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Terms of Reference:
Rules Development Implementation Working Group

1. BACKGROUND

The Rules Development Implementation Working Group (Working Group) has been
established, in accordance with Clause 2.3.17 of the Wholesale Market Rules and the
associated Section 9 of the Constitution of the Market Advisory Committee (MAC).
Consistent with these authorised functions and powers, the overarching function of any
Working Group established under the MAC is to assist the MAC in providing advice to the
Independent Market Operator (the IMO) and System Management in matters relating to
Wholesale Electricity Market (WEM) Rule and Procedural Change Proposals, WEM
operation and South West interconnected system (SWIS) operational matters, and the
evolution of the Market Rules more generally.

2. SCOPE

The Working Group’s Scope of Work includes consideration, assessment, development and
post-implementation evaluation of changes to the Market Rules associated with the issues
list agreed by the MAC at its 11 August 2010 meeting. This issues list is attached as
appendix 1 to this document.

3. TERMS OF REFERENCE

The Working Group is to:

e Prioritise the issues agreed by the MAC into an appropriate number of
development work streams;

e Agree a work plan and timeline for consideration of each of the work streams;
e Develop an integrated suite of solutions, including drafted Concept Papers and
Rule Change Proposals to be presented to the MAC by way of presentation/s and

supporting discussion paper/s; and

e Undertake a post-implementation evaluation of the solutions, to identify any
remaining shortcomings and recommend an approach to address them.

The Rule Change Proposal(s) must include a full impact assessment prior to any
recommendations being put forward to the MAC, including:

e Consideration of the implications of any changes on improving the delivery of the
Market Objectives;

e Detailed feedback as to the implications to the operation of the existing WEM
processes and physical outcomes; and

e Consideration of the economic costs and benefits of implementation.
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Consistent with Section 9.5 of the MAC Constitution, all matters which are identified as falling
outside the Scope and Terms of Reference of this Working Group must be referred back to
the MAC for consideration.

4. OBJECTIVES AND PRINCIPLES

The Working Group must provide advice and report the extent to which its advice meets or is
consistent with the Wholesale Market Objectives and the general principles reflected in the
current Market Rules.

The Market Objectives are as outlined in Section 122 of the Electricity Industry Act 2004 and
Clause 1.2.1 of the Market Rules.

5. MEMBERSHIP

The Working Group consists of a Chair and members appointed by the IMO from nominees,
being representatives of Rule Participants and other interested stakeholders. In addition,
staff, representatives and consultants of the IMO work with and support the group.
Replacement and/or new nominees can be submitted to the IMO for consideration at any
time.

6. TENURES

The Chair and members are appointed by the IMO and remain in tenure until the
appointment is duly revoked by the IMO or the Working Group is disestablished.

A member of the Working Group may resign by giving notice to the IMO in writing; this notice
of resignation can include an appropriate replacement from the member’s entity, for approval
by the IMO.

7. RESPONSIBILITY OF THE CHAIR

The Chair provides guidance to the group to ensure that the outputs are appropriate and that
they support the Working Group’s role of providing advice to the MAC. The Chair works
closely with the MAC, the IMO and the Working Group to achieve this.

In carrying out the above role, the Chair must ensure the documented output reflects a
balanced representation of the group views.

8. RESPONSIBILITY OF MEMBERS

Members have been selected for their particular expertise and accordingly:
e Members are to make themselves available for meetings;
e Members have a duty to prepare for meetings;

e |f sending alternates, members have a duty to ensure their alternates are sufficiently
briefed and prepared for meetings;
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e Members, or their alternates, are to consider the interests of all stakeholders currently
operating within the WEM;

e Members, or their alternates, do not represent their own organisations (although the
range of commercial and technical experience inevitably adds diversity to the group’s
capabilities); and

e Any views expressed by members, or their alternates, are not to be taken as being
those of their employer or nominating organisation.

9. KEY TASKS AND MILESTONES - THE WORK PLAN

The Chair works with both the IMO and Working Group to develop the Work Plan, setting out
the key tasks and milestones within the Terms of Reference.

The Chair has responsibility for the implementation of the approved Work Plan, efficient
meetings of the Working Group and reporting to the MAC on achievement of agreed
milestones.

10. NATURE OF DELIVERABLES

The Working Group delivers reports, advice and comments on the tasks within the scope of
the Terms of Reference and as agreed and set out in the Work Plan. Such deliverables may
be varied from time to time by direct request from the Chair of the MAC.

In some circumstances, the MAC may decide that comments, rather than advice, are
required from the group. These circumstances may arise due to:

e Issue complexity and contentiousness;
e Parallel industry wide consultation; and
e Time frames.

The documented output in those circumstances would note the various issues raised by the
group and advise on them.

11. REPORTING ARRANGEMENTS

Routine reporting will be via Working Group reports to the MAC. Consistent with section 9.4
of the MAC Constitution, the Working Group must report back to the MAC at each MAC
meeting. The Chair will also personally report to the MAC at agreed key milestones.

12. ADMINISTRATION

The Working Group activities are to be as transparent as practical. The Chair must ensure
that key decisions and action points from meetings are recorded.
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Appendix 1:
Design Issues/Problems to be addressed

The design issues/problems to be addressed by the RDI WG are:

1.

10.

There is very limited opportunity for participants other than Verve to participate in
providing balancing services and this inevitably means the cost of balancing is higher
than it needs to be.

Provisions for Balancing Support Contracts have not been effective to date.

The calculation of MCAP and the role of UDAP and DDAP mean that balancing prices
are not cost reflective and this leads to inefficient incentives for decisions about prices
and participation and inequitable financial transfers between participants that
compromise the integrity of the WEM.

At different times the capacity refund arrangements under and over price the value of
capacity leading inefficient decisions by participants about the timing of maintenance
and presentation of capacity.

The timing of operation and single pass design of STEM may be limiting the ability of
the market to achieve efficient operation and cost reflective prices and accordingly
creates a barrier for participation by all parties.

The requirement for resource plans to match STEM outcomes may be limiting
participation in STEM and/or forcing inefficient dispatch of IPPs and Verve (as
balancer) as IPPs attempt to comply with the resultant resource plans.

Poorly aligned gas and electricity mechanisms inhibits flexibility to respond to changing
circumstances and produces suboptimal outcomes in the WEM.

Lack of transparency inhibits the ability of Market Participants to optimise interaction in
the daily energy market.

Provision for net bilateral submissions compromises transparency and the accuracy of
future price forecasts and may therefore lead to sub optimal decisions about
participation by other market participants.

Pay as bid pricing for dispatch of IPP plant for balancing (outside a balancing support
contract) is incompatible with efficient wider participation in balancing and potentially
over compensates IPPs which bid at price caps due to uncertainty of dispatch
outcomes.

An additional design issues/problem for noting (i.e. not part of the initial work of the RDIWG)

IS

There is very limited opportunity for participants other than Verve to participate in providing
Ancillary Services. This is due to the lack of certainty surrounding the pricing mechanism and
the requirement to provide the service at a discount to Verve. System Management will look
to develop a day-ahead procurement mechanism and present the outcomes of its analysis at
the RDIWG.
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