


Discussion Point 1

“Given the current Wholesale Electricity Market design, the authority invites comments
on the extent to which the operation of the Reserve Capacity Mechanism is effective in
achieving the objects of the Wholesale Electricity Market.”

Premier views with some concern the outcome of the capacity credits assigned for the
Third Reserve Capacity Credits Cycle (1 October 2009 to I October 2010). This
process assigned 5136 MW of capacity credits, compared with a forecast requirement
of 4609 MW (an excess of 527 MW). According to the Independent Market Operator
Statement of Opportunities Report, the total reserve capacity target does not reach 5136
MW until 2013/14. The capacity mechanism has delivered a significant level of excess
capacity (with a high proportion of peaking units) that may distort the market and its
operation and provide inappropriate investment signals for the next few years.

The market objectives clearly call for a non-discriminatory approach to all energy
options. [t is apparent that the current capacity mechanism positively discriminates in
favour of wind energy, as it must be dispatched when it is available, and there is no
penalty for any variation from planned availability. Wind is the only energy source to
receive this dispensation.

Furthermore, we understand that Verve is compelled to absorb wind power when it is
available and reduce its generation by other units. As wind power is often available
overnight, Verve has to bear the cost of shutting down efficient baseload power stations
to accommodate unpredictable wind generation by third parties. Other generators are
not required to reduce generation to accommodate wind power, leaving Verve in a
disadvantaged position in the market.

Discussion Point 2

“Bearing in mind the interaction of the capacity market and the energy market, the
Authority invites comment on whether the current Wholesale Electricity Market
provides adequate incentives for an efficient mix of generation plant.”

From our regular interaction with Verve Energy, in relation to coal supply matters, it is
apparent that Verve’s base load plant is increasingly operating as mid merit plant. We
view this as an inefficient outcome that potentially increases the cost of electricity,
given that the efficient baseload coal-fired plants at Muja and Collie incur additional
costs and face technical issues when operating in a mid merit configuration. The
operation of wind energy, as noted above, also contributes to this inefficient outcome
by displacing Verve’s efficient base foad plant.

Discussion Point 3

“The Authority invites comment on any fuel supply constraints faced by market
participants and the impact any such constraints have on the effectiveness of the
Wholesale Electricity Market. In particular what impact, if any, do fuel supply
constraints have on the operation of markets for capacity and energy?”






