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To whom it may concern,

Climateworks Centre submission to the Aggregated Resources in the Capacity
Investment Scheme consultation

Climateworks Centre welcomes the opportunity to provide a submission to the Department of
Climate Change, Energy, the Environment and Water (DCCEEW) in response to the
Aggregated Resources in the Capacity Investment Scheme consultation.

Climateworks bridges the gap between research and climate action, operating as an
independent not-for-profit within Monash University. We develop specialist knowledge to
accelerate emissions reduction, in line with the global 1.5 degree Celsius temperature goal,
across Australia, Southeast Asia and the Pacific.

Since 2021, the Australian Energy Market Operator (AEMO) has engaged CSIRO, supported
by Climateworks, to conduct multi-sector modelling to quantify the dynamic influences that
would shape electricity demand under different emissions reduction scenarios. The
recommendations in this submission draw on insights from that process — and other
Climateworks research and analysis — and will contribute to a robust Capacity Investment
Scheme (CIS) and two-way electricity market.

The inclusion of aggregated resources in the CIS would represent a necessary evolution in
Australia’s approach to energy system transition. As the electricity grid transitions from
centralised fossil fuel generation to a greater reliance on distributed renewable resources,
policy frameworks can keep pace by recognising the potential contribution from small-scale
solar and wind generation, consumer energy resources (CER) and aggregated demand
response. Importantly, demand response can reduce the amount of additional generation and
transmission infrastructure that would otherwise be required to meet demand at a given time,
providing both economic and system reliability benefits.

The recommendations in this submission focus on aligning CIS targets with a least-cost
pathway to limiting warming to 1.5 degrees, expanding CIS eligibility to include demand-side
resources and energy efficiency measures, and prioritising aggregation projects that are most
likely to enhance system flexibility and reduce costs. These changes would transform the CIS
from a mechanism that primarily supports grid-scale renewable generation and storage
deployment into one that enables comprehensive energy system transformation.


https://consult.dcceew.gov.au/aggregated-resources-in-the-capacity-investment-scheme-consultation
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Submission summary

Climateworks suggests DCCCEEW consider the following recommendations as it contemplates
the inclusion of aggregated resources in the CIS:

e Base the objective for deployment of variable renewable and clean dispatchable
capacity on a least-cost pathway to limit global warming to 1.5°C, enabling AEMO to
plan an energy system that supports Australia to make the most from the shift to a net
zero global economy.

e Expand the rules to allow aggregated energy resources and other mechanisms for
energy demand management to receive support and investment benefits under the
CIS.

e Prioritise merit-based criteria that increase the probability of projects being located in
Renewable Energy Zones or serving industrial precincts, as well as demand-side
projects that improve system flexibility.

e Use the tools within the Sustainable Finance Roadmap to ensure actors within the
energy system pursue transition in line with the Integrated System Plan (ISP) — even
when this is beyond current mandatory requirements for financial disclosure.

Recommendations for the Aggregated Resources in the Capacity
Investment Scheme consultation

Recommendation 1: Base the objective for deployment of variable renewable and clean
dispatchable capacity on a least-cost pathway to limit global warming to 1.5°C, enabling
AEMO to plan an energy system that supports the shift to a net zero global economy.

The expanded CIS seeks to support the deployment of 40 GW of renewable generation
capacity and clean dispatchable capacity between 2024 and 2027 (DCCEEW 2025). The scale
of this objective is based on modelling from AEMO’s ISP Step Change Scenario (AEMO 2024).
Climateworks analysis indicates this scenario does not unlock renewable energy in line with the
Climateworks Centre decarbonisation scenarios 2023 least-cost pathway to limit global
warming to 1.5°C (Climateworks Centre 2023). If renewable energy is not unlocked at this
higher rate, this may limit Australia’s ability to make the most of the changes in the global
economy.

There is currently around 51 GW of renewable generation capacity in the National Electricity
Market (NEM) (Open Electricity 2025). There are around 14 GW of grid-scale generation
projects under construction or with financial commitments underway across the NEM (Clean
Energy Council 2025). The CIS is expected to deliver up to a further 26 GW of grid-scale
generation capacity (DCCEEW 2025). That would create a total of around 87 GW of grid-scale
generation capacity for the NEM by 2030. This is 18 GW less than what is modelled under the
Climateworks Centre decarbonisation scenarios 2023 1.5°C-aligned scenario. Climateworks
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also recently analysed energy demand for heavy industry in the Gladstone region, showing
demand could reach 74 TWh/year by 2040 (Climateworks 2025), whereas the industrial
forecast under the Step Change Scenario is only 44 TWh/year (AEMO 2024).

Subsequent analysis of the Gladstone region has focused on replacing fossil fuels for industrial
heat with low-carbon alternatives, and complementing this shift with industrial energy demand
management. This analysis shows that Gladstone's electrified industries could provide up to
4.4GW of demand response capacity by 2040, more than doubling Australia's current capacity.
Deploying low-carbon heat technologies could reduce Gladstone's industrial emissions by 79
per cent by 2040, increasing to 98 per cent if Queensland's electricity grid decarbonised to the
extent required to limit global warming to 1.5°C (Climateworks Centre forthcoming publication
2025).

Ensuring deployment of the scale of renewable energy infrastructure to meet this growth in
demand could unlock significant economic opportunities and position Australia as a renewable
energy superpower. Recent analysis by the Superpower Institute suggests that green iron
exports alone could generate five times the economic value of current iron ore exports (the
Superpower Institute 2025).

The Australian Energy Regulator’s (AER) Cost-Benefit Analysis Guidelines require AEMO to
identify and pursue the ISP optimal development path that is ‘most likely’ to occur. This path
must consider policies that meet a commitment threshold, meaning they have confirmed
funding or have been adopted in legislation, regulation and/or international agreements (AER
2024). While the CIS meets this commitment threshold and is part of AEMOQO’s considerations
when developing the ISP, there is a fundamental issue with this approach. DCCEEW is basing
its CIS objectives on an ISP scenario, instead of setting policy and ambition in the CIS
objectives that are in line with the governments’ ambitions for the energy system. AEMO would
then include the CIS to develop that ‘most likely’ scenario, as required by the Cost-Benefit
Analysis Guidelines.

The Australian Government's role is to set the ambition and pace of Australia's transition to net
zero, while AEMO's role is to develop an energy system that it considers ‘most likely’, taking
into account the National Energy Objective and government environmental and energy policy.
Climateworks recommends that DCCEEW raise the capacity ambition of the CIS to align with a
1.5°C pathway to net zero and Australia's obligations under the Paris Agreement. Doing so
would set an obligation for AEMO to meet that higher ambition when determining and
developing the ISP optimal development path.

Recommendation 2: Expand the rules to allow aggregated energy resources and other
mechanisms for energy demand management to receive support and investment
benefits under the CIS.

Climateworks supports the inclusion of aggregated resources like rooftop solar, batteries and
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demand response and flexible demand capabilities under the rules of the CIS. These resources
can deliver the same reliability and capacity benefits as large-scale infrastructure while
potentially offering superior grid flexibility, reliability and security. Considering how these
distributed resources can be supported under the CIS to deliver flexibility services, such as load
following and load shifting, would be particularly important as this could help manage the
impacts of the variability of renewable resources.

In Climateworks’ 1.5°C modelled scenario, generation from distributed solar PV increases from
around 30 TWh today to 66.8 TWh by 2030 and 110.6 TWh by 2050 (Climateworks Centre
2023).

Climateworks modelling also shows that there are achievable cumulative energy savings of 9.7
EJ from energy efficiency upgrades between 2025 and 2050, with the built environment
representing the largest opportunity at 4.5 EJ, followed by industry and waste at 3.7 EJ. These
savings represent an approximate 13 per cent reduction in cumulative energy demand across
the economy (excluding transport) and up to a 19 per cent reduction in annual energy demand
by 2050 (unpublished analysis for the Energy Efficiency Council based on Climateworks Centre
decarbonisation scenarios 2023).

Allowing aggregated energy resources to receive support and investment under the CIS directly
aligns with its objectives by supporting electricity generation growth as demand increases,
maintaining system reliability during the transition from coal plants, and applying downward
pressure on electricity prices. In addition, aggregated resources enable small businesses and
households to become active contributors rather than passive consumers in the energy system.
Their inclusion in the CIS will help ensure those customers receive appropriate investment
support and revenue certainty for their contributions.

The inclusion of aggregated resources in the CIS would complement established programs and
strategies, such as the Wholesale Demand Response Mechanism and the National Energy
Performance Strategy. This would contribute to a comprehensive framework that maximises the
value of distributed assets and minimises expenditure on grid-scale transmission and
generation infrastructure. Optimising the contribution of those distributed assets will in turn
support Australia's transition towards a more resilient energy system that achieves national net
zero objectives.

Recommendation 3: Prioritise merit-based criteria that increase the probability of
projects being located in Renewable Energy Zones or serving industrial precincts, as
well as demand-side projects that improve system flexibility.

Climateworks welcomes the CIS’s inclusion of merit-based criteria that increase the probability
of projects being located within Renewable Energy Zones or that serve industrial precincts. In
particular, we support criteria on the project's approach to system benefits, technical and
commercial viability, and engagement with communities and supply chains. Climateworks
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encourages further measures, such as increased weighting for relevant criteria or explicit
eligibility criteria, that would increase the likelihood of CIS projects being located near heavy
industry.

Similarly, aggregated resources also play a crucial role in the electricity system with their ability
to enhance system reliability, flexibility and security while reducing both customer energy costs
and investments in grid-scale infrastructure. If this consultation process results in the inclusion

of aggregated resources under the CIS, Climateworks recommends applying weighted criteria

or explicit criteria that would increase the likelihood of these resources receiving support.

The inclusion of aggregated resources in merit-based assessment would recognise their unique
ability to deliver value across multiple areas. Aggregated resources can provide grid
stabilisation services and enhance system security through decentralisation. They offer direct
benefits to participating businesses and households, including reduced energy costs, while
typically requiring much lower upfront investment. They can be deployed rapidly and adapt
easily to changing system needs. Under the CIS, merit criteria for aggregated resources could
reflect these advantages when comparing distributed resources to large-scale generation
projects.

Recommendation 4: Use the tools within the Sustainable Finance Roadmap to ensure
actors within the energy system pursue transition in line with the ISP — even when this is
beyond current mandatory requirements for financial disclosure.

Climateworks recommends governments make financial support for energy infrastructure
contingent on projects and investors demonstrating credible commitments to align with the
government's emissions reduction targets. Under this approach, companies receiving
government investment through programs like the CIS would be required to align with both the
ISP and AEMC Emissions Targets Statement. This would be verified through enhanced
Sustainable Finance Roadmap requirements, such as climate-related financial disclosures and
the inclusion of Credible Transition Plans (CTPs). It would also require alignment with the
sustainable finance taxonomy, noting that this - and the expectation of CTPs - may exceed
current mandatory standards for some entities.

A CTP is a strategic, forward-looking document that details how an entity will prepare for and
contribute to the transition to net zero. Global best practice is for transition plans to be
Paris-aligned, comprehensive, feasible and integrated throughout a company. Alignment with
the Paris Agreement is assessed using comparisons with national sectoral pathways. CTPs will
provide Australians and investors with greater transparency and accountability about
companies’ financial risks and opportunities, reinforce the reliability and rigour of
climate-related financial disclosures and significantly lower a company's risk of greenwashing.
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While mandatory climate-related financial disclosure for large businesses begins in January
2025, Climateworks recommends extending this to all organisations receiving government
funding under the CIS, even before they are subject to this legislation. These disclosures will
provide investors with comprehensive information about climate-related risks, opportunities and
strategies. Current mandatory climate-related financial disclosure requirements do not mandate
transition plans, except in certain situations, yet international investors increasingly expect
them.

The Sustainable Finance Taxonomy will provide guidance and consistency to inform investors
in their capital allocation. It will provide a framework to classify and verify the alignment of major
projects with criteria for net zero emissions. The Sustainable Finance Taxonomy is now
available for voluntary use. The combination of mandatory climate-related financial disclosures,
Credible Transition Plans and the Sustainable Finance Taxonomy will drive emissions reduction
commitments, minimise greenwashing and improve investor transparency. This framework will
enable government-supported investors and companies to meet appropriate standards while
decarbonising their operations.

Thank you for taking the time to consider our submission. We welcome any opportunity to brief
your team to provide further insights from our work.

Yours sincerely,

Matthew Benetti
Policy Manager — Energy, Climateworks Centre

matthew.benetti@climateworkscentre.org
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