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Introduction

PIAC welcomes the opportunity to respond to the NSW Department of Planning, Industry and
Environment’s (the Department) consultation on Tranche 2 regulations for the Electricity
Infrastructure Roadmap (the Roadmap). PIAC strongly supports the objectives of the Roadmap
and most of the measures set out to achieve them.

We respond to the specific stakeholder questions and provide further detail on our approach to
cost and risk sharing for Renewable Energy Zone infrastructure.

Stakeholder questions

Energy Security Target

Question 1: Derating factors

Should the Energy Security Target Monitor define the method to determine the derating factor or
should the method be defined in the regulations? If not by derating factors, how else should the
regulations address the probabilistic nature of semi-scheduled generators in the context of the
deterministic Energy Security Target?

PIAC considers the method for determining the derating factor should not be defined in the
regulations. Rather, the regulations should contain principles to guide the Energy Security Target
Monitor (the Monitor) in creating a method for determining the derating factor. Opting for
principles rather than defining the method allows more flexibility for the Monitor as the energy
system and conditions change. This can help ensure quicker adjustment if the method is
producing inaccurate factors or is otherwise proving inappropriate.

The principles for a method should consider the diversity of different generators, even within the
same class, and how temperature conditions manifest across the jurisdiction. Not all generators
have the same temperature constraints, and temperatures/weather conditions affect different
parts of the state differently.

PIAC considers derating factors are necessary although imperfect metrics for calculating
maximum demand. Allowing the method of determining derating factors to change as necessary
should reduce the risk of inaccurately predicting the capacity of semi-scheduled generators for
the Energy Security Target.

Question 2: Energy Security Target Monitor’s report

Should the regulations prescribe any other matters for inclusion in the Energy Security Target
Monitor’s report? If so, what are they?

PIAC considers the matters prescribed by the regulations for inclusion are appropriate and we do
not have any additional suggestions. We support the Department’s position that the Monitor
should maintain their discretion to include other information if it considers it relevant.



Electricity Infrastructure Investment Safeguard

Question 3: Requirements for carrying out competitive tenders of Long Term
Energy Service agreements

To what extent are the requirements for carrying out competitive tenders of Long Term Energy
Service Agreements appropriate? Are there any other requirements that should be considered?

PIAC is generally supportive of the proposed principles for carrying out competitive tenders,
however we note there is not an explicit principle around the long-term interest of consumers or
consideration of cost and risk allocation. While the principle around considering the ‘long-term
financial value’ of offers to consumers partly addresses this, we consider a broader principle of
the ‘long term interest of consumers’ better covers the various financial and non-financial factors
that affect consumer outcomes. We also recommend including a principle of ensuring the offers’
costs are recovered from those who benefit from them and the risks are borne by those best-
placed to manage them.

Question 4: Matters the Consumer Trustee must take into account

Do you agree with the matters the Consumer Trustee must take into account when preparing the
Infrastructure Investment Objectives Report? Are there any other matters that should be taken
into account?

PIAC agrees with the matters the Consumer Trustee must consider when preparing the
Infrastructure Investment Objectives Report. In addition to what is proposed, we recommend
including more explicit consideration of the long-term interest of consumers, risk and cost
allocation, and climate change impacts. Like above, we consider cost or financial impact too
narrow. A broader consideration of consumer interest is likely to enable better outcomes. We also
consider the Report should take into account how preferred scenarios allocate risk and minimise
risk for consumers. As noted above, PIAC considers risk should be borne by those best-placed to
manage it.

To incorporate climate change impacts, resilience against expected impacts of climate change
could be included as a criteria for scenario assessment.

Question 5: Long duration over firming infrastructure

In what circumstances should the Consumer Trustee prefer long duration storage over firming
infrastructure to meet the reliability standard?

The Consumer Trustee should prefer long duration storage over firming infrastructure according
to how either resource meets the Infrastructure Investment objectives as well as the additional
objectives and principles concerning the long-term interests of consumers, resilience to climate
change impacts, and appropriate risk and cost allocation. As the energy system changes rapidly,
solutions which are able to adapt and be flexible to changing market, system, environmental and
social conditions will likely best meet these objectives and provide the most benefit to NSW
consumers.
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The Department identifies long duration storage will primarily be pumped hydro, which often has
high upfront costs and is vulnerable to the impact of climate change on water availability, the
falling cost of batteries, and the increasing decentralisation of the energy system.

The Department identifies firming infrastructure will often be gas generation, which has a range of
risks, including becoming less competitive as battery costs fall and gas prices likely rise in coming
years, and if government enact policies that favour renewable energy sources.

PIAC notes while investment in new gas generation in NSW is unlikely to be economic or
needed, changes in the generation and storage mix may threaten the viability of existing plant
and/or make gas generation much more expensive. With more reliance on Variable Renewable
Energy (VRE), and increasing capacity being linked to the charge states of storage, the system
may become more dependent on more gas capacity than today but for less frequent periods and
using less overall gas volume. This may require gas generators to charge higher prices to recoup
costs across fewer events. It may also require government intervention to ensure gas supplies
are available during peaks, which may add further costs to providing dispatchable power this
way. Relying on gas for dispatchable generation is likely uneconomical and short-sighted.

PIAC considers renewable sources and storage, such as batteries, pumped hydro and
Distributed Energy Resources (DER) such as demand response, are the most cost effective and
reliable means of meeting NSW’s dispatchable capacity and firming requirements. PIAC
considers in the longer term all NSW’s dispatchable capacity can be met in in this way using
firmed renewable sources, while Gas Powered Generation will continue to have a minor but
important role for some years meeting infrequent peak events. This role will diminish as batteries
and other sources of dispatchable peak capacity become available.

Classification of REZ network infrastructure

PIAC has developed an approach to cost and risk sharing of REZs that aims to ensure the costs
of shared REZ infrastructure are recovered from the beneficiaries, which are primarily connecting
generators, and the risks are not borne entirely by consumers. The approach allows costs of
shared infrastructure, including augmentations to the existing network, to be recovered from
connecting generators, rather than just consumers and for shared infrastructure to be financed by
a contestable investor rather than just through a TNSP (see Figure 1).
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Figure 1: REZ infrastructure classification under PIAC approach
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A contestable investor could be government, the TNSP or some other entity. The PIAC approach
seeks to allocate costs more fairly, while providing a means for REZ infrastructure to progress
through the regulatory process more quickly by lowering the consumer benefit projects must
provide. More details on PIAC’s approach to REZ financing can be found from page 18 in our
submission to the Central-West Orana REZ access scheme issues paper.'

Question 6: Other considerations for classifying REZ network infrastructure

Are there any other considerations that should be taken into account in classifying REZ network
infrastructure in regulations, including the need for, and scope of, sub-classifications?

In line with our proposed approach to REZ cost and risk sharing, PIAC considers there is a need
for a sub-classification for shared REZ network infrastructure that has a regulated component
recovered from consumers and contestable component recovered from generators. This reflects
the principle that costs should be recovered from beneficiaries and risks should sit with those
best-placed to manage them. This sub-classification should include shared network infrastructure
within the REZ and augmentations to the existing network to service a prescribed REZ.

1 https://piac.asn.au/wp-content/uploads/2021/05/21.05.07-PIAC-sub-to-CWO-REZ-access-scheme-issues-paper.pdf
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Question 7: Types of network infrastructure subject to economic regulation

What types of network infrastructure could be subject to economic regulation under Part 5 of the
Ell Act?

PIAC considers all shared REZ network infrastructure should come under the Ell Act, however
arrangements should allow for portions of it to be financed contestably and for costs to be
recovered from generators where they are beneficiaries, in line with the PIAC approach outlined
above. PIAC considers existing network infrastructure that has been augmented as a result of a
direction or authorisation under part 5 of the Ell should also be included in regulation and should
be able to be financed contestably with costs recovered from generators, to the extent they
benefit from the augmentation.

PIAC considers shallow connection assets that serve individual generators should not come
under the Ell Act and should be recovered from connecting generators.
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