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Dear Mr Nelson,

Response to the National Electricity Market (NEM) Review Panel’s draft report on the
NEM wholesale market settings review

The Clean Energy Investor Group (CEIG) welcomes the opportunity to provide feedback
on the NEM Review Panel’s (the Panel) draft report on the draft NEM wholesale market
settings review Report (the draft Report) published in August 2025.

CEIG represents domestic and global renewable energy developers and investors, with
more than 16GW of installed renewable energy capacity across more than 76 power
stations and a combined portfolio value of around $38 billion. CEIG members’ project
pipeline is estimated to be more than 46GW across Australia. CEIG strongly advocates
for an efficient transition to a clean energy future on behalf of the investors who will
provide the low-cost capital required for this transition.

Key Points

e CEIG supports maintaining the current spot market, complemented by
mechanisms like the ESEM to address “missing money” and support timely entry of
new generation and storage infrastructure, with incremental reforms preferred over
a full redesign.

o CEIG seeks clarity on the MMO’s scope and recommends it apply mandatorily
only to large generators with a retail position, remaining voluntary for other large
portfolio generators and single-asset owners, with ESEM-contracted generators
exempt during their contract term.

e CEIG emphasises that MMO design, careful management of recycled ESEM
contracts, and ongoing monitoring of market movements are critical to
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maintaining liquidity, supporting early-year contracting, and avoiding unintended
distortions between ESEM and existing contract markets.

o CEIG stresses that sufficient offtake is essential for ESEM viability as an entry
mechanism and must cover bulk, shaping, and firming services. Clear demand-side
MMO rules may be needed to ensure retailer participation.

e CEIG notes that the timing of ESEM contracts for firming services is critical, as
providers typically can only secure cap contracts in the first few years, leaving
limited revenue certainty beyond that; commencing contracts earlier (e.g., from
year 3 instead of year 8+) would help bridge this revenue gap and improve the
bankability of firming projects.

« For bulk VRE contracts, CEIG supports 8-15/20 year tenors but notes a potential
‘tenor gap’ in years 1-7; the central body should monitor and adjust auction
volumes and timing to ensure early-year revenue certainty, with scope to revert
to later commencement (e.g. year 8) once market conditions stabilise.

e CEIG supports the creation of standardised, fungible derivative products for
firming services to provide long-term revenue certainty to support investment in
new firming assets, as well as to enhance market liquidity.

o CEIG supports standardised contracts for bulk solar but urges caution in
defining a ‘standard service’ for wind energy, as the variable output of wind farms
creates greater shape risk compared with more predictable generation (e.g., solar),
and purely financial, fixed-shape derivatives may expose projects to significant
market risk over long timeframes.

e CEIG proposes project-linked bulk wind contracts (in a similar form to a PPA)
where ESEM support tops up early-year market revenues; this would be
preferable to de-risk ‘wind shape risk’ while maintaining investment incentives, with
the central body managing ‘shape risk’ at a portfolio level and recycling contracts as
standardised ESEMs.

e CEIG encourages the Panel to ensure the ESEM is, first and foremost, an ‘entry
mechanism’ with contracts designed to bring forward investment in new
infrastructure as their primary purpose. If the Panel loses sight of this outcome in
the interests of achieving fungibility, there is a very real risk of governments retaining
or introducing parallel mechanisms to deliver their targets.

o CEIG seeks clarity on how ESEM auction volumes will be planned, noting that
State-based targets, thermal plant closures and conflicting policy objectives could
create uncertainty for investors, affect wholesale prices, and lead to divergent
emission reduction outcomes.

o CEIG seeks further detail on the proposed longer-term out-of-market reserves
service and its interaction with ESEM firming contracts, and recommends that any
out-of-market reserve capacity be required to bid into the spot market at the
Market Price Cap to prevent distortion and crowding out private investment.

e Given the scale and urgency of the challenge, CEIG recommends establishing a
dedicated panel on transmission reform, alongside additional reforms to planning
and environmental assessments, MLFs, and grid connection approvals to achieve
the objectives of the ESEM.
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GENERAL COMMENTS

CEIG welcomes the Panel's extensive consultation to date, which has been a highly
productive and constructive process, and we welcome continued iterative engagement
with the Panel over the rest of 2025 to ensure the final recommendations are aligned to
commercial realities and investor needs.

CEIG supports the Panel's objectives to enhance market efficiency, support new
investment, and deliver affordable, reliable, and clean energy for consumers.

Since the Panel’s formation, CEIG has undertaken extensive work to define the challenges
with the current NEM design and to identify potential solutions™2. In our response to the
Panel’s initial consultation, we recommended a market mechanism that enables longer-
term contracting and that provides greater long-term revenue certainty®. The proposal for
a long-term mechanism that addresses the current gap in contracting opportunities,
particularly for the back end of projects, is a welcome reform.

This recommendation reflected feedback from CEIG members that, while early-stage

contracting opportunities remain available, options diminish significantly over time due to:

e Rising costs (especially for wind), which make offtakers less willing to lock in long-term
prices;

e Limited visibility by retailers over their future customer base and demand profile,
reducing appetite for long-term contracts;

e Limited incentives for retailers to lock in long-term prices when large schemes like the
CIS are expected to suppress wholesale prices;

¢ Growing uncertainty among corporate offtakers, particularly in the lead-up to 2030,
including around the future of certificate schemes (e.g. large-scale generation
certifications (LGC), Renewable Energy Guarantee of Origin (REGO)) and the broader
policy landscape on climate ambition).

At the same time, investors must also manage a range of external risks that they cannot
control or effectively hedge, including:
¢ uncertainty over future transmission capacity investment:

o uncertainty in timing of the required economic approval processes (e.g. Regulatory
Investment Test for Transmission (RIT-T));

o uncertainty in scale and timing of transmission buildout (e.g. planning and
environmental approvals, social licence, procurement and supply chain
bottlenecks, construction delays);

¢ congestion and curtailment risk;

« lengthy planning and environmental assessment processes;

e marginal loss factor (MLF) volatility; and

¢ unexpected announcements around coal plant closures or extensions.

1 CEIG & Castalia (Jan-25) Critical role of market design in enabling affordable and reliable energy transition
2 CEIG & Castalia (Mar-25) Pathways to a Sustainable and Resilient NEM
3 CEIG (Feb-25) Response to the National Electricity Market (NEM) Review Panel’s initial consultation
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These risks add a premium to the cost of capital, increasing overall project costs and,
ultimately, the cost of electricity for consumers.

CEIG’s response to the draft recommendations has been informed by detailed analysis
from Castalia Advisors, who assessed the design, structure, and economic implications of
the proposed mechanisms, and Baringa Partners, who considered their feasibility and
bankability from an investor and financier perspective.

Need for transparent communication to avoid freezing investment

As the NEM Review progresses into the design and implementation phases, CEIG
emphasises the importance of transparent communication from both the Panel and
governments on the future direction of the NEM. Clear and consistent messaging is
essential to maintain investor confidence and ensure system reliability beyond 2027.
Investors require certainty about the medium- and long-term direction of the NEM to avoid
a slowdown in investment activity during the transition to any new market framework.

A clearly defined transition plan, including treatment of existing assets and appropriate
grandfathering arrangements, will be critical to enabling ongoing investment throughout
the transition period. CEIG recognises that the ESEM is intended to flow on from the
Capacity Investment Scheme (CIS), meaning it would need to be operational around
2028-30. However, if by 2028 many CIS projects have not progressed, there is a risk of
investment being delayed or frozen. The Panel should therefore clearly outline how it
envisages the transition from the CIS to the ESEM, including timing and sequencing,
working backwards from the first ESEM auction to ensure a smooth and predictable
pathway for investors.

ENSURING EFFECTIVE OPERATION OF THE SPOT MARKET

Maintaining the spot market

CEIG supports the Panel’'s recommendation to retain the current wholesale spot market
framework, complemented by mechanisms such as the ESEM to address the “missing
money” challenge for firming services. These mechanisms should operate alongside,
rather than replace, the spot market. CEIG agrees with the Panel that incremental reforms
to the spot market are preferable to a complete redesign, which would add unnecessary
cost, risk and complexity.

In this context, CEIG also supports not implementing locational marginal pricing (LMP),
consistent with both the ECMC’s previous decision in 2023 in response to transmission
access reform and the Panel’'s Terms of Reference®. We encourage the Panel to confirm
this position in its final report, particularly in light of the recent rule change request to
consider LMPs®,

4 ECMC (Feb-23) Meeting Communique
5 AEMC (Jul-25) Locational marginal pricing
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Regarding auto-bidding, CEIG acknowledges the growing concerns around excessive
rebidding and recognises that reform in this area may be necessary. We support a
pragmatic approach that balances system integrity with investor flexibility. CEIG notes
that investors are open to working with the Australian Competition and Consumer
Commission (ACCC) on solutions that improve transparency and access to relevant data,
while ensuring any limitations on rebidding are set at a level that does not undermine pre-
dispatch accuracy, market efficiency, or efficient dispatch signals.

Requiring CER to be visible

We understand that the Panel is proposing that by 2030, household batteries, electric
vehicles, and solar should be visible to the Australian Energy Market Operator (AEMO)
and market participants, including investors, even if not always active in the market. This
visibility will help avoid duplication or over-investment in large-scale firming if sufficient
capability already exists at the household level.

CEIG supports reforms to ensure Consumer Energy Resources (CER) are visible,
dispatchable and integrated into market operation. Leveraging the Voluntarily Scheduled
Resource (VSR) participant category established under the Integrating Price Responsive
Resources (IPRR) framework will be critical to achieve this.

However, CEIG notes that increased visibility and participation of CER, including
residential battery energy storage systems (BESS), could have broader system
implications. For example, if residential BESS participation reduces the revenue
opportunities available to large-scale assets (e.g. through lower Frequency Control
Ancillary Services (FCAS) revenues or compressed wholesale spreads), this may push up
the cost of ESEM contracts as projects seek to recover fixed costs through other
mechanisms. More generally, greater CER penetration could reduce grid demand or
increase competition in wholesale markets, creating sustained downward pressure on
prices. While competition is expected and welcome, these dynamics could unintentionally
undermine the investment signals needed for timely delivery of large-scale generation and
storage, which remain critical to system reliability and decarbonisation.

Adjusting the form of market price settings over time

CEIG supports the proposal to adjust the form of market price settings, including the
market price cap, market price floor, and cumulative price threshold, and to provide a
longer-term outlook of up to 15 years to better support long-term contracting. Price
settings should evolve in a predictable and transparent manner to reflect changing system
needs, with adjustments clearly signalled in advance to provide certainty for investors and
minimise unintended impacts on market behaviour.

MAINTAINING LIQUIDITY IN THE DERIVATIVES MARKET

CEIG supports in principle the Panel's medium-term recommendations, particularly the
focus on creating products that link the medium- and long-term markets to address the
current tenor gap. CEIG strongly supports the Panel's objective of establishing a
transparent, liquid, accessible, and well-functioning medium-term derivatives market that
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reflects the nature of the risks inherent in an increasingly weather-dependent system.

Improved transparency and information flow in the derivatives market will be critical to
supporting liquidity and price discovery. CEIG supports measures that provide
participants with timely and accessible data to reduce barriers to entry and enable
informed decision-making. In particular, transparent information on contract volumes,
eligibility criteria, and emissions requirements will help reduce investor uncertainty and
strengthen price discovery in derivative markets. CEIG provides comments on the
proposed design of ESEM contracts in sections below.

With regards to the derivatives market, CEIG considers that it should extend through to
the commencement of the ESEM (ie through to year 8 or so). Market participants have
highlighted the difficulty of pricing contracts when there is no opportunity to hedge or exit
a position, for example, in the event of the unexpected loss of a customer. Extending the
derivative market to cover this period would improve risk management and support more
robust pricing.

Recommendation #6 - Market Making Obligation (MMO)

CEIG supports in-principle recommendation #6A that:
The MMO should apply to all participants above a pre-defined size and prescribe
volumes that must be made available for trading and a limit on the bid-ask spread, with
contract types determined through a co-design process with AER and industry.

CEIG notes that the MMO is intended to be initially designed as always-on. However, the
legislative instrument(s) giving rise to the MMO should be drafted to include options for
future flexibility. As the market develops and matures, there may no longer be a need for
the MMO to be always-on (although it may be useful to retain it so it can easily be triggered
if required).

MMO on supply side

CEIG understands that the Panel is proposing to impose an MMO on large owners of
renewables, batteries, and gas generators, with consideration given to the capabilities of
each participant. CEIG seeks further clarity on the scope of participants the Panel intends
to capture under this obligation. CEIG also seeks clarification that ‘ESEM generators’
would not be subject to an MMO, at least for the duration of the ESEM tenor.

Our understanding is, if they were subject to an MMO, certain large generators may be
required to place bids on the supply side. CEIG is supportive of this obligation if limited to
issuing sell-side prices; however, applying a buy-sell spread to generators is inappropriate,
as many are not active on the demand side.

If participation on a central exchange like the ASX is required, many generators could face
substantial challenges, including complex risk management obligations that may exceed
their current capabilities. CEIG recognises the value of market making in enhancing
liquidity and investment certainty, but not all participants are equipped to perform this



Clean Energy

Investor Group
50 Camberwell Road Hawthorn East VIC 3123

function. For some renewable generators, market making falls outside their core
operations, and they may lack the systems or resources to carry it out effectively.
Mandatory participation may also breach contractual or financing arrangements, as banks
typically prohibit speculative trading activities.

We therefore recommend that an always-on MMO only apply to large portfolio generators
with a retail position, while remaining voluntary for other large generation portfolios and
single-asset owners. The framework should reflect participant capability, with flexibility
built into the framework to ensure entities are not compelled to take on obligations that
fall outside their operational focus.

MMO on demand side

Availability of offtake is key to the bankability of the ESEM, thus clarity around the
demand-side role and requirements of the MMO a key design consideration. For instance,
if the central body struggles to sell contracts or does so at low prices, it may be
incentivised to adjust the MMO to encourage greater retailer uptake of ESEM contracts.

It is important that the MMO covers all 3 service types. CEIG notes that some products
are likely to be more expensive (e.g. shaping and firming services provided by long-
duration storage assets will need to be priced to recover the high capital expenditure &
low-capacity factor associated with those investments). If the MMO focuses
predominantly on bulk energy services, there will be no incentive for retailers to purchase
products that better cover the shape of their customers’ demand and instead, retailers
are likely to limit their purchases to the lower-cost products, leaving shaping and firming
under-procured and shifting the burden to reserve mechanisms.

Contract co-design process

Regqularity of contract design updates

CEIG acknowledges the Panel’'s concern that contract design must evolve with sufficient
pace to ensure that the derivative products available in the market remain fit-for-purpose
and that they support ongoing contracting through the transition from coal to firmed
renewables.

CEIG supports the proposed industry working group process but notes that the design
approach should prioritise efficiency and timely outcomes. The selection process for
those industry participants should be open and transparent, and subject to a competitive
process where participants will be sourced from a variety of industries and technologies
and consumer types to ensure adequate representation. CEIG strongly suggests that
investors must be represented to provide a practical, commercial lens to the work.

Rather than adhering to a fixed review cycle (e.g. every two or five years), CEIG considers
that a continuous improvement model may be more effective. Under this approach,
contract design would be refined based on lessons learned from each auction round,
including failed auctions or auctions that did not deliver satisfactory outcomes, as occurs
with the CIS scheme. This would allow timely adjustments to future offerings without
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unnecessary delays, while ensuring that any changes apply only to new contracts and
have no impact on existing agreements held by generators.

On governance, CEIG questions whether the AER is the most appropriate body to
convene the industry group and to prepare draft contracts, given that contract design and
trading and practical knowledge of commercial practices sit outside its core
competencies. CEIG considers it more appropriate for the central body responsible for
the ESEM, and by extension planning the type and volume of ESEM contracts, to take the
lead on contract design, as it will ultimately be accountable for delivering the right
generation mix and managing the contract portfolio. In addition, CEIG recommends that
the ASX be involved in the process, given its unique expertise in monitoring liquidity and
tradability of exchange-listed contracts.

How much evolution in contract design is appropriate

A further risk is that ESEM-recycled contracts may not align with the prevailing market
contracting terms, conditions and risk allocation practices after several iterations of the
co-design review process, which might reduce their fungibility. With ESEM auctions
offering contracts up to 20 years in advance of real-time there is a risk that the originally
agreed contract structured may be outdated by the time they are sold onto the derivatives
market. For example, once recycled back in the market, an earlier ‘version 1 ESEM firming
contract’ may offer less contemporary contractual terms than a ‘version 10 ESEM firming’,
and might therefore trade at a discount. Equally, if the contracts are to be listed on
exchanges, multiple contract types may negatively impact liquidity for any one type of
contract.

To address this, the central body may need to adopt a more sophisticated trading role to
manage these risks effectively, including the sale of financial derivatives back into the
market that may not exactly match the initial ESEM contracts. This would require the
central body to develop risk management capabilities similar to those of a gentailer and
to carefully consider margin requirements in any contract design. Alternatively, contract
design updates will need to be designed to avoid adverse impacts on liquidity and
fungibility, with the MMO ensuring sufficient demand-side participation to support
recycled contracts.

Need for increased predictability over thermal plants’ closure schedules

The lack of certainty around coal closure timing remains a fundamental challenge. CEIG
stresses that although long-term contract pricing will remain linked to spot market signals,
without a credible coal closure schedule, defining long-term pricing will be difficult.

CEIG notes that a number of coal plant closures are expected to occur before the ESEM
framework is operational, thus CEIG is concerned about the ESEM’s ability to incentivise
new renewable energy supply quickly enough to replace the capacity exiting the system,
and whether additional measures, such as further rounds of the CIS, may be needed in
the interim. Further information is also needed on how the Orderly Exit Management
(OEM) Framework will interact with the ESEM.
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Sufficient visibility on the level of future supply and demand is required for investors to
make the most efficient decisions, both in the spot and derivatives markets. In this regard,
the Panel's proposal to extend the medium-term Project Assessment of System
Adequacy (MT PASA) notification period to five years is a positive step. CEIG considers it
beneficial, however, for MT-PASA declarations to extend further, continuing through to
the commencement of the ESEM.

We note however that there are also likely to be challenges to securing accurate
information over this timeframe. Binding commitments will be essential to provide
investors with confidence, and the AER should closely monitor any trading associated
with significant changes to coal closures. Similarly, it may be useful to extend the
associated requirements around the reliability assessment (currently understood to be 2
years only).

UNLOCKING LONG-TERM INVESTMENT IN NEW ENERGY SERVICES

Establish the Electricity Services Entry Mechanism (ESEM)

ESEM design - overall comments

CEIG supports the introduction of the proposed Electricity Services Entry Mechanism
(ESEM); it is a welcome step towards providing long-term investment signals through a
clear service-based framework and can be expected to support investment that would
otherwise not occur, such as in assets that deliver firming services. Most importantly,
CEIG emphasises that any design must be flexible and continuously monitored, allowing
adjustments as the market evolves and new challenges arise.

The ESEM reflects many of the recommendations CEIG made in our Future Market Design
Solutions Paper, including the use of coordinated auctions for long-term contracts
through a coordinating body to deliver the efficient mix of renewables, storage, firming,
and transmission needed to reliably meet demand®. Importantly, the proposal builds on
mechanisms already familiar to the market, such as CIS Agreements (CISAs) and NSW
Long-Term Energy Service Agreements (LTESAs) and represents an evolution rather
than a wholesale redesign, which CEIG welcomes.

To reduce costs for consumers, investors require greater long-term revenue certainty. By
filling this contracting gap, the ESEM can provide that certainty and support lower-cost
financing.

Notwithstanding this support, the effectiveness of the ESEM will depend on predictable
and bankable contract design and the role of the central body in linking these contracts
into the derivatives market. CEIG offers design suggestions throughout this section.

Existing ‘missing money’ problem
AEMC outlines the existing ‘missing money’ problem in its submission to the NEM

6 CEIG & Castalia (Mar-25) Pathways to a Sustainable and Resilient NEM
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wholesale market settings review’. Renewables face a structural revenue challenge:
coincident generation pushes down prices for wind and solar, leaving spot market
revenues below investment costs.

At the same time, there is an ongoing risk that large gentailers will be reluctant to purchase
renewable energy contracts, given expectations that spot prices for wind and solar will
remain below the levelised cost of energy (LCOE) and their limited ability to manage
intermittent generation compared to dispatchable assets like gas or batteries. While this
does not preclude participation altogether, experience suggests gentailers are likely to
be selective and cautious, which could constrain liquidity in the contract market unless
mechanisms are carefully designed to address these barriers.

Together, this creates a dual barrier — insufficient market revenues and limited contracting
opportunities — which will continue to constrain investment unless complementary
mechanisms are in place.

ESEM - bankability of shaping service ESEMs

The proposed contracting for shaping services aims to provide buyers with dispatchable
capacity, likely during peak periods, while sellers receive fixed revenue underwriting for
their assets. This setup is largely reflected in existing bilateral contracting markets, such
as tolling arrangements or revenue floor structures. Standardisation of these contract
structures could offer increased certainty to the already substantial pipeline of shaping
assets expected to be built over the coming decade.

ESEM - bankability of firming service ESEM & technologies that face barriers beyond
the tenor gap

The proposal to introduce a firming service ESEM (e.g. using long duration BESS, pumped
hydro energy storage (PHES)) could unlock investment in technologies that currently lack
a NEM-wide delivery mechanism due to revenue and risk gaps. A central body
underwriting contracts at prices close to long-run marginal cost (LRMC) would help
address the “missing money” problem and provide a clear investment pathway.

While fungible derivative contracts make sense for firming, the timing of ESEM
contracting will be critical. Firming providers are generally only able to secure cap
contracts in the first couple of years, leaving them with limited revenue certainty beyond
that point. Commencing ESEM contracts earlier (e.g., from year 3 instead of year 8+)
would make projects more attractive to investors, secure investment and construction of
those critical assets and help bridge this revenue gap.

CEIG believes that the investment in firming assets would be unlikely to occur without a
central body underwriting the “missing money” through firming ESEMs. Provided that the
auction process (including eligibility criteria) is reasonable, and there is a genuinely level
playing field to secure a contract, the ESEM should improve the bankability of projects.

7 AEMC (Feb-25) AEMC submission to the National Electricity Market wholesale market settings review

10
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The long duration storage (LDS) LTESA offers a useful foundation for these contracts.

CEIG also welcomes the acknowledgement that different approaches will be needed for

technologies that face barriers beyond the tenor gap, such as offshore wind and long

duration energy storage. The design of those specific ESEM contracts must ensure that

they can accommodate amended cost recovery mechanisms that cover the life of the

entire project, that is:

e contracting with the central entity that starts earlier, from year 1 (that is remove the
requirement to secure commercial contracts up to year 7); and

e contracts that are extended beyond the traditional ESEM tenor (that is contracts of up
to 25 years, as proposed in the draft Report).

CEIG does caution, however, that designing ESEM contracts to target specific
technologies may introduce unnecessary complexity and reduce market liquidity. CEIG
believes the Panel should prioritise liquidity over perfectly tailoring contracts to individual
projects or technology. Any specific technology support (emerging or otherwise) may be
better provided outside the scheme, for example through grants or conditional debt,
rather than via technology-specific ESEM contracts.

Alternatively, for LDS, CEIG suggest the Panel consider incorporating a formula in
standard contracts that reflects the capacity value of duration. For example, the contract
could account for a project’s ability to deliver energy for periods beyond 8 hours.:

e The first 1-8 hours of storage currently face challenges due to short contract tenors,
but should be largely supported by the new proposed ESEM shaping contracts.
Extending the tenor would improve financeability for this initial “shaping” component.

¢ However, for storage above 8 hours, value comes from avoiding unserved energy,
which can only be realised by a government and is difficult for an investor to monetise.
A potential solution may be to include a monetary component in the standard contract
for storage exceeding 8 hours and above a power threshold (e.g., 500 MW to ensure
separation between shaping assets and firming assets).

ESEM design for bulk VRE

Definition of standard services for bulk VRE

CEIG supports the Panel’s objective to create standardised, fungible derivative products
that can be easily traded and that will provide long-term price visibility for market
participants. This will support liquidity in the market, improve hedging opportunities and
increase the predictability of both volumes and prices to support investment in new
firming capacity. It also provides a means to recover some of the mechanism costs from
the market rather than directly from consumers.

For bulk solar projects, CEIG supports standardised derivative contracts. Solar output
follows a more predictable daily profile, making it easier for projects to align with a
standard product without taking on unmanageable risk.

For bulk wind projects, CEIG does not support standardised derivative contracts. Wind

11
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output is highly variable across time and location, making it less suited to fixed-shape
products.

A purely financial, nhon-generation-linked derivative based on fixed shapes or expected
profiles could expose wind projects to significant market risk if output diverges from
contracted volumes. Over long timeframes (e.g. 20 years), locking in specific quantities
may present considerable risk. CEIG notes that the LTESA experience showed pushback
against fixed shape/fixed volume contracts. ASL, in its role as NSW Consumer Trustee,
also commissioned a study comparing fixed-shape fixed-volume versus generation-
following contracts, finding that generation-following designs delivers significant
advantages®. For these reasons, CEIG questions whether a truly fungible bulk energy
product can effectively support the entry of new wind projects.

Amendment to proposed contract between a developer and the central entity

To support wind project bankability, CEIG proposes instead that ESEM support is
delivered through ‘project-linked bulk wind’ contracts (i.e. PPA-like) that provide a ‘top-up’
to market revenues after the initial period (i.e. to an early-year private PPA or merchant
exposure). This will be required to avoid imposing a new ‘shape risk’ onto wind developers.

CEIG considers it essential that the initial contracts maintain a clear link to the physical
wind projects being developed. This connection is necessary to ensure that the ESEM
effectively supports the entry of new wind projects, rather than purely physical (asset-
specific, and therefore not fungible) or purely financial products (not linked to actual
investment). This may only be a temporary requirement, as new products could eventually
enable wind developers to manage shape risk directly. The central body should monitor
developments and adjust its approach accordingly.

The central body would then need to create ‘standardised bulk wind ESEM’ contracts out
of its portfolio of ‘project-linked bulk wind’ contracts before they can be recycled. This
requirement may not be permanent, as innovative products could emerge that enable wind
developers to manage ‘shape risk’ directly. The central body should therefore monitor
market developments and adapt its auction and contracting approach over time.

CEIG agrees that this would make the central body’s risk management task more complex
as the central body would oversee both portfolio-level risks and the eventual transition to
market-standardised products. However, due to the portfolio effect, the central body
would be better placed to manage that ‘shape risk’ at a portfolio level, rather than each
wind developer individually. In addition, CEIG notes that ASL’s current Statutory Risk
Management Framework identifies liquidity risk and proposes that the Scheme Financial
Vehicle (SFV) enter into risk management contracts to help inject liquidity®. CEIG
recommends that the Panel consider a similar approach.

8 Aurora Energy Research & AEMO Services (Aug-22) LTESA contract modelling: Analytical comparison of
fixed-shape fixed volume vs generation following contracts
9 ASL (Jul-22) Statutory Risk Management Framework

12
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Whilst this approach may create administrative and resourcing challenges initially, it is
essential for supporting the bankability of new wind projects. It is imperative that the Panel
continue to view and design the ESEM as an Entry Mechanism with contracts which can
effectively support the entry of new assets, including large volumes of new wind projects,
to deliver the transition.

The Panel and the AER (or similar) will need to work closely with the market to design
contracts that appropriately de-risk wind projects and support new investment and avoid
unintentionally disincentivising investment in a specific bulk energy technology. It is critical
that state governments have confidence that ESEM contracts can facilitate new
investment to meet targets, avoiding the need for parallel support mechanisms.

ESEM - Design features if contract with developers must be a derivative
Whilst this is not CEIG’s preference, if the ESEM must remain as a derivative contract
upfront (ie between developers and central entity), the Panel should consider design
features that mitigate ‘shape risk’ for wind, including:
e contracts could include ex-post shape risk;
« the developer should be allowed to manage ‘shape risk’ as part of its portfolio and not
have every single asset defending its ‘shape risk’:
o defend ‘shape risk’ across all of its ESEM-contracted assets, rather than
individually; or
o defend ‘shape risk’ across a hybrid (ie use a co-located BESS with a wind farm
to defend ‘shape risk’ coming from the ESEM-contracted wind farm).

ESEM - interactions with existing contract market, risks around ability to obtain a contract
in first 7 years

The draft Report proposes that ESEM contracts for bulk VRE services would commence
from around year 8 in a project’s lifecycle and run through to year 15-20. This reflects the
expectation that projects will rely on merchant or other forms of revenue support during
the early years, with ESEM contracts designed to provide revenue certainty during the
later stage of the asset’s life.

CEIG overall supports the ESEM bulk VRE contracts with tenors of 8-15/20 years, but
notes that there is already evidence from some CEIG Members that the tenor gap may
start earlier, from years 4-5, because of the absence of price certainty given the lack of a
developed derivative market that far ahead

In addition, CEIG is seeking greater clarity on how contracts offered through the ESEM
would interact with the existing contract market.

Our expectation is that:

e ESEM contracts would be priced close to generators’ long-run marginal cost (LRMC),
making them relatively low-cost; whereas

e Existing short-term hedge contracts (years 1-7) are currently priced high as thermal
plants retire, but if the ESEM lowers prices toward short-run marginal cost (SRMC)
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(below LRMC) it could leave renewables unable to secure sufficient early-year
revenues, heightening the ‘tenor gap’ and ‘missing money’ problem.

When the central body begins recycling its long-term ESEM contracts back into the
market, these lower-cost contracts may compete directly with existing hedge contracts.
Depending on the volumes being traded for each category and the medium-term pricing
environment at the time, this dynamic could result in either:

1. Recycled ESEM contracts being bid up towards prevailing hedge prices

This would create a potential surplus to be recycled back to consumers.

a.

2. An equilibrium emerging between hedge contracts and ESEM contract prices.

If prices are suppressed, the volume of contracts available in the existing market
may fall, reducing liquidity and making it harder for new generators to secure
contracts in their first 1-7 years. If retailers expect access to cheaper recycled
ESEM contracts in the later years (or procure cheaper electricity on the spot
market as has been experienced in the Philippines), they may avoid contracting
early with new projects.

This could in turn set up a vicious cycle where:

a.

contracting opportunities for the early years of new projects are reduced; and
a ‘missing money’ problem arises in the first 7 years and there is increased
reliance on the ESEM mechanism as a result, pushing it to be triggered earlier
(than year 8) to fill the gap.

MMO design is important in avoiding such unintended consequences.

Availability of offtake is key to the bankability of the proposed mechanism, thus
clarity around the role and requirement which will be placed on the MMO is an
important aspect of the design.

While the MMO is likely to support liquidity in standardised contracts, it may

not create sufficient depth or appetite for developers to hedge the project-

specific risks associated with years 1-7. Residual basis risk could be a barrier
to direct participation by some generators in the derivatives market.

Further work will be needed to determine whether the MMO requirement

could deliver the 7-8 yr offtake proposed to be covered by the market.

For example, there is an assumption that assets will be able to acquire offtake

for the medium term (up to 7 years).

1. This likely draws upon the lessons learned from the highly competitive CIS
bidding process, where many bidders would structure their bids such that
there is no CIS support in these initial years of the asset. This approach
has been ticked off as bankable by lenders - i.e. the PPA/toll provides
‘contracted’ revenue to underpin debt-sizing in the initial 7-8 yrs, and then
the CIS/ESEM contract kicks in thereafter to de-risk the merchant tail.

Once the ESEM is implemented, contracts for existing assets previously

warehoused by the central body will be released to the market, with the

potential for the central body to adjust the MMO to promote higher retailer
competition, depending on the MMO design.
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CEIG recommends that the central body:

e will need to closely monitor market movements to assess the breadth (or lack) of
opportunities for contracting in the first 1-7 years of a project, and adapt their ESEM
auction volumes and timing accordingly,

o will need to procure an appropriate volume of ESEM contracts each year and manage
recycling carefully to avoid distorting market prices or undermining short- and
medium- term contracting activity;

+ will need to be flexible in its approach around projects that cannot secure a contract
that covers the first 7 years; and

o monitor the effectiveness of the MMO across 3 services and its impact on ‘non-ESEM’
market contracting, and potentially firm up demand for offtake.

Amount of time that a project should ensure market support prior to ESEM

The draft Report proposes that ESEM support be provided from year 8, that is a project
would be expected to seek market revenue (ie merchant or PPA) for up to the first 7 years.
As noted above, this may not be achievable.

Whilst CEIG supports the principle to start ESEM support from Year 8, the Panel could
investigate alternative approaches to guard against the risk that the market cannot deliver
up to 7 years of offtakes.

In response to expected heightened volatility and uncertainty in the short-term, the central
body could initially consider starting ESEM support earlier (e.g. from year 4 or 5 rather
than 8) and reverting to a year-8 start in future once there is more clarity around market
conditions:
e over the next 5-10 years (i.e. during the transition period from CIS/ LTESA to ESEM),
the market is likely to hold significant uncertainty about:
o whether the full CIS/ LTESA/ VIC generation tender programs can be run on
time (to deliver replacement capacity ahead of coal closures);
o Wwhether the successful CIS/ LTESA/ VIC proponents can build the assets on
time (considering to-date only 2 small projects have been built from CIS tender
#1run in May 2024);
o the level of supply and demand (and in turn pricing) at the time of upcoming
large coal closures (particularly Yallourn, Eraring);
o this heightened uncertainty is likely to make it difficult for offtakers to provide
contracting opportunities beyond 3 to 4 years.

Process for setting ESEM support start year

To support the objective of maximising market revenues and to ‘stretch’ private
contracting tenors, CEIG suggests that the NEL could include a minimum in-market period
(for example to be set at 4 years, which is the amount of time currently available to be
hedged through existing derivatives). However, the central entity needs to retain flexibility
and should be able to set a longer in-market period in response to market developments.
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CEIG expects that the central entity (our recommendation: ASL) will be best-placed to set
that period as it will have the commercial expertise and market knowledge from its role
as ESEM planner, auctioneer and warehouser.

ESEM - impacts on assets not covered by ESEM

The introduction of the proposed reforms can be expected to place downward pressure

on wholesale prices (at least in the medium term) due to:

o Thereliance on a central body to determine volumes of new capacity to procure, which
may lead to over-procurement and thus over-supply.

o There is also an explicit objective from the Panel to ensure all new capacity is in place
ahead of retiring capacity, which while understandable from a policy perspective,
would tend to lead to over-supply and thus downside price pressure in the periods
preceding retirement.

e The continued delays to transmission upgrades, and the lack of clarity over the coal
closure schedule, which would tend to keep coal in the system longer even as new
capacity is committed, further amplifying over-supply risk;

o Potential challenges for new projects seeking contracts in years 1-7, which still rely on
private offtake (although potentially supported by the proposed MMO). These projects
may compete with recycled ESEM contracts in later years (years 8+), creating
downside price risk, especially if contract types are misaligned due to regular revisions;

e The broader system implications of CER becoming more 'visible' and its interaction
with utility-scale BESS; and

e Concentrated ESEM-backed assets could also theoretically exercise market power
and drive higher wholesale prices.

Subject to their level of merchant exposure, this could negatively impact the economics
of projects not covered by ESEM and potentially their refinancing terms (at higher cost).
This could then be expected to flow through to wholesale prices as they seek to recover
higher costs. This is particularly relevant for assets that were in operation (or close to)
before initial discussions of a new ESEM mechanism (ie all existing assets pre-2025)
since they would not have foreseen this material change of market conditions at FID.

ESEM eligibility criteria — ensure projects can reach FID and COD

CEIG agrees with the Panel that non-financial considerations are best addressed through
complementary policy frameworks outside the auction process itself, rather than through
ESEM merit criteria. While CEIG understands that state governments may apply their own
merit criteria, we strongly recommend that all ESEM contract designs include strong
eligibility criteria that will give the central body assurance that a project can reach FID.
These requirements should accommodate the different construction timelines of various
technologies, including long lead-time projects such as pumped hydro, and ensure better
alignment between project readiness and transmission availability through improved
sequencing and flexibility where transmission is delayed.

It appears that the CIS has seen aggressive bidding by proponents with low strike prices
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that assumed that PPA support in the initial years would be forthcoming but has since not
materialised. This appears to have impacted the ability of some CIS projects to reach final
investment decision (FID). This was caused by the lack of ‘eligibility milestone’ pre-FID and
the lack of penalties for not reaching FID.

Whilst it is noted that adding this eligibility criteria might increase bid costs (as stricter
requirements will increase proponents’ costs), it is likely to also improve timeliness of
construction milestones and overall ESEM success.

ESEM eligibility criteria - other

It will be critical to carefully monitor the role of gentailers in this process, given their
potential market power, the risk of market concentration in offtake agreement, and the
influence their bidding behaviour can have on the broader market.

Regarding Recommendation 8C: CEIG supports, in principle, the Panel’s proposal to place
a limit on the proportion of long-term services any one company can control. For example,
if the cap on firming contracts is set at 20%, the central body cannot purchase more than
that share from a single company, although the company remains free to build and operate
assets at its own risk. This limit will help prevent market dominance by vertically integrated
incumbents and create greater opportunity for independent investors.

That said, the key focus should be on limiting concentration only where it creates a barrier
to entry for competitors. A cap applied arbitrarily could lead to efficiency losses, such as
where a single company is able to offer a larger share of contracts at a lower cost but is
prevented from doing so because of a fixed limit. A set percentage may therefore be less
effective than a flexible approach that tests whether concentration is actually creating a
problem, which could occur at any level, even below 20%.

On the question of asset eligibility, CEIG considers that the ESEM should, at a minimum,
be open to “new” or “repowered” assets.

It will also be important for States to clarify their emissions requirements on ESEM
eligibility, particularly in the firming category where gas will play a role.

ESEM contract design — counterparty risk

The proposed model, where the central body initially underwrites contracts and later sells
them to retailers, provides strong initial bankability, especially as the central counterparty
is expected to be AAA-rated. This approach mirrors the CIS model, where private offtake
in early project years is complemented by central support from the Commonwealth in the
later years, reducing refinancing risk and improving project viability.

The creditworthiness of subsequent buyers, particularly smaller retailers, will be
important. For instance, ASL is currently a strong counterparty, but must maintain robust
risk management frameworks to preserve this standing as it takes on a large contract
portfolio. Therefore, the credit quality of ASL’s counterparties will be central to managing
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financial risk.

ESEM - interaction with Essential System Services (ESS)
CEIG seeks more information on how the Panel proposes that the ESEM interact with the
procurement of ESS.

CEIG also requests clarity on whether services such as synchronous condensers and
inertia will be procured through the ESEM or treated as FCAS products with a defined,
bankable value as part of the project financing process.

At present, TNSPs can only procure ESS through the Regulatory Investment Test for
Transmission (RIT-T) when a shortage is identified. However, the line between services
procured by TNSPs and those provided by generators in the market is often unclear, and
with no central planner, it is uncertain when generators that provide ESS will enter or exit
the market. This creates duplication risks and can result in inefficient investment.

CEIG considers the ESEM to be an improvement, as the central body would provide
greater visibility of future generation and associated services, giving TNSPs more
certainty and reducing the likelihood of duplication with the RIT-T process. Close
coordination between the ESEM administrator and the AER will be essential to manage
timing, avoid inefficient overlap, and maintain clear signals to the market. Transparency
on costs, target volumes across services, and methodologies for balancing firming,
shaping, and ESS procurement will also be critical to ensure the ESEM complements,
rather than distorts, existing ESS responsibilities while still providing long-term, bankable
investment signals for projects that can provide these services.

ESEM - auction volume planning
CEIG would appreciate further clarity around how the ESEM auction volumes will be
planned, particularly how individual State auction volumes will be allocated.

It appears that ESEM auction volumes will be driven by each State’s emission reduction

and energy targets. However:

e State governments do not have direct control over thermal plants’ closure dates (a key
lever to achieve targets), which could make the planning of auction volumes an
uncertain process for the central body;

o there might be conflicting intents behind the ESEM procurement objectives to meet
the National Electricity Objective (which will require some focus on a least-cost
approach) vs. “respecting the sovereignty of jurisdictions to pursue individual policy
objectives”.

ESEM remains subject to political shifts

The introduction of the ESEM presents a significant opportunity for reform and enhanced
coordination between Commonwealth and State governments, aiming to efficiently
implement critical energy transition measures. A key design feature is that the volume of
ESEM contracts will be calibrated to meet State government’s climate and energy targets
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under the Australian Energy Market Commission’s (AEMC) Emissions Targets Statement
under the National Electricity Law (NEL), similar in intent to the Integrated System Plan
(ISP), effectively making these targets more binding for generation and storage
investment.

CEIG supports enshrining any new market mechanism in the NEL, as this is important for
investor certainty, longevity, and protection against policy volatility. However, CEIG notes
that some political risk will remain.

Linking ESEM auction volumes directly to State targets could create material risks. If
governments reduce their decarbonisation ambition, ESEM auction volumes could
collapse. Jurisdictions’ preferences to procure capacity within their own State and
constraints on interstate transmission capacity could also drive inefficiencies (such as
NSW being unlikely to procure from Victoria).

It is also unclear how the central body may need to adjust ESEM auction volumes
(including in which State) to “compensate” in the event of divergent emission reduction
trajectories (e.g. need to meet ambitious federal targets vs. one State reneging on climate
and energy targets).

More fundamentally, the ESEM'’s success depends heavily on sustained political ambition.
The political cycle introduces unpredictability at each election, threatening investment
certainty and risking misalignment between State and Commonwealth objectives.
Fragmented, state-by-state approaches risk creating inconsistencies and inefficiencies
across the NEM.

To address these risks, CEIG recommends a more centralised or technocratic approach
to setting auction volumes, modelled on existing mechanisms such as the Reliability Panel
or ISP-style planning. Clear, nationally coordinated processes are needed to reconcile
State and Commonwealth ambitions, reduce political risk, and ensure sufficient, efficient,
and timely procurement across the NEM.

Having a long-term plan that is insulated from political shifts is critical when entering long
term contracts, investing in long-lead technologies, and procuring the essential system
services needed to support the future energy mix. For the reforms to succeed, it should
be made an explicit objective that state governments coordinate their initiatives with the
central body responsible for planning the ESEM, rather than expecting that body to adjust
around them.

It is vital to maintain cohesive national targets and ensure that State and Commonwealth
ambitions are aligned to support Australia’s competitiveness and economic opportunity.
Without clear reconciliation between state-level targets and Commonwealth objectives,
there is a risk of misalignment that could undermine the ESEM’s overall effectiveness.

There may be a need to clarify a role for the Commonwealth to use the ESEM to support
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its own targets going forward as well as States, in the case that it wanted to drive a greater
renewable energy uptake than States would otherwise pursue. Cost recovery (or benefit
sharing) in this instance would likely need to sit with the Commonwealth, and thus
taxpayers.

Finally, it is unclear whether the ESEM can enable the need for greater decarbonisation
ambition to capture the full breadth of economic opportunities for Australia.

Currently, emissions reduction targets are focused on:

1) mostly decarbonising the grid (82% renewable energy by 2030); and

2) partly decarbonising the Australian economy through electrification (noting that
targets do not yet fully capture all areas of the economy that need to be electrified to
decarbonise and meet Australia’s net zero by 2050 target).

Questions remain about how increased ambition will be incorporated into the ESEM and
how ESEM implementation and contracting mechanisms need to evolve to:

1) complete the decarbonisation of the Australian economy; and

2) capture global economic opportunities through green exports.

State-based schemes must align to the ESEM, not the other way around

It remains unclear how the ESEM will interact with the various State-based initiatives.
Logically, having a central body that procures required services through the ESEM should
negate the need for continued material State-based interventions. However, one of the
key principles for the reforms is: “wholesale energy market reform should continue to be
consistent and harmonised across the NEM, while respecting the sovereignty of
jurisdictions to pursue individual policy objectives within that shared framework.”

For the reform package to succeed, there may need to be an explicit goal of the reforms
that the State governments coordinate any initiatives they are considering with the central
body managing the ESEM and not the other way around. As such, CEIG supports the
alignment - or removal if there is duplication- of existing state-led generation underwriting
schemes (such as the NSW LTESA, Victorian Renewable Energy Target (VRET) and SA
Firm Energy Reliability Mechanism (FERM)) with any new national contracting process
such as the ESEM mechanism. Coordination is critical to ensure these programs
complement rather than crowd out the ESEM, and to avoid fragmented reforms that
increase uncertainty and raise the cost of capital. State-based schemes should also be
structured to actively support, rather than reduce, liquidity in the derivatives market. If any
state considers that the ESEM cannot deliver all of the outcomes it is seeking, the
mechanism should be redesigned to resolve this issue, rather than leaving parallel or
duplicative schemes in place.

Out of market reserves mechanism
CEIG supports the Panel's proposed out of market reserves mechanism, subject to
appropriate design, as it could provide the certainty needed to underpin investment in
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shaping and firming assets. However, further detail is required on the design of the
reserves and, critically, how it will interact with firming service contracts under the ESEM.

While the auctions are expected to be technology agnostic, emissions constraints and the
size of strategic reserves will impact price formation and ultimately the auction-winning
technologies. The reserve has also been framed as a form of state “insurance,” which
CEIG supports provided it does not undermine ESEM price signals across bulk energy,
shaping, and firming services, or crowd out bankable ESEM projects.

To minimise these risks, it is important that out of market reserves are subject to clear
design principles. All out of market reserve capacity should be required to bid into the
spot market at the Market Price Cap, ensuring it only comes online in genuine emergency
situations and does not distort normal price signals. In addition, transparent and
consistent formulas for determining reserve levels will be essential to avoid States
overbuilding their reserves and unintentionally suppressing investment signals for other
firming technologies.

This approach also achieves a related goal: ensuring that retailers who do not adequately
hedge against “low-probability, high-impact” events such as Dunkelflaute bear the cost of
that decision. In doing so, it incentivises prudent hedging, limits reliance on state-procured
reserves, and ultimately reduces the size and cost of out-of-market reserves required in
the first place.

Greater alignment with Commonwealth government priorities is also required, particularly
where reserves rely on carbon-intensive resources such as gas. If the Reliability Panel is
tasked with identifying the need for reserves, there may be scope to integrate emissions
reduction objectives into this decision-making process, ensuring that reserve
procurement reflects both reliability and decarbonisation goals rather than being left
solely to state discretion.

Another option is to place a penalty on retailers who fail to procure sufficient volumes of
shaping and firming services to hedge the shape of their customers’ demand. Without
such measures, the costs of shaping and firming would risk being socialised across the
market. This could be complementary to recommendation 8D, which seems to relieve
retailers from any responsibility to plan or hedge for low likelihood high impact events (like
dunkelflaute), potentially giving unhedged retailers a competitive advantage over those
who hedge. Requiring retailers to share in the cost of out of market reserves would
incentivise them to creatively contract for alternatives that may be cheaper or more
effective, reducing the reliance on ad-hoc auctions that may occur too late or be too
narrowly designed to accommodate innovative technologies.

We urge the Panel to consider a mechanism to allocate the costs of longer-term, out-of-
market reserves proportionately, similar to the Electric Reliability Council of Texas
(ERCOT) approach in the USA:

e Ancillary services are procured via real-time, forward, and off-market contracts to
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provide dispatchable capacity.

e Costs are allocated to Load Serving Entities (LSE) based on their contribution to
system demand, incentivising self-supply or demand-side solutions to reduce
exposure.

This is akin to the Reliability and Emergency Reserve Trader’'s (RERT) framework in
Australia, which recovers costs through the Procurer of Last Resort (PoLR) mechanism,
but unlike the short-term RERT, longer-term contracts would provide stronger incentives
to bring extra capacity to market and limit the reliance on out of market long term strategic
reserves.

Publishing the costs of these reserves would give retailers a ceiling on potential exposure,
motivating them to find lower-cost solutions than ESEM-procured reserves, ultimately
saving consumers money while maintaining reliability.

Transmission is essential to delivering the ESEM

The Panel notes that interventions should target investment barriers the market cannot
resolve on its own, and transmission is a key example of such a barrier. CEIG’s recent
member survey highlighted this point: while participants regarded the CIS as helpful but
not critical to project success, transmission delays and planning assessment processes
were identified as the primary challenges to attracting clean energy investment in
Australia™,

While CEIG understands that transmission falls outside the scope of this review, it remains
a critical enabler for the successful delivery of the ESEM. Although the ESEM encourages
investment in generation and storage, investors will remain reluctant to proceed to FID,
then construction without a firm connection date (or else the project may not be bankable
if lenders are not convinced that the project will be able to evacuate its output as
expected).

To address this, we suggest making the Integrated System Plan (ISP) more binding for

transmission development, for example, specifying how much and when transmission

capacity must be built. At present, no party is clearly accountable for implementing the

ISP’s transmission recommendations, outside of renewable energy zones (REZ). This is

an issue we have highlighted previously, and we believe Ministers must take a stronger

leadership role to ensure timely delivery of critical transmission projects.

The success of the ESEM in supporting emissions reduction will hinge on the broader

ability to develop renewable energy capacity in line with Australia’s targets, which must

be supported with ongoing work on transmission development. It is therefore also

essential that:

o Transmission capacity addresses existing gaps and keeps pace with the buildout
required to accommodate the growing share of generation on the grid; and

e Key design concepts, such as firm access in Renewable Energy Zones (REZs) and
headroom, are retained by governments.

0 CEIG (Jul-25) 2025 Clean Energy Outlook
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Given the scale and the urgency of the challenge, we recommend that a dedicated panel
be established to focus specifically on transmission reform. Ideally, this would be led by
Tim Nelson, who, through his leadership of the NEM Review, has developed a deep
knowledge of the market and understands both the policy and commercial dimensions
necessary to undertake such a review effectively.

Additional reforms - planning, environmental, grid connections assessments and
MLFs

Additional reforms are also necessary to achieve the objectives of the ESEM, including
improvements to planning and environmental assessment processes, MLF reform as well
as the grid connection approval process. In particular, MLF reform is critical, as the current
framework is not fit for purpose in a system where bulk energy will come from REZs
located far from major load centres. Without reform, market signals risk directly
contradicting the central planning of the grid. CEIG looks forward to continuing to work
with AEMO on further developing the MLF methodology.

It is also essential that ESEM contracting be linked to network access, to avoid a repeat
of the current situation where projects can secure CISAs without having certainty of
connection to the grid.

Benefits to unlocking superannuation capital

A broad-based mechanism, embedded in the NEL, would also provide a durable,
accessible framework for long-term contracting beyond narrower mechanisms like the
CIS. This would create the stability and revenue certainty needed to unlock domestic
superannuation capital, which has so far been cautious in investing directly in renewable
energy projects. Super funds could more confidently support projects that hold longer-
term offtake contracts with a counterparty with a high credit rating, particularly in later
years, through refinancing and direct investment which would deliver productivity gains
across the energy transition.

Governance - central buyer

CEIG understands that the Panel is proposing a central body, such as ASL, enter into long-
term contracts with developers, enabling consumers to share in both the benefits and
risks. We support the Panel delivering clear, actionable recommendations that Energy
Ministers (via the Energy and Climate Change Ministerial Council (ECMC)) can readily
adopt, with implementation to be led by AusEnergy Services (ASL) and the Department
of Climate Change, Energy, the Environment and Water (DCCEEW), with support from the
market bodies.

CEIG highlights the need to carefully scope the central body’s role. The central body must
not be subject to political direction, as ministerial interference in decisions such as when
to recycle contracts (e.g. decisions to sell vs hold) could distort prices and undermine
market confidence. We suggest that the Panel provide more detailed guidance on broader
governance arrangements, including oversight mechanisms, decision-making protocols,
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and consultation requirements.

Scope of the role
The central body’s responsibilities will extend well beyond simply contracting with
projects. It will need to:

e Procure an appropriate volume of ESEM contracts each year;

e Manage ESEM contract recycling carefully to avoid distorting market prices or
undermining short- and medium-term contracting activity;

e Provide advice to States;

e Ensure alignment with AEMO’s ISP and other national energy reporting
frameworks;

e Interact with TNSPs and DNSPs to ensure sufficient network capacity and
alignment with ASL procurement requirements;

e Closely monitor market conditions to assess opportunities for contracting in the
first 1-7 years of a project and adjust auction timing and volumes accordingly,
including flexibility for projects unable to secure a 7-year contract;

e Monitor the effectiveness of the MMO across bulk, shaping and firming services,
and its impact on “non-ESEM” contracting, and potentially act to firm up offtake
demand;

e Track progress of project-linked contract milestones;

¢ Manage risk across project-linked contracts and asset portfolio;

e Convert physical project-linked contracts into fungible derivatives, and ensure
contract liquidity;

e Regularly monitor and report on ESEM outcomes, including contract uptake,
market liquidity, and progress toward national renewable energy and
decarbonisation objectives.

e Monitor the role of gentailers in the process to avoid the risk of market
concentration and mitigate the impacts of larger participants' bidding behaviour
on market outcomes.

¢ Provide clear visibility to investors on contract opportunities, pricing, and market
signals to support bankability and confidence in new renewable energy projects.

Risk management functions

To perform these roles effectively, the central body will need to adopt sophisticated risk
management capabilities, including trading and hedging functions similar to those of a
gentailer. This could involve selling financial derivatives back into the market that do not
exactly match the original ESEM contracts and carefully considering margin requirements
in contract design. While the risk management capability of incumbents has not been a
concern in the current market, this will be a new challenge for a central body. If ASL does
not assume such a trading role, the AER may need to ensure that its regular contract
design updates do not unintentionally reduce liquidity or fungibility.

Credit quality will also be a critical issue. While the central body itself will provide strong
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credit backing, the subsequent resale of contracts to smaller retailers introduces
counterparty risk. Unless carefully managed, this could undermine lender confidence in
the central entity itself and the bankability of projects.

Resourcing and administration

Maintaining a direct link between early-stage contracts and physical assets could impose
significant administrative demands. While the process resembles the current CIS, the
larger scale and state-based implementation of the ESEM will substantially increase the
workload. Adequate resourcing and planning will therefore be essential to ensure that
contract administration, milestone tracking, and the conversion of project contracts into
fungible financial products do not become bottlenecks for new investment.

To undertake these roles, the central body must be:
e adequately resourced to perform risk management, contracting, and administrative
functions,
e subject to clear governance and accountability arrangements, and
e supported by transparent oversight and consultation processes.

Broader systemic challenges
CEIG notes that implementing the Panel’'s recommendations occurs within a fragmented
and inefficient energy policy ecosystem. Key challenges include:

e Jurisdictions fragmentation;

¢ Lengthy grid connection, planning and environmental assessment processes;

¢ Inconsistent federal and state energy and climate policies; and

e Complex market body coordination.

These systemic inefficiencies risk slowing NEM reform delivery. CEIG recommends that
the Panel explicitly consider governance and coordination mechanisms to overcome
these barriers to ensure reforms like the ESEM can deliver its intended benefits
effectively.

ENSURING CONSUMERS BENEFIT

The ESEM and associated reforms must deliver long-term reliability, affordability, and
emissions reductions, while minimising the cost of risk transfer to consumers. To achieve
this, strong locational signals should be maintained to drive efficient investment, and
alignment between procurement volumes, coal closure schedules, and emissions targets
will be critical to ensuring the mechanism delivers both system and consumer benefits.

CEIG supports mechanisms that rely on market-based approaches rather than taxpayer
funding. While long-term contracts inevitably shift some investment risk that investors are
not best placed to take to consumers, CEIG’s analysis in our Future Market Design
Solutions Paper demonstrates that a coordinated contracting approach can deliver
significant net savings'.

" CEIG & Castalia (Mar-25) Pathways to a Sustainable and Resilient NEM
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Our modelling tested an extreme “worst case” of a central contracting entity consistently
overbuilding by 5 percent each year — a deliberately conservative assumption to stress
test the case. Even in this unlikely scenario, the cost to consumers (AUD 10.9 billion
between 2025 to 2050) is still lower than the cost of doing nothing and accepting higher
financing costs without such coordinated contracting approach (AUD 11.7 billion,
assuming a 100 basis point increase in the cost of capital). In reality, better planning would
almost certainly reduce overbuild well below 5 percent, meaning the savings from
coordinated long term contracting would be even greater and deliver a more reliable
system at a lower overall cost.

CEIG thanks the NEM Review Panel for the opportunity to provide feedback on draft
report on the NEM wholesale market settings review and looks forward to continued
engagement on those issues. Our Head of Policy and Advocacy can be contacted at
marilyne.crestias@ceig.org.au if you would like to further discuss any elements of this
submission.

Yours sincerely,

7

Marilyne Crestias

Head of Policy and Advocacy
Clean Energy Investor Group Ltd
W: Www.ceig.org.au
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