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About the Review 
The Tasmanian Government has asked the Department of Treasury and Finance to review the 

current wholesale electricity market regulatory pricing framework in Tasmania. 

The Terms of Reference for the Review are available on Treasury’s website at: 

http://www.treasury.tas.gov.au/government-businesses/strategic-reviews/review-of-the-

tasmanian-wholesale-electricity-market-regulatory-pricing-framework  

Over recent months wholesale price volatility has been evident in mainland electricity markets 

due to a number of factors including the continued closure of coal-fired generation units, the 

impact of natural weather events that has placed pressure on electricity grid reliability and 

increasing domestic gas prices due to linkages to gas export markets. 

The Government’s vision is to deliver affordable energy at competitive and predictable prices 

that are amongst the lowest in Australia. The Government has concerns that the current 
Tasmanian wholesale electricity market settings are driving excessive growth and volatility in 

Tasmanian electricity prices despite there being no significant change in the cost of on-island 

generation.  

As a result, the Government has announced a review the current wholesale electricity market 

regulatory pricing framework. 

Treasury welcomes written submissions to the Review from interested parties.  

Regulated wholesale electricity pricing in Tasmania 
A regulatory framework for Hydro Tasmania’s contract offers in the Tasmanian wholesale 

electricity market has been in place since 1 January 2014.  

No other National Electricity Market (NEM) jurisdiction is equivalent to Tasmania in terms of 
the reliance on hydrological inflows for the generation of electricity. Similarly, in no other NEM 

jurisdiction is a single entity responsible for most generation output, is able to strongly influence 

interconnector flows and is the dominant counterparty for wholesale contracts. 

Hydro Tasmania's market position presents a number of potential challenges to retailers, which 

are unique to the Tasmanian region of the NEM. The Wholesale Contract Regulatory Instrument 

(WCRI) was designed to manage the wholesale market risk associated with Hydro Tasmania’s 

dominant market position. It provides a transparent safety net process for retailers to obtain 

regulated electricity contracts from Hydro Tasmania. Retailers are able to negotiate bilaterally 

with Hydro Tasmania for unregulated contracts. 

Section 43H of the Electricity Supply Industry Act 1995 (ESI Act) requires the WCRI to be linked 

to the Victorian wholesale hedge market. The close linkage of the Tasmanian and Victorian prices 

is due to the interconnection of the two markets via Basslink and the financial opportunity this 

presents for Hydro Tasmania to sell its energy into Victoria when prices are high and import 

energy when prices are low.  

A ‘rules-based’ methodology that reflects the broad expected relationship between Victoria and 

Tasmanian prices is currently used to produce the prices for Hydro Tasmania’s regulated contract 

products. The methodology uses published Victorian forward contract prices as the starting 

variable and makes a number of transparent adjustments to translate these values into Tasmanian 

contract prices for swap products - taking into account expected net energy exports between 

Tasmania and Victoria. Further information about wholesale price regulation is available at: 

http://www.economicregulator.tas.gov.au/electricity/pricing/wholesale-pricing  

http://www.treasury.tas.gov.au/government-businesses/strategic-reviews/review-of-the-tasmanian-wholesale-electricity-market-regulatory-pricing-framework
http://www.treasury.tas.gov.au/government-businesses/strategic-reviews/review-of-the-tasmanian-wholesale-electricity-market-regulatory-pricing-framework
http://www.economicregulator.tas.gov.au/electricity/pricing/wholesale-pricing
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Further sources of information on the operation of the Tasmanian electricity market are listed 

in the Appendix.  

Consultation 
The closing date for written submissions is 15 December 2017. Written submissions should 

identify and detail evidence in support of views and arguments. Unless the author of the 

submission requests confidentiality in relation to the submission (or any part of the submission), 

submissions may be published on the Department of Treasury and Finance’s website. 

In the event that the Review leads to reforms being agreed by Government, any proposed 

changes will be subject to a period of further consultation with market participants to ensure 

that their implementation is as smooth as possible. Due to the likely influence on wholesale 

contracting arrangements, which can be entered into up to three years ahead, consideration will 

be required to phasing in proposed changes to minimise contractual impacts. 

Additional information about the Review, including how to lodge a submission, is available at: 

http://www.treasury.tas.gov.au/government-businesses/strategic-reviews/review-of-the-

tasmanian-wholesale-electricity-market-regulatory-pricing-framework  

There are three key issues for consultation as part of the Review: the effectiveness of the current 

regulatory pricing framework; potential improvements or changes to the framework; and the 

potential market impacts of any changes. Suggested questions for consideration relating to these 

issues are outlined below. Submissions are invited to respond to these questions as well as raise 

any other issues considered appropriate.  

1. Operation of the current regulatory framework for wholesale pricing 

a. Is the current regulatory framework for wholesale pricing (the WCRI) operating as intended? 

i. Does the WCRI help to ensure that wholesale market risk in Tasmania is less or equal 

to the wholesale market risk in other NEM regions? 

ii. Does the WCRI provide sufficient confidence and certainty to current and potential 

new electricity retailers in Tasmania?  

iii. Does the WCRI contribute to lower contract electricity prices than would occur if 

wholesale prices were unregulated?  

iv. Does the WCRI contribute to appropriate investment signals and certainty for current 

and potential new generation developers? 

v. Does the WCRI help Tasmanian consumers access affordable energy at competitive and 

predictable prices?  

vi. How does the WCRI impact on Tasmania’s ability to maximise its competitive advantage 

in energy, including through the export of electricity via Basslink? 

vii. Are circumstances in the current wholesale electricity market substantially different to 

when the current regulatory framework was introduced in January 2014? If so, does this 

difference impact the current effectiveness of the WCRI? 

viii. How does the WCRI contribute to wholesale price certainty and stability during 

unexpected events such as unseasonably dry conditions or a Basslink outage? 

ix. Is the operation of the WCRI sufficiently transparent to market participants? 

 

http://www.treasury.tas.gov.au/government-businesses/strategic-reviews/review-of-the-tasmanian-wholesale-electricity-market-regulatory-pricing-framework
http://www.treasury.tas.gov.au/government-businesses/strategic-reviews/review-of-the-tasmanian-wholesale-electricity-market-regulatory-pricing-framework
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b. Is the current regulatory framework producing any sub-optimal outcomes or unintended 

negative consequences? 

i. What evidence is available on whether and how mainland wholesale price levels and 

volatility is impacting on wholesale prices in Tasmania relative to the cost of on-island 

generation?  

ii. Does the WCRI impose significant regulatory compliance costs on electricity generators 

and/or retailers that result in higher electricity prices for end-users? 

iii. Does the WCRI impact on the ability of generators to operate commercially, efficiently 

and effectively? 

iv. Does the WCRI provide any incentive or opportunity for market participants to 

manipulate forward and/or spot prices?  

v. Does the WCRI result in any negative outcomes for current or potential new 

Tasmanian generators? 

2. Potential improvements and alternative regulatory pricing frameworks 

a. What improvements could be made to the current regulatory pricing framework? 

i. What changes could be made to the current framework to lessen the impact of 

mainland wholesale price volatility on wholesale prices in Tasmania and what would the 

consequences be for market participants, including their long run sustainability? 

ii. What changes could be made to the current framework to help Tasmanian consumers 

access lower priced electricity and what would the consequences be for market 

participants, including their long run sustainability? 

iii. What changes could be made to the current framework to lower wholesale market risk 

and improve confidence and certainty for current or potential new electricity retailers 

in Tasmania and what would the consequences be for market participants, including 

their long run sustainability?  

b. Is there an alternative framework to the WCRI that could help to better achieve the 

Government’s energy objectives and the design objectives of the regulatory framework? 

i. How would an alternative framework perform, relative to the current framework, in 

terms of delivering affordable energy to Tasmanian consumers and enabling Tasmania to 

maximise its competitive advantage in energy? 

ii. How would an alternative framework perform, relative to the current framework, in 

terms of keeping wholesale market risk low and providing confidence and certainty to 

electricity retailers in Tasmania? 

iii. How would an alternative framework impact, relative to the current framework, on 

commercial and other outcomes for retailers and generators in the Tasmanian market? 

3. Potential market impacts of changes to the regulatory pricing framework 

a. What impacts would any changes to the current regulatory framework, or the introduction of 

an alternative framework, have on: 

i. the stability of the Tasmanian electricity market, its integration with the National 

Electricity Market (NEM) and the confidence of current and potential new market 

participants?  

ii. participant behaviour, spot prices and energy flows between the NEM and Tasmanian 

market? 
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iii. wholesale and retail competition in Tasmania and the mainland states? 

iv. the long-term security and reliability of supply in Tasmania and the mainland states? 

b.  What would be the potential impacts on existing contractual arrangements between Hydro 

Tasmania and electricity retailers in Tasmania?  

i. How are existing contracts structured? What proportion of estimated supply required 

for the next three years is already contracted? 

c. How could any potential changes to the regulatory framework be introduced as smoothly as 

possible to limit any undesired consequences? 

i. If reforms were phased in, over what period of time would this need to occur and why? 

ii. Given the current scrutiny on the operation of the NEM, how should reforms to the 

Tasmanian wholesale pricing framework best incorporate the outcomes of any current 

or possible future reviews? 

d. Are there any other transition issues that need to be considered? 
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Appendix 

Further information sources 

Electricity Supply Act 1995 

https://www.legislation.tas.gov.au/view/html/inforce/current/act-1995-058  

Independent review of the Tasmanian electricity supply industry (2012) 

http://www.electricity.dpac.tas.gov.au/final_report  

Office of the Tasmanian Economic Regulator - Wholesale pricing 

http://www.economicregulator.tas.gov.au/electricity/pricing/wholesale-pricing  

Regulation of Hydro Tasmania’s wholesale electricity contracts in Tasmania - Framework Guide 

http://www.economicregulator.tas.gov.au/Documents/Regulation_of_Hydro_Tasmanias_wholes

ale_electricity_contracts_Framework_Guide_%28Treasury_August_2013%29_131223.pdf  

Tasmanian Energy Strategy - Restoring Tasmania’s energy advantage (2015) 

http://www.stategrowth.tas.gov.au/__data/assets/pdf_file/0017/100637/Tasmanian_Energy_Strat

egy_Restoring_Tasmanias_Energy_Advantage.pdf.pdf  

Wholesale Contract Regulatory Instrument 

http://www.economicregulator.tas.gov.au/electricity/pricing/wholesale-pricing/supporting-

regulatory-arrangements  

 

https://www.legislation.tas.gov.au/view/html/inforce/current/act-1995-058
http://www.electricity.dpac.tas.gov.au/final_report
http://www.economicregulator.tas.gov.au/electricity/pricing/wholesale-pricing
http://www.economicregulator.tas.gov.au/Documents/Regulation_of_Hydro_Tasmanias_wholesale_electricity_contracts_Framework_Guide_%28Treasury_August_2013%29_131223.pdf
http://www.economicregulator.tas.gov.au/Documents/Regulation_of_Hydro_Tasmanias_wholesale_electricity_contracts_Framework_Guide_%28Treasury_August_2013%29_131223.pdf
http://www.stategrowth.tas.gov.au/__data/assets/pdf_file/0017/100637/Tasmanian_Energy_Strategy_Restoring_Tasmanias_Energy_Advantage.pdf.pdf
http://www.stategrowth.tas.gov.au/__data/assets/pdf_file/0017/100637/Tasmanian_Energy_Strategy_Restoring_Tasmanias_Energy_Advantage.pdf.pdf
http://www.economicregulator.tas.gov.au/electricity/pricing/wholesale-pricing/supporting-regulatory-arrangements
http://www.economicregulator.tas.gov.au/electricity/pricing/wholesale-pricing/supporting-regulatory-arrangements

