whether the proposed Rule will or is likely to contribute to the
national electricity objective (NEO). Section 7 of the NEL states the NEO is:

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

(@) price, quality, reliability and security of supply of electricity; and
(b) the reliability, safety and security of the national electricity system.

AEMO submits that the proposed Rule is likely to contribute to the NEO because it would
require publication of an index that would be used to support a mechanism that has been
designed to overcome difficulties being experienced by NEM participants in trading OTC
financial contracts in relation to future time periods. These difficulties are discussed in
section 1. By assisting to overcome these identified difficulties, the proposal supports price
discovery and liquidity in the OTC financial market, which in turn assists to inform efficient
investment decision making in the NEM.

AEMO submits that the proposed Rule would act to assist market participants and the market
to determine the efficient future price of electricity and this will encourage efficient investment
in electricity services in the NEM. It would therefore be likely to support the NEO by
promoting the efficient investment in, and efficient operation of electricity services for the long
term interests of consumers with respect to price, reliability and security of supply of
electricity.

4. Expected Benefits, Costs and Risks associated with the Proposed Rule

AEMO expects the benefits of the proposed Rule would accrue to consumers and market
participants by supporting the liquidity of the financial market, and thereby supporting
efficient operation of and investment in the NEM. These matters are discussed above in
sections 1 and 3.

The proposed Rule is not expected to impose any compliance costs on market participants,
as it places obligations only on AEMO. It might however result in cost savings for those
participants using the Addendum, through the avoidance of settlement negotiation or
independent expert costs as would apply under clause 3 of the addendum in the absence of
a Gll.

AEMO has made preparations for the implementation of this proposed Rule, should the Rule
be made by the AEMC. Development work will include consultation with stakeholders on the
Greenhouse Intensity Index Procedures, and subsequent design and implementation of an
automated system for production of the Gll. Ongoing management of the GII will also incur
some staff commitment. Development activities relating to the implementation of the
proposed Rule would leverage, to the extent possible, off the earlier design of the GII which
was used by NEMMCO. The incremental cost associated with design and implementation
will depend on timing of the project with respect to other projects, but overall, it is anticipated
that the incremental costs incurred to develop and operate the Gll would not be significant.
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In terms of risk, development risks associated with the proposal are not expected to be
material, particularly as a similar, more manual mechanism has been operated in the past.
There is, however, a risk that input data such as the emission factors used in this process
could be challenged by a stakeholder. There are also some procedural issues to be worked
through with stakeholders as to how revised metering data should be dealt with in the contest
of the proposed index. The key consideration in this regard will be to ensure that the index
meets the needs of its key users, and the proposed approach aims to achieve that through
consultation and transparency.

The proposed NER governance framework for the Gll is intended to assist in mitigating risk,
as it provides for the development of a transparent mechanism for calculation of the index,
including consultation with stakeholders on the process to be used. Through consultation on
the GlI process, it is anticipated that the Gll will be designed to meet stakeholder
requirements, including the method of deriving input data. AEMO considers that including
the GIlI development framework in the NER will help to formalise the outcomes of that
development process, so the index can be relied on for commercial purposes as discussed in
section 2.
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GLOSSARY

Term or Abbreviation Explanation

AEMC Australian Energy Market Commission

AEMO Australian Energy Market Operator

AFMA Australian Financial Markets Association

COze CO2 equivalent, which includes CO2, CH4

CPRS Carbon Pollution Reduction Scheme

Gl Greenhouse intensity index

MCE Ministerial Council on Energy

MWh Megawatt hour

NEM National Electricity Market

NEMMCO National Electricity Market Management Company
Limited

NEO The national electricity objective as stated in section 7
of the NEL.

NEL National Electricity Law

NER National Electricity Rules

oTC Over the counter
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ATTACHMENT B

It is proposed that a new clause be included in the Rules as follows:

3.13.X Greenhouse Intensity Index

(@)

(b)

(©)

(d)

(€)

()

(9)
(h)

AEMO must establish, maintain, update and publish a greenhouse intensity index
for the national electricity market in accordance with the greenhouse intensity
index procedures.

The greenhouse intensity index must represent an approximation of the volume
weighted average of the greenhouse gas emissions from all market generating
units and scheduled generating units for a specified time period.

Subject to paragraph (f), AEMO may, define, calculate and publish one or more
supplementary greenhouse intensity indicators relating to a subset of market
generating units and scheduled generating units.

Subject to clause 3.13.X(f)(3), AEMO must determine any emission factor that is
required in respect of each scheduled generating unit and market generating
unit, for calculation of the greenhouse intensity index and any supplementary
greenhouse intensity indicator

AEMO must maintain and publish a list of all generating units included in the
greenhouse intensity index or supplementary greenhouse intensity indicator, the
emission factor used in respect of each generating unit, and the source of each
emission factor.

AEMO must, after consultation in accordance with the Rules consultation
procedures, determine and publish greenhouse intensity index procedures,
which include the following information:

1. the mechanism for calculation of the greenhouse intensity index, and any
supplementary  greenhouse intensity  indicator, including any
approximations that are used;

2. The mechanism and timing of publication of the greenhouse intensity index,
and any supplementary greenhouse intensity index;

3. the form of the emission factors AEMO will use in respect of scheduled
generating units and market generating units for the purpose of calculating
the greenhouse intensity index and any supplementary greenhouse intensity
indicator; and

4. the mechanism by which AEMO will determine the emission factors.

AEMO may modify the greenhouse intensity index procedures after consultation
in accordance with the Rules consultation procedures.

AEMO must modify the timetable to reflect the period for update determined
under clause 3.13.X(f)(2) for the greenhouse intensity index and any
supplementary greenhouse intensity indicator.
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(i) AEMO must start publishing the greenhouse intensity index by [date A*].

New Chapter 10 Glossary Terms

emission factor

The factor determined by AEMO in respect of scheduled generating units and
market generating units in accordance with clause 3.13.X(d).

Greenhouse intensity index

The index AEMO is required to publish in accordance with clause 3.13.X.
Greenhouse intensity index procedures

The procedure AEMO is required to publish in accordance with clause 3.13.X(f).
Supplementary greenhouse intensity indicator

An indicator defined and calculated by AEMO in accordance with clause
3.13.X(c).

* ‘Date A’ would be determined during the Rule change process to provide AEMO with sufficient time
after Commencement of the Rule to develop greenhouse intensity index procedures (approx 6
months) and to build the market systems to deliver the index (approx a further 6 months). Itis
therefore expected to be a date approximately 12 months after the Rule commences.
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ATTACHMENT C

Following is a letter received from AFMA requesting AEMO to publish a GlI.

11 November 2009

Mr Matt Zema

Managing Director & Chief Executive Officer
Australian Energy Market Operator

GPO Box 2008

MELBOURMNE VIC 3000

By email: matt.zema@aemo.com.au

Dear Matt
Calculation of Carbon Intensity in the NEM

In the early part of 2008, the Australian Financial Markets Association (AFMA)
Electricity Committee (the Committee) recognised that uncertainty as to the
impact of a Carbon Pollution Reduction Scheme (CPRS) on the Mational
Electricity Market (NEM) pool price post introduction of the Scheme was
inhibiting forward trading past mid-2010 (the then CPRS commencement
date). The Committee typically includes representatives of generators,
retailers, financial institutions and brokers participating in the over-the-
counter (OTC) electricity hedge market.

In conjunction with Mallesons Stephen Jaques, the Committee developed the
"December 2008 Australian Carbon Benchmark Addendum” (the Addendum)
as an equitable method of offsetting windfall gains and losses arising from the
impact of carbon on NEM prices.

The Addendum proposes an adjustment to the Fixed Price in a swap (in
$/MWh) derived from the Average Carbon Intensity (ACI) and a Carbon
Reference Price.

To measure the ACI, the Addendum had nominated the NEMMCO NEM
Greenhouse Intensity Index (GII). However, on 12 May 2009 NEMMCO
discontinued its earlier practice of calculating and publishing the Index,
recognising that its calculation requires accurate input data representing the
greenhouse intensity of individual generating plants. NEMMCO did not have
an accurate source for the data, and was therefore concerned that the index
may not be accurate.

A note on the AEMO website "... recognises that some industry participants
are seeking for an index of this type to continue to support some dewveloping
processes.” It notes that, to that end, AEMO is working with a number of
parties including AFMA and the MNational Generators Forum (NGF) with the aim
of facilitating a suitable replacement.

Australian Financial Markets Association
ABMN 6% 793 968 387
Lewvel 3, Plaza Building, 95 Pitt Street GPO Box 3655 Sydney NSW 2001
Tel: +612 9776 7955 Fax: +61 2 9776 4488
Email: info@afma.com.au Web: www.afma.com.au
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The Addendum has been fairly widely adopted by participants in OTC forward
electricity markets and a replacement for the GII would be welcomed by
industry participants. Updated Addenda may be published from time to time
and it is expected that parties would bilaterally agree that the new version
covers existing and new trades maturing after Scheme commencement.
Accordingly, switching from the NEMMCO GII to a replacement AEMO index
would be quite straightforward.

The Electricity Committee believes AEMO is ideally placed to produce the
index. It can readily use an adapted version of the NEMMCO methodology
and, if formalised through the Rule process, would ensure continuing
production of the data. Qur discussions with AEMO indicate that the index
could be produced on a daily basis, which would enable carbon intensity data
to be exactly matched to the terms of individual derivative transactions.

A deal of discussion has taken place with stakeholders about input data and
the consensus is to use generator specific input data that is already in the
public domain, particularly if that makes the matter non-controversial. AFMA
suppoerts this view.

We therefore ask AEMO to proceed with implementation of a Rule to formalise
this process. This will provide clarity of roles and a clear governance structure
around the availability and design of the GII. We suggest the Rule requires
AEMO to publish a daily GII for the NEM, but that it does not specify a
particular methodology or data source. Rather the Rule should require AEMO
to consult with the relevant entities (including, we would hope, AFMA) in
determining those parameters.

As an example of a suitable data source, NGF, which is supportive of the
initiative, has proposed initially using the data collected by ACIL Tasman for
AEMO. The Committee has reviewed this and agrees with the NGF. With the
flexibility we have suggested in the Rule, should for any reason this data
source no longer be available, AEMO can readily consult with industry to
determine an alternative.

We believe the Rule would be "Mon-controversial” under the NEL and would
certainly enhance electricity risk management by facilitating trading electricity
derivatives which mature post the introduction of the CPRS. We ask that
AEMO proceeds with a Rule change proposal. As the GII is required fromm CPRS
commencement, we would appreciate it if its development could be given
some priority.

Please contact Allen Young (02 9776 7941) should you require any further
information.

Yours sincerely

Dmcm F'_-M r-u-ur.ASﬂr\J

Duncan Fairweather
Executive Director

Page 2 of 2
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ATTACHMENT D

DECEMEER 2009

AUSTRALIAN CARBON EENCHMARK ADDENDUM

1 This Addendum i= applicable to a Commoedity Transaction (35 defined in Funa 2K
Australian Electricity Addendum) if the parties agres. af the same time as they agres the

X In this Addendnm:

AFMO mean: Australian Enerpy Market Cperator Limdted (ACT 072 010 327, or aoy
Successor eniity that is the market opersbor from Hme o time under the Matonal Fules.

AFMA Besolution means a resohrtion of the Elecmicity Comamimes of Anstmalian Firancial
Marketz Azsociaton (CAFMAT) paszad by pot less than 753 of its members in accordance

with the customary procedures of that Conmndites.
Billing Period bears the same mearing as in the MNational Fnles.

Carbon Scheme means the carbon polioton reduction schemes of the Commeomsealth of
Australia emboedied in the legizlation that becomes low a5 a conseqoence of the paszing of
the Carbon Pollorion Feducton Schems Bill 2008 or amy swocessor or replacament Bill (bey
whatever name called), and #= associated provisiens.

Exchanpge means an Australian seomdes exchanse:

(2)
{®)

e}

selectzd by the Electricity Copmuities of AFMA by way of an AFMA Besohation: or

if o soch selection is made by the dafe thres months prior to the Sret date upon
which Permirs may be mansferred mmder the Carbaon Scheme apresd between the
partss; ar

if o soch asresment i reached within fve Business Dlays of request by a party.
salecrad by the President of the Instinate of Chartered Accommnts in Awsoalia (or
amy successor entity) at the request of one of the parties,

OF ATy PICCESS0T SNy,
Independent Expert means an expert having an office in Australia:

(@)
(e}

agresd between the pariies; or

if the parties have not so agread the identity of an expert within teee Bosiness Davs
of the fime as at wihich the Independent Expert is to be metructed in relation to a
mafier, nominated in relamon to that maiter by the Elecmiciny Commeties of AFNWA
oy wary of an AFMA Fesohmion: or
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{<) if mo such nminaison of an expert is made within five Busmess Days of request o
AFMA by a party. selecied by the President of the Instbate of Chartered
Accmmiands in Ausralia (or any sucoessor entity) ar the request of one of the:
pariues.

Fermit means a umit, permdt, credit, offset, allowance or other rizhi recopmized by the
Carbaon Schemes as being capable of beins held or sorendersd by a person wo satisfiy an
oblization or Iability wmdsr the Carbson Scheme relaime o the emission of a specified
quaniiiy of preenhivse Zas.

Eeleyant Fermit in respec of a Billing Period, means:

{a) a Permit iszoed mnder the Carbon Sobermer amad

L] if the Carbon Schems prowides fior Penmirs with different vintage years or different
perinds dunnz which they are eligible for sumendsr, a Pemain of the vintage vear {or
wither period during which they are elisible fir sirrender) which corresponds to the
fnancial year (or other relevant persod prescribed by the Carbon Schermne’) m which
the first day of that Billine Period oooors.

3 Subject to parazmaph 4, f a Carbon Scheme is imtrodiced then. for sach Caloulation Persod
that ccours affer the Carbon Schems commences, the Fized Price otherwiss applicable for
that Caloulaison Period is ikreased by an amoant defermeined in acoordance with the

followins fommila:
CA = 40T *CRP
whers:
L4 is the apsount of the icrease for that Caloolation Pernod (o 5% Wh]);

ACT is the merage carbon mtensity (expressed in tonnes of CO0_-e%Wh) of generating umits
{as defined in the MNational Fole<) applicable to the Billing Peried in which that Caloulatiom
Pernod ooours:

{a) as pablished by AEMO (whether or not based on infomoation providsd by all market
EEnaranars (as defined in the MNational Fale<)); or

L] if AFWD does not publish such an average carbvon ineensity applicable to at leasz
part of that Billing Period on or by the tenth Business Day afier the end of that
Billing Period._ then:

i a5 determuined by agresment betwesen the parmies; or

i) if the parties have not 30 agreed the avempe carbon miensiy withm 12
Business Diays afier the end of the Billing Period, a5 determyined by the
Independent Expert; and

CRP is a carton reference price for thar Caloplatson Persod (expressed in $'tomms of 002
exchasive of (F5T) determuined as follows:

AR NN bl
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{a) if a methodology for determuining CRP is selacted by the Elecmioty Copmuittes of
calpnlafed o accordance with that methodology;
) if for amy part of the Billing Persod in which the Calculation Period ecomrs:

(i o methodolosy has been selected and is applicabls under pammgraph (a); or

{iL} there i= a faihare of the Price Source to anmwunces or problish an s
accardance with a methodology determined and applicable under paragraph
.

i) the Elecmicity Commiites of AFNA has, by way of an AFMA Fesohafion,
quoation either Relevant Permits fior delivery m the spot noarket or an
instmament for the delivery of Felevamt Permets in the spot market, the
carbon reference price is the averape of the last closing price of Felevant
Peqmmits or that instmamsent o each day in the Billing Period m which that
Calrulaiion Persod ocoors in respect of which such a price is poblished: or

Ly if paragraph (iil) does pot apply and the Elecimcity Commaittes of AFMA bas
by way of an AFMA Besohrfion dstermyined for the purpsozes of this
paragraph that the Exchange lists for quotation commacts for delivery of

Pernyits in the First MNeartyy Month after the last day of the Billing
Peniod in which thar Caloulaton Period coours, the carbon reference price is
the average of the last settlement price of that contract on each day in the
Eilling Period in which that Caloolation Peried ocomrs in respect of wiiich
zixch a price is published:

i) if m respect of a Caloulation Period no caghon reference price may be determyined in
arcondance with parasraph (a) or parmgraph (), the carbon reference price for that
Calonlation Period is-

A saupch anvmmni, or the amount determmed nnder such methodalegy, as s
determmed Iy asTeement between the parties as most closely reflecins e
oot market price of Felevant Permais; or

(B if the parties have nof 20 agresd an ammani or metbodolosy withm two
Buosiness Days afier the end of the Billing Persod, sach anvwmmit as i5

detarmined bry the Independent Expert
4 The parties may:
{a) MMEIEAMTE{EaEm?TMmmmm
Addencham applies, m which

L] the Fixed Price otherwize applicable for a Caloalation Period s oot
increased umder this Addendcom and m beu thereof the Floating Price is
derreased by the amooni defermined in aocordance with paragraph 3; and

{iL} the definition of €24 in paragraph 3 is @ken o be amended accordinghy;

PATEEN] DO 3
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(o specify a Mrdnmm Carbon Feference Price for a Caloolation Perod. in which event
CRPwill be the lesser of that price and the price otherwize defermined for CRF m
aocordance with parazzaph 3;

(] specify a De-Mininds Carbon Feference Price for a Caloulation Period, in which
event no adjosment will be pede mmder this Addendm for that Caloalason Period
unlgss CRP determined m accordance with paragraph 3 excesds that price;

(d sparify a Maxinmm Carbon Adjustment for a Caloulation Period, in which svent 4
will be the lesser of that price and the price atheradize determined for £4 in
accordance with parazraph 3; and

=) spacify a De-Mimind: Carbon Adjustment for a Caloulation Peried, in which event
oo adjusmment will be made under this Addendurn for that Calculyton Period unless
4 determined in accordance with parasraph 3 exceeds that amenns.

3 Diespits amy other provision of the ISDA Master Apreemesnt betwesn the parmies:

{a) the inmodocton of a Carbon Scheme does not constine a Marke Dizrupson Event
in respect of the Commaodity Transaction;

() Section 73 of the 2005 ISDA Comredity Definttions applies to the average carbon

intensify poblished by AEMO and the daily clesme price poblished iy the
Exchanpe, referred o in paragraph 3. in each case as if it comprized a Specifed
Price; and

{c) the ferm “Materal Chanse in Farnmla™ in Section 7.4 of the 2003 ISDA Commaodity
Diefinitions appliss to a material change in the formula or method applied by AEMOD
in calrulating the averaze carben indensity referred to m paragmaph 3.
4 If a marter umder this Addendims izt be determined by an Independent Expert then:
{a) e Independent Expert will determine the matter faking into account sach
information as in good faith the Ind=pendant Expan considers relevamt;
() the Independent Expert is to act as an expert (and oot 25 an arbimatec);

(<) the costs and expenses of the Independent Expert will be bome equally by the
parties;

(d)  the determination of the Independent Expert &5 fnal and binding on the parties;

&) the Independent Expert is @ken tabe a Price Sounce: and

(8 far the purpeses of Sections 7.4(a) and 7.5a) of the 2005 ISDA Commodity
Diefinitions. it is taken that the day upea which the Independant Expert would in the

ardinary course publish the determinamon is the 18th Business Day after the end of

sl N 4
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	1. Statement of issues 
	This section identifies the issue with the National Electricity Rules (NER) regarding AEMO producing and publishing a Greenhouse Intensity Index (GII) to support forward financial trading in the National Electricity Market (NEM). 
	1.1 Background
	In January 2000, NEMMCO began calculating and publicly reporting a GII for the NEM, in response to a request from the Commonwealth Department of Industry, Science and Resources (department).  NEMMCO used the methodology and some of the input data initially provided by the department to calculate the GII. It provided an indicative, low cost index based on the inputs available at the time, and required little maintenance by NEMMCO.  
	The GII was reported on a weekly basis and was a single number which represented the amount of carbon dioxide equivalent greenhouse gas emitted per megawatt hour (MWh) of electricity sent out by generators operating in the NEM during the previous week.  A summary of the approach that was used to calculate the GII follows.
	Governance of the previous GII
	NEMMCO calculated and reported the GII on an informal basis, that is, there were no formal requirements such as NER obligations obliging NEMMCO to report the GII.  Input data was sourced by NEMMCO as follows:  
	 Input data relating to generating plant energy production (in MWh) was sourced from revenue quality metering where possible, and was therefore from a verifiable source; and
	 Greenhouse intensity factors for individual generators were based on information that was provided informally to NEMMCO in 2000.  Intensity factors for many new generating units had not been included in the GII.   
	Emergence of commercial reliance on the GII
	Discontinuation of the previous GII by NEMMCO
	Despite the emerging reliance on the GII, NEMMCO discontinued publishing the GII because of concerns over whether it was robust enough for commercial use due to it becoming less accurate over time.  Furthermore, there was no formal framework to define NEMMCO’s role in providing an index for what was soon to become a commercial trading application.  NEMMCO considered that the lack of a governance framework for the GII gave rise to risks for:
	 NEMMCO because it did not have a clear role to produce the GII; and 
	 Users because there was no guarantee about the continuation and form of the GII.
	As a result, and following discussion with AFMA and industry groups, NEMMCO terminated publication of the GII in April 2009, pending clarification of whether it would have a formal role in providing the GII in the future, and the governance regime under which it should be provided.  
	Since then, NEMMCO (now AEMO) has continued working with industry bodies to identify and formalise an agreed future arrangement.
	1.2 The Issue with the Current Rules

	2. Proposed Rule
	This section provides a description of the proposed Rules developed by AEMO, AEMO’s right to submit the proposed Rule to the AEMC, and the power that the AEMC has under the National Electricity Law (NEL) to consider this proposed Rule change.
	Description of Proposed Rule
	The proposed Rule would include the calculation and publication of the GII in the NER’s governance framework.  It seeks to formalise the calculation and publication of the GII by requiring:   
	AEMO’s Right to Submit this Proposal
	Power to Make this Rule 
	Request for a Non-controversial Rule 

	3. How the Proposed Rules Contribute to the National Electricity Objective 
	4. Expected Benefits, Costs and Risks associated with the Proposed Rule
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