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Discussion Paper: 2013 Wholesale Electricity Market Report to the Minister for
Energy

Alinta Energy (Alinta) welcomes the opportunity to comment on the Authority’s Discussion
Paper regarding its 2013 Wholesale Electricity Market (WEM) Report to the Minister for
Energy.

Alinta notes that since the Authority completed its 2012 WEM report two significant events
have occurred. Firstly the WA Government announced its intention to remerge Verve
Energy and Synergy on 1 January 2014; and the Minister for Energy announced a review of
the WEM to be undertaken during 2014. Given the significance of these matters, Alinta is of
the view the Authority’'s WEM report to the Minister for Energy should seek to complement
the work to be undertaken by Government on these matters to ensure the on-going
efficiency of the WEM.

In this regard Alinta outlines in this submission the most significant issues which it considers
may hold back the further efficient development of the market. These issues should be
addressed in the Authority’s report to the Minister and through the further work to be
undertaken by Government in relation to the above matters.

Market Governance

Alinta remains concerned the current market governance framework has the potential for
conflicts of interest to arise. This is due to the Independent Market Operator (IMO) being
responsible for determining whether or not to amend the Market Rules, for operating the
WEM, and for enforcing the Market Rules.

The most effective markets have a strong governance framework that separates the three
functions to remove any potential conflict of interest and create an environment where there
is full and transparent discussion of issues. Alinta believes it is timely and appropriate to
reconsider the current market governance arrangements, as was recommended by the
Authority in its 2011 report to the Minister on the effectiveness of the WEM.

In addition, any review should consider the net benefit of streamlining functions and creating
greater efficiencies. For example, System Management and the IMO appear to have similar
market systems and there may be benefit in combining some or all of their functions.
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Efficient dispatch of plant

Verve Energy currently controls a significant amount of the generation capacity in the WEM
however it is the only generator allowed to bid its facilities as a portfolio. Alinta is concerned
that the Verve portfolio can bid significant amounts of energy at a single price. This is most
likely restricting competition in the Balancing market. Alinta is also concerned that by
allowing Verve to treat its plant as a portfolio there is inefficient dispatch of plant. This may
lead to poor operating decisions in the short term and poor investment decisions in the long
term.

Alinta considers that these issues relating to the efficient dispatch of Verve plant should be
addressed as a priority by putting in place a plan to transition Verve to bidding its facilities
separately.

Appropriate investment signals

The benefit of the WEM'’s capacity market is that it incentivises the necessary investments
to ensure security of supply during peak demand events. However, Alinta considers
enhancements could be made to the current capacity market design to ensure that signals

are sent to participants to invest in the type of capacity which benefits the market the most.

Value of generation capacity

The current market design does not incentivise the most reliable capacity given there is no
differentiation between types of generation facilities.

In considering reliability, it should be noted that dual fuel capacity provides the highest level
of reliability given it has the ability to generate even when the major fuel source for
generators is curtailed. That is, while dual fuel facilities are generally run using natural gas,
they can also run using diesel when gas is in short supply.

This significant benefit to the market was recognised by the committee established following
the Varanus Island Gas Disruption in 2008 which recommended that incentives be put in
place for investment in dual fuel facilities. This recommendation has not been implemented
to date.

Given the acknowledged greater value of dual fuel facilities, particularly during a gas supply
disruption, a mechanism to incentivise their development and reward their greater value
should be implemented as part of any changes to the capacity market design. Likewise
those facilities with additional storage capability are likely to provide additional value to the
market from a capacity perspective. Whether this attribute should also be incentivised
further and more appropriately rewarded is also worthy of further consideration.





