Department of Environment,
Land, Water and Planning

Mr John Pierce Ref: SBRO10725
Australian Energy Market Commission | AT O 0
PO Box A2449

Sydney South NSW 1235

Dear Mr Pierce
AEMC’S PAPERS ON COORDINATION OF GENERATION AND TRANSMISSION INVESTMENT

Thank you for the opportunity to make a submission, on behalf of Victoria, to the Australian Energy
Market Commission’s (AEMC) COGATI proposed access -model and Renewable Energy Zones
discussion papers.

Victoria agrees with the AEMC’s view that changes to energy rules are necessary to facilitate urgently
needed investment in transmission infrastructure. However, Victoria does not consider that the
reforms proposed in the context of COGATI are necessarily the right reforms to facilitate that
investment. Further, Victoria questions the significant priority and resourcing being devoted to
COGATI, in the context of much more pressing regulatory challenges.

Challenges to Victoria’'s transmission network

Victoria’s comments are made in the context of three major challenges our transmission network is
facing.

First, a lack of anticipatory transmission investment (in reference to the anticipation of coal closure and
commitment of new renewable generation) presents a major challenge to implementing the Integrated
System Plan (ISP) and developing Renewable Energy Zones (REZs). While the ISP provides the
blueprint for the energy system to deliver Victoria’s energy needs and policies, its lack of actionability
presents a clear barrier to delivering those needs and policies. Further, the absence of a mechanism
to develop the REZs identified in the ISP, in terms of either sharing connection assets or sharing part
of the transmission network, means that REZs are currently conceptual. Victoria’s objective is to
ensure that the concept of a REZ becomes meaningful and actionable: a zone where large quantities
of new renewable generation can connect to adequate transmission infrastructure, with cost-effectively
sized connection assets.

Second, there is uncertainty around the closure dates for Victoria's brown coal generators. Victorian
brown coal generators have been, and currently are, the main source of electricity supply for Victorian
energy consumers. While there are currently nominated plant closure dates for these generators
ranging from 2029 to 2048, actual closure dates. could be earlier or later. This depends on factors such
as the operational state of plant, energy and climate policies (both at a State and Federal level),
wholesale market revenues, and regulatory costs. Uncertainty around closure dates makes the task of
planning for replacement generation and transmission assets significantly more challenging.

Third, there are uncertainties around how best to maintain system strength, which is necessary for the
security and stability of the electricity system in Victoria. Due to the inertia provided by their large
spinning turbines, coal-fired generators currently support system strength. As coal generation declines
and renewables increase, system strength deteriorates unless action is taken. Under the ‘do no harm’
requirements placed on new connecting generators, we are frequently seeing system strength
remediation infrastructure installed by individual generators when a scalable, shared solution could be
cheaper.

These issues are causing inefficient investment and suboptimal new entrant costs in the market today.
Victoria considers it important that market bodies, industry and jurisdictions focus their resources on



reforms that help solve thesé urgent and considerable challenges. Resources should not be diluted by
working on matters that are not a priority.

Victoria’s concerns about COGATI

Victoria has four major concerns about the proposed COGATI reforms.

First and foremost, Victoria questions the priority and resourcing being devoted to COGATI. While
Victoria is not opposed to including better locational market signals or new means to hedge risks in
our market, these are a low priority for Victoria compared to the three challenges above. COGAT! is
currently directing both market body and industry resources from solving these challenges. Victoria is
not persuaded that COGATI will enable the development of REZs, or enable the timely development
of other transmission infrastructure (such as interconnectors). Nor does the proposed COGATI reform
model provide assurance that it will help mitigate the risk posed by disorderly coal closure and the
severely negative effect that such an event would have on system reliability and security.

Second, Victoria is concerned that many renewable energy investors are unconvinced that COGATI
would reduce investment uncertainty, despite this being a core objective of COGATI. Victoria
understands that at a recent AEMC-Clean Energy Council workshop on COGAT], a high percentage
of Council members indicated that they do not believe that COGATI would reduce investment
uncertainty. Victoria is also aware that many other industry stakeholders, ranging from large
incumbents to new players, are worried about the direction of COGATI and have major reservations
about the effectiveness of the reform in its present design. Victoria would expect the AEMC to build a
broad consensus of support for COGATI, particularly among those that should, in theory, benefit from
it, before seeking support from COAG Energy Council to continue its development.

Third, for a reform proposal of this magnitude, Victoria would expect to see comprehensive evidence
of the net benefits to National Energy Market (NEM) participants. Such evidence to support the
AEMC’s COGATI proposal has not been provided. Victoria would also want assurance that risks of
perverse outcomes have been adequately mitigated, particularly with respect to real-world
implementation issues. COGAT]I does not provide this assurance.

Fourth, Victoria seeks clarity around the integration of COGATI with the rest of the COAG Energy
Council and Energy Security Board (ESB) reform agenda. The structural changes proposed through
COGATI are expected to be long-lasting. COGATI will therefore impact on the direction of projects
such as the ESB’s Post 2025 Market Design. Victoria is concerned that COGATI may limit the broader
reform options available to the ESB.

In summary, while Victoria has no in-principle objection to work progressing around better locational
market signals or new means to hedge risks in our markets, this is not as high a priority as solving the
three important transmission challenges listed above. Further, given that the COAG Energy Council
has tasked the ESB with developing advice on a post 2025 fit-for-purpose market framework to
support reliability, the AEMC’s proposed COGATI proposals would be better considered during that
process.

Victoria seeks the AEMC’s views on these points of concern.

Specific comments on the AEMC’s COGATI proposal

Further to these general concerns, Victoria has a list of comments and questions to the AEMC on
- specific COGATI proposals. These are in Appendix 1 of this submission.

| trust this input is of assistance. If you have any questions about this submission, please contact
Dr Sharn Enzinger, Executive Director, Energy Group by email sharn.enginzer@delwp.vic.gov.au or
on (03) 9412 4071.

Yours sincerely

Anthea Harris
Deputy Secretary, Energy
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