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Executive summary

The Economic Regulation Authority has completed its seventh review of the effectiveness of
the Electricity Generation and Retail Corporation (EGRC) regulatory scheme. The ERA must
report its findings and any recommendations to improve the scheme to the Minister for Energy
and Decarbonisation at least once every two years.

The EGRC, trading as Synergy, was created by the merger of the State Government-owned
electricity generator Verve Energy and retailer Synergy in 2014. The EGRC scheme was
implemented to mitigate Synergy’s potential to exercise market power and level the playing
field to facilitate competition.

The main element of the scheme is the requirement for Synergy to offer standardised
wholesale electricity contracts (known as standard products) for sale or purchase, at published
prices. Market participants use standard product prices for price discovery when negotiating
contracts with Synergy or other participants, or when making operational and investment
decisions. Trading standard products with Synergy also allows market participants to mitigate
their exposure to Real-Time Market prices. The scheme imposes a maximum spread of 15
per cent between the buy and sell prices for standard products, which are set by Synergy.

The scheme also requires Synergy to segment itself into several business units, including
retail and wholesale units, and prohibits the flow of certain information between these units.
The non-discrimination obligations of the scheme prohibit Synergy’s wholesale unit from
considering its retail unit's interests when trading with other participants. The scheme does
not impose non-discrimination obligations on Synergy’s retail unit, which has discretion over
the pricing of its contracts for contestable customers.'?

In this 2025 review, we evaluated the effectiveness of the pricing of standard products,
including the method for setting the buy-sell spread, and considered the suitability of the terms
and specifications of standard product contracts.

This review also considered the prevailing circumstances of the South West Interconnected
System (SWIS), which included the change of market design implemented on 1 October 2023,
the State Government’s pathway for decarbonisation, and Synergy’s changing generation
asset mix.

In September 2025, the ERA published a discussion paper seeking industry feedback on the
standard product regime.®

Key findings

Synergy remains the largest wholesale generator and retailer in the SWIS and is the main
provider of risk mitigation products (wholesale contracts) in the Wholesale Electricity Market
(WEM) through standard and customised products. While the level of concentration in the
WEM has been trending downwards recently, the WEM remains highly concentrated, with the
contestable retail market classified as moderately concentrated. Synergy will continue to have

The retail market is divided into two separate markets: a retail monopoly “franchise” market and a “contestable”
market open to retail competition. The franchise market consists of residential consumers and small
businesses, with an annual consumption of 50MWh or less per year. The contestable market serves
commercial and industrial consumers with an annual consumption exceeding 50MWh per year.

Electricity customers who use between 50 and 160 MW annually can negotiate custom rates with Synergy (as
contestable customers) or they can elect to receive a standard tariff (with capped rates set by the State
Government under tariff by-laws).

8 Economic Regulation Authority, 2025, EGRC regulatory scheme, 2025 effectiveness review — Discussion
paper, (online).
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the ability and opportunity to exercise market power, which necessitates the need for a
regulatory mechanism like the EGRC scheme.

The scheme was implemented at a time when Synergy produced more energy than it sold and
there was significant capacity surplus in the WEM. Capacity in the WEM is tightening and the
generation mix is changing to replace outgoing coal-generation facilities with additional
renewables and batteries.* Investment in capacity is dynamic and could change Synergy’s net
energy position, depending on the extent of capacity investments undertaken by industry. The
scale and timing of the energy transition, as well as the relative size and fuel mix of Synergy’s
fleet, will affect the relevance of the EGRC scheme and broader market power mitigation
mechanisms in the WEM going forward.

Any change in Synergy’s net energy position and sustained changes in market dynamics may
require fundamental changes to the EGRC scheme in the near future. However, at this stage
we do not recommend any fundamental changes to the scheme’s design. Ahead of our 2027
review, the ERA will monitor Synergy’s behaviour and the state of the market to identify if the
scheme should be further amended. In particular, it will consider whether Synergy’s position
changes from being a net seller to a net buyer and it subsequently has the incentive to exercise
market power through different avenues than previously contemplated under the scheme.

The ERA received industry feedback on various issues in response to its discussion paper.
Some of this feedback raised the issue of requiring additional risk mitigation WEM products;
however, these matters are beyond the scope of the scheme or the ERA’s role in reviewing
the scheme. The scheme exists to support market effectiveness by mitigating Synergy’s
potential to exercise market power, not by developing additional market mechanisms or
addressing broader market issues.

Necessity of standard products

Market participants generally supported having access to a benchmark price that can
contribute to price discovery, assist in hedging financial exposure to volatile real-time prices,
and provide pricing signals to inform long-term power purchase agreements and other bilateral
contracts. The opportunity to publicly access Synergy’s standard product prices and to access
simple alternatives to customised products remains essential to allowing market participants
to access a financial hedge for the wholesale supply of electricity and to operate in the retail
market.

There is benefit in retaining the standard products regime. We subsequently evaluated
whether the product pricing and buy-sell spread remain effective.

Forecasting amid price volatility

Synergy sets its standard product prices based on its forecast of forward energy market prices.
Between 2022 and 2024, Synergy’s buy and sell standard product prices were consistently
below the realised spot prices. The ERA estimated that Synergy’s average nominal loss was
approximately $13.80 per megawatt hour (MWh) over this period. This period of under-
forecasting coincided with a rapid increase in the price of gas observed from mid-2020 to
2023. The market may not have fully anticipated the scale and magnitude of the increase in

4 The 2025 WEM Electricity Statement of Opportunities noted that “In 2027-28, following the closure of more
coal-fired generation, more capacity will need to be procured under the Reserve Capacity Mechanism to
avert energy shortfalls that are otherwise forecast to become more prevalent. While there is substantial
continued interest in battery storage to help maintain reliable supply, investment in storage alone will not
suffice. At least 110 MW of new generation sources such as gas, wind and solar generation will be required.”
Australian Energy Market Operator, June 2025, 2025 WEM Electricity Statement of Opportunities, p. 6,
(online).
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gas prices over this period, as tightening of gas supply occurred years earlier than predicted.
Further, when the new WEM commenced on 1 October 2023, it was characterised by
unprecedented high and volatile energy prices.

More recently, Synergy’s buy and sell product pricing has been higher than realised market
prices, possibly again due to forecasting errors, given significant price volatility. However,
Real-Time Market data from November 2024 to July 2025 indicates that price volatility has
decreased.® In 2025, realised average prices have generally trended towards the quarterly
standard product quotes and appear to be aligned for Q4 2025 and Q1 2026. From Q3 2023
to Q3 2025, quarterly average gas prices fell by 33 per cent, reducing the cost of backing-up
renewable energy shortfalls.

Significant forecast error can result in market participants’ entering into contracts at prices that
are higher than the eventual realised energy market price. Forecasting future electricity spot
market prices, particularly in a market that has experienced significant volatility in recent years,
is difficult. These forecasts are also highly dependent upon future Government policy
decisions on the energy transition.

The recent decrease in price volatility and apparent alignment between standard product
quotes and realised average prices from Q4 2025 could indicate that Synergy’s forecasts may
be improving. Despite the decrease in price volatility observed to July 2025, the ERA needs
additional evidence, through a longer data series, to form meaningful conclusions about the
relationship between realised spot prices and Synergy’s forecast of prices.

The ERA anticipates there will be additional data ahead of its next review of the scheme in
2027, to conclude whether the disconnect is due to an inherent difficulty in forecasting forward
prices during volatile structural changes to the market, or to insufficient incentives for Synergy
to forecast as accurately as possible, necessitating changes to the scheme. We will continue
to monitor Synergy’s standard product pricing in the interim.

The ERA also considered stakeholder suggestions to appoint an independent third-party to
provide the market with forecasts as benchmark forward prices, given the perceived
inaccuracy of Synergy’s forecasts in recent periods.

The ERA does not recommend that an independent third party provide forecasting services to
the market instead of Synergy. Currently, Synergy’s price forecasts are used to set standard
product pricing , which is a signal of Synergy’s expectation of future energy market prices. An
independent third party is not a commercial entity like a market participant that is in the
business of generating electricity and it is unclear how a third party would have better
information to make forecasts compared to Synergy. As Synergy remains the largest
participant in the WEM, it has access to the most accurate and complete information to
undertake forecasting that is used to set standard product prices.

Transparency of standard product pricing

Stakeholders expressed concern regarding the perceived lack of transparency of Synergy’s
method of pricing standard products. If standard product prices do not reflect Synergy’s
expectations of future spot prices, standard products will not enable price discovery and
provide transparency to market participants as intended by the regime.

There is benefit in requiring Synergy to publicly provide further details on its standard product
pricing method, noting that this benefit to industry should be weighed against the detriment to

5 The quarterly average flat electricity price is generally stable from quarter to quarter compared to the
quarterly average peak electricity price, which remains volatile.
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Synergy in revealing information against its commercial interests. This can include, for
instance, requiring Synergy to outline its forecasting method and model inputs, to provide
market participants with insight into what factors have driven the changes to standard product
prices.

Specifications of standard products

The ERA recommends no changes to the buy-sell spread, pending a more data to assess the
effect of structural changes in the WEM and Synergy’s net energy position. This will form part
of our 2027 review. We will then be able to identify whether the spread imposes sufficient
pricing discipline on Synergy, and whether the existing method for setting the spread remains
appropriate.

The ERA also recommends no change to the current terms and conditions, including the force
majeure provisions, of the standard products contracts. We received limited stakeholder
commentary on the subject, and the standard products terms and volumes are generally
aligned with the customised products requested by market participants.

However, if Synergy becomes a net buyer of energy, its risk exposure to Real-Time Market
prices will increase, affecting its incentives to trade standard products. The ERA will further
consider the design of the standard products regime in our next review.

Administrative improvements

The ERA recommends various administrative amendments to improve the clarity and
application of the scheme, namely:

e Amending an earlier drafting error that prohibited Synergy from offering sell-side (instead
of buy-side) standard products to market participants with facilities that are classified as
material portfolios.

e« Publishing a consolidated version of the scheme’s legislative instruments to improve
access and clarity.

e Updating references from the "Independent Market Operator" to the “Australian Energy
Market Operator” and other similar updates where appropriate.

Looking ahead

The current design of the scheme which was implemented in 2014, particularly the buy-sell
spread, based on Synergy being a net energy seller. The level of excess capacity, and the
buy-sell spread, placed some competitive pressure and discipline on Synergy’s standard
product pricing.

However, in the WEM of 2025, where there is little spare capacity and Synergy may be a net
buyer during certain times of the day, Synergy may be incentivised to keep its standard
product prices as high as the buy-sell spread allows, to buy more energy and sell less of it.
Small market participants seeking to hedge their spot market exposure may find these
standard product prices to be prohibitive.

Market participants, especially retailers, that cannot access hedge products at reasonable
prices risk their viability in the market, which can result in lowered competition in the retail
electricity sector. Competitive pressure helps to ensure consumers receive competitive prices
for electricity, and reductions in competition may not be in the interests of consumers.

Further, if both buy and sell standard product prices are above the realised market prices, they
may send mixed pricing signals to the market, potentially leading to market participants

Electricity Generation and Retail Corporation regulatory scheme — 2025 vii
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negotiating contracts at significantly higher prices than the cost to purchase energy in the
market. Reducing the spread may have some limited effect, but greater consideration is
required to assess how the scheme should operate effectively to ensure prices in the WEM
are not higher than necessary, in line with the market objectives.

Matters outside the scope of the review of the scheme

Market participants have advocated for the introduction of products to mitigate price volatility,
especially given the small and illiquid nature of the WEM. There is growing interest from
industry in liberalising the standard product regime towards a financially independent forward
market in which Synergy is not the sole provider of standard products, and that provides
access to additional risk hedging mechanisms in the WEM.

The ERA acknowledges stakeholders’ views that there are limited avenues for renewable
generators and retailers to effectively manage wholesale price volatility risks. Nevertheless,
expanding the scheme to entities other than Synergy is beyond the scope of this review, with
the scheme’s existence being to mitigate Synergy’s potential to exercise market power in the
wholesale market.

Electricity Generation and Retail Corporation regulatory scheme — 2025 viii
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1. Introduction

This chapter provides an overview of the EGRC regulatory scheme, the ERA’s role in
reviewing the scheme, the scope of this review, and a summary of stakeholder engagement.

The EGRC began trading as Synergy on 1 January 2014. The EGRC was created from the
merger of the two State-owned electricity corporations, Verve Energy and Synergy, which
were the largest generator and retailer, respectively, in the WEM.

The State Government recognised Synergy’s dominance in the WEM through its generation
capacity and contractual arrangements with third parties. Synergy is a major provider of
wholesale electricity contracts to smaller generation and retail competitors in the WEM. A
potential exercise of market power by Synergy in the wholesale contracts market could
decrease the profit margin of third parties, particularly independent retailers, to unsustainable
levels.

The State Government introduced the scheme to restrict Synergy’s potential to exercise
market power in the wholesale contracts market. However, the scheme did not have a defined
objective. In 2014, the ERA considered the Explanatory Memorandum and Second Reading
Speech for the Electricity Corporations Amendment Bill 2013 and identified the scheme’s
primary objective as being to:

Mitigate the increased potential for market power that arises due to the merger, to ensure a
level playing field for competitors and new entrants in order to facilitate competition.

This was supported by the Public Utilities Office (now Energy Policy WA or EPWA) in 2019.°
The scheme has been amended over the years and now consists of the:

1. Electricity Corporations (Electricity Generation and Retail Corporation) Regulations 2013
(the EGRC regulations).

2. Electricity (Standard Products) Wholesale Arrangements 2014 (the wholesale
arrangements).

These instruments require the EGRC to segregate its business into several business units —
a Retail Business Unit (RBU), a Wholesale Business Unit (WBU), a Generation Business Unit
(GBU) and a unit comprising shared services operations.’

The scheme comprises three main elements, with requirements that the EGRC must follow,
outlined in Table 1.

Table 1: Overview of EGRC scheme elements and requirements

Elements Requirements

Ringfencing of retail Synergy must ensure that information known by the WBU relating to a retail
restricted information | competitor that might reasonably be expected to materially adversely affect

6 Public Utilities Office, 2019, Electricity Generation and Retail Corporation regulatory scheme — Response to
2016 report to the Minister for Energy on the effectiveness of the Scheme, p. vi, (online).

7 Synergy’s shared services include corporate planning and strategy, organisational development, accounting,
financial and legal matters, human resources, information technology support, regulatory and compliance
matters, communications, billing, record keeping, and any other services undertaken in connection with two
or more business units, not specific to retail, generation or wholesale business operations.
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Elements ’ Requirements
the commercial interests of the retail competitor (retail restricted
information), is not disclosed to RBU staff.

WBU staff who have access to retail restricted information must occupy
work areas separate to those occupied by RBU staff.

Non-discrimination Synergy cannot discriminate between the RBU and its competitors when
obligation offering a wholesale supply of electricity.

Standard products Synergy must:

»  Offer “standard products”: standardised financial instruments for
purchase (“buy-side products”) or sale (“sell-side products”) of small
parcels of wholesale energy at advertised prices.

* Price its standard products, with the sell price higher than the buy
price at no more than the maximum spread.

* Not trade in standard products with an approved counterparty if:

- The transaction is for the supply of one or more standard
products to the EGRC; and

— Any of the approved counterparty’s facilities belong to a
Material Portfolio.

Source: ERA interpretation of EGRC scheme

1.1 The ERA’s role

The EGRC regulations require the ERA to:
1. Review the effectiveness of the scheme every two years.?

2. Audit Synergy’s compliance with Part 3 Division 1 (wholesaling obligations) and wholesale
arrangements each financial year.® This function was previously undertaken by the
Auditor General and was transferred to the ERA in August 2024 when the EGRC
regulations were amended by the Minister for Energy. The ERA’s first audit was
conducted in parallel to this effectiveness review.

1.1.1 ERA’s past reviews

We previously reviewed the effectiveness of standard products and the wholesale
arrangements in 2021."" Therefore, we did not consider standard products in our 2023 review,
which focused on other aspects of the scheme and noted that we would consider the buy-sell
spread in the 2025 review.?

8 Electricity Corporations (Electricity Generation and Retail Corporation) Regulations 2013 (WA), r. 48, (online).

9 Ibid, r. 29, (online).

0 On 17 November 2025, the ERA submitted its 2023/24 and 2024/25 audit reports to the Minister for Energy
and Decarbonisation.

" Economic Regulation Authority, 16 December 2021, Electricity Generation and Retail Corporation regulatory
scheme: 2020 effectiveness review. Report to the Minister for Energy, (online).

2 Economic Regulation Authority, 15 September 2023, Electricity Generation and Retail Corporation regulatory
scheme: 2023 effectiveness review, Discussion paper, p. 17 (online).
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The 2023 review reaffirmed the continued need for the scheme but recommended several
improvements, outlined in Table 2.3

Table 2: Overview of the ERA’s 2023 review recommendations for changes to the EGRC
scheme

Pre-2024 scheme Recommended change

element
Disclosure e Removal of the foundation transfer pricing mechanism that applied to
mechanism Synergy’s non-contestable customers and its customers at the time of
e Non- the merger.
discrimination e Removal of the Segregation and Transfer Pricing Guidelines 2020. The
«  Transfer pricing arrangements provided for the additional transfer pricing mechanisms,
which applied to new load customers, that contracted with Synergy
after the merger.
e Removal of the requirement that Synergy not offer wholesale supplies
of electricity to the RBU on terms and conditions more favourable than
it would offer competitors, previously contained in regulation 22.
Ringfencing e Removal of the requirement to ringfence generation restricted
information, with Synergy no longer required to restrict information
sharing between the wholesale and generation business units.
Standard products o Addition of a new clause 2.2(f) to restrict the requirement for Synergy to
sell standard products to counterparties determined by the ERA as
being Material Portfolio entities under section 2.16C of the Electricity
System and Market (ESM) Rules.'*

Source: Economic Regulation Authority

The Minister for Energy accepted the ERA’'s recommendations and implemented them in
August 2024."5 However, the change to the wholesale arrangements was not drafted in line
with the ERA’s recommendation. This is discussed in Chapter 6 and recommended to be
corrected.

In the 2021 review, we recommended reducing the spread between buy and sell prices of
standard products to 15 per cent from July 2022 and to 10 per cent from July 2023."® The

Minister for Energy reduced the buy-sell spread from 20 per cent to 15 per cent on 1 July 2022.
The spread has not changed since then.

1.1.2 2025 review approach and scope

This review focuses on Synergy’s standard products and wholesale arrangements from
1 January 2021 to 31 December 2024. Specifically, the ERA has reviewed the:

1. Suitability of Synergy’s pricing of standard products.

3 Economic Regulation Authority, 6 December 2023, Electricity Generation and Retail Corporation regulatory
scheme: 2023 effectiveness review — Report to the Minister, (online).

4 The Wholesale Electricity Market Rules were renamed to the Electricity System and Market (ESM) Rules in
July 2025.

5 Electricity (Standard Products) Wholesale Arrangements Amendment Instrument 2024 (WA), 9 August 2024,
(online).

6 Economic Regulation Authority, 16 December 2021, Electricity Generation and Retail Corporation regulatory
scheme: 2020 effectiveness review. Report to the Minister for Energy, p. 27, (online).
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2. Suitability and effectiveness of the buy-sell spread.

3. Suitability and effectiveness of standard product specifications (including its terms and
conditions, such as force majeure provisions).

In our review, we must consider the prevailing circumstances that exist in the operation of the
SWIS." Since the ERA’s 2021 review, the electricity sector has undergone significant
transformation, as it transitions from a reliance on fossil-fuelled generation to renewables and
grid-scale batteries. A new market design for the WEM also commenced on 1 October 2023.

These circumstances and their implications for the operation of the scheme, and our
assessment of its effectiveness, are explored in the sections below. We have established how
Synergy’s approach to pricing of standard products may have changed since 2021, and we
have reviewed the standard products buy-sell spread and their terms, conditions and
specifications, considering feedback from market participants and the changed market
dynamics.

1.1.2.1 Matters outside the scope

We have not reviewed the recent changes to the scheme’s non-discrimination and ringfencing
obligations made in August 2024, as it is too early to accurately assess the effectiveness of
those changes.

Further, this review does not cover the ERA’s audit of Synergy’s compliance with the
wholesale arrangements and wholesaling obligations under the EGRC regulations. The ERA’s
audit is a separate function to its scheme effectiveness review. It was conducted concurrently
to this review.'®

1.2 Overview of the WEM and standard products

The WEM commenced in 2006, and a mandatory real-time trading market (then referred to as
the balancing market) was introduced in July 2012. Between 2006 and 2012, electricity trading
in the WEM relied primarily on off-market contracts (bilateral contracts) and a day-ahead
market, a short-term energy market (STEM). Bilateral contracting is still the main risk
mitigation mechanism in the WEM.

Since 1 October 2023, the WEM comprises the STEM, Real-Time Markets for energy and
essential system services (ESS), and a reserve capacity mechanism.'® Market participants
can also enter into contractual agreements with each other to buy and sell energy and capacity
credits through off-market mechanisms (bilateral contracts).

In the spot market, generators trade electricity with retailers in real time for each five-minute
interval.?° The prices in the spot market can fluctuate.

7 Electricity Corporations (Electricity Generation and Retail Corporation) Regulations 2013 (WA), r. 48(2)(a),
(online).

8 On 17 November 2025, the ERA provided the Minister for Energy and Decarbonisation with its audit findings
of Synergy’s compliance with the scheme’s wholesale arrangements and wholesaling obligations for 2023/24
and 2024/25. The ERA will publish its audit findings in early 2026.

9 In the WEM, the spot market was known as the balancing market until 1 October 2023. Since
commencement of the new WEM on 1 October 2023, the spot market has been known as the real-time
market.

20 On 1 October 2023, the balancing market was renamed to the real-time market for energy. In this report, a
reference to the spot market means either the balancing or real-time market for energy.

Electricity Generation and Retail Corporation regulatory scheme — 2025 4
effectiveness review — Report to the Minister for Energy and Decarbonisation


https://www.legislation.wa.gov.au/legislation/statutes.nsf/law_s46132.html&view=consolidated

Economic Regulation Authority

To have more certainty over costs and revenues and hedge their risks to real-time price
movements, retailers and generators can use bilateral contracts and short-term energy
contracts.?"? STEM contracts allow market participants to lock in a price for the electricity
they supply or purchase the day before the spot market clears. Bilateral wholesale contracts
are longer-term and allow market participants to fix the price days and even years in advance.
Standard products are standardised bilateral contracts that Synergy must offer for sale and
purchase. The majority of energy in the WEM is for self-consumption or is traded bilaterally.

The wholesale arrangements of the EGRC scheme specify the products Synergy is required
to offer and the minimum quantities that must be made available. Synergy is required to offer
both flat and peak standard products on a quarterly and annual basis for sale (sell-side) and
purchase (buy-side) of electricity. Across all product types and durations, Synergy is required
to offer a minimum 150 MW for sale and 100 MW for purchase.

Standard products must be offered in units of 1 MW (0.5 MWh per trading interval), and
Synergy must offer to buy and sell 5 MW in contracts per week. These terms have not changed
since the scheme’s introduction in 2014 and reflect the market conditions at that time when
Synergy had excess capacity and could offer the requisite number of sell-side standard
products. In 2021, we considered specifications, terms and conditions of standard products
but did not make any recommendations to change the regime, considering the new market
design commencing in 2023.%

Market participants notify AEMO of quantities they have agreed to trade bilaterally at pre-
agreed prices. When settling trades in the spot market, AEMO deducts the quantity of
electricity that is traded bilaterally or through the STEM from the amount to be settled at the
cleared spot price; bilaterally contracted volumes are settled directly between parties. As such,
although a standard product transaction does not bind parties to physically supply electricity,
it can change the market exposure of Synergy and its counterparties.

By trading a standard product, Synergy foregoes the opportunity to receive (for sell-side
standard products) or pay (for buy-side standard products) the spot price for the volume of
energy covered by the standard product agreement.

1.2.1 Purpose of standard products

Standard products are the primary market power mitigation tool in the scheme. The
overarching goals of the standard products, described by the Merger Implementation Group
(MIG) on 7 March 2014, were as follows:

1. The primary aim of the standard products regime is to maintain private sector activity by
imposing discipline on Synergy’s wholesale pricing.

21 Bilateral contracts are agreements formed between any two parties for the sale of electricity by one party to

the other. Standard products are a form of bilateral contracts. AEMO does not operate any secondary market
for bilateral contracts. See: Australian Energy Market Operator, September 2023, Wholesale Electricity Market
Design Summary, p. 100, (online).

Short-term energy contracts are traded through the short-term energy market (STEM). The STEM is a
financially binding, energy-only, day-ahead market which provides a centrally controlled opportunity for market
participants to trade around their bilateral contract positions, supplementing and complementing the off-market
bilateral contracts regime. See: Australian Energy Market Operator, September 2023, Wholesale Electricity
Market Design Summary, p. 100, (online).

23 Economic Regulation Authority, 16 December 2021, Electricity Generation and Retail Corporation regulatory
scheme: 2020 effectiveness review, Report to the Minister for Energy, p. 90, (online).

22
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2. By acting as a price discovery mechanism, it is expected that the regime will provide
transparency and predictability for market participants.

3. ltis intended that the regime will mitigate industry concerns by:

a. Providing a competitive benchmark price for the wholesale supply of electricity on a
non-discriminatory basis.

b. Providing simple products that reduce barriers to entry for retailers and allow market
participants to rebalance their portfolios.?*

Standard products support the scheme’s objective by providing market participants with a
forward energy pricing curve representing Synergy’s current expectation of future energy
market prices, and assuring access to hedge products, which is important for market
participants that lack access to generation capacity.

The standard products regime was not intended to operate as a market in itself but to
complement the wholesale contracts market.?52% While market participants can trade in
standard products, speculators cannot.

An effective standard products regime must fulfil the following criteria without overburdening
Synergy relative to other large generator-retailers in the WEM. It should:

1. Include product specifications, such as terms and temporal coverage (for example,
coverage for peak and entire-day periods), that generally suit most market participants’
risk management requirements.

2. Ensure that products are accessible to those entities that need them to hedge their risk
exposure against variable spot prices.

3. Ensure product prices are relatively cost reflective. For the spread to act as a price
discovery mechanism, it must reflect the forward price that would prevail if the market was
competitive.

As part of the August 2024 changes, the Minister for Energy amended the scheme to make
standard products more accessible for smaller market participants by restricting Material
Portfolios from transacting in these products. However, the changes implemented did not
achieve the ERA’s intended outcome. This is further discussed in Chapter 6 of this paper.

24 Economic Regulation Authority,15 September 2023, Electricity Generation and Retail Corporation regulatory
scheme: 2023 effectiveness review, Discussion Paper, p. 17, (online).

25 Public Utilities Office, 1 June 2019, Electricity Generation and Retail Corporation Regulatory Scheme —
Response to 2016 Report to the Minister for Energy on the effectiveness of the Scheme, Directions Report,
p. 8, (online).

26 Some other jurisdictions (such as Ireland and Tasmania) also require a major generator in the grid to supply
financial risk management contracts. However, these instruments are very different to standard products and
do not have the same dual purpose of providing hedging opportunities as well as visibility of the expected
forward price curve.
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1.3 Information relied upon for this review

To undertake this review, the ERA has considered:

e Confidential information provided by Synergy and AEMO. This information informed the
ERA'’s analysis of Synergy’s standard product trades and net energy position, as well as
its analysis of market concentration and competition.

o Feedback provided by market participants during the ERA’s consultations, including
confidential discussions and public submissions.

o Publicly available information on the WEM.

1.3.1 Consultation

In March 2025, the ERA Secretariat undertook an informal survey of market participants to
better understand how they use standard products. Given the small size of the WEM and the
confidential feedback provided, the ERA has presented this feedback without attribution to
individual market participants.

On 15 September 2025, we published a discussion paper for formal stakeholder
consultation.?” We received five submissions in response, which are published on the ERA’s
website.?® We also had verbal discussions with several market participants, where participants
raised issues, some of which were not covered in their written submissions. A stakeholder
workshop, which the ERA Secretariat held on 25 September 2025, provided market
participants with an opportunity to ask questions about the ERA’s discussion paper.
Stakeholders’ feedback and the ERA’s responses are detailed in Appendix 5.

In summary, stakeholders:

1. Considered standard products as still important, as they provide a benchmark price and
a simpler alternative to customised products.

2. Expressed concern regarding Synergy’s pricing of standard products due to a lack of
transparency in its pricing method.

3. Suggested to either appoint an independent third-party forecasting service to provide the
market with benchmark forward prices or have an independent third party validate
Synergy’s inputs, given the inaccuracy in Synergy’s forecasts.

4. Proposed to introduce products to mitigate price volatility risks, such as cap products,
swap markets and other standardised derivatives with clear specifications, transparent
settlement, and basic market-making to support liquidity.

27 Economic Regulation Authority, 2025, Electricity Generation and Retail Corporation regulatory scheme —
2025 effectiveness review — Discussion Paper, (online).

28 Economic Regulation Authority, ‘Review 2023 to 2025’, (online) [accessed 28 November 2025].
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2. Continued need for the scheme

Key points

e Synergy remains the dominant generator and retailer that could potentially
exercise market power.

e Standard products are essential to providing price discovery and transparency.

e Synergy’s net energy position may change in the next few years altering how
Synergy could potentially exercise market power.

o The ERA will review the design of the scheme in its next review, due in 2027.

Synergy will continue to have the ability to exercise market power going forward. We also see
benefit in retaining the standard products regime. However, any change in Synergy’s net
energy position and sustained changes in market dynamics may require fundamental changes
to the EGRC scheme. This chapter explains the ERA’s reasoning.

2.1 Synergy remains a dominant market participant

The ERA used the Herfindahl-Hirschman Index (HHI) to assess market concentration.?® Figure
1 and Figure 2 show concentration in the wholesale and contestable retail markets.

The retail market is divided into two separate markets: a retail monopoly “franchise” market
and a “contestable” market open to retail competition. The franchise market consists of
residential consumers and small businesses, with an annual consumption of 50 MWh or less
per year. The contestable market serves commercial and industrial consumers with an annual
consumption exceeding 50 MWh per year.

As demonstrated in Figure 1, the WEM remains highly concentrated; however, the level of
concentration has been trending downwards. Concentration in the contestable retail market
has also been falling since 2012 (Figure 2). The contestable retail market is now moderately
concentrated.

This analysis reaffirms that as the largest provider of generation in the WEM, Synergy
continues to have the ability to potentially exercise market power, which the EGRC scheme is
designed to mitigate.

29 The HHI is the sum of the squares of market share. The higher the HHI values, the higher the concentration
in the market. A market with a HHI of less than 1,000 is competitive. A market with a HHI of 1,000 to 1,800 is
moderately concentrated, and a HHI of 1,800 or more indicates a highly concentrated market.
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Figure 1: Herfindahl-Hirschman Index — Wholesale market
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Source: ERA’s analysis of AEMO data.

Figure 2: Herfindahl-Hirschman Index — Contestable retail market
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Source: ERA’s analysis of AEMO data.

2.2 Benefits of standard products

Standard products are intended to support the overall objective of the scheme by imposing
discipline on Synergy’s wholesale pricing, providing simple alternatives to customised
products, and by acting as a price discovery mechanism to increase transparency in the
market.

Feedback from stakeholders indicates that the standard products continue to provide benefits
to the market. Standard products provide a benchmark price that can contribute to price
discovery, assist in hedging financial exposure to volatile real-time prices, and provide pricing
signals to inform long-term power purchase agreements and other bilateral contracts. For
example, Shell Energy noted that:
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...the market requires a benchmark price and a clear route to market. Currently,
Synergy’s standard products fulfill this role, although they may not represent the most
efficient or competitive pricing mechanism.

...the importance of standard products remains unchanged [in the new WEM].
Regardless of whether the market operates on 30-minute or 5-minute intervals, retailers
must hedge their retail load to comply with internal risk limits. 3°

The opportunity to publicly access Synergy’s standard product prices and to access simple
alternatives to customised products remains essential to allowing market participants to
access a financial hedge for the wholesale supply of electricity and to operate in the retail

market.

2.3 Prevailing circumstances of the SWIS

In 2014, Synergy had significant amounts of generation available for contracting in the
wholesale market, and the market had high levels of excess capacity. The ERA’s 2015
effectiveness report noted:

As of 2025:

The remaining excess capacity has resulted in greater availability of energy in the STEM
and Balancing markets at lower and more stable prices.3"

A number of retailers...are electing to purchase energy in the STEM and Balancing
markets, rather than enter into bilateral contracts with Synergy’s wholesale business unit.
This situation has arisen largely because Synergy has more energy than it can sell to its
own customers, with its excess volumes flowing into the STEM and Balancing markets.3?

At present, an excess of baseload capacity is resulting in less variable energy prices in
the STEM and Balancing Markets than would be likely if the capacity market was more
closely balanced.33

AEMO’s 2025 Electricity Statement of Opportunities notes a 50 MW shortfall of
dispatchable capacity to cover the summer peak for 2025/26 and a need to procure further
capacity for 2027/28 to cover the closure of more coal-fired generation.®*

Capacity credits assigned to Synergy’s facilities fell from 3,193.9 MW in 2014/15 to
2,562.6 MW in 2027/28.% This constitutes a 13 per cent drop in assigned capacity credits.

The ERA’s discussion paper on this review of the scheme outlined past and expected changes
in the SWIS that are relevant to Synergy. These are summarised in Table 3.

30

31

32
33
34

35

Shell Energy, 13 October 2025, Submission to the ERA’s Review of the effectiveness of Synergy regulatory
scheme — 2025, p. 3 (online).

Economic Regulation Authority, June 2016, Report to the Minister on Effectiveness of the Electricity
Generation and Retail Corporation Regulatory Scheme PUBLIC, p. 31 (online).

Ibid.

Ibid, p. 35 (online).

Australian Energy Market Operator, June 2025, 2025 Wholesale Electricity Market Statement of Opportunities,

p. 6 (online).

From the 2027/28 capacity year, AEMO assigns peak and flexible capacity credits to market participants.
Synergy has 2,562.6 MW of peak capacity credits and 1,839.2 MW of flexible capacity credits. The capacity
credit comparison is on peak capacity credits only, as that is equivalent to the capacity credits assigned before
the 2027/28 capacity year.
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Table 3: Past and expected changes in the SWIS relevant to Synergy
Date Item
June 2022 State Government announced retirement timeline of Synergy’s coal-fired

generators.36

June 2022 State Government does not ‘expect’ Synergy’s bilateral contract with
Bluewaters Power Station to be renewed.3” Contract expires in 2025.

October 2022 Muja C unit 5 decommissioned.

September 2023 First Battery Energy Storage System (BESS) in the SWIS, Synergy’s
Kwinana BESS1 or KBESS1 (100MW), commenced operation.

March 2025 Synergy’s Kwinana BESS2 or KBESS2 (225MW), commenced operation.
April 2025 Muja C - unit 6, retired.
Late 2025 Synergy’s Collie BESS (CBESS) is commissioned.

Expected late 2027 | Synergy’s Collie coal-fired generator is due to retire.

Expected late 2029 | Muja C, units 7 and 8, are due to be decommissioned.

2.3.1 Synergy’s net energy position

The ERA has examined the implications of a change in Synergy’s net energy position from
having excess generation to possibly needing to buy electricity from the WEM to supply its
load obligations. This assessment is based on the retirement of the capacity credits assigned
to these coal facilities, which decreases Synergy’s energy generation capability and may be
below Synergy’s forecast load obligations. This would change Synergy’s net energy position,
and hence Synergy’s motivations to trade in the wholesale market.

For example, Synergy has confirmed that it has committed to 410 MW of new wind
generation.® However, due to the way that the reserve capacity mechanism assesses
renewable facilities for capacity, this is equivalent to around only 143.5 MW of generation. The
retirement of Muja 8, which is around 212 MW of capacity, would require around 605 MW of
wind energy to replace Muja 8’s capacity.*

Batteries, although adding capacity, are not like renewable or fossil-fuelled generators, as they
only store and shift electricity from one period to another. Batteries cannot create electricity
like other generators do, by either relying on wind/solar as a generation source or using fuel
like coal or gas. A battery’s fuel is the electricity it takes from the grid or from a connected
generation source (for instance, a solar farm attached to a battery).

Given that insufficient additional generation capacity is forecast within Synergy’s portfolio over
the next few years to offset its retiring generation assets, Synergy’s expected energy position
could move from being a net supplier of electricity to being a net buyer of electricity. This

3  Western Australian State Government, Media Statements, 14 June 2022, State-owned coal power stations to
be retired by 2030, (online), [accessed 28 November 2025]

37 Josh Zimmerman, 21 June 2022, Bluewaters Power Station: Synergy won’t renew contract with Collie coal
plant, The West Australian, (online) [accessed 12 December 2025].

38 Synergy, 2025, ‘Synergy’s generation transformation,’ (online) [accessed 28 November 2025].

39 Based on the relevant level method set out in Appendix 9 of the ESM Rules, the average capacity factor of a
wind generating facility is around 0.35 MW to 1 MW of firm capacity (i.e., gas or coal).
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means that Synergy may need to purchase energy produced by other generators to meet its
demand for electricity, if its wholesale and retail market sales do not reduce over time.
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3. Synergy’s pricing of standard products

Key points

o Although Synergy has struggled to reliably and consistently forecast realised
electricity prices, volatility in both Real-Time Market and FCESS markets has
recently reduced.

e 2025 prices for annual standard products have realigned with realised spot
electricity prices.

e For quarterly standard products, 2025 realised electricity market spot prices
trended back towards the standard product prices.

e The ERA will review Synergy’s pricing in the next review to observe whether
Synergy’s forecasting errors have reduced over time.

Synergy’s expectation of the spot market price underpins its pricing of standard products
because it determines the opportunity cost of selling or buying each unit of energy covered by
the standard product contract. The forward price curve produced by the advertised prices can
provide an indication to market participants of where Synergy considers future market prices
will be.

Synergy determines its standard product prices up to two years in advance when future spot
prices are uncertain. In bilateral contracts (such as standard products), a margin (the risk
premium) is added to the forecasted spot prices to compensate for uncertainty and price
volatility.

Buy prices must be set lower than sell prices. The difference between the sell price and the
buy price is constrained by the prescribed maximum buy-sell spread, which is currently 15 per
cent.

In our discussion paper, the ERA considered how Synergy converts its forecasted spot price
into prices of the standard products and to what extent its standard product pricing compares
to a competitive market. We observed:

e Synergy sets its standard product sell prices based on its forecast of forward energy
market prices plus margins for price volatility and market uncertainty. Buy prices are set
by subtracting the maximum buy-sell spread from the corresponding sell prices.*°

e Synergy’s standard product prices are not set symmetrically around Synergy’s
expectations of future market prices.*!

o« While standard product prices proved to be reasonable expectations for realised prices
between 2017 and 2021, since then Synergy has had difficulty in consistently and reliably
forecasting realised electricity prices.*?

Stakeholders identified benefits in retaining standard products but expressed concern
regarding Synergy’s pricing of standard products because of a lack of transparency in how

40 Economic Regulation Authority, 15 September 2025, Electricity Generation and Retail Corporation regulatory
scheme: 2025 effectiveness review, Discussion Paper, p. 13 (online).

41 Ibid, p. 14 (online).
42 Ibid, pp. 15 - 17 (online).
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Synergy sets its prices. Alinta and Shell suggested the scheme would benefit from increased
transparency around Synergy’s pricing methodology:

The current regulatory scheme should be amended to enhance pricing transparency

and accountability. Synergy should be required to publicly disclose the methodology

behind its standard product pricing, ensuring prices reflect genuine market conditions
and cost structures.*3

We suggest the ERA WA consider Synergy’s standard product pricing to apply a
transparent, publicly available methodology that is regularly updated. This would
prevent discretionary pricing and align with principles similar to the Efficient Variable
Cost (EVC) requirements for generation offers. It would also enable retailers to price
more competitively.4*

Improved transparency can assist the market and incentivise Synergy to improve its
forecasting methodology. Therefore, we recommend that Synergy should publicly provide
further details on its standard producing pricing method, noting that this benefit to industry
should be weighed against the detriment to Synergy in revealing information against its
commercial interests. This can include, for instance, requiring Synergy to outline its forecasting
method and model inputs, to provide market participants with insight into what factors have
driven the changes to standard product prices. However, we do not propose to prescribe what
details Synergy should disclose.

We do not recommend further changes to Synergy’s pricing at this stage as explained in this
chapter.

Recommendation

Synergy to publicly provide further details on its standard product pricing method.

3.1 Forecasting challenges

From 2022 to 2024, Synergy’s standard product quarterly prices were consistently below
realised spot market prices. This period coincided with sharp increases in the price of gas.
Figure 3 shows the correlation between the average quarterly gas spot prices (black line) and
electricity (red and blue lines for peak and flat periods, respectively).*® Figure 3 shows a strong
correlation between the prices of gas and electricity, which is logical, given gas generators
make up a significant portion of the WEM'’s generation fleet. There is a noticeable increase in
the gas price from mid-2020 to 2023. When coupled with waning coal supplies, the frequency
of high and variable energy market prices increased in the WEM.

Since 2024, Synergy'’s prices for single quarter products have been higher than realised spot
market prices. This coincides with a period of high and volatile electricity prices in the WEM,
as can be seen in Figure 4, which shows monthly average energy market prices in the WEM
for the period July 2012 to end of July 2025.

Synergy noted that forecasting has become harder with increased intermittent generation and
intraday demand volatility, meaning it is difficult to accurately forecast expected load. In

43 Alinta Energy, 13 October 2025, Submission to the ERA’s Review of the effectiveness of Synergy regulatory
scheme — 2025, p. 2 (online).

44 Shell Energy, 13 October 2025, Submission to the ERA’s Review of the effectiveness of Synergy regulatory
scheme — 2025, p. 4 (online).

45 Electricity prices are calculated from electricity reference price. See: Gas Trading Australia website for gas
prices (online).
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discussions with the ERA Secretariat, Synergy highlighted issues impacting its ability to
forecast forward energy prices, which included the introduction of the Frequency Control
Essential System Services (FCESS) markets in 2023, the scale of BESS capacity entering the
WEM and its impact on market prices, changes in fuel prices (coal and gas), and the timing of
facility entry and exit (mostly large coal plant retirements).

Figure 3: Correlation between average quarterly spot price of gas and electricity
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Figure 4: Monthly average energy market prices July 2012 to July 2025
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A larger proportion of intermittent generation reliant on solar and wind increases short-term
variation between supply and demand in the market, which needs to be managed. For
example, intermittent generation (wind and grid solar) accounted for about 7.5 per cent of total
generation in the SWIS in 2012 and approximately 15 per cent by June 2022.46:47

Further, the new WEM introduced multiple changes to the design of the market affecting
pricing in the spot market, which are summarised in Table 4 below.

The change in market design from two energy price caps to one liquid fuel price cap allowed
for a greater range in prices. Co-optimised dispatch meant that tightness in supply and high
prices in FCESS markets could influence Real-Time Market outcomes. These fundamental
changes to the WEM’s market design, combined with a higher proportion of intermittent
generation in the generation mix and reducing levels of excess capacity, resulted in higher
peak prices and volatility in the spot market.

Table 4: Summary of key changes in WEM design
Pre- 1 October 2023 Post- 1 October 2023
Spot market design | Largely unconstrained gross pool Features:
dispatch

e security constrained economic
dispatch, which supports secure
and reliable power system
operation by incorporating
consideration of physical power
system characteristics (such as
network limitations,
supply/demand balance, and
essential system service
requirements) into the
scheduling and dispatch
process.

e co-optimised energy and
ancillary services markets to
produce the optimal least-cost
solution for meeting demand.

Price Ceilings Two price ceilings: A single offer price ceiling, based on
e Maximum STEM price the highest cost facility (similar to the
. . . previous Alternative Maximum STEM
e Alternative maximum STEM price Pri
rice).
Ancillary services e Load following Ancillary services | Five essential system service spot
(now FCESS) market (renamed Regulation markets, including regulation raise
services), spinning reserve and and lower services, contingency
load rejection reserve raise and lower services, and a rate-
«  Synergy provides other real-time | of-change-of-frequency (RoCoF)
frequency control services as control service.

part of its balancing portfolio

High market prices also resulted from market participants failing to change the status of their
capacity from being “available” to “in-service”, creating a real-time shortfall in supply.*® This is

46 Australian Electricity Market Operator, July 2023, Quarterly Energy Dynamics Q2 2023, p. 59 (online).
47 Independent Market Operator, June 2014, SWIS Electricity Demand Outlook, p. 47 (online).

48 The WEM Dispatch Engine (WEMDE) will not schedule capacity marked as ‘available’, it will only schedule
capacity marked as ‘in-service’.
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because the dispatch engine prioritises those facilities that are “in-service” as they can meet
the required electricity outputs.

FCESS markets further showed significant price volatility following commencement of the new
WEM (see Figure 5 and Appendix 3). This volatility reduced after the Minister implemented a
temporary FCESS clearing price ceiling of $500/MWh from 22 May 2024 to 22 November
2024 to mitigate significant increases in essential system service costs and allow time to
review why the high prices were occurring. Following this review, rule changes were
implemented on 20 November 2024 and the Neoen Collie battery started operating and was
accredited to provide FCESS. These changes resulted in increased supply to FCESS markets
prone to shortfalls, leading to improvements in reliability and stability and less volatility in
pricing in both FCESS and the Real-Time markets.

Figure 5: FCESS market prices — Contingency Raise
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Source: ERA’s analysis of AEMO’s data.

The November 2024 rule changes also required market participants to price electricity at no
more than their efficient variable cost.*®

While average Real-Time Market prices remain high, together the changes to the ESM Rules
and the introduction of grid-scale batteries appear to be lowering the volatility in outcomes
(energy and FCESS) that should lead to more predictability in market prices. The ERA expects
that greater long-term stability in the market and prices will likely help Synergy improve its
forecasts of future market prices.

Following publication of the discussion paper, the ERA has also extended its analysis
comparing Synergy’s standard product quotes and realised spot prices to Q3 2025. The
analysis is outlined in Appendix 3. As the analysis demonstrates, annual standard product
prices have now realigned with the realised Real-Time Market prices, while 2025 realised
average prices have generally trended back towards the standard product quotes.

Nevertheless, given seasonality of the spot market pricing, further data is needed to confirm if
improvement in spot market price volatility translates to reduced error in Synergy’s forecasting
in the longer term. The ERA will review Synergy’s pricing in the next review to observe whether

49 These new market rules were developed as part of the 2024 review of costs for FCESS.
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Synergy’s forecasting errors have reduced over time and evaluate if amendments to the
scheme are required.

3.2 Forecasting by an independent third party

The ERA is not recommending changes to the current arrangements around Synergy’s price
forecasts as it is unclear how an independent third party can produce more accurate forecasts
given the information asymmetry in the market.

Synergy provided feedback to the ERA’s discussion paper that an independent third party, like
AEMO or the ERA, should undertake forecasting or validate Synergy’s forecasting inputs:

To ensure the integrity and credibility of Synergy’s standard product pricing, regular
independent validation of its forward price forecasts should be introduced, if the pricing
methodology continues to rely on forward price forecasts. This measure would provide
an objective check on assumptions and methodologies Synergy uses to set forward
contract prices, helping to prevent systematic bias.%

To safeguard market integrity and ensure unbiased information flows, if separate
forecasting service is recommended by the ERA, Synergy strongly advocates for spot
price forecasts to be prepared and published by an independent party, such as AEMO,
the ERA, or a designated third-party forecaster.5’

The ERA views that price discovery provided by standard products is intended to signal
Synergy’s expectation of future prices. As the largest participant in the WEM, Synergy has
access to the most accurate and complete information to undertake forecasting for the
purposes of standard product pricing. An independent third-party may not be well placed to
undertake such work if they are not commercial entities like market participants that are in the
business of generating electricity. Market participants may choose to engage independent
parties that provide price forecasting services for their own purposes.

Although Synergy had difficulty in reliably and consistently forecasting realised electricity
prices, prices for annual products have realigned with the realised spot price. For quarterly
products, 2025 realised average prices have generally trended back towards the standard
product quotes.

5 Alinta Energy, 13 October 2025, Submission to the ERA’s Review of the effectiveness of Synergy regulatory
scheme — 2025, p. 2, (online).

51 Synergy, 13 October 2025, Submission to the ERA’s Review of the effectiveness of Synergy regulatory
scheme — 2025p. 8, (online).
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4. Buy-sell spread

Key points

e The transition from fossil-fuelled generation to renewables and batteries appears
to pose challenges for the design of the spread mechanism, particularly as
Synergy’s fleet is retired.

e Consideration of how the scheme can operate effectively if Synergy is a net buyer
of energy is necessary to ensuring adequate and effective price discovery, so that
WEM prices are not higher than necessary, in line with the market objectives.

e The ERA will continue to monitor Synergy’s standard product prices, pending
review of the scheme design in 2027.

The scheme requires Synergy to not price its buy products more than 15 per cent below the
price of its sell products. This maximum buy-sell spread was implemented in the scheme to
constrain Synergy’s pricing of standard products, ensuring that Synergy could not charge
unreasonably high prices for its sell products.

The spread of 15 per cent will continue placing pricing discipline on Synergy in the short-term,
whilst the market is transitioning to a more renewable grid.

4.1 Design of buy-sell spread

Synergy’s sell products were the ‘simple products’ envisioned in the scheme, designed to be
accessible to new entrant retailers and existing market participants, on a non-discriminatory
basis. Synergy’s sell product price was formulated based on its expectation of future spot
market prices, plus a margin for contracting, thereby providing the transparency and
predictability of market prices for the wholesale supply of electricity in the WEM intended under
the scheme.5?

In contrast, Synergy’s buy product pricing was implemented to anchor Synergy’s sell product
pricing by defining the maximum percentage difference by which sell standard product prices
could be higher than buy product prices. At the time Synergy was a net seller in the market.

In this context, if Synergy set the difference between its buy and sell prices at the maximum
allowable spread and it increased its sell prices, Synergy would also have to increase its buy
prices to comply with that maximum spread. By increasing its buy prices, Synergy would risk
being obligated to enter into a buy transaction, having to purchase energy that it did not require
from a counterparty. The incentive was for Synergy to set its buy price below the anticipated
spot price to ensure that its prices for purchasing others’ energy were not appealing to
counterparties.

Feedback on the design of the spread in this year’s review of the scheme was limited. Alinta
considered that the spread, as a mechanism, is not fit-for-purpose in maintaining pricing
discipline on Synergy given it is driven by forecast error and real-time market price volatility.
Synergy also expressed concern about the method of deriving the spread, noting that it is not

52 Synergy’s method for setting standard product pricing was previously publicly available through Synergy’s

publication of its ‘Internal Wholesale Arrangements.” See: Economic Regulation Authority, 31 August 2021,
Electricity Generation and Retail Corporation regulatory scheme: 2020 effectiveness review, Discussion Paper,
p. 3, (online).
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transparent and forward looking, and has the potential to be volatile, given it is based on the
historical accuracy of Synergy’s forecasts.

Synergy has always maintained the spread at its maximum value between buy and sell prices,
which it can do under the current arrangements. Feedback on the value of the maximum
spread was also limited. Synergy considered that the original spread of 20 per cent is
appropriate and that an unduly tight spread could negatively impact its ability to manage its
contract position and portfolio risk and may introduce arbitrage risk.

Since publishing the discussion paper, the ERA has undertaken further analysis of Synergy’s
pricing and market data for the last four quarters (that is, from 1 October 2024 to 30 September
2025). Figure 6 presents the historic quarter-to-quarter percentage change in the average
peak and flat spot prices (without any adjustment for seasonality).>?

Figure 6: Quarterly electricity price variability
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Source: The ERA’s analysis of market data.

Figure 6 shows that over the last year, the standard deviation for flat prices was steady at
about 5 per cent on average. Conversely, the volatility of quarter-to-quarter changes for the
peak prices has fallen only slightly to just over 20 per cent. These results suggest a spread of
between 5 per cent (for flat products) and just over 20 per cent (for peak products).®*
Therefore, a spread of 20 per cent will be at the higher end of the spectrum.

After considering stakeholder feedback and an updated time series of data, the ERA
recommends leaving the spread unchanged until our next review of the scheme. As the market
stabilises given the changes in the WEM’s circumstances, the spread of 15 per cent will
continue placing price discipline on Synergy, encouraging it to forecast accurately. A longer
time series of data since the new market design will allow the ERA to evaluate if the value of
the spread is appropriate, and further if the spread is an appropriate mechanism to impose
competitive pressure on Synergy.

5 For the new WEM, the price used in this analysis is an average price over 30 minutes (i.e. reference trading
price).

5 Quarter-to-quarter average price volatility does not reflect the additional uncertainty associated with price
change horizons beyond the next quarter.
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4.2 Evolution of the standard products design

The underlying rationale for the design of the spread mechanism appears logical in a scenario
where Synergy is a net seller. However, the context of the new WEM, and the transition away
from fossil-fuelled generation to renewables and batteries appears to pose challenges for this
design, particularly as Synergy’s coal fleet is expected to retire by 2030.%°

Batteries do not independently generate energy; they withdraw energy from the market at one
time to reinject it later. With the retirement of Synergy’s coal facilities and the addition of
several new grid-scale batteries in Synergy’s fleet, a scenario in which Synergy needs to
purchase energy to meet its requirements and becomes a net buyer rather than a net seller,
is not difficult to contemplate.

In such a scenario, under the standard product regime, the incentive would be for Synergy to
publish buy prices reflecting its willingness to pay for the energy it needs. Synergy’s buy price
would reflect its expectation of future spot prices plus a margin to cover its counterparty’s risk,
making it appealing for others’ looking to contract to sell energy to Synergy.

In this scenario, Synergy’s buy price, not its sell price, represents the reasonable price for
contracting in the market, providing transparency and predictability of market prices for the
wholesale supply of electricity in the WEM.

Given its need to retain energy for its own purposes, the incentive will be for Synergy to set its
sell product prices at the maximum spread above its buy prices (15 per cent under the current
arrangements), reducing the risk that it will have to enter into sell product transactions. Rather
than anchoring the sell price, which must be higher than the buy price, the higher buy price
will float the sell price upward.

The standard product regime will thus send mixed price signals to the market, a buy price
representing Synergy’s reasonable expectation of what it costs to purchase energy in the
market, and a sell price signalling that Synergy does not want to sell energy. It is this latter
price that will provide the benchmark price used by market participants in negotiating the cost
of providing wholesale energy supply contracts in the WEM.

For smaller, independent market participants, this price may be prohibitive. Further, the use
of Synergy’s sell product prices to negotiate contracts outside of Synergy may result in
contract prices in the WEM remaining high and lead to confusion about expected future spot
market prices. If symmetry in standard product pricing around the expected spot price is
assumed, this could lead to expectations of higher spot market prices in the future than may
be realised. Contracts will be set based on these higher spot prices, leading to higher costs
for consumers.

For the first time since the inception of the standard product market, Synergy’s buy price has
been situated above realised spot market prices for a period exceeding 12 months. However,
as noted in section 3.1, recent analysis indicates that this pattern may be reverting.

Consideration of how the scheme needs to operate effectively if Synergy is a net buyer for
prolonged periods in the future is thus imperative to ensuring adequate and effective price
discovery so that WEM prices are not higher than necessary, in line with the market objectives.
The ERA will continue to monitor Synergy’s standard product prices, pending review of the
scheme design in 2027.

55 Western Australian State Government, Media Statements, 14 June 2022, ‘State-owned coal power stations
to be retired by 2030’, (online) [accessed 28 November 2025].
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5. Specifications of standard products

Key points

e The ERA does not recommend changes to specifications of standard products,
including the force majeure provisions, at this stage.

e Potential changes to Synergy’s net position may affect its ability to offer peak
products.

e Synergy has never exercised its rights under the force majeure provisions.

e Other than Synergy, stakeholders offered no comments on the appropriateness
of the force majeure provisions.

Chapter 1 outlines the terms, conditions, and specifications Synergy must offer or comply with
in offering standard products to authorised counterparties. Having considered stakeholder
feedback, the ERA recommends no changes to these provisions at this time.

In our discussion paper, we observed that the standard product terms and volumes (MWh)
are generally consistent with the customised products requested by market participants.®® We
also sought feedback from stakeholders to assess whether alternative types of standard
products would assist market participants’ risk mitigation in the WEM.

Although stakeholders did not raise any significant concerns with the current provisions, they
noted that:

o Aligning the definition of “peak period” in the scheme with actual peak times in the WEM
will improve accuracy and relevance. However, Synergy disagrees and proposes to leave
the definition unchanged. This is discussed further below in section 5.1.

e Adding further standardised financial derivative products (such as “cap contracts”) to the
standard products regime and introducing a swap market will expand otherwise limited
risk mitigation options in the WEM. These proposals are discussed in section Error!
Reference source not found..

5.1 Definition of peak period

The scheme defines the peak period as the period from 8:00am to 10:00pm on a business
day.®” The ERA’s discussion paper, however, notes high demand in the customised product
market for 8:00am to 8:30am and 9:30pm to 10:00pm intervals. These periods are again
different to peak demand periods identified by AEMO for the purposes of BESS capacity credit
obligations which, for the 2025/26 capacity year, is the period between around 4:30pm to
8:30pm, depending on the season.®®*° Overall, what constitutes a peak demand period seems
to vary in the WEM.

5%  Economic Regulation Authority, 15 September 2025, Electricity Generation and Retail Corporation regulatory
scheme, 2025 effectiveness review, Discussion paper, p. 23, (online).

57 Electricity (Standard Products) Wholesale Arrangement 2014 (WA), clause 1.1, (online).

58 During these Electric Storage Resource Obligation Intervals, a battery must be able to supply its full capacity
equal to the amount of peak capacity credits that it has been awarded for that capacity year.

5 Australian Energy Market Operator, 29 September 2025, 2025 Wholesale Electricity Market Electricity
Statement of Opportunities — Amendment, p. 3, (online).
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Further, if Synergy’s net energy position does change in the next few years, obligations to
offer sell contracts over a more concentrated period of high demand can expose Synergy to
greater peak price risk. If Synergy does not have enough energy to cover its contract
obligations and is required to purchase more energy from the Real-Time Market, it will
increase its exposure to unpredictable spot market prices. In the meantime, counterparties
can still access “super peak” products from Synergy as customised products.

5.2 Force majeure provisions

We also sought feedback on the appropriateness of the force majeure provisions for standard
products contracts. Synergy commented that the current force majeure provisions are
appropriate and should not be altered, and that there is no evidence that the current provisions
are ineffective. No other stakeholders offered comment.

We observe that Synergy has never exercised its rights under the force majeure provisions
and agree that these clauses are widely adopted contractual terms. The lack of any feedback
from other stakeholders suggests there are no general concerns with the effectiveness of the
existing provisions.
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6. Drafting amendments

The ERA outlined several recommendations in our discussion paper primarily aimed at
improving drafting of the scheme. Synergy largely supported the ERA’s suggestions. As no
other stakeholders made comment on these changes, the ERA retains its recommendations
from its discussion paper. Specifically, we recommend the following:

e Correcting a drafting error made in the Electricity (Standard Products) Wholesale
Arrangements 2014, which instead of prohibiting Synergy from offering sell-side standard
products to material portfolio entities, restricts Synergy from entering buy-side standard
product transactions.

o Publishing the scheme’s consolidated legislative instruments, which will combine all
amendments into one document improving readability and clarity.

e Amending clause 6.4(b) in Electricity (Standard Products) Wholesale Arrangements 2014
(wholesale arrangements) to refer to the ‘Australian Energy Market Operator’ rather than
the "Independent Market Operator", which was abolished in 2018. Further outdated
references in the wholesale arrangements are, for example, decommissioned facilities
included in the definition of ‘Specified Plant’ and provisions relating to ‘Carbon Price’ and
‘Carbon Emission Factors,” which were introduced in the scheme due to the now
abolished Clean Energy Act 2011 (Cth).

We have also considered Synergy’s additional suggested drafting improvements to include
the scheme’s objective explicitly within the legislative instruments, and to amend the period of
the Auditor General’'s audit of Synergy’s compliance with the scheme. However, we do not
recommend adopting them at this stage, for reasons explained below.

6.1 Scheme objective

Synergy has suggested the EGRC Regulations provide a specific and measurable objective
to establish a definitive reference for participating and conducting an effectiveness review.
Synergy submits that stakeholders have differing views as to the objective of the scheme
because it is not included in the scheme documents.

The ERA has considered the issue in the past and recommended an objective be included in
the scheme in its 2014 review. In 2019, in response to the ERA’s 2017 effectiveness review,
the State Government stated that it “agrees with the ERA that ‘the primary purpose of the
scheme should be to mitigate the increased potential for market power that arises due to the
merger, to ensure a level playing field for competitors and new entrants in order to facilitate
competition’.”®°

6.2 Auditor General’s audit frequency

Every calendar year, the Auditor General must audit Synerg’s compliance with the
segmentation and segregation obligations under the EGRC regulations.

Synergy proposed amending the EGRC regulations to give the Auditor General discretion to
change audit frequency based on Synergy’s scheme compliance. Synergy considers this

60 Public Utilities Office, 2019, Electricity Generation and Retail Corporation Regulatory Scheme — Response to
2016 Report to the Minister for Energy on the effectiveness of the Scheme, p vi (online), [accessed 1
December 2025].
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would align the regulations relating to the Auditor General’s and the ERA’s audit, as the ERA
has discretion to extend the period in relation to which its audit is conducted.

The Auditor General's 2024 audit identified a material matter in relation to Synergy’s non-
compliance with relation to regulation 16(2) of the EGRC Regulations. The provision requires
work areas occupied by wholesale staff to be protected by controls preventing retail staff from
entering the work areas.®' Specifically, the Auditor General’s report observes:

On 20 December 2023, swipe card access to the restricted Wholesale Business Unit
work area was inadvertently given to all the Corporation’s access cardholders. In addition,
the monthly review controls had failed to detect this matter. The inappropriate access
was subsequently removed on 23 February 2024 and a review of the Wholesale Business
Unit access logs by the Corporation has confirmed no instances of unauthorised access
from Retail Business Unit staff. As a result, | am unable to satisfy myself as to the
Corporation’s compliance with this requirement, therefore qualify my opinion in this
regard.®?

While there has been no authorised access to WBU’s work areas, the Auditor General did
classify this as a material matter.

In these circumstances, the ERA does not recommend any changes to the frequency or
duration of the audit periods.

Recommendations

o Rectify clause 2.2(f) in the Electricity (Standard Products) Wholesale
Arrangements 2014 to restore intention of the amendment and prohibit Synergy
from offering sell-side standard products to material portfolio entities.

Publish the scheme’s consolidated instruments (such as the Electricity (Standard

Products) Wholesale Arrangements 2014) which will combine all amendments
into one document improving readability and clarity. This could also include the
scheme’s objective as previously endorsed by the State Government.

Update outdated references in the Electricity (Standard Products) Wholesale
Arrangements 2014.

61 Office of the Auditor General, 2025, Financial Audit — Electricity Generation and Retail Corporation
(Synergy), p. 1, (online).
62 |pid.
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7. Matters outside the scope of this review

During public consultation, stakeholders raised an issue that the ERA considers to be outside
the scope of the review, namely a lack of risk mitigation options in the WEM.

Market participants like Collgar Renewable and Shell Energy expressed interest in accessing
additional risk hedging mechanisms in the WEM:

The WEM needs strong market power mitigation tools. The ERA has signalled that
standard products are the primary tool within that scheme...In our view, a standardised
financial derivative product is essential to achieving a mature and robust market structure
in which multiple independent generators can competitively sell to a limited pool of
customers. Without such a financial product, participants must rely on bespoke bilateral
arrangements or physical hedges, which limit competition and increase costs. If full retail
contestability is not pursued, the introduction of a standardised financial derivative
becomes even more critical to ensure that customers and independent generators have
access to transparent, tradeable instruments to manage price volatility and support
efficient investment and contracting outcomes.%3

Introducing a financial swap market could provide more flexible hedging options beyond
bilateral contracts or asset offtake agreements. This would allow participants to tailor
financial products to better match their load profiles. Additionally, a centralised
marketplace where Synergy is not the sole provider of standardised products, would
further improve hedging efficiency...A centralised platform allowing participants to buy
and sell either bilateral or financial contracts would significantly improve market liquidity,
transparency, and efficiency, and reduce reliance on a single dominant provider.%4

The ERA acknowledges that there is currently limited risk mitigation mechanism in the WEM
for small electricity retailers and renewable generators.

For renewable generators, variable output means that, at times, they are suppliers of energy
in the WEM, while at other times they may be purchasers of electricity to fulfill their contract
position. Standard products provide electricity for either purchase or sale for fixed periods,
either throughout the day (flat products) or from 8:00am to 10:00pm on business days (peak
products). They do not match the intermittent generation profile of renewable generators that
have unpredictable outputs throughout the day.

However, as Synergy’s generation fleet is transitioning to more renewable generation and its
net energy position may change in the next few years with retirement of its coal-powered
generators, the ERA considers Synergy may not be well placed to provide further types of
derivative contracts. Expanding the scheme to entities other than Synergy is beyond the scope
of this review because the scheme focuses only on mitigating Synergy’s potential to exercise
market power.

63 Collgar Renewables, 13 October 2025, Submission to the ERA’s Review of the effectiveness of Synergy
regulatory scheme — 2025, p. 2, (online).

64 Shell Energy, 13 October 2025, Submission to the ERA’s Review of the effectiveness of Synergy regulatory
scheme — 2025, p. 4, (online).
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Appendix 3 FCESS market prices
FCESS markets include markets for:

e« Contingency reserve raise (see Figure 5 in section 3.1), which functions to stability and
restore the SWIS frequency after a significant loss of generation.®®

e Contingency reserve lower (Figure 7), which functions to stability and restore the SWIS
frequency after a significant loss of load.®®

e regulation lower (Figure 8), which called upon to reduce SWIS frequency in cases of
minor differences between electricity supply and demand and maintain frequency close
to 50 Hz.%7

e regulation raise (Figure 9), which is called upon in similar circumstances to regulation
lower but when AEMO needs to slightly increase the system frequency.®®

These markets commenced operation on 1 October 2023. FCESS markets are co-optimised
with the electricity Real-Time Market (RTM) and can therefore influence its spot price.

Following commencement of the new WEM, FCESS markets showed significant price
volatility. This volatility has reduced after the Minister implemented a temporary FCESS
clearing price ceiling of $500/MWh from 22 May 2024 to 22 November 2024 to mitigate
significant increases in essential system service costs and allow time to review why they were
occurring. Following this review, rule changes were implemented in November 2024 and the
Neoen Collie battery started operating and was accredited to provide FCESS. These changes
resulted in increased supply to FCESS markets prone to shortfalls, leading to improvements
in reliability and stability and less volatility in pricing in both FCESS and the RTM.

Figure 7: Market clearing prices for Contigency Reserve Lower service
$1,000
3 $800
= $600
%3 $400
c = %200
= = $0
E S -$200 Ilili II i l i I
O & -%400
o ¥ & & & $ & & ¥
=< v U v U W U v G W
= N QD X Q Q QD X Q QO
‘2‘5 N N N N N N N N N
Contingency Lower (Daily Average)
Contingency Lower (Daily Average) + Std Dev
Contingency Lower (Daily Average) - Std Dev
Contingency Lower (Monthly Average)
Source: The ERA’s analysis of AEMO’s data
65 AEMO, September 2023, Wholesale Electricity Market design summary, p. 50, (online).
66 Ibid (online).
67 Ibid (online).
68 |bid (online).
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Economic Regulation Authority

Figure 8: Market clearing prices for Regulation Lower service
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Figure 9: Market clearing prices for Regulation Raise service
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Appendix 4 Update to historical standard product quoted
and realised spot prices

The quarterly average electricity price and standard product (SP) quotes time series have
been updated to include data for Q2 and Q3 of 2025, and to amend some anomalies in the
original electricity price time series.®®

Figure 10 and Figure 11 present histories of Synergy’s SP buy and sell quotes for peak and
flat one-quarter electricity prices together with the realised quarterly average peak and flat
prices (calculated from the Reference Trading Price). The SP quotes entail six-month (i.e.
three-months plus one-quarter) quote-horizon uncertainty (Figure 10) and 12-month (i.e. nine-
months plus one-quarter) quote-horizon uncertainty (Figure 11). Figure 10 and Figure 11 also
present the seasonal z-scores for the difference between the realised average price for the
quarter and the mid-point of the SP buy and sell quotes.”

Figure 12 presents histories of Synergy’s SP buy and sell quotes for peak and flat one-year
(calendar year and financial year) electricity prices together with the realised yearly average
peak and flat prices. The SP quotes entail 18-month (i.e. six-months plus one-year) quote-
horizon uncertainty. Figure 12 also presents the z-scores for the difference between the
realised average price for the year and the mid-point of the SP buy and sell quotes.”

After significant deviations between SP quotes and realised average electricity prices during
2022 and 2023, the 2024 and 2025 realised average prices have generally trended back
towards the long-horizon SP quotes presented in Figure 11 and Figure 12. Conversely, the
short-horizon SP quotes presented in Figure 10 have tended to be significantly higher than

69 The originally reviewed Reference Trading Price and balancing price time series was subsequently identified
to have 1,799 duplicate half-hour time intervals out of 225,478. Many of these duplicate time intervals had
widely divergent electricity price records (this was especially the case for September of 2023). An updated
AEMO time series generally identified the lower price record for duplicate time intervals to be the “correct”
price (which has resulted in a notable change to the calculated average realised price for Q3 2023).
Additionally, eight missing consecutive half-hour time intervals commencing 10 am, 7 June 2018, were
identified and inserted into the time series with interpolated prices.

0 The “significance” of the difference between one-quarter SP quotes and realised prices is assessed with
seasonal z-scores, z{ = [(p, — p)/Pi'1/ 04, where, for quarterly time period t: the numerator, (p, — p{)/pt, is
the relative difference between the quarter’s realised average electricity price (p;) and the mid-point of the
one-quarter SP buy and sell quotes (p}') previously quoted with horizon h (in quarters); and electricity price
uncertainty, ag, is the standard deviation of the sample time series of (p; — p:_n)/pP:i—n (i-€. the h-quarter
relative change in p;) pertaining to the same quarter Q each year. Estimates for a{j generally increase with
the price change horizon (h), and exhibit seasonal variation associated with each separate quarter (Q) of a
year. Hence, the calculation of z} incorporates the seasonality of price uncertainty. The 95% confidence
interval for the seasonal z-score (z!') is +/-1.96. A seasonal z-score outside of the range +/-1.96 can be
considered a significant SP quote forecast error. For the six-month SP quote-horizons presented in Figure 10,
significant SP quote forecast errors by quarter will tend to occur in pairs because a large realised price
deviation in a quarter can only be incorporated into the six-month horizon SP quotes beyond the next quarter.
Similarly for the 12-month SP quote-horizons presented in Figure 11, significant SP quote forecast errors by
quarter will tend to occur in fours because a large realised price deviation in a quarter can only be incorporated
into the 12-month horizon SP quotes beyond the next three quarters.

T The “significance” of the difference between one-year SP quotes and realised prices is assessed with z-scores,
z8 = [(pr — ) /p¥1 /0, where, for calendar or financial year T: the numerator, (p; — p¥)/p%, is the relative
difference between the year’s realised average electricity price (pr) and the mid-point of the one-year SP buy
and sell quotes (p¥) previously quoted with horizon H equal to 1.5 years (i.e. six-months plus one-year); and
electricity price uncertainty, i, is the standard deviation of the sample time series of (p; — pr_n)/pPr—n (i.€.
the H-year relative change in py). The 95% confidence interval for the z-score (z¥) is +/-1.96. A z-score outside
of the range +/-1.96 can be considered a significant SP quote forecast error. For the 1.5-year SP quote-
horizons presented in Figure 12, significant SP quote forecast errors by half-years will tend to occur in pairs or
threes because a large realised price deviation in a calendar or financial year can only be incorporated into the
1.5-year horizon SP quotes beyond the next one-year.
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realised prices for 2024/25, but look likely to realign with realised prices for Q4 2025 and Q1
2026.

Figure 10: Quarterly standard product quotes comparison to average realised spot prices —
6 months ahead
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Source: The ERA’s analysis of market data and Synergy’s standard product prices.
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Figure 11: Quarterly standard product quotes comparison to average realised spot prices —
12 months ahead

{MWh
$ 12-month uncertainty SP quotes versus quarter average flat realised price
140
120
100
80
60
40
20
AL ;
.lllll_._IIII_.II III III__-I. 0
-2
BB B B B B B B8 8588588858 588388588583 3
9 %9 &8 & 5z 8 8RB BB BEEEREEEEREE B
2 00 o 90 O 9o O 0 O 90 o 80 o 0 O o O 0o 0 0
[ T T e T T T 7 T e T e T e S T
5P quarter {quoted at start of three-quarters prior)
B scasonal z-score = quarter flat 3P buy & sell quotes —#—quarter average flat realised price
$/MWh . . .
12-month uncertainty SP quotes versus quarter average peak realised price
140
120
100
80
&0
40
20
m Il
st geemangMogrele 11 LI :
-2
BB B B B B B B8 8588588858 588388588583 3
9 %9 &8 & 5z 8 8RB BB BEEEREEEEREE B
2 00 o 90 O 9o O 0 O 90 o 80 o 0 O o O 0o 0 0
[ T T e T T T 7 T e T e T e S T
5P quarter {quoted at start of three-quarters prior)
B scasonal z-score = juarter peak SP buy & sell quotes —%— quarter average peak realised price

Source: The ERA’s analysis of market data and Synergy’s standard product prices.

Electricity Generation and Retail Corporation regulatory scheme — 2025
effectiveness review — Report to the Minister for Energy and Decarbonisation

81025-7 |eUDSEDS

81025-7 |eUDSEDS

33



Economic Regulation Authority

Figure 12: Annual standard product quotes comparison to average realised spot prices — 18
months ahead
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Appendix 5 Summary of stakeholder submissions

Stakeholder

Stakeholder’'s comments

Benefits of standard products

Economic Regulation Authority

ERA’s Response

AGL/Perth Energy

Keen to see Synergy continue to offer standard products and that their
pricing continues to be a fair reflection of Synergy’s true costs as Perth
Energy’s contracts for purchase of wholesale electricity are linked back to
standard products. Though Perth Energy is planning to expand its
generation portfolio, it expects to continue purchasing electricity and for
standard product prices to continue being a significant benchmark for
these future contracts.

Noted. AGL’s use of standard products (as a
benchmark price) aligns with the purpose of the
products as a price discovery mechanism.

Collgar Renewables

Standard products contribute to price discovery and provide useful
transparency and signals for customers seeking long-term power
purchase agreements although Collgar does not use these products.

Noted that standard products are useful for market
participants.

Shell Energy

They remain a benchmark price and a clear route to market although they
may not represent the most efficient or competitive pricing mechanism.
The importance of standard products has not changed in the new market.
In fact, as baseload generation exits the system, the availability of
standard products becomes even more critical for retail business units.
Shell’s need for standard products remains consistent. That is not to say
that an alternative pricing mechanism could not replace this.

Noted the importance of standard products for
market participants’ operations.

Synergy’s pricing of standard products

Shell Energy

The WEM is highly concentrated, similar to Tasmania, where indicative
pricing is provided via rate cards. These regulated instruments provide
greater transparency. Shell suggests the ERA consider Synergy’s
standard product pricing to apply transparent, publicly available
methodology that is regularly updated. This would prevent discretionary
pricing and align with principles similar to the efficient variable cost
requirements for generation offers. It would also enable retailers to price
more competitively.

The ERA recommends for Synergy to publicly
provide further details regarding its pricing
methodology. See Chapter 3 for details.
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Stakeholder

Alinta Energy

‘ Stakeholder’'s comments

The standard product pricing methodology should be published to provide
transparency, ensure pricing reflects genuine market conditions and cost
structures, and to prevent strategic under-pricing that could disadvantage
other market participants and suppress investment signals. This includes
publishing any assumptions and other models used to determine prices, to
an appropriate extent.

Economic Regulation Authority

‘ ERA’s Response

As above.

Alinta Energy

Standard product pricing should reflect Synergy’s marginal cost of
providing those products and not create substantial losses in its upstream
business units that mirror results in its retail performance. The relative
performance of Synergy’s business units may serve as a potential
indicator of under-pricing and should be considered when reviewing the
appropriateness of standard product pricing.

The scheme’s wholesale arrangements do not
specify how Synergy must price its standard
products apart from their pricing being inclusive of
a carbon price and limiting the price of the buy
side standard products by no lower than the buy-
sell spread. However, Synergy has traditionally
priced its sell side standard products based on its
forecasts of the future spot price plus a risk
margin. If standard product prices do not reflect
Synergy’s expectations of future spot prices,
standard products will not provide transparency
and may potentially mislead the market, which
may lead to inefficient trades in WEM wholesale
contracts. The ERA has not found evidence that
Synergy is pricing its standard products differently
to its internal forecasts for wholesale electricity
prices.

The financial performance of Synergy’s business
units is addressed below.

Alinta Energy

If the pricing methodology continues to rely on forward price forecasts,
regular independent validation of the pricing of standard products should
be introduced to check Synergy’s assumptions and methodologies. This
would enhance market confidence and provide transparent and evidence-
based mechanism to assess Synergy’s pricing.

Market participants voluntarily use Synergy’s
forecasts for pricing and Synergy’s standard
products are priced consistently with its forecasts.
Forecasting accuracy is not within the scope of
this review. Further, the EGRC effectiveness
review is only undertaken every two years
meaning Synergy’s assumptions and
methodologies will not be checked frequently
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Stakeholder

‘ Stakeholder’'s comments

Economic Regulation Authority

‘ ERA’s Response

which would provide limited assurance to the
market.

Alinta Energy

Conduct and impact tests should be implemented to detect any
underbidding and market distortion. The tests would assess whether

Synergy is purchasing and selling bids are consistent with market norms.

Impact tests should simulate market outcomes to determine whether
Synergy’s bidding behaviour affects market prices or contract values.

Synergy’s standard products were not intended to
operate as a market but to complement the
offerings in the WEM'’s wholesale contract market.
The scheme establishes rules for conduct of
Synergy’s WBU. Therefore, the ERA does not
consider that adopting conduct and impact tests
which are generally used to assess pricing in the
spot market, will be appropriate or enhance the
effectiveness of the scheme.

Alinta Energy

Introduce a relative business unit profitability test to enable effective
monitoring of internal pricing fairness to ensure that pricing strategies do
not unfairly benefit one unit over another. The test would compare the
financial performance of Synergy’s wholesale and retail business units
providing a clear view of whether internal transfer pricing practices are
resulting in disproportionate profitability in one segment over another.

Prior to commencement of the Government
Trading Enterprises Act 2023 (GTE Act) on 1 July
2023, the Electricity Corporations Act 2005 and
the EGRC regulations required Synergy to provide
segmented financial and annual reports. However,
the ERA observed that the disclosure
requirements did not provide enough granular
information to conduct a meaningful assessment
of whether Synergy was engaging in anti-
competitive conduct.”2 The enactment of the GTE
Act removed Synergy’s obligation to provide
segmented financial disclosures. Synergy’s
financial reporting obligations must comply with
the GTE Act.”

Buy-sell spread

72 Economic Regulation Authority, 6 December 2023, Electricity Generation and Retail Corporation regulatory scheme: 2023 effectiveness review, Report to the Minister for

Energy, pp. 24 - 25 (online).

73 Economic Regulation Authority, 6 December 2023, Electricity Generation and Retail Corporation regulatory scheme: 2023 effectiveness review, Report to the Minister for

Energy, p. 28 (online).
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Stakeholder

‘ Stakeholder’'s comments

Economic Regulation Authority

‘ ERA’s Response

Synergy When assessing the maximum buy-sell spread, Synergy considers that Stakeholders highlight the importance of standard
the standard product regime’s original objectives (functioning as a price products in providing a benchmark price and a
discovery mechanism and providing a simple alternative to customised simple alternative to customised products.
products) should be revised given substantial energy market changes in
recent years. These objectives have been met, and the success of the
regime should not be measured solely by standard products update.

Synergy Synergy considers the original buy-sell spread of 20 per cent is The ERA undertook further analysis of Synergy’s
appropriate and meets the stated objectives of the standard products pricing and market data for the last four quarters
regime. Setting the spread based on the historical accuracy of Synergy’s | (1 October 2024 to 30 September 2025) to
forecasts is not transparent, forward looking and had the potential to be understand the effect of the November 2024
volatile over time. The historical measure is inappropriate given significant | changes on the buy-sell spread calculations. This
changes to the WEM and the SWIS. Additionally, the 2025 WEM ESOO is discussed in more detail in Chapter 4.
had projected supply shortfalls for the 2027-28 Capacity Year. With these | The ERA does not have enough evidence, given
considerations, it is unreasonable to expect Synergy to maintain tight the changing conditions in the SWIS, to
forecasting accuracy amid such structural change and uncertainty in the recommend changes to the spread at this time.
SWIS.

Synergy An unduly tight buy-sell spread could negatively impact Synergy’s ability The ERA agrees that an unduly tight spread can
to manage its contract position and portfolio risk, including fuel take or pay | negatively impact Synergy’s ability to manage its
contracts. Additionally, tight buy-sell spreads may introduce significant contract position and portfolio risk.
arbitrage risk, potentially facilitating exploitation by sophisticated market The standard product mechanism is not here to
participants for their own financial gain without attendant benefits flowing | transfer market participants’ risk solely onto
through to customers. Further, a reduction in the spread is not expected to | synergy, but is intended to provide price discovery
create or encourage a thriving secondary contract market amongst to market participants.
wholesale participants.

Synergy Synergy advocates that if the standard product regime is established as a | Noted and discussed in section 2.3.1.
mitigant against possible misuse of market power by Synergy, the scheme
design could not successfully and prudently remain agnostic to Synergy’s
WEM position.

Synergy Synergy foresees critical issues concerning the potential requirement for The ERA does not recommend spot price
itself, or any other market generator or market retailer, being required to forecasts being prepared by an independent party.
publish forecasts of spot prices within the Wholesale Electricity Market The issue is addressed in section 3.2.

(WEM). Specifically, Synergy is concerned that it may be required to
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Stakeholder

‘ Stakeholder’'s comments

expend resources defending claims by its competitors where those
competitors suffered a detriment because of their reliance on Synergy’s
forecasts as an indicative spot market price. To ensure market integrity
and ensure unbiased information flows, if a separate forecasting services
is recommended by the ERA, Synergy strongly advocates for spot price
forecasts to be prepared and published by an independent party (such as
AEMO, the ERA or a designated third-party forecaster).

Economic Regulation Authority

‘ ERA’s Response

The ERA does not discourage market participants
from engaging independent parties that provide
price forecasting services for their own purposes.

Specifications of standard

products

Synergy Synergy does not consider that further features are warranted in the Noted. The ERA is not proposing changes to the
standard products regime. Synergy notes that customised requests can standard products regime apart from better
and should be transacted through the customised request for quote transparency as discussed in Chapter 3.
process.

Synergy The current ‘peak’ and ‘flat’ period definitions remain appropriate for The ERA notes that there is limited commentary
standard products to remain a simple alternative to customised products. | on this issue. The ERA does not propose to
Requests for customised peak product can and should be transacted change specifications of standard products at this
through the customised Request for Quote process. stage given possible pending a change in

Synergy’s net energy position.

Shell Energy Aligning definition with actual peak periods would improve accuracy and As above.
relevance. It would ensure that hedging instruments reflect real system
demand and pricing dynamics.

Synergy There is no evidence that the force majeure arrangements applicable to The ERA did not receive any stakeholder

standard products lead to the EGRC scheme being ineffective or
negatively impact its efficiency as there has never been a force majeure
event applied to the standard product transaction. The requirements are
commercially reasonable. Force majeure clauses are standard and widely
adopted contractual terms in almost all commercial transactions. It is
appropriate for Synergy to reflect its upstream force majeure clauses and
generator availability risk in downstream sale contracts. In the absence of
a contractual relief during a force majeure or absence of appropriate credit
requirements, the prudent commercial practice would be to adjust

submissions on the issue in response to its
discussion paper apart from a submission from
Synergy. Synergy has never exercised its rights
under the force majeure provisions. The ERA
agrees that force majeure clauses are widely
adopted contractual terms. Therefore, the ERA
suggests no changes beyond updating definitions
to reflect plant that has already been
decommissioned.
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Stakeholder

‘ Stakeholder’'s comments

wholesale risk premiums cognisant of the additional risk borne by
Synergy.

Economic Regulation Authority

‘ ERA’s Response

Shell Energy

A robust standard product regime should include:

1. Regularly updated transparent and publicly available pricing
methodologies;

2. Standardised contract terms including duration, volume, and delivery
periods;

3. Clear definitions of product types (e.g. baseload, peak);
Mechanisms for dispute resolution and compliance oversight; and
5. Accessibility for all market participants to ensure fair competition.

B

The ERA has addressed the issues relating to
Synergy’s standard product pricing methodologies
above. The EGRC Regulations and wholesale
arrangements provide for standardised contract
terms, define product types, and establish
compliance requirements. The mechanisms for
dispute resolution are provided in the standard
contract agreement template. Further, in August
2024, the wholesale arrangements were updated
to restrict access to standard products by market
participants with facilities classified as being part
of Material Portfolios.

Financial Derivatives

Collgar Renewables

Collgar is unable to effectively use the existing standard products. These
products do not align with the variable output profile of renewable
generators or their price risk. Contract for difference bilateral power
purchase agreement can provide project-specific hedge but they are
inherently bespoke and illiquid with no broader market benefit or price
transparency.

Standardised financial derivative product is essential to achieving a
mature and robust market structure in which multiple independent
generators can competitively sell to a limited pool of customers,
particularly if full retail contestability is not pursued.

Hedging and forecasting perform separate, equally important functions.
The separation of physical delivery from financial hedging can be
achieved through derivative contracts (such as cap contracts and other
standardised derivatives with clear specifications, transparent settlement,
and basic market-making to support liquidity). To address the small and
illiquid nature of the WEM, two elements are needed:

The ERA recommends no changes to the current
scheme arrangements. The submission suggests
that standard products in their current form may
be becoming obsolete and not the most effective
mechanism to facilitate price discovery and
provide simple alternatives to customised
products. Synergy may not be in the best position
to provide these products as it will depend on
Synergy’s generation portfolio and load
obligations. This issue is discussed in section
Error! Reference source not found..
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Stakeholder

‘ Stakeholder’'s comments

1. A basic market-making function to ensure continuous, posted bids
and offers for agreed products and tenors,

2. Products that are genuine fungible and tradable, so participants
can risk-manage efficiently, unwind positions when needed.

Standard and customised products, as currently designed, are not well
suited to meet the evolving needs of the power system. Collgar considers
that the existing standard products are no longer fit for purpose in a high-
renewable market. Expanding standard products to include standardised
and tradable derivative instruments (particularly, cap contracts) would
allow participants who cannot physically mitigate price risk to effectively
hedge their financial exposure such as renewable generators. A cap
product would support peaking plant to secure long-term revenues that
are not dependent on volatile spot prices, and it would allow renewable
generators to hedge financial exposure to price spikes. This proposal
aligns with the 2025 NEM Wholesale Market Settings Review’s (Nelson
Review) findings on the need to deepen derivatives markets, to improve
liquidity through basic market-making and to broaden contract types to
instruments that hedge price volatility and duration risk.

‘ ERA’s Response

Economic Regulation Authority

Shell Energy

Increased market liquidity is essential. Introducing a financial swap market
could provide more flexible hedging options beyond bilateral contracts or
assets offtake agreements. This would allow participants to tailor financial
products to better match their load profiles. Additionally, a centralised
marketplace where Synergy is not the sole provider of standard products,
would further improve hedging efficiency. Currently, many barriers to
trading with other counterparties stem from the time-consuming nature of
bilateral agreements, and dispatch linked nature of a bilateral contract. A
centralised platform allowing participants to buy and sell either bilateral or
financial contracts would significantly improve market liquidity,
transparency, and efficiency, and reduce reliance on a single dominant
provider.

As above.

Other amendments to the

scheme

Synergy

Synergy supports the ERA’s recommendation that the EGRC regulations
be amended to give effect to its 2023 recommendation that Synergy must

Noted.
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Stakeholder ‘ Stakeholder’'s comments

not be required to enter into sell-side standard products with
counterparties that have access to sufficient generation assets to meet
their own risk mitigation needs.

Economic Regulation Authority

‘ ERA’s Response

Synergy Synergy supports the ERA’s recommendation for minor administrative
changes to the wholesale arrangements.

Noted.

Synergy In the event the EGRC regulations are amended, Synergy recommends:

— EGRC regulations provide a specific and measurable objective to
access future of the EGRC scheme and establish a definitive
reference for participating and conducting an effectiveness review.

— The Office of Auditor General audit requirements are amended to
provide for audit frequency to be reduced or extended based on
Synergy’s EGRC scheme compliance performance to date. This
would align the regulations relating to Auditor General’s and the
ERA’s audit. The ERA has discretion to extend the period in relation
to which a financial year audit is conducted.

The ERA recommended an objective for the
scheme to be included in the scheme’s documents
in its 2014 review of the scheme. However, this
recommendation has not yet been implemented.
In 2019, the State Government has accepted the
objective as defined by the ERA in its first review
of the scheme.

The Auditor General’s financial audit report dated
25 June 2025 identified a material matter in
relation to Synergy’s non-compliance with relation
to section 16(2) of the EGRC Regulations that
requires work areas occupied by wholesale staff to
be protected by controls preventing retail staff
from entering the work areas.” In the
circumstances, the ERA does not consider that
any changes to the period of audit by the Auditor
General be made at this time.

74 Office of the Auditor General, 2025, Financial Audit — Electricity Generation and Retail Corporation (Synergy), p. 1, (online).
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