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Dear Mr Brown 

 

 

Review of the Tasmanian Wholesale Electricity Market Regulatory Pricing 

Framework 

 

I refer to the review of the Tasmanian Wholesale Electricity Market Regulatory Pricing Framework 

and am pleased to provide a submission. 

 

Climate Capital is a developer and advisor specialising in renewable energy generation 

development and investment. We provide an end-to-end offering to renewable energy investors 

from an experienced team of project developers, economic and corporate finance advisors and 

asset managers. 

 

Climate Capital has a very strong interest in the Tasmanian market, with several projects — both 

grid-connected and behind-the-meter — in the development process. We are also progressing 

utility-scale wind and solar projects interstate, as well as providing strategic and modelling advisory 

services. Most of our team is also based in Tasmania, and has extensive experience across all 

aspects of the energy supply chain, market development and the project development cycle. 

 

The core principles that I wish to emphasise are: 

• it is essential that Tasmania retains a market-based wholesale pricing framework to provide 

price signals and confidence for new investment; 

• the market-based price should remain linked to the Victorian price, or the long run marginal 

cost for a notional new generation fleet to meet the Tasmanian load; 

• any alternative mechanism that has the objective of delivering wholesale prices materially 

below the long run marginal cost of new generation would effectively be a subsidy for 

consumers over producers and would be unsustainable fiscally and economically; 

• the Wholesale Contract Regulatory Instrument ["WCRI"] should be retained as it provides 

transparency and supports contract liquidity in the absence of a more competitive wholesale 

market and/or access to Tasmanian futures via ASX Energy; and 

• minor enhancements to the regulatory framework would facilitate market development. 

 

While the review focuses on wholesale pricing in Tasmania, it is important to recognise that 

customers are primarily concerned with the delivered price that they face. There have been other 

drivers for increases in delivered prices, particularly networks costs, over several years. 
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Wholesale pricing 

From a historical perspective, the link between Victorian and Tasmanian wholesale prices was the 

foundation of Tasmania’s market design and the Basslink arrangements. These would be extremely 

difficult, and probably costly, to unwind. 

 

Some stakeholders are arguing that the Tasmanian wholesale price should be based on the 

effective cost of hydro generation rather than being linked to the Victorian price. However, this 

argument is flawed as: 

• there is no explicit marginal cost of hydro generation, so its value is best measured as the 

opportunity cost of storing water. In the absence of a price based on market dynamics in the 

NEM, this opportunity cost would be measured as the cost of alternative energy supply options, 

ie. the long run marginal cost of new renewables generation and gas-fired generation from the 

Tamar Valley Power Station; 

• as Tasmania is a net electricity importer — as demonstrated by the energy security crisis in 

2015–16 — a price signal is required throughout the year to facilitate gas generation at the 

Tamar Valley Power Station and imports across Basslink with the optimal timing; and 

• Tasmania would still be exposed to Victorian energy markets as the marginal cost of the Tamar 

Valley Power Station reflects the price of gas (subject to any contracted take-or-pay exposures) 

in the national gas market. 

 

While wholesale market prices have clearly shifted to a higher level since 2016 and are generally 

not expected to return to historical levels, market prices were below the long run marginal cost of 

new generation for most of the past decade due to sustained oversupply and availability of low-

cost coal-fired generation across most of the NEM. During this period consumers were beneficiaries 

of the wholesale price, and other factors such as network pricing led to increasing customer prices. 

 

Moreover, it is not clear that volatility has significantly increased, which would add an additional risk 

premium to wholesale contract prices.  

 

Our internal financial modelling shows that current prices are not materially above the long run 

marginal cost of new renewable generation in Tasmania. While some utility-scale projects are being 

delivered at lower prices interstate, these projects have specific features — including optimal wind 

or solar resources, economies of scale in construction and asset management, transmission access 

and long-term power purchasing agreements that lower construction and financing costs — that 

are unlikely to be replicated for most projects. 

 

A combination of lower grid demand (including behind-the-meter capacity and improved energy 

efficiency) and new generation supply in Tasmania will be key drivers for lower wholesale prices. 

Both require ongoing price signals and confidence in the Tasmanian market structure and policy 

environment. 

 

These factors suggest that there are no fundamental reasons for new pricing mechanisms that 

deviate from market-based prices for wholesale energy in Tasmania or that could justify ongoing 

Ministerial intervention in the Tasmanian market. 

 

Other factors influencing customer prices 

There are several factors that may contribute to lower customer prices, or reduce volatility, without 

regulatory intervention in Tasmania in the short and medium term. These include: 

• new investment interstate, supported by existing national and State-based schemes (eg. the 

Renewable Energy Target, VRET, and reverse auctions); 

• demand-side initiatives (eg. behind-the-meter installations, dispatchable energy storage at 

commercial and residential levels, AEMO’s strategic reserve, and regulatory incentive 

schemes); 

• new interconnection opportunities; 
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• 5 minute pricing;  

• gas market interventions (including the Australian Domestic Gas Security Mechanism and 

pipeline arbitration and disclosure regimes); and 

• network regulation, including abolition of limited merits review and implementation of the 

Federal Court decisions. 

 

Current regulatory framework 

As Climate Capital is not actively involved in energy retailing or retailing, we are not in a position to 

comment on whether the WCRI is a binding constraint on Hydro Tasmania’s wholesale pricing 

behaviour. However, in principle, the WCRI represents a relatively low cost and transparent 

approach to mitigating Hydro Tasmania’s perceived market power, which supports the 

development of Tasmania’s energy market with an increasing diversity of energy sources and, 

hopefully, a more effective retail market. 

 

If a new pricing mechanism set prices that are below the prevailing market, investment would 

clearly be deterred in Tasmania. Our experience strongly indicates that capital is mobile and would 

be quickly redeployed to interstate opportunities, which would disadvantage the Tasmanian 

community relative to other jurisdictions.  

 

Such a strategy would also be economically and fiscally unsustainable, particularly while Tasmania 

is facing threats to its share of GST revenue. 

 

Climate Capital also considers that any significant changes to the regulatory framework in 

Tasmania would be precipitous while the National Energy Guarantee is being developed. 

 

Enhancing the regulatory framework 

Climate Capital considers that market development would be strengthened with relatively minor 

enhancements to the regulatory framework, which would require Hydro Tasmania to: 

• publish its weekly rate card each week, including three forward years; and 

• to offer firming contracts for new generation capacity. 

 

The weekly rate card is a non-regulated offer made by Hydro Tasmania to authorised 

counterparties — in other words, a sell price — for volumes up to 5MW. This provides an important 

price signal, and an indicator of its buy price that can inform negotiations with other parties. 

 

However, Hydro Tasmania is able to withdraw the rate card at any time, and when it does, 

medium-term price transparency breaks down. During periods of market disruption, when Hydro 

Tasmania would typically withdraw the rate card or shorten the offers it contains, its integrated 

portfolio and information asymmetries arguably provide greater market power. 

 

Climate Capital recommends that Hydro Tasmania be formally obliged to publish a rate card every 

week, with prices for peak swaps, flat swaps and $300 flat caps for three forward years in line with 

its usual practice. 

 

We do not believe that Hydro Tasmania should be necessarily obliged to offer to sell at the 

published price — perhaps it should state explicitly on the rate card whether it is, or isn’t offering, at 

the published prices — nor should this necessarily be a strict rules-based approach. 

 

In addition to the standard wholesale contracts offered under the WCRI and weekly rate card, 

Hydro Tasmania is often involved in bilateral negotiations for other hedge products and power 

purchase agreements.  

 

In discussions with Climate Capital, other developers have highlighted the lack of firming products 

available at a commercially justifiable price as a barrier to investment in Tasmania, which hinders 

market development and is likely to reflect the lack of competition in the wholesale market. 
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As some developers, including Climate Capital, are willing to accept merchant risk on the 

wholesale energy price instead of requiring a long-term power purchasing agreement, access to a 

firming product would support new development. Accordingly, Climate Capital proposes that 

Hydro Tasmania should be obliged to offer firming products to support new projects, with 

appropriate regulatory oversight. 

 

Specific features would need to be incorporated in the design of this framework, including 

appropriate volume limits (addressing individual projects, technologies and overall volumes) and 

annual targets. 

 

A standard firming product is well-suited to the existing hydro system. 

 

Australia’s energy system is evolving rapidly and, with the increasing penetration of intermittent 

renewables, will require more flexible generation capacity for physical energy delivery, ancillary 

services, fast frequency response and inertia. The National Energy Guarantee is being designed to 

meet these future system requirements. 

 

As a result, the hydro system will increasingly operate in a fast-starting capacity and firming role, 

particularly if Battery of the Nation proceeds and/or a second interconnector is developed. 

 

In this environment, Hydro Tasmania’s perceived current market dominance could be exacerbated 

if the regulatory framework does not evolve to provide price transparency and product availability 

for a wider range of capacity products. 

 

In this context, we consider that an obligation to offer firming products to new projects, with a goal 

of increasing the total portfolio of these products over a 10 year period, would contribute to 

Tasmania’s market development, facilitate Tasmania’s role in the evolving energy system, and also 

support energy security. 

 

Conclusion 

Climate Capital’s strong view is that a market-based wholesale price, linked to Victorian prices, is 

the best mechanism for wholesale pricing in Tasmania. 

 

Even if the link to Victorian prices could be broken — which is unlikely given the Basslink contractual 

arrangements — alternative pricing mechanisms would need to recognise the long run marginal 

cost of renewable and gas-fired generation, and accordingly may not materially reduce wholesale 

prices in any case. 

 

Any initiatives that explicitly reduce wholesale prices, through ongoing policy intervention, would 

be unsustainable and deter new investment, while also ignoring other factors that will alleviate the 

upward pressure on delivered customer prices. 

 

Thank you for the opportunity to contribute to this review. I would be grateful if Treasury ensures that 

its consultants, EMCa, consult as widely as possible in the next stages of the review, including new 

entrant generators such as Climate Capital. 

 

Please contact me on 0418 967 377, or Dominic Churchill on 0449 841 244, if you require any 

clarification on our submission or to arrange a meeting with EMCa.  

 

Yours sincerely  

 
Phil Bayley 

Director 

Climate Capital 


