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30 April 2021 
 
 
Chloe Hicks 
Department of Planning, Industry and Environment 
Locked Bag 5022 
Parramatta NSW 2124 

Lodged by email: rez@planning.nsw.gov.au 

 

Dear Ms Hicks 

 

RE: Central-West Orana REZ Access Scheme Consultation 

Shell Energy Australia Pty Ltd (Shell Energy) welcomes the opportunity to respond to the New South Wales 
(NSW) Government’s issues paper (the Paper) on access scheme options for the Central-West Orana (CWO) 
Renewable Energy Zone (REZ). 

 

About Shell Energy in Australia  

Shell Energy is Australia’s largest dedicated supplier of business electricity. We deliver business energy solutions 
and innovation across a portfolio of gas, electricity, environmental products and energy productivity for 
commercial and industrial customers. The second largest electricity provider to commercial and industrial 
businesses in Australia1, we offer integrated solutions and market-leading2 customer satisfaction, built on industry 
expertise and personalised relationships. We also operate 662 megawatts of gas-fired peaking power stations 
in Western Australia and Queensland, supporting the transition to renewables, and are currently developing the 
120 megawatt Gangarri solar energy development in Queensland. Shell Energy Australia Pty Ltd and its 
subsidiaries trade as Shell Energy. 

www.shellenergy.com.au 

General comments 
As the electricity system transitions to a higher proportion of remotely located variable renewable energy (VRE), 
the National Electricity Market (NEM) will need more transmission infrastructure to achieve emission reduction 
targets whilst ensuring reliable supply to consumers. Shell Energy is supportive of the NSW Government 
facilitating the transmission infrastructure required for the CWO REZ.  

The attachment to this letter responds to each of the questions raised in the Paper. The following general 
comments highlight key points from the attachment. Please refer to the attachment for further details. 

Assessing the NSW Government’s proposed access options 

The Paper shortlists three potential access regimes for the CWO REZ. Of the three options put forward, Shell 
Energy considers that Option 2B has the most merit, however it has a range of weaknesses that would need to 

 
1 By load, based on Shell Energy analysis of publicly available data 
2 Utility Market Intelligence (UMI) survey of large commercial and industrial electricity customers of major electricity retailers, including ERM Power (now 
known as Shell Energy) by independent research company NTF Group in 2011-2020. 
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be addressed before it would be useful and workable. We believe that an alternative model that allocates firm 
physical access rights would be better than all the Paper’s options. 

Although our preference is for this alternative model, we have done our best throughout our submission to 
provide constructive answers to the questions relating to other options. This should not be taken as our 
endorsement of these options. However, in case Option 1, Option 2A or Option 2B end up as the government’s 
preferred option, we are keen for each of them to be as well-developed as possible.  

Shell Energy’s proposed alternative access regime 

We outline an alternative REZ access scheme in our response to Question 5. It is effectively a hybrid of several 
models considered in the Paper. Our proposal would use the concept of tiers to allocate firm physical access to 
Tier 1 rights holders, which would deliver the benefits of the ‘limited NEM bidding model’ that the NSW 
Government chose not to progress (see Question 20). However, unlike the limited NEM bidding model, our 
proposal could be implemented via AEMO’s existing dispatch engine. This avoids the major drawbacks of the 
limited NEM bidding model, which would require bespoke software to be developed and implemented. 

Question 5 also flags the potential for a different alternative access regime, which would require REZ 
participants (as a contractual connection condition) to agree not to bid any Tier 2 capacity at less than 
$0/MWh. This may effectively prevent Tier 1 VRE output being constrained by Tier 2 access rights holders. We 
have not developed this concept in as much detail as the first alternative access regime. However, we believe it 
warrants further consideration due to its simplicity and potential efficacy.  

Interaction between access rights and Long-Term Energy Service Agreements (LTESAs) 

The Paper states that “the NSW Government is undertaking further design work on the process for allocating 
access rights and setting access fees, including integration with the process for allocating LTESAs” and that this is 
“out of scope for the purposes of [the Paper]”. These issues warrant consultation, and are relevant to a number 
of the Paper’s questions. For example, at the time proponents are applying for them, the value of access rights 
depends on the available information on how the REZ will be utilised (e.g. the caps on different tiers of access 
rights for different intervals), which may impact on LTESA costs (see Question 4). Similarly, if access rights are 
allocated based on the highest bidder for any given interval, some projects may be less able to acquire all the 
access rights they need to be commercial (see Question 7). This is an example of where the process to allocate 
access rights impacts on the overall efficacy of the access scheme design elements (in this example, granularity 
of access right intervals). These issues may result in inefficient allocation of access rights, higher LTESA costs to 
the NSW government, and ultimately higher costs to consumers.  

It is possible that the advice we have provided in this submission will change once there is more detail on how 
access rights would be allocated and integrated with LTESAs. As a result, we recommend that the next round of 
consultation includes holistic discussion of how the REZ Administrator will allocate and price LTESAs and access 
rights for successful REZ proponents. 

With regards to costs for consumers, the Paper sets out that the access framework will ensure “electricity 
consumers only pay the efficient costs” of the network infrastructure required to support the REZ (the “REZ 
Shared Network”3). However, we note that there is little detail on this, including how costs may be apportioned 
to connecting parties or consumers. We consider that further details on this topic should be provided as soon as 
possible. 

 
3 As explained further in our response to Question 1, the term ‘REZ Shared Network’ should not be confused with the commonly used terms ‘broader 
shared network’ or ‘shared transmission network’, which typically describe the regulated transmission network that is funded solely by consumers. We 
use the term ‘REZ Shared Network’ to be consistent with the Paper, and do not intend to imply that the REZ network infrastructure should be funded 
solely by consumers. 
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Interaction with ESB reforms 

The Energy Security Board’s (ESB’s) February 2021 REZ consultation was largely intended to develop what REZ 
access rights could look like in practice. Unfortunately, at the time of writing, it is not clear whether the ESB will 
recommend a sensible REZ framework. This is because the ESB currently views REZ access rights as a ‘stepping 
stone’ to broader transmission access reforms dependent on locational marginal pricing (LMP) and financial 
transmission rights (FTR). This type of regime has strong negative impacts on investment and the key financial 
contracts markets. As a result, it has been comprehensively rejected by stakeholders (including investors, 
generators, retailers and consumer groups). 

We commend the NSW government for discontinuing its consideration of a potential access framework based 
on LMP and FTR.  

 

If you would like to discuss this submission further, please contact Matthew Ladewig, Policy Adviser at 
 or on  

 

Yours sincerely 

 
 
 
Libby Hawker 
GM Regulatory Affairs & Compliance 
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 All generators, including Tier 1 generators, would  still be subject to AEMO’s security constraints and directions.  

Strengths of an FPA model  

The FPA model has a range of benefits compared with the three options presented in the Paper. For simplicity, the following 
points compare the FPA model with only Option 2B because we (and the NSW Government10) consider it to be more 
preferable than Options 1 and 2A (discussed further in Question 4).  

 One of the drawbacks of a financial compensation model (e.g. Option 2B) is the need to implement a workable 
settlement process. This introduces a range of risks and potential administrative challenges (see Questions 17, 18 and 
20). The FPA model we are proposing does not require a mechanism to facilitate compensation. 

 As discussed in Question 17, under a financial compensation model, there are scenarios where compensation from 
Tier 2 generators may be capped below the loss of income they caused for Tier 1 generators. The proposed FPA 
model avoids this issue by automatically constraining Tier 2 generators before they negatively impact Tier 1 
generators.   

 As discussed in Question 20, our proposed FPA model would deliver a higher degree of access certainty for Tier 1 
rights holders whilst allowing Tier 2 generators to access the REZ Shared Network to the maximum output possible 
without causing congestion. 

Note that Questions 13 to 20 discuss Options 2A and 2B in more detail, and provide comparisons with our proposed FPA 
model. 

Potential for modifications 

Note that the details for an FPA model need further refinement and consultation before they could be implemented. However, 
we believe that this is warranted, based on the model’s promise. We have identified several areas for further consideration. 

 The ‘firmness’ of the FPA model comes from the REZ Administrator capping Tier 1 access rights at the capacity of the 
REZ Shared Network for any given 5-minute interval. A variant of the model would be to reduce the firmness (but 
potentially increase network utilisation) by allowing the REZ Administrator to allocate Tier 1 capacity at a level 
above the capacity of the REZ Shared Network. However, as noted elsewhere in this submission, this would reduce 
the value of each access right.  

 
10 NSW DPIE, Renewable Energy Zones – Access Scheme; Issues Paper on Central-West Orana Renewable Energy Zone Access Scheme, March 2021, pp 37 
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Question 18: Does this Issues Paper identify the 
key risks associated with the Financial 
Compensation Models? Can the risks be 
sufficiently managed through the design features 
of the models and the proposed compensation 
mechanism referred to in this Issues Paper? 

General comments 

As demonstrated by the examples in Question 17, we consider that the Paper understates the risk of financial loss to 
Tier 1 access right holders for both Options 2A and 2B. This risk may impact project the value of the access rights, and 
therefore bankability. 

With regard to counterparty risk borne by Tier 1 generators, if Tier 1 and Tier 2 generators are direct counterparties, we 
require more detail on the security required from Tier 2 generators to determine the impact on Tier 1 project bankability. 

These risks would be eliminated if the REZ adopted the alternative access regime we have proposed in Question 5. 

Potential complication for Option 2B 

For Options 2A and 2B, “the compensation owed to Tier 1 access right holders would be collected from all relevant 
Tier 2 access right holders required to pay compensation”23. However, because the access rights aren’t flat, it appears 
as though generators aren’t required to hold access rights for their nameplate capacity at all (any?) times. This is shown 
in Figure 2 below (noting that it is a stylised example, and a solar asset would not be generating at times of darkness, as 
depicted). 

Using Figure 2 as an example, it is plausible that an asset may generate above its (Tier 1 + Tier 2) access rights (the gap 
between the grey columns and the blue line in intervals 5 and 20). If this caused a Tier 1 access holder to be 
constrained, then the intent appears to be for the generator without access rights to compensate the Tier 1 access 
holder. However, as currently drafted, it appears as though Option 2 only collects compensation from Tier 2 access 
holders, not from generators that don’t have sufficient access rights to cover their output from that period.  

This issue could be resolved by requiring generators without sufficient access rights to pay compensation, but this calls 
into question whether Tier 2 rights would have any value at all. Alternatively, generators could be constrained down to 
their (Tier 1 + Tier 2) access rights for any given period. This would be achieved by the physical access protection we 
describe in our alternative access framework (see Question 5). 

 
23 NSW DPIE, Renewable Energy Zones – Access Scheme; Issues Paper on Central-West Orana Renewable Energy Zone Access Scheme, March 2021, pp 31 
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This arrangement would not impose any additional costs on REZ generators, and therefore would not need an 
additional mechanism to recover costs. However, due to the potential for ‘winner takes all’ outcomes, this incentive 
mechanism would make most sense if there was some kind of generation output sharing scheme between access rights 
holders of a given tier (see Questions 5 and 6). Note that this issue would not be relevant to Tier 1 holders if the 
allocation of Tier 1 access rights for any given 5-minute interval was capped at the REZ Shared Network capacity 
(because generation covered by the Tier 1 rights would never result in spilled energy). 

There are a range of issues that would need to be worked through before implementing the incentive scheme. For 
example, AEMO should be able to facilitate it via NEMDE, by setting the overall dispatch targets to the scheduled load 
component of the ESS(s) to match the forecast level of spilled energy during times of in-REZ congestion. Allocation of 
storage injection to individual ESS would be based on each individual ESS’s dispatch bids. Given that assets like 
batteries are sensitive to how they are operated (e.g. high usage can increase degradation), AEMO would need to 
comply with dispatch bids as submitted by the individual ESS operators. This may result in a level of spilled energy which 
is unable to be absorbed by the available ESSs. 

Although this concept requires further development, we believe that the potential upside warrants it. Ultimately, more 
efficient use of energy that would otherwise be spilled would flow through to lower prices to consumers.   

Storage as a non-network option 

In addition to ‘soaking up’ excess VRE, an ESS can be a non-network option (NNO) to deliver system benefits that have 
traditionally been delivered by network solutions.  

As it currently stands, Transmission Network Service Providers (TNSPs) can be reluctant to consider the flexible operating 
capability of ESSs compared with more traditional network infrastructure. For example, TNSPs may preference 
synchronous condensers or additional transmission lines over strategically located flexible ESSs with appropriate 
technical specifications.  

We recommend that, during the REZ design process, the NSW Government engages with the market to identify 
opportunities for flexible ESSs to improve REZ utilisation and/or reduce capital costs. The NSW Government could then 
assess the merits of storage on a case-by-case basis, and engage in bilateral deals with storage proponents when they 
can provide a net-benefit to the REZ. 






















