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Noting it is the setting of access prices that will drive investment and improvements in dynamic 

efficiency through allocating capital, the incremental benefit of a real time financial 

compensation scheme, is in productive efficiency driven by differences in marginal cost. 

However, if the marginal cost between generators in a REZ are similar, it follows the incremental 

productive efficiency gains may be low, undermining the need for a compensation scheme in 

the first place. 

In addition, Option 1 is preferable because of the complexity of implementing option 2A or 2B. 

If the NSW Govt is inclined to preference Option 2, AEMO prefers Option 2A as it allows for 

greater utilisation of the REZ without the additional complexity of a Trading Interval level set of 

access rights. 

 

Complexity associated with Option 2A and 2B 

AEMO highlights that Option 2A and 2B would require the definition of Constraints and 

Availability to be addressed.  

Of the potential options discussed in the appendix, AEMO prefers Availability defined in terms 

of volume and settlement price which does not reward participants for bidding the plant out of 

the market. The last option would be very complicated to administer and would effectively 

create a new dispatch approach based on a bid stack. Inevitably this will produce different 

results to the NEM Dispatch Engine (NEMDE) which will be confusing for Market Participants. 

Generators can be constrained for a variety of reasons not just related to transmission line 

capacity. There would be a need to specify which constraints are taken into account. There are 

also semi-scheduled dispatch caps for generators which apply for various reasons including 

testing and non-conformance with bids. 

In essence, either 2A or 2B would mean performing an ex-post settlements reallocation function 

which would be administratively complex. There would also be credit and prudential issues to 

address. The compensation regime would also need to consider the LTESAs that are in place at 

the time as compensation may not just be a function of the RRP but may also need to reference 

the strike price of any derivative contract (depending on Terms and Conditions in the LTESA). 

AEMO also observes the introduction of Tier 2 compensation does nothing to solve Tier 1 

access holders from being constrained off by non-REZ generators. All else being equal, the 

introduction of option 2a or 2b may incentivise generators to connect outside of the REZ, to 

enjoy the same similar access as tier 1 REZ generators but without having to pay for access 

rights.  This may be a further reason to use Option 1 over a financial compensation model. 

 

Immediate solution 

Whilst the price for access may be affected by many factors, including bidding competition, it is 

unlikely the price would be zero because connecting generators should be willing to pay at least 

the avoided costs of connection assets (which would likely be more expensive if connecting 

elsewhere i.e. outside the REZ) and instead be more likely to pay a premium for connection 






