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Mr John Tamblyn

Chairman

Australian Energy Market Commission
PO Box A2449

SYDNEY SOUTH NSW 1235

Dear Mr Tamblyn

SECOND INTERIM REPORT OF THE REVIEW OF ENERGY MARKET
FRAMEWORKS IN LIGHT OF CLIMATE CHANGE POLICIES

| refer to your letter of 26 June 2009 enclosing an advance copy of the above
report, which was released for public comment on 30 June 2009.

| would like to provide comments on the findings outlined in the report with respect
to the operation of the wholesale and retail electricity markets within Western
Australia. These comments are also made on behalf of the organisations within my
energy portfolio including the Electricity Corporations, the Independent Market
Operator, the Office of Energy and the Sustainable Energy Development Office.

As a broader comment | would like to extend my thanks to the Australian Energy
Market Commission (AEMC) for the efforts made in consulting with stakeholders in
Western Australia and the level of analysis applied to the particular issues faced
within this jurisdiction as a result of the climate change policies.

| would also note that within the Western Australian energy sector there are a
number of other review processes that have highlighted similar issues and reform
measures to those suggested by the AEMC.

In particular the Economic Regulation Authority conducts an annual review process
to assess the effectiveness of the operation of the Wholesale Electricity Market
within Western Australia. More detailed comment on the matters raised in the
report and the actions already underway to address these issues are outlined in the
attachment.
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Thank you for the opportunity to comment on the matters outlined in this report.

Kind regards

Al

Hon Peter Collier MLC

MINISTER FOR ENERGY
Att 15 SEP 2009
cC: Managing Director, Western Power

Managing Director, Verve Energy
Managing Director, Synergy
Chief Executive Officer, Independent Market Operator



COMMENTS ON SECOND INTERIM REPORT OF THE REVIEW OF ENERGY
MARKET FRAMEWORKS IN LIGHT OF CLIMATE CHANGE POLICIES

Note: Comments made in response to the AEMC Report are shown in shaded
fext.

Intermittent Generation

f}Western Australia’s’ maln electnmty grld the South: West !nterconnected Systemi{
:_;-(SWES) to- deal ‘with the forecast rapld increase .in’ ‘wind: generation.. Thesef_
“conicerns are due both to the technical nature of wmd generatlon (mtermlttency) and_g
__the physmal Ilmltatlons of the SWIS ltself : . A R

. Any substantlal addltlon to wmd generation capamty W|II requ1re major mvestment |n:5
?‘,netwo.rk remforcement Western ‘Australia ‘currently *has"a. Iarge number of wind
i;igenerators proposingto: connect to the SWIS:and-unless the system and network':
_issues are‘addressed, it'is. unhkely that the majorlty of these proposals will. proceed .
-If thei'early'_Western Austrahan wind- generatlon prOJected by the. RET :modelling -
gfdoes ot ventuate ;-the_costs _,_f'the scheme nat[onally wdl almost certalnly bef'

f;ﬁAccom T odat.lng the Iarge amount of wmd generatton expected to connect WI|| have f':
Lt sts: ;n Western Austraha The: current. model[mg prOJects that’
' rate more Renewable Energy Certlficates (RECs) |n the.‘j

¥ - carbon: nstralned:ﬁf
E;future-,..,:_before,:appllcatlon' of | these ,:_eatures in: a much targer andzf more ‘complex:




i;;natlonal electnc1ty ‘market. It has been suggested that these con3|derat:ons could”
“be: facilitated through fug her - b|lateral dlscussmns concermng cooperatlve :
development and lnvestment in- these optlons Lo T Dy : '

: As part of thls process‘ the IMO: also commISS|oned development of a forward workff
;program to revnew the [mpacts and challenges _of_ mtermlttent generatlon in: the'_;

mpacts Resultln from _State and'NatlonaI Policy: —”focusmg on: the |mpact of _
hei Carbon Pollutlon _Reduchon Scheme (CPRS) and RET the lmpedtments to:.

-' fg:',,:-:frequency control sewloes reqLured to facmtate secure and rellable operat[on ofjf
S the SWIS by the_system operator Also to con31der lssues caused by low

ne ork sta mty ln _llght of:‘lncreasmg lntermtttent generatlon




Balancing Arrangements/Dispatch of Generation

The AEMC has noted that increased levels of intermittent (e.g. wind) generation will
increase inefficiencies in relation to current balancing arrangements in the
Wholesale Electricity Market (WEM). It also forwarded the view that dispatch
decisions by System Management may lead to economically inefficient outcomes
for the Market.

To address these issues the AEMC has proposed that the transparency of dispatch
decisions and balancing costs should be increased in the WEM through mandated
reporting by System Management and the IMO.

f‘f.ontena conoernmg Ioad curtatlment to be undertaken at Ieast cost Sl

As noted by the AEMC, balancing demands imposed on non-intermittent generators
will increase with greater intermittent generation capacity in the SWIS.

§ steps to mltlgate these |mpact's and by ralsmg 'fun'd's t.o as3|st in offsettlng oosts'
,_ylmposed -on' ‘the network i-"NO‘netheIess the network operator will need tfo. havej;

}_:;networks_;ablllty to absorb new:g‘ ermlttent generatlon oapacrty




&-is sufficiently-important to require. monltorlng to assess whether the WEM -
the-necessary. generator erxrbllity n: response to the future balancing
: needs of current and emerging low emission technologies.. In.this regard: the work -
of the International’ Energy Agency.in: its' report Empowenng Variable Renewables:
; Optrons for Flexible Electricity Systems (2008) 1s noted in whtch a broad method

for @ssessing:system flexibilityis proposed, -~ - b e T n

The AEMC has outlined several specific reform measures aimed at introducing
greater competition and cost-reflectivity into balancing market services for the
WEM.

Ancillary Services

The AEMC noted and expressed support for the work to be undertaken by the
REWG on the impact of intermittent generation on ancillary services in the WEM,
including targeting of ancillary service charges (rncludlng consideration of a causer
pays system).

ltis hlghllghtect that- any reform. measures in;this area.would need to be: undertaken'ﬁ
~only. after. -a: detailed assessment o ensure that the benefrts of such a move_
outwelgh the potentla[ costs : T A T Nt o S

Retail Pricing/Retailer of Last Resort Arrangements

The AEMC noted the need for cost-reflective tariffs for end use customers, noting
also that the CPRS introduces a new and potentially uncertain wholesale electricity
supply cost. The AEMC has also indicated that the regulatory contingency plans
for handling the financial failure of a retailer (i.e. the Retailer of Last Resort
arrangements) are not adequate.

:L‘These com_ments are acknowledged and. recognlsed with respect to the |mportance-
~of cost reflectlve pr101ng:S|gnais\at the retall and’i_wholesale levels T S '

;'Wester&_‘ Australla ’|stlcont|num to _p_artlmpate i a':Regulators Roundtable (rnvolvmg”




Network Access

The AEMC has recommended that generator network access arrangements should
be reviewed as a matter of priority, with implementation of a formal regime for
transmission connection/augmentation where multiple connections are likely.

The AEMC also recommended that the connections application process should be
made more informative and that the workability and clarity of the regulatory
approval processes for transmission network augmentations should be reviewed.

_f‘fThese above suggested recommendations are acknowledged and supported

ffSubJect to fundlng avallab|l|ty and Mmlstenal approval the Offlce of Energy is to_
ﬁ__'undertake a study to. address management -of network constralnts and futurei'
'_‘approaches for granting .network access.for - generators (| e constramed versus
;unconstralned approach) and’ customer Ioads : T SR %

is also requrred to undertake a review of: the Electncltyfj
L ‘der sectlon 111 of the El’ectncrfy Industry Act 2004 wh|ch :

i-f'wnth‘ revisions to the Code expected to: be completed by December 201 0
Reserve Capacity Mechanism

The AEMC highlighted a number of issues with respect to the operation of the
Reserve Capacity Mechanism (RCM).

_Consideration of further reform of the- _RCM has _beenip_laced on the MarketRuIes-

'te ._capacrty to meet forecast
-plant mvestment W|thout the‘_

i would restr[ct overbu”dlng on -
e ‘;|p-!|ne ]ntO the RCM ;




. ThIS ISéEbecau'se_ the value of capacnty credlts |s d[scounted proportionally to the Ievel?

“Slmllarly a Market Partimpant has noted that potentlal”late arnva] of new capamty;;
‘can-lead the IMO to: call for Supplementary Reserve: Capacity- (SRC) 1ncurr:ngf
. addltlonal costs to retaz]ers passed through to end.use customers. As the auction is
: capped at the . National Electr|0|ty Market: Value of Lost Load (VoLL) if exermsed,;
- this can q am_atically rncrease the summer cost of capacr[y even in a year | that mlght_

_RC bids: should mltigate agalnst excesswe cost

e reserve apamty payments are' recovered :f capa0|ty |s not prowded to the_
_:,‘_"".fMarket and 3 BN S S g
. “the 'WEM Rules prowde 'the ablllty to recover- addrtlona] costs that mlght bef
S assomated with SRC in: theievent a new prolect does: not meet |ts obl:gatzons |r1-'
S s\;g_year of operaﬂon A S SR . A

Cost of Capacity

The AEMC notes other issues with the current RCM related to capacity cost and
volume uncertainty. The actual capacity exposure applicable to each load a retailer
supplies is only known two years out, creating uncertainty for the third and later
contract years. Similarly the price per capacity credit is only known two years out. It
is suggested that these uncertainties force retailers into unbundling their supply
offers to avoid cost exposure or to limiting supply to less than two years.

-t ost , l'l-ibe traded on longer termj__
?_bllateral arrangements Those bilateral- arrangements prowde an eﬁ’ectwe hedge'-_'
agalnst the uncertalnty hlghhghted by the AEMC T

mg generatlon plant resrdes W|th the retazlers':
ions will promote the least cost mix of generation, - .




Fuel Supply Arrangements

Ancther concern the AEMC notes with the current RCM is the lack of availability of
back-up fuel reserves across the board, particularly if there is a gas supply
disruption similar to the Varanus Island incident.

Ef/i‘ts:"Epeilabrlrty |s determlned by the adequacy of the supply of eIectr;cnty and not

i'Assurance of fuel supply sufflcrency is.a very lmportant part of capamty certlflcatlon-;
:f:[n the market but present[y this does not accommodate extraordinary events such:-_




