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Executive Summary
Introduction
The Tasmanian wholesale electricity spot price is linked to the Victorian price through
the National Electricity Market (NEM). Victorian prices in turn largely reflect overall NEM
prices. The Tasmanian wholesale electricity contract price is also currently linked to
Victorian prices through the Wholesale Contract Regulatory Instrument (WCRI) which
provides Tasmanian retailers access to regulated contracts at prices linked to exchangetraded Victorian electricity futures contract prices.
Wholesale prices have increased substantially in the NEM since 2015 due to changes in
the overall NEM supply/demand balance. However, the material underlying cost of
generation in Tasmania, that is, Hydro Tasmania’s costs of operating its generating
units1, has not changed. Therefore, under the current regulatory framework, Tasmanian
customers would be paying more for electricity due to Tasmania’s linkages to Victorian
prices.
In response to the elevated wholesale prices, the Tasmanian Government committed to
delinking Tasmanian wholesale contract prices from higher Victorian prices, and instead
setting wholesale contract prices that are reflective of Tasmanian system costs so that
Tasmanian customers can benefit from Tasmania’s lower costs of generation. The
Tasmanian Government is also targeting the lowest regulated electricity prices in the
nation and to be 100% self-sufficient in renewable generation by 2022.
The Tasmanian Government has engaged Energy Market Consulting associates
(EMCa) to develop options to amend the current Tasmanian Wholesale Electricity

1

Ignoring the opportunity cost of water, and the small contribution required from mainland generators to meet
Tasmanian demand which will reduce further following the commissioning of new windfarms currently
under construction.
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Market Regulatory Pricing Framework2 to support the Government objectives outlined
above (the Government’s new energy policy).

Purpose of this report
This paper sets out six potential reform options to support the Tasmanian Government’s
new energy policy. The options range from a ‘minimal change’ option, with each of the
other options incrementally adopting additional change from the status quo, through to a
final option which would effectively wholly insulate the Tasmanian electricity sector from
the NEM.
The purpose of this paper is to provide stakeholders an opportunity to comment on each
option, to propose refinements or improvements to each option, to flag additional options
for consideration, to identify additional strengths or weaknesses of each option, and to
identify any unintended consequences of each option.
In this paper, we have not sought to rank or evaluate the relative merits of each option.
Through consultation on this paper, we seek to fully articulate the range of reform
options available to support the Government’s energy policy, and their relative
implications.
While an element of Government’s policy is for prices to be reflective of Tasmanian
system costs, we have intentionally not defined a methodology for calculating this at this
stage. This is not necessary for developing reform options as the methodology can be
assumed to be similar for each option. By not defining this methodology we have been
able to focus consultation on the mechanisms to apply Tasmanian system costs (i.e. the
Options).
The options defined in this paper would in general not apply to Tasmania’s major
industrial customers, except possibly Option 6 (NEM Trader). Given the size and nature
of their load, these few major customers are well placed to negotiate directly with Hydro
Tasmania. For these customers, it is important that reforms place pressure on the
Tasmanian electricity supply sector to continually improve efficiency, and that new
investment in Tasmanian electricity supply assets do not add costs greater than the
corresponding benefits delivered.

Review approach
For this review we have adopted for the following 3-stage consultative process.
Stage 1 – Review Framework
For this stage we consulted on a Discussion Paper3 which outlined the
Review Objective, Design Principles, and Policy Considerations (completed
late 2018).

2

This framework currently supplements the NEM spot and contract markets with the WCRI, the Wholesale
Electricity Pricing Order and Community Service Obligation designed to protect small customers from
elevated wholesale electricity prices, and rebates designed to protect larger customers from elevated
wholesale electricity prices.

3

Review of the Tasmanian Wholesale Electricity Market Regulatory Pricing Framework - Phase 2 -Discussion
Paper. Energy Market Consulting Associates. October 2018.
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Stage 2 – Develop and Assess Reform Options
For this, the current, stage we are consulting on this Options Paper which
sets out six potential reform options to support the Tasmanian Government’s
new energy policy. In this Options Paper we assess these options against the
Design Principles. This stage is intended to be completed in the 1st Quarter
2019.
Stage 3 – Refine and Present Preferred Options
For this final stage, we will refine the options and their implications, and
present them to Government for its consideration.
For this review, we are also drawing on the learnings from our specific review of the
WCRI in early 2018.
In this report, we discuss the pathway to deliver an efficient wholesale price in
Tasmania, firstly through wholesale price regulation that simulates outcomes of a
competitive market (the options summarised below), and then as competition in
Tasmania increases, through the market itself with decreasing need for wholesale price
regulation.

Options and their implications
Below is a high-level summary of the six options and our assessment of those options
against the Design Principles. These summaries refer to the ‘Wholesale Reference
Price’ as the price calculated to be reflective of Tasmanian system costs. All six options,
except for Option 1 ‘Status Quo’, achieve the Government’s primary objective of ‘delinking’ Tasmania’s wholesale electricity price from Victoria, and for Tasmania’s
wholesale price to be reflective of Tasmanian system costs.

WCRI Based
Option 1 - Status Quo
Retain existing Wholesale Pricing Framework, including Rebates, WEP Order and
the WCRI.
This option, the ‘do nothing option’, does not further advance the Government’s policy
objectives, though the prices applying in the existing framework could be modified to
remove the impact of volatility and limit price increases.
As wholesale prices are expected to decline over the next two years, the Government’s
pricing objectives might be achieved without intervention in wholesale pricing. This
option could be seen as minimising industry disruption, however it is unlikely that it
would be perceived as enduring by industry given the risk that Government interventions
might be required again to address changes and issues in the NEM mainland that are
contrary to Government’s interests for Tasmania.
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WCRI Based
Option 2 - Refined Rebates
Simplify and formalise Rebates to deliver the Wholesale Reference Price to all
customers on a consistent basis.
Retain optional WCRI contracts but discontinue the WEP Order.
We have proposed two methods for calculating the rebate under Option 2:
Option 2a: the difference between the Wholesale Reference Price and the wholesale
price applied by the retailer to each specific customer’s contract quotation; and
Option 2b: the difference between the Wholesale Reference Price and a dynamic noncustomer-specific reference price derived from the WCRI.
Relative to Option 1, this option would implement an enduring and predictable rebate
scheme that can apply to all customers consistently, thus allowing the ‘ad hoc’ elements
of the current regime to be retired.
Similar to Option 1, this option acts as a cap on wholesale prices, applying only when
the wholesale price is high. As such, customers benefit when the wholesale price is low,
but are protected when the Wholesale Market Price is high.
Option 2b is most likely to minimise barriers to retail competition as this option would
remove a barrier to retailers actively seeking lowest cost wholesale contracts to gain
competitive advantage. This option would also support the Government objectives
without direct market intervention and is therefore the least market distortionary of the
options.
WCRI Based
Option 3 – Capped
Retain optional WCRI contracts but cap the WCRI contract prices at the Wholesale
Reference Price.
Discontinue the Rebates and the WEP Order.
This option is similar to Option 2 in that it caps the wholesale price, except this option
implements the cap through the contract market, thus avoiding the need for government
rebates.
However, as capping the WCRI price would break the link between the WCRI and the
market, efficient market operation and investment signals would be weakened. Further,
liquidity in the non-regulated contract market could be reduced and there would be
increased risk of inefficient arbitrage opportunities.
Regulated Contracts
Option 4 - Optional Contracts
Offer optional regulated contracts fixed at the Wholesale Reference Price.
Discontinue the WCRI, Rebates, and the WEP Order.
This option is similar to Option 3 in that optional regulated contracts are made available
to retailers, but instead of being priced using the WCRI pricing methodology, these
contracts would be fixed at the Wholesale Reference Price. This option still effectively
operates as a cap because retailers are able to use market contracts when the market is
priced below the Effective Wholesale Price.
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The impact of this option is likely to be similar to that of Option 3. Replacing the WCRI
pricing methodology with the Wholesale Reference Price alone would simplify the
framework, however, the WCRI currently also serves as a benchmark for market
contracts and as such there is a risk that market prices could be higher without it.
Regulated Contracts
Option 5 - Mandatory Contracts
Set mandatory contracts between Tasmanian generators and retailers, for Tasmanian
customer load only (excluding major industrial customers), fixed at the Wholesale
Reference Price.
Discontinue the WCRI, Rebates, and the WEP Order.
This option is similar to Option 4 in that the price of the regulated contracts is fixed at the
Wholesale Reference Price, however rather than being optional, under this option
regulated contracts would be mandatory for all Tasmanian load (except major industrial
customers). Whilst providing a high degree of price certainty for customers, under this
option customers would not benefit when the Wholesale Market Price drops below the
Wholesale Reference Price.
This option would effectively discontinue the effects of the NEM for Tasmanian customer
load, whilst allowing the market to function for major industrial loads and inter-regional
imports/exports. With no competitive pressure to drive industry efficiency, the role of
setting the Wholesale Reference Price would take on increased importance in delivering
efficient operational and investment outcomes.
Trader
Option 6 - Tasmania NEM Trader
Withdraw current Tasmanian ‘Market Participants’ from directly interfacing with the
NEM and establish a ‘NEM Trader Role’ to trade Tasmania with the mainland. The
wholesale price of electricity in Tasmania would be fixed at the Wholesale Reference
Price.
Discontinue the WCRI, Rebates, and the WEP Order.
This option is similar to Option 5 in that the Effective Wholesale Price is fixed at the
Wholesale Reference Price for all Tasmanian customers, and surplus/deficit generation
is traded with the mainland. The difference with this option is that the direct interface
with the NEM would be effectively discontinued in Tasmania, and a new entity/role
would be established to trade with the mainland.
The impact of this option would be similar to Option 5. The main difference is that this
option would effectively close down the possibility of Tasmania operating as a
competitive market in the future given the cost and disruption for Tasmania to exit and
then re-enter the NEM.
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1 Introduction
1.1 Introduction
The Tasmanian wholesale electricity spot price is linked to the Victorian wholesale
electricity price through Tasmania’s connection to the mainland and its participation in
the National Electricity Market NEM). At a contractual level, it is currently linked through
the Wholesale Contract Regulatory Instrument (WCRI) which provides Tasmanian
retailers access to regulated contracts at prices linked to exchange-traded Victorian
futures contract prices.
Wholesale prices in the NEM have increased substantially since 2015 due to the closure
of thermal generators on the mainland, and rising fuel prices for mainland thermal
generators. However, the material underlying cost of generation in Tasmania, that is,
Hydro Tasmania’s costs of operating its generating units4, has not changed. Therefore,
under the current regulatory framework, Tasmanian customers would be paying more for
electricity due to the mainland events and the opportunity value that this places on
Tasmania-generated electricity.
In response to the elevated NEM wholesale prices, the Tasmanian Government
committed to delinking Tasmanian wholesale contract prices from Victorian wholesale
contract prices, and instead setting wholesale contract prices in Tasmania based on
Tasmanian system costs5 so that Tasmanian customers can benefit from Tasmania’s
lower costs of generation. The Tasmanian Government has also committed to achieving
the lowest regulated electricity prices in the nation and to be 100% self-sufficient in
renewable generation by 2022.

4

Ignoring the opportunity cost of water, and the small contribution required from mainland generators to meet
Tasmanian demand, which will reduce further following the commissioning of new windfarms currently
under construction.

5

Discussed in Section 4.2.1
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The Tasmanian Government engaged Energy Market Consulting associates (EMCa) to
develop options to reform the Tasmanian Wholesale Electricity Market Regulatory
Pricing Framework in support of the Government’s new energy policy.
We were previously engaged in early 2018 to analyse whether the WCRI was operating
as intended according to its original design and to investigate the potential to reduce the
impact of mainland wholesale price volatility. For that work, which we refer to as Phase
1, we focused solely on an assessment of the WCRI, noting that work predated the
current Government’s energy policies. Our interim findings from Phase 1 are
summarised in Section 2 of this report.
For this review, which we are referring to as Phase 2, we will update our findings from
the Phase 1 review and will make new findings consistent with the Government’s current
energy policy after we receive feedback on this Options Paper. The Government’s
current policy requires consideration of a wider set of policy options.
In the remainder of this section, we set out our approach to this review, the purpose of
this paper, outline next steps and opportunities for stakeholder consultation, and finally
describe the structure of this report.

1.2 Our approach
We have adopted the following consultative approach to this review.

Stage 1

Review Framework

• Destop review of new and updated information
• Develop Discussion Paper outlining review objective, design principles, & policy
considerations
• Consult interested stakeholders on Discussion Paper
• COMPLETED - late 2018

Stage 2

Develop and Assess Reform Options

• Develop reform options to support the review objective
• Test reform options against design principles
• Release Options Paper
• 1st Quarter 2019

Stage 3

Refine and Present Preferred Options

• Refine options following stakeholder feedback
• Present options and associated assessment to Government for consideration
• 2nd Quarter 2019
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1.3 Purpose of this paper
This paper sets out six potential reform options to support the Tasmanian Government’s
new energy policy. The options range from a ‘minimal change’ option, with each of the
other options incrementally adopting additional change from the status quo, through to
the final option which would effectively wholly insulate the Tasmanian electricity sector
from the NEM.
We have described each option according to its key elements and design
characteristics. There are many possible variations and refinements possible within each
option. We have provided specific design details for each option to enable stakeholders
to comment on the specifics. The range of options will be narrowed in the next stage of
work to the preferred options only, and the specific design elements of each option will
be further refined based on stakeholder feedback, to provide a meaningful analysis to
inform Government’s decisions.
The purpose of this paper is to provide stakeholders an opportunity to comment on each
option, to propose refinements or improvements to each option, to flag additional options
for consideration, to identify additional strengths or weaknesses of each option, and to
identify any unintended consequences of each option.
In this paper, we have not sought to rank or evaluate the relative merits of each option.
Through the consultation on this paper, we seek to fully articulate the range of reform
options available to support the Government’s energy policy, and their relative
implications.
This paper does not seek to define a methodology for calculating ‘Tasmanian system
costs’ as per the Government’s energy policy. Given the pricing methodology could be
the same for all options, defining the pricing methodology is not required for the options
assessment, and omitting the methodology has allowed us to maintain the focus of this
paper on the mechanisms for applying the ‘Tasmanian system costs’. We discuss some
of the considerations for calculating ‘Tasmanian system costs’ in Section 4.2.1, and we
would be happy to receive stakeholder feedback on these considerations. The
methodology for calculating ‘Tasmanian system costs’ will be developed in the next
stage of this review.

1.4 Consultation and next steps
We are undertaking the following stakeholder consultation process for this review.

Report to Tasmanian Government, DTF (Confidential)

3

March 2019

Review of Tasmanian Wholesale Electricity Pricing Framework

• Consultation on Discussion Paper

Stage 1

• Face to face meetings held with interested
stakeholders Oct/Noc 2018
• Complete

• Consultation on this Options Paper

Stage 2

• Face to face meetings to be held with interested
stakeholders

A Final Paper defining the options best placed to meet the Government’s objectives, as
well as any implementation issues, will be subsequently prepared and presented to
Government.
Once a decision has been made by Government, further consultation may be
undertaken on the design of the preferred reform option.

1.5 Structure of this report
The structure of this report is as follows.
In Section 2, we outline the background to the review, including the events triggering
the review and the regulatory interventions undertaken by Government to date to protect
Tasmanian customers from higher wholesale prices.
In Section 3, we set out the review framework, including the review objective, design
principles, and policy considerations.
In Section 4, we define six possible reform options to support the Tasmanian
Government’s energy policy, and we test those options against the design principles
outlined in Chapter 3.
Finally, in Section 5, we outline an ‘efficient market’ pathway to achieving efficient
wholesale electricity prices, to provide context to our considerations of the wholesale
market pricing framework. In this section we discuss the characteristics and possible
outcomes of achieving greater efficiency in the electricity market in Tasmania through
enhanced competition.
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2 Background
2.1 Introduction
In this section, we outline the relevant background to this review, including a summary of
our Phase 1 review of the WCRI, and the various Government interventions to protect
customers from elevated wholesale electricity prices.

2.2 WCRI
In 2010, the Tasmanian Government established an Expert Panel to undertake a
comprehensive review of the Tasmanian Electricity Supply Industry. The purpose of that
review was to evaluate whether NEM entry has delivered the expected benefits to
Tasmanian customers arising from increased competition and choice. The Panel found
that, amongst other things, Hydro Tasmania’s monopoly position in the Tasmanian
market may be viewed as a risk to potential new entrant retailers and it made a number
of recommendations to address this potential impediment to retail competition.
One of the Tasmanian Government’s responses to the Expert Panel which is of
particular relevance to our review was the introduction of wholesale market price
regulation through the introduction of the WCRI. This was intended to give retailers
confidence that they are able to manage wholesale market risk at competitive prices, in
the Hydro Tasmania dominated Tasmanian region of the NEM. The WCRI does so by
providing Tasmanian retailers access to regulated contracts at prices linked to
exchange-traded Victorian forward electricity contract prices. Victorian prices were
chosen on the basis that effective competition was delivering efficient prices in Victoria,
and also given Victorian spot prices are closely related to Tasmanian spot prices due to
interconnection between the two regions via Basslink.
The WCRI was designed to supplement the existing wholesale electricity contract
market. Design of the WCRI was mindful of not distorting the price signals from the
existing contract and spot markets. At that time, the instrument was not specifically
designed to protect Tasmanian customers from high prices.
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2.2.1 Phase 1 Review of the WCRI
We were engaged in early 2018 to:


assist the Government in its analysis as to whether the WCRI was operating as
intended according to its original design; and



investigate the potential to reduce the impact of mainland wholesale price
volatility.

For this Phase 1 review, we focused solely on an assessment of the WCRI, noting that
this work predated the current Government’s energy policies, and as such our findings
did not take into account the new Government energy policy.
Stakeholders who responded to the Phase 1 consultation6 were generally supportive of
the WCRI, and were supportive of it remaining stable, transparent, and market-based to
deliver certainty and efficient outcomes to existing participants and investors.
Some stakeholders cautioned against making wholesale changes to the WCRI at a time
of national energy policy uncertainty and given that the elevated NEM wholesale prices
may be temporary only. Some stakeholders suggested using government rebates to
address temporary increases in wholesale prices, as preferable to making changes to
the WCRI. They said that if any intervention is contemplated by Government to manage
wholesale price volatility, this should occur outside of the wholesale market.
Submissions included suggestions for a number of small changes to the WCRI such as
improving the allocation of contracts between retailers, reducing the price premiums built
into the WCRI contracts, and obliging Hydro Tasmania to offer firming products to
support new projects.

Interim Findings7
Overall, we found that the WCRI had performed reasonably well against its original
design principles; that is, to provide Tasmanian market participants an instrument that
allows them to confidently manage wholesale market risk in the Tasmanian market.
However, we found concerns that some prospective new entrant market participants
(both generators and retailers) may not share this confidence in the WCRI. They may
not share this confidence because they can be disadvantaged due to8:


complexity associated with the WCRI; and



WCRI scaling rules9 - in the event where the WRCI is oversubscribed, the
available volume is allocated to the retailers on the basis of their share of small

6

Through both written submissions and through face to face meetings.

7

Note that this Phase 2 review superseded the Phase 1 review before findings were finalised.

8

Note that this analysis focussed on wholesale market risk and that there are numerous other factors
preventing new entrants from entering and expanding their operations in Tasmania.

9

Originally designed based on the expectation that Aurora’s small customer book would be split across a
number of retailers.
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customer load in Tasmania. This disadvantages new entrant retailers to the
extent that they do not yet have small customer load.
The WCRI may therefore not be assisting to increase competition in the Tasmanian
market as originally envisaged.
We also found that the WCRI had not consistently delivered 'affordable energy at
competitive and predictable prices amongst the lowest in Australia' (as outlined in the
2015 Tasmanian Energy Strategy). This was not a criticism of the design of the WCRI
against its design principles, but more a finding that the WCRI design principles did not
reflect the 2015 Tasmanian Energy Strategy, because they did not include a specific
principal relating to affordable pricing. This may have reflected an expectation at the
time that market forces in the deregulated Victorian market would drive efficient price
outcomes.
During the review we identified a number of potential improvements to the Tasmanian
Wholesale Electricity Market Regulatory Pricing Framework that would support the
effectiveness of market-based pricing in promoting economic efficiency. Examples of
these potential improvements include:


amending those elements of the WCRI methodology that are creating additional
price variability and additional premiums above Victorian contract prices. This
would lower the price of the WCRI contracts;



better aligning the mechanism for access and allocation of WCRI contracts with
the customer load that the WCRI contracts are used to manage. This would
enable retailers to better manage their wholesale market price risk;



simplifying the WCRI pricing methodology, which would have the effect of
increasing transparency and certainty of outcomes for potential new market
entrants; and



improving the predictability of Government rebates to mitigate regulatory
uncertainty.

We note that the Government has introduced several electricity pricing interventions
aiming to deliver affordable electricity to Tasmanian customers to address immediate
issues while a review is being undertaken. These interventions include the WCRI itself10,
the Wholesale Electricity Pricing (WEP) Order and Energy Rebates. However, these
interventions can be characterised as adhoc, in that they were not part of a proclaimed
and coherent regime. This has introduced an element of uncertainty and unpredictability
to the Tasmanian electricity market which makes it difficult for consumers and investors
to make long term decisions.
WEP Orders are only enshrined in legislation until 2020-21 and the provision of rebates
is considered annually in the context of the State Budget.

10

As discussed earlier, this may not have been effective because the design principles for the WCRI did not
include a principle specifically relating to affordable pricing.
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Addressing the uncertainty and predictability issues can be a feature of the design of
improvements to the Tasmanian Wholesale Electricity Market Regulatory Pricing
Framework.

2.3 Government interventions to protect
customers from elevated wholesale prices
The figure below shows the average monthly Tasmanian and Victorian spot prices since
2014. This figure shows that:


spot prices were stable through 2014 and most of 2015;



the Tasmanian spot price separated from the Victorian price from late 2015
through to mid-2016 because: (a) low rainfall required Hydro Tasmania to use its
higher value water and thermal generators for power generation; and (b) at that
period, a Basslink outage occurred;



from mid-2016, the Tasmanian pool price followed the Victorian pool price
higher. The Victorian prices were high during this period due to mainland
scarcity events. We note the average Tasmanian price was higher than the
Victorian price in early 2017 because Tasmania was predominantly importing
during this period. The Tasmanian and Victorian spot prices have remained
elevated compared with prior period prices throughout 2017 and 2018, with
minor fluctuations; and



in mid-2018, the Tasmanian spot price separated from the Victorian spot price
and dropped considerably for a quarter. This price period followed a period of
higher than average rainfall and thus inflows into Hydro Tasmania’s catchments,
and as a result higher than average generation and export to Victoria. Price
separation continued into 2019 as Victorian prices increased due to summer
supply scarcity.
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Figure 1: Monthly chart of average Tasmanian and Victorian spot prices

Source: EMCa analysis

Spot prices have been largely reflected in wholesale contract prices. The impact of more
recent higher prices has been passed through to customer bills. To protect customers
from higher bills due to the elevated wholesale prices, the Tasmanian Government has
implemented interventions as outlined in the following sections.

2.3.1 Basslink Outage Rebates
In late 2015, the Tasmanian spot price rose well above its long-term average in
response to low Tasmanian rainfall and hence low inflows into Hydro Tasmania’s
catchments, and also an outage of Basslink that lasted about 6 months. During this
period, Hydro Tasmania operated the higher cost Tamar Valley gas fired power station,
diesel generators, and released higher-value water through its turbines. These factors all
contributed to the higher Tasmanian spot prices, despite demand-side measures also
being implemented.
During the Basslink outage, the WCRI (being regulated contracts) provided some
protection to customers as these were priced closer to the lower Victorian prices.
However, given limited volumes of available WCRI contracts, retailers still had to
purchase the highly priced unregulated contracts to manage their exposure to the
Tasmania spot market price risk. The prices of the unregulated contracts increased
significantly from the first quarter of 2016 in response to the elevated spot price. These
higher prices reflected supply scarcity in the market which necessitated power
generation from higher cost generators.
Those customers that were required to recontract from the first quarter 2016 were faced
with much higher prices than those that contracted on either side of the pricing event. To
protect these particular customers from higher electricity prices, the Tasmanian
Government implemented a rebate scheme designed to offset the higher prices, so that
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these customers would pay roughly the price that would likely have applied if Basslink
had remained in service.

2.3.2 Hydro Tasmania Price Discounting
In 2017, mainland spot prices increased significantly due to the closure of large thermal
generators, natural weather events and elevated gas prices. The Victorian forward
contract prices for 2017/18 also increased, reflecting the expectation that the spot price
in Victoria would remain high throughout 2017/18. The Victorian forward contract prices
for 2018/19 were lower, reflecting an expectation that spot prices would reduce as new
generation is expected to come online.
As Tasmania is connected to the NEM mainland, the spot price in Tasmania increased
in line with Victoria.
Whilst Hydro Tasmania’s revenue increased due to higher spot and contract prices, its
local generation costs did not substantially change. We expect that the higher wholesale
prices resulting from the mainland-only scarcity conditions would deliver Hydro
Tasmania higher profits.
In response to these market conditions, Hydro Tasmania voluntarily discounted its
wholesale contract prices in the long-term interests of its customers. This was
implemented from 2 May 2017 by adopting the lower 2018/19 Victorian forward contract
prices for 2017/18 through its weekly rate card, and later through the WCRI regulated
contracts.

2.3.3 Wholesale Electricity Price Order
The Tasmanian Government also acted to protect Tasmanian small regulated customers
from the impact of high mainland wholesale prices through its Wholesale Electricity Price
(WEP) Order. This Order applies to regulated retail tariffs and was designed to cap the
increase in these tariffs to 2% year on year.
The Order provides a mechanism for the Office of the Tasmanian Economic Regulator
to use a wholesale price determined by the Treasurer for setting regulated retail tariffs in
place of the previous practice of using the load following swap price calculated through
the WCRI. The Treasurer made a WEP order on 14 June 2017 setting the wholesale
price at $83.79/MWh for the 2017/18 regulated retail tariff determination. A further WEP
Order was made for 2018/19 setting the wholesale price at $79.68 /MWh.

2.3.4 Community Service Obligation for unregulated small
customers
The WEP Order only applies to customers on regulated retail tariffs. As such, the
wholesale price used for pricing competitive small customer contracts would at that time
have been higher than that for the regulated contracts. This would have incentivised
small customers on competitive contracts (only business customers at present) to
transition back to a regulated contract. This would have advantaged Aurora Energy, and
stymied competition in the small customer market.
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To address this distorted market signal, the Government issued a direction in the form of
a community service obligation (CSO) requiring Hydro Tasmania to offer contracts to
retailers at the WEP Order price for their Tasmanian load of small customers11 on
market contracts.
For the remainder of this paper the CSO is not explicitly referred to but it is assumed that
arrangement would continue, to ensure all small customers would face the same
wholesale price

2.3.5 Energy Rebates
The WEP Order applies to small customers only. Many larger customers experienced
significant prices increases when renewing their electricity contracts as a result of the
increases in Tasmanian wholesale prices.
To address this, the Tasmanian Government introduced capped Energy Rebates for
large customers covering the period 1 January 2017 to 30 June 2019. The size of the
rebate varies depending upon when the customer recontracted, with the design
objective of reducing the wholesale price applying to each customer’s retail contract to
$85/MWh.

2.4 Price Outlook
Wholesale prices are expected to decline across the NEM over the next two years, as
new supply, predominantly wind and solar generation, is connected to the system. The
figure below shows quarterly base futures prices for each of the mainland NEM
regions12, reflecting the expectation of future spot prices. The forward price for Victoria
declines over the period from a high of $128.50 in Q1 2019 down to $71.50 in Q1 in
2022 (and a low of $54.5 in Q4 2021). This wholesale price is well below the ‘effective
wholesale’ price established by the Tasmanian Government (illustrated as the red
dashed line) through the various interventions outlined above. Except for Quarter 1 in
2019 and 2020, the Victorian quarterly base futures price is below the Tasmanian
Effective Wholesale Price, including for Q1 in 2021 and 2022.

11

Small customers include all residential customers, and small business customers who consume less than
150MWh of electricity per annum.

12

Note that Tasmanian ASX electricity futures are not available.
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Figure 2: Quarterly base futures prices (data for period ending 28 September 2018)13

Source: AER Website, www.aer.gov.au/wholesale-markets/wholesale-statistics/quarterly-base-futures-prices

13

Current as at 3 January 2019.
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3 Review Framework
3.1 Introduction
In this chapter we set out:


the current review objective as determined by the Tasmanian Government, and
which is consistent with Government energy policy;



the design principles that will guide the development and assessment of reform
options to achieve the review objective and to advance the interests of
Tasmanian electricity customers; and



other policy considerations that we have taken into account in the development
and assessment of the reform options.

These review objectives, design principles and other considerations were set out in draft
form in our Discussion Paper. We sought feedback on that paper and we have
subsequently refined them based on that feedback and following consultation meetings
with stakeholders during October and November 2018.

3.2 Review Objective
3.2.1 Overall review objective
The objective for this review has been defined as follows:
The Tasmanian Wholesale Electricity Market Regulatory Pricing Framework should
provide a robust and transparent mechanism for the setting of wholesale electricity
contract prices in Tasmania consistent with Tasmanian Government energy policy.
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The Framework should also support maximisation of the economic value of
Tasmanian generation resources, including through trade with mainland National
Electricity Market regions.

3.2.2 The link to the Tasmanian Government’s energy policies
As outlined above, the review objective is linked to the Tasmanian Government’s energy
policies, which were set out in the Liberal Party’s election policy document ‘Lowest
electricity prices in the nation’14. The elements of the Government’s energy policy that
are relevant to this review are summarised in the figure below and explained further in
the text following.
Achieving all three objectives would effectively mean that the Tasmanian wholesale
price is not directly dependent on or linked to the Victorian wholesale price.
Figure 3: Government energy policy relevant to this review

1. Lowest regulated
electricity prices in the
nation.

3. Wholesale

2. 100% self-

contract prices

sufficient in

reflective of

renewable

Tasmanian system

generation

costs

1. Tasmania to have the lowest regulated electricity prices in the nation by
2022.15
Small customers (i.e. residential customers and small business customers who
consume less than 150MWh of electricity per annum) in Tasmania have access to a
regulated tariff. In addition, small business customers currently have access to

14

https://www.tas.liberal.org.au/sites/default/files/Lowest%20Energy%20Prices.pdf.

15

https://www.tas.liberal.org.au/sites/default/files/Lowest%20Energy%20Prices.pdf. Page 2.
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market tariffs as ERM is operating in this segment. Residential customers, on the
other hand, have no alternative to the regulated tariff16.
The methodology for determining the wholesale electricity price component of the
regulated tariff was market-based until 2017. Since then, the market-based
methodology has been suspended due to the impact of elevated wholesale market
prices on the regulated electricity tariffs. In lieu of the market-based methodology,
the wholesale electricity price component of the regulated tariff is currently
determined by the Treasurer under the WEP Order.
This review will examine wholesale pricing options to support the Government’s
objective to have the lowest regulated electricity prices in the nation.
It is important to note that wholesale price regulation alone cannot achieve the
Government’s policy to have the lowest regulated electricity prices in the nation. The
wholesale price of electricity is just one component of the retail price of electricity
paid by customers. Network and retailing costs also contribute to the retail price. In
fact, network costs represent a greater proportion of the retail price than wholesale
electricity costs do. As such, network and retailing costs will need to be considered
also for their role in achieving the Government’s objective to have the lowest
regulated (retail) electricity prices in the nation.
2. Tasmania to be 100 per cent self-sufficient in renewable energy generation by
2022.17
Between 2015 and 2018, Tasmania was a net importer of electricity from the
mainland (i.e. Tasmania imported more electricity from the mainland than it exported
to the mainland during each year of this period). Tasmania has considerable further
potential for renewable energy generation, with ample wind resources in the state.
As a net importer, Tasmania has not been able to achieve 100 per cent selfsufficiency in renewable energy generation.
However, Tasmania was a net exporter in 2018 as a result of higher than average
catchment inflows. Also, with the connection of the 144MW Cattle Hill and 112MW
Granville Harbour windfarms, and other windfarms in the advanced stages of
planning, it is likely that the generation objective of 100% self-sufficiency in
renewable energy will be met. This view is supported by the Office of the Tasmanian
Regulator in its Annual Energy Security Review 2017-18 report in which it stated that
if both these new wind farms ‘commence as indicated, once operational, they could
move Tasmania to a position of self-sufficiency in renewable energy’18.
Being a net exporter also brings about the following benefits:


reducing reliance on mainland suppliers and the Basslink interconnector to
maintain security of supply in Tasmania; and

16

This is because there are no retailers currently offering market contracts to residential customers in
Tasmania (with the exception of Aurora Energy’s APAYG product).

17

https://www.tas.liberal.org.au/sites/default/files/Lowest%20Energy%20Prices.pdf. Page 2.

18

Office of the Tasmanian Regulator. Annual Energy Security Review 2017-18 Report. Page 18.
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Reducing exposure to mainland price fluctuations (which was the primary factor
causing higher wholesale prices in Tasmania in 2017 and 2018).

Whilst this review will not look at specific incentives for new renewable generation, it
will consider:


barriers to entry relating to wholesale price regulation to the extent that they may
be impeding efficient investment in new renewable generation; and



whether wholesale price regulation is providing efficient generation investment
signals.

There are factors other than the wholesale electricity price that can impact the
decision making of proponents of new renewable generation. These factors include
transmission costs, availability of off-takers, market spot prices, State and Australian
Government policies, and access to the mainland NEM through Basslink.
Assessment of these factors is outside the scope of this review.
3. Wholesale electricity contract prices should be reflective of Tasmanian
system costs, not higher Victorian prices.19
Wholesale electricity contract prices in Tasmania are currently linked to Victorian
market prices via the WCRI. Tasmanian wholesale prices have increased since
2016 in line with Victorian prices, despite no change in the material underlying cost
of generation in Tasmania (i.e. the cost of Hydro Tasmania operating its generators).
Whilst this is not necessarily an issue from a market efficiency perspective, we note
the intent of the Government’s policy is for Tasmanian customers to benefit from
local generation cost of supply when that is lower than mainland wholesale market
prices.
This review will explore options for how and to what extent to de-link Tasmanian and
Victorian wholesale contract prices, in order to deliver maximum benefit to
Tasmanian customers. Consistent with the second element of the review objective,
we will consider how each reform option would impact on Tasmania’s ability to
maximise the economic value of Tasmanian generation resources, including through
trade with the mainland.

3.3 Design Principles
To ensure that the Government’s energy policies are implemented to the benefit of
Tasmanian electricity customers, we have developed the following principles to guide
the development of options to reform the Tasmanian Wholesale Electricity Market
Regulatory Pricing Framework. In the next section, these design principles have been
used to help assess each reform option.
The Tasmanian Electricity Market Regulatory Pricing Framework should:

19

https://www.tas.liberal.org.au/sites/default/files/Lowest%20Energy%20Prices.pdf. Page 2.
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Design Principle 1: Support the Tasmanian Government’s policy to have the lowest
regulated electricity prices in the nation by 2022.
Reform options must support the Government’s energy policies as discussed
above in Section 3.2.
Design Principle 2: Support the Tasmanian Government’s policy to be 100 per cent
self-sufficient in renewable energy generation by 2022.
Reform options must support the Government’s energy policies as discussed
above in Section 3.2.
Design Principle 3: Support the Tasmanian Government’s policy for wholesale
electricity contract prices to be reflective of Tasmanian system costs, not higher
Victorian electricity contract prices.
Reform options must support the Government’s energy policies as discussed
above in Section 3.2.
Design Principle 4: While meeting the review objectives, the framework should provide
outcomes that are consistent for, and accessible to, all Tasmanian customers and NEM
Participants.
The reform options should as far as possible, avoid introducing cross-subsidies
between sectors of the Tasmanian economy which would have the potential to
distort efficient operational and investment signals and which would therefore be
detrimental to overall economic efficiency.
The reform options should also as far as possible apply consistently to all
Tasmanian customers and NEM Participants. This would allow efficient market
forces to incentivise behaviour that would place downward pressure on prices.
Design Principle 5: Minimise barriers to new generation investment.
The reform options should minimise barriers to efficient investment in new
generation. Efficient investment signals are required to signal the type and
timing of investment that would maximise benefit to Tasmanian customers.
Design Principle 6: Minimise barriers to retail competition.
The reform options should minimise any real or perceived barriers to new
retailers entering the Tasmanian market, and also barriers to existing retailers
offering competitive products on an equal basis with competitors. The reform
options should apply equally to potential new entrant retailers as they do to
existing retailers.
Design Principle 7: Minimise distortions to efficient market operations, to economic
dispatch and pricing, and to the security of the Tasmanian power system.
The reform options should not introduce market distortions that might otherwise
incentivise inefficient operation and/or inefficient investment. Any inefficient
market operation and/or investment would be likely to be passed to customers
in the form of higher prices.
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Design Principle 8: Be simple & transparent.
Complexity and lack of transparency creates risk for market participants,
particularly new entrants not familiar with how schemes function. Market risk,
complexity and lack of transparency tends to be passed to customers in the
form of higher prices.
Design Principle 9: Be stable, sustainable long term, enduring and adaptable to
possible future operating landscapes of the Tasmanian energy sector.
The Australian energy sector is undergoing unprecedented change, driven by
technological development, creating opportunities for Tasmania to improve local
supply and to export more electricity to the mainland. The reform options should
remain effective well into the future, under a range of possible industry
development scenarios, such as Battery of the Nation, increased local
generation, increased interconnector capacity with the mainland, changing local
load, etc.
Regulatory change creates implementation costs, and also creates uncertainty
for industry and customers, which can impact efficient operational and
investment decision making. The reform options should be designed to provide
industry and customers long term certainty under a range of possible industry
development scenarios.
Design Principle 10: Produce reasonably predictable outcomes.
The reform options should provide for a design that mitigates any unnecessary
uncertainties. An example is the uncertainty associated with the application of
the current rebate. Under the existing framework, there is no certainty that
rebates will remain available to offset elevated wholesale prices. We consider
this uncertainty can be addressed through sound policy design that incorporates
the various instruments of policy into a coherent framework.
Reducing uncertainty promotes predictability of market outcome. This is
important to enable industry and customers to make efficient operational and
investment decisions.
Design Principle 11: Enable market participants to efficiently manage wholesale market
risk.
The primary original objective of the WCRI was to enable market participants,
particularly retailers, to efficiently manage wholesale market risk in a market
dominated by Hydro Tasmania. This is an important consideration for new
entrants to the Tasmanian market. This objective should be retained for this
review and therefore for the future wholesale market regulatory regime.

3.4 Policy Considerations
In addition to the Government’s energy polices, we have identified a number of other
policy considerations that must be taken into account in developing reform options.
These are outlined below.
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3.4.1 New generation
Tasmania is currently on average a net importer of electricity from the mainland20. As the
economics of wind and other generation technologies continues to improve, and given
Tasmania has a strong and reliable wind resource with a low correlation with mainland
wind resources2122, there is a growing opportunity for Tasmania to export more electricity
to the mainland.
Relevant to this review is the price and availability of long-term wholesale price
agreements required by generation proponents to secure financial backing, or the
stability and predictability of the spot price for new generation proceeding on a merchant
basis.

3.4.2 Additional interconnector capacity
Capacity constraints on Basslink limit the amount of electricity that can be exported to
the mainland. Without additional interconnector capacity, the opportunities for new
investment in generation will also be limited.
This review will take account of the opportunities for interconnector capacity
augmentation to ensure that reform options do not inefficiently impact the economics of
further interconnection.

3.4.3 Battery of the Nation
Increased investment in intermittent generation across the NEM, including in Tasmania,
will increase the value of fast responding hydro generators to provide firming for non-firm
generation. This is the main driver behind Tasmania’s proposed Battery of the Nation
project.
This review will take account of the opportunities for investment in increased hydro
generation (including pumped hydro) to ensure that reform options do not inefficiently
impact the economics of the Battery of the Nation or similar projects.

3.4.4 National Energy Policy
There remains considerable uncertainty in national energy policy.
This review will take account of potential future national energy policies, to the extent
that these can be anticipated, in developing the reform options to ensure that these don’t

20

On average over high and low rainfall years and excluding gas generation from the Tamar Valley Power
Station.

21

That is, the wind in Tasmania is generally strongest when the wind on the mainland is at its weakest, thus
smoothing out overall wind generation across the NEM.

22

Hydro Tasmania. Battery of the Nation, Analysis of the future National Electricity Market. Page 12.

Report to Tasmanian Government, DTF (Confidential)

19

March 2019

Review of Tasmanian Wholesale Electricity Pricing Framework

restrict Tasmania’s ability to benefit from possible future carbon emission or reliability
requirements.

3.5 Coverage
The options defined in this paper would in general not apply to Tasmania’s major
industrial customers, who combined represent more than 50% of Tasmania’s electricity
demand, except possibly Option 6 (NEM Trader). Given the size and nature of their load,
these few major customers are well placed to negotiate directly with Hydro Tasmania.
For these customers, it is important that reforms place pressure on the Tasmanian
electricity supply sector to continually improve efficiency, and that new investment in
Tasmanian electricity supply assets do not add costs greater than the corresponding
benefits delivered.

3.6 The context for regulation
In an efficient market, the process of price discovery will establish a price at which the
quantity of electricity that suppliers are willing to produce equals the quantity of
electricity that customers are willing to consume (i.e. the point of market equilibrium).
When prices increase, higher cost plant is dispatched in the short term and in the longerterm investors build new generation which will lower prices. Customers also respond in
the short term by making operational decisions to reduce consumption (e.g. not running
an air conditioner or reducing factory production), and through investment decisions in
the longer term (e.g. by investing in more efficient equipment).
When a market participant is able to exercise market power through its dominance, it is
able to increase prices above efficient levels and extract monopoly rents to the
disadvantage of customers.
Tasmania does not have the inherent characteristics of a competitive market, given the
dominance of Hydro Tasmania and Aurora. As such, regulatory intervention has been
required to simulate a competitive market, and which in part has been implemented
through the WCRI.
In the next two chapters, we discuss the pathway to deliver an efficient wholesale price
in Tasmania, firstly through wholesale price regulation that simulates outcomes of a
competitive market, and then as competition in Tasmania increases, through the market
itself with decreasing need for wholesale price regulation.
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4 Options to support the new
Government energy policies
4.1 Introduction
4.1.1 What is covered in this section
In this chapter we define six wholesale electricity price regulatory options that could
potentially support the Tasmanian Government’s policy objectives, and we assess them
against the Design Principles specified in Section 3.

4.1.2 Approach to specifying the options
We have defined the six options by reference to key design elements, in order to provide
stakeholders with specific design features to comment on. There are many potential
variations to each option, and we seek stakeholder feedback on these design features to
enable options to be improved so that the preferred options presented to Government
are the best possible.
The six options are listed in the figure below. We have listed them in order of magnitude
of change relative to the status quo, ranging from minimal change, through to fully
insulating Tasmania from the NEM and establishing a NEM Trader role to trade
Tasmanian electricity surpluses and deficits into the NEM. The options are in effect also
listed in order of increasing regulatory involvement with wholesale price setting.
The purpose of this stage of the review is to articulate and assess each option, to enable
a shortlist of preferred options to be produced. As such, we have kept the level of detail
describing each option to an appropriate level for this purpose, and further detail will
need to be developed for implementation of the chosen option.
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Figure 4: Tasmanian electricity wholesale price framework - Reform Options

4.1.3 Definition of ‘wholesale prices’
In this section we refer to several variations of the wholesale electricity price. The
definition of each is provided below.
Figure 5: Wholesale price definitions
Wholesale Market
Price
Wholesale Spot
Price

•The market price of wholesale electricity, applying generally
to the spot and contract markets.
•The market price of wholesale electricity in the spot market,
as determined for each NEM region by AEMO’s dispatch
engine.
•The market price of wholesale electricity in the contract

Wholesale Contract
Price

market, which can vary contract to contract (this could
include WCRI contracts, bilateral contracts originating from
Hydro Tasmania’s rate card, and ASX traded futures
contracts).

Wholesale
Reference Price

•A reference price of wholesale electricity that could be
determined to be reflective of Tasmanian system costs
(consistent with Tasmanian Government policy).
•The wholesale electricity price used to calculate a customer’s

Effective Wholesale
Price

electricity bill (or to provide a retail price quotation), and
which is the end result of a combination of the prices above,
depending on the framework option adopted.

Each of the above prices are related. For example, the Wholesale Contract Price reflects
the expectation of future Wholesale Spot Prices. The Effective Wholesale Price will
equal the Wholesale Reference Price if the retailer uses only contracts priced at the
Wholesale Reference Price to hedge its customer load. The Effective Wholesale Price
could also be an average of the Wholesale Reference Price, Wholesale Contract Price
and Wholesale Spot Price if the retailer uses a mix of products to hedge customer load.
We also refer to the following terms in this section.
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Figure 6:

Definition of contracts and of the wholesale pricing framework

Regulated
Contracts

Wholesale Pricing
Framework

•Electricity forward contracts in which the price is set by
regulation (i.e. WCRI contracts, fixed reference price contracts,
vesting contracts, etc).
•The framework in Tasmania to intervene in the setting of the
Effective Wholesale Price (i.e. Currently a combination of the
WCRI, rebates, and WEP Orders).

4.2 Aspects common to all options
There are a several aspects that are common considerations to all options. We discuss
these here in order to avoid duplication in defining and assessing each of the options.

4.2.1 Tasmanian system cost and the Wholesale Reference
Price
The Tasmanian Government’s energy policy requires wholesale contract prices to be
based on ‘Tasmanian system costs’. Given our scope is limited to the wholesale market,
for this review we have taken ‘Tasmanian system costs’ to refer to generation costs only
(i.e. does not include costs from other stages of the electricity supply chain, such as
network and retail costs), being both the public and private sector assets that contribute
to the State’s generation capacity.
‘Tasmanian system cost’ is not currently defined and the term is open to interpretation.
The Government’s policy implicitly assumes that Tasmanian system costs are less than
the current wholesale contract price, which is linked to the Victorian wholesale contract
price.
The current market intervention arrangements aim to deliver an Effective Wholesale
Price of no more than $85/MWh. This price was derived to deliver a specific retail price
outcome (a 2 per cent increase in regulated tariffs) and was not necessarily intended to
be reflective of Tasmanian system costs at that time.
There are many factors that will need to be taken into account when developing a
Wholesale Reference Price based on Tasmanian system costs. Some of these are listed
below:

23



Revenue required to maintain and renew generation assets consistent with good
asset management practice.



Incentives on businesses to operate efficiently.



Recognition that the Short Run Marginal Cost (SRMC) of renewables such as
hydro and wind is close to zero23. The SRMC of hydro can be defined to be the

Noting a small variable operation and maintenance cost.

Report to Tasmanian Government, DTF (Confidential)

23

March 2019

Review of Tasmanian Wholesale Electricity Pricing Framework

value of the water that would be released, which is priced at the opportunity cost
of that water.


The impact on generators’ willingness to offer volume into both the wholesale
spot and contract markets.



The impact on investment in new Tasmanian generation, and which effectively
defines the Long Run Marginal Cost (LRMC) in Tasmania.

In this options analysis, we have not sought to define the Tasmanian system cost,
except that we have assumed that once values are calculated from a methodology that
is to be determined, these will form the basis for a Wholesale Reference Price. For
working purposes, in our option assessment below, we have assumed the same
Wholesale Reference Pricing methodology, and hence price, for all options. The
methodology for calculating ‘Tasmanian system costs’ will be developed at the next
stage of this review.

4.2.2 Contract volumes
The volume of contracts available at the Wholesale Reference Price has a material
impact on each option.
Currently for the WCRI, a minimum volume of contracts is available, equal to the total
small customer load in Tasmania, spread equally over 102 weeks. This volume can
increase up to total Tasmanian customer load, depending on Hydro Tasmania’s overall
contract position.
Retailers currently rarely use WCRI contracts as the purpose of the WCRI methodology
was to set a cap on contract prices. Hydro Tasmania’s market contracts are generally
priced slightly below the WCRI and Hydro Tasmania’s market contracts offer retailers
greater flexibility than WCRI contracts do. As such, retailers tend to hedge their
customer load using mainly market contracts. However, it seems clear that the existence
of the WCRI contracts as an ‘option’ significantly drives the rate card by which Hydro
Tasmania offers its market contracts, and as such the existence of the WCRI is valued
by the Tasmanian electricity industry.
When prices of market contracts exceed WCRI contract prices24, retailer demand for
WCRI contracts can exceed the volume available. When WCRI contracts are oversubscribed, scaling rules are applied to apportion WCRI contracts between retailers
based on their relative shares of small customer load. Given the Government’s objective
for wholesale prices to be reflective of Tasmanian system costs, regulated wholesale
prices are more likely to be lower than the market prices than is currently the case. This
could result in higher demand for the regulated contracts, and as such the volume of
such ‘regulated price’ contracts is likely to be more of an issue than it is currently.

24

This is rare, and would generally only occur during unusual market events, such as a prolonged Basslink
outage.

Report to Tasmanian Government, DTF (Confidential)

24

March 2019

Review of Tasmanian Wholesale Electricity Pricing Framework

For any of the reform options to fully support the Government’s objectives for wholesale
electricity pricing, it is important for volume to be sufficient to enable retailers to
essentially fully hedge their customer load using the regulated contracts25. If retailers
need to source higher priced market contracts to hedge any material part of their
customer load, they would not necessarily be able to offer customers the Wholesale
Reference Price or below.
It is equally important that too much volume of regulated contracts is not offered to
retailers. Firstly, this would allow retailers to profit by arbitraging the spot market.
Secondly, this would create a risk for Hydro Tasmania, which may not have sufficient
generation to back regulated contract positions.
To support the Government’s wholesale price objectives, the Wholesale Price
Framework must allow retailers to essentially hedge their customer load using contracts
priced at or below the Wholesale Reference Price, but not expose Hydro Tasmania to
unmanageable volume risk. We understand that the current WCRI aims to achieve this
over the long term26, but short-term demand can exceed supply. We also understand
that WCRI volume decreases during supply restrictions such as during prolonged
Basslink outages.
For our assessment, we have adopted the working assumption that volume is sufficient
under each option to deliver the Wholesale Reference Price. However, as with the
Wholesale Reference Price described above, a mechanism for achieving this will need
to be developed.

4.2.3 Phase 1 WCRI improvements
In our Phase 1 review of the WCRI, we identified a number of potential improvements to
the WCRI. Whilst these are not essential for any of the options assessed in this report,
making improvements to the WCRI has the potential to improve any of the options that
retain the WCRI. We have not considered specific improvements to the WCRI in our
assessment for the current report but will consider which improvements should be
progressed as part of implementation of the preferred option.

4.3 Options
4.3.1 Option Descriptions
The following tables provides a description of:


each option at a high level;



the relative differences between each option;

25

This may not necessarily involve perfect volume hedging but would require volumes to be at least closely
hedged.

26

The WCRI offers volume up to total Tasmanian demand, less Hydro Tasmania’s contracted position, divided
over 102 weeks.

Report to Tasmanian Government, DTF (Confidential)

25

March 2019

Review of Tasmanian Wholesale Electricity Pricing Framework



the wholesale price outcomes that would apply under each option; and



the implications for the role of the Tasmanian Economic Regulator under each
option.

Report to Tasmanian Government, DTF (Confidential)

26

March 2019

Review of Tasmania Wholesale electricty pricing framework

Table 1: Option Summary

WCRI Based

Regulated Contracts

Trader

Option 1

Option 2

Option 3

Option 4

Option 5

Option 6

Status Quo

Refined Rebates

Capped

Optional Contracts

Mandatory Contracts

Tasmania NEM Trader

Retain existing Wholesale
Pricing Framework, including
Rebates, WEP Order and
the WCRI.

Simplify and formalise
Rebates to deliver the
Wholesale Reference Price
to all customers on a
consistent basis.
Retain optional27 WCRI
contracts but discontinue the
WEP Order.

Retain optional28 WCRI
contracts but cap the WCRI
contract prices at the
Wholesale Reference Price.
Discontinue the Rebates and
the WEP Order.

27

That is, optional to enter into the contract, not optional to use the contract once it is entered into.

28

That is, optional to enter into the contract, not optional to use the contract once it is entered into.

29

That is, optional to enter into the contract, not optional to use the contract once it is entered into.

30

Excluding major industrial customers.
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Offer optional29 regulated
contracts fixed at the
Wholesale Reference Price.
Discontinue the WCRI,
Rebates, and the WEP
Order.

27

Set mandatory contracts
between Tasmanian
generators and retailers, for
Tasmanian customer load
only30, fixed at the
Wholesale Reference Price.
Discontinue the WCRI,
Rebates, and the WEP
Order.

Withdraw current Tasmanian
‘Market Participants’ from
directly interfacing with the
NEM and establish a ‘NEM
Trader Role’ to trade
Tasmania with the mainland.
Discontinue the WCRI,
Rebates, and the WEP
Order.
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Table 2: Relative Differences in outcomes

WCRI Based

N/A

Regulated Contracts

Trader

Option 1

Option 2

Option 3

Option 4

Option 5

Option 6

Status Quo

Refined Rebates

Capped

Optional Contracts

Mandatory Contracts

Tasmania NEM Trader

This option would build on
Option 1 by implementing a
consistent rebate scheme
that can apply to all
customers on a predictable
basis. This would be
designed to apply
indefinitely to provide
customers greater
regulatory certainty than
currently applies.

The outcome from this
option is similar to Option 2
in its impact on customer
prices, in that the Effective
Wholesale Price is capped.
Option 2 would apply the
cap outside of the market
(i.e. through payments
directly to customers that
are not NEM participants),
whereas this option would
apply the cap through
contract market intervention
thus avoiding the need for
government rebates.

The outcome from this
option is similar to Option 3
(that is, the Effective
Wholesale Price is capped)
except under this option the
price of the regulated
contracts is fixed so
retailers would need to
source lower priced market
contracts (when available)
to deliver an Effective
Wholesale Price lower than
the Wholesale Reference
Price (and as such acting as
a cap).

This option is similar to
Option 4 in that the
regulated price would be
fixed at the Wholesale
Reference Price, except
under this option the
regulated contracts would
be mandatory. There would
therefore be no opportunity
for retailers to source lower
priced market contracts.

The outcome from this
option would be similar to
Option 5 in that the
regulated price would be
fixed at the Wholesale
Reference Price, except
under this option the NEM
spot market would be
discontinued for Tasmanian
generators and retailers.
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Table 3: Effective Wholesale Price outcomes

WCRI Based

Regulated Contracts

Trader

Option 1

Option 2

Option 3

Option 4

Option 5

Option 6

Status Quo

Refined Rebates

Capped

Optional Contracts

Mandatory Contracts

Tasmania NEM Trader

This option would deliver the
Effective Wholesale Price
through the combined
mechanisms of the current
wholesale pricing framework,
including Rebates, WEP
Orders, and the WCRI.
Whilst this framework in
aggregate is designed to
provide wholesale price
protection to Tasmanian
customers, it does not
necessarily deliver a
wholesale price that is
reflective of Tasmanian
system costs. For example,
the wholesale price applied in
the current wholesale pricing
framework is set to achieve a
certain retail price outcome.
To support the Government’s
energy policies, the prices
applied under the current
wholesale pricing framework
could be amended to the
Wholesale Reference Price.
The Wholesale Reference
Price could in turn be set to
achieve a target retail price.

This option would deliver the
Effective Wholesale Price
through the application of
rebates to each customer in a
similar way to Option 1.
Rebates would apply when the
Wholesale Market Price is
above the Wholesale
Reference Price (as such
acting as a cap). The rebates
would have no effect when the
Wholesale Market Price is
below the Wholesale Reference
Price.
Unlike Option 1, for this option
the rebates would apply on a
consistent basis to all
customers and would also
apply indefinitely with prices
updated (e.g. annually)
consistent with a Wholesale
Reference Price methodology.
The rebates would generally
apply when Hydro Tasmania
revenue would be expected to
be higher as a result of higher
wholesale prices.
We have considered two
options for calculating the
rebates as outlined below.

This option would deliver
the Effective Wholesale
Price by capping the price
of each of the WCRI
products to the Wholesale
Reference Price. For this
option, a different
Wholesale Reference Price
would need to be derived
for each product.
This would allow the WCRI
contract prices to fluctuate
with market prices
consistent with the current
WCRI pricing methodology
when below the cap.
Retailers could choose to
enter into either the WCRI
contracts or the market
contracts.

This option would deliver
the Effective Wholesale
Price through regulated
contracts set at the
Wholesale Reference Price.
The regulated contracts
could offer similar products
to the WCRI and could also
use other ‘non-price’
elements of the WCRI
(such as volume
calculations). For this
option, a different
Wholesale Reference Price
would need to be derived
for each product.
Retailers could choose to
enter into either the
regulated contracts or the
market contracts.
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This option would deliver
the Effective Wholesale
Price through mandatory
regulated contracts
between generators and
retailers. Regulated
contracts would be priced
at the Wholesale
Reference Price.

This option would deliver
the Effective Wholesale
Price by regulating a price
of wholesale electricity in
Tasmania for all generators
and retailers equal to the
Wholesale Reference
Price.
Tasmanian generators and
retailers would no longer
participate directly in the
NEM. A NEM Trader role
would be established to
trade Tasmanian surplus or
deficit electricity demand
into the NEM. Tasmania
would be registered as a
single generator and load
in the NEM (i.e. like a
battery).
A further role would need
to be established in
Tasmania to undertake
planning for new
generation and carrying out
the functions currently
carried out by NEM
institutions.
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Table 4: Implications for the role of the Tasmanian Economic Regulator (TER)

WCRI Based

Regulated Contracts

Trader

Option 1

Option 2

Option 3

Option 4

Option 5

Option 6

Status Quo

Refined Rebates

Capped

Optional Contracts

Mandatory Contracts

Tasmania NEM Trader

Ongoing responsibility for
the WCRI and for calculating
the Wholesale Reference
Price based on the agreed
methodology including a
forward price curve for the
Wholesale Reference Price.

Ongoing responsibility for
the WCRI and for calculating
the Wholesale Reference
Price based on the agreed
methodology including a
forward price curve for the
Wholesale Reference Price.

Ongoing responsibility for
the WCRI.
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Ongoing responsibility for
calculating the Wholesale
Reference Price based on
the agreed methodology
including a forward price
curve for the Wholesale
Reference Price.

30

Ongoing responsibility for
calculating the Wholesale
Reference Price based on
the agreed methodology
including a forward price
curve for the Wholesale
Reference Price.
In an expanded role, the
TER could also be
responsible for managing
the mandatory regulatory
contract regime.

Ongoing responsibility for
calculating the Wholesale
Reference Price based on
the agreed methodology
including a forward price
curve for the Wholesale
Reference Price.
A new entity would need to
be established to undertake
other new functions
required for this option.
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4.3.2 Rebate Sub-Options (under option 2)
The table above refers to two methods for calculating the rebate under Option 2:
Option 2a: the rebate would be calculated as the difference between the Wholesale
Reference Price and the wholesale price applied by the retailer to each specific
customer’s contract quotation (based on its forward hedge book).
Option 2b: the rebate would be calculated as the difference between the Wholesale
Reference Price and a dynamic non-customer-specific reference price derived from
the WCRI.

The difference between these sub-options has an important impact on retailer efficiency
incentives, and also retail competition.
Under Option 2a, which we understand is how the rebates are currently calculated, the
size of the rebate varies from customer to customer to ensure that each customer’s bill
reflects the Wholesale Reference Price. Whilst this can achieve the Government’s price
objective, it removes an incentive for the retailer to actively seek competitive wholesale
contracts because higher wholesale contracting costs are cancelled out by higher
rebates. Similarly, any effort by the retailer to source lower cost wholesale contracts
would not be passed on to the customer because in this scenario a lower rebate would
be paid.31
Another issue with delivering the same Effective Wholesale Price for all customers is
that there would be no opportunity for retailers to differentiate through price by managing
wholesale market risk more efficiently. This could inhibit further retail competition in
Tasmania as it would be more difficult for retailers to find a competitive advantage.
Under Option 2b, these issues would be addressed by linking the rebate to a common
reference price, in this case the WCRI. This option would deliver an Effective Wholesale
Price equal to the Wholesale Reference Price when the retailer uses WCRI contracts to
hedge customer load. But if the retailer was able to source lower priced market contacts
(such as through a new entrant generator, load management provider, etc.), it would be
able to offer the customer a more competitive retail price.
We consider that Option 2b is preferable over Option 2a but have included both options
for assessment given the 2a methodology is what is currently used.

4.3.3 Option Design Rationale
The table below outlines possible design rationale for implementing each option. This is
provided as a basis for including the option for assessment and is not itself an
assessment.

31

Rebates do not apply when the Wholesale Market Price is below the Wholesale Reference Price, and as
such during these times retailers would have the usual incentives to source low priced wholesale contracts
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Table 5: Option Design Rationale

WCRI Based

Regulated Contracts

Trader

Option 1

Option 2

Option 3

Option 4

Option 5

Option 6

Status Quo

Refined Rebates

Capped

Optional Contracts

Mandatory Contracts

Tasmania NEM Trader

Provides a mechanism to
cap the Effective Wholesale
Price for Tasmanian
customers, whilst allowing
the market to function when
the Wholesale Market Price
is below the Wholesale
Reference Price and also for
NEM imports and exports.
As optional contracts,
customers can benefit when
the Wholesale Market Price
drops below the Wholesale
Reference Price.
Capped WCRI avoids the
need for direct government
rebates.

Provides a mechanism that
caps the Effective Wholesale
Price for Tasmanian
customers, whilst allowing
the market to function when
the Wholesale Market Price
is below the Wholesale
Reference Price and also for
NEM imports and exports.
As optional contracts,
customers can benefit when
the Wholesale Market Price
drops below the Wholesale
Reference Price.
Regulated pricing avoids the
need for government
rebates.

Provides a mechanism to set
the Effective Wholesale
Price for Tasmanian
customers, whilst allowing
the market to function for
major industrial loads and
NEM imports and exports.
Regulated pricing avoids the
need for government
rebates.

Provides a mechanism to set
the Effective Wholesale
Price for Tasmanian
customers, whilst removing
the cost and complexity of a
market.
This option avoids the need
for government rebates.
Under this option it would be
difficult to envisage that
Tasmania would ever have
effective competition in
generation and retail
markets.

Forward contract prices are
trending down across the
NEM and the Wholesale
Market Price is expected to
fall below the level currently
established by the rebates
(~$85) within 2 years.
If the wholesale price does
drop to a level considered
more reflective of
Tasmanian system costs,
then intervention may no
longer be required to avoid
rising prices
This option would avoid
costs and uncertainty for
industry from making
changes to address an issue
that may resolve itself in the
near term.

Provides a mechanism
outside of the market, for
capping the Effective
Wholesale Price. Can be
designed so as not to distort
the market.
This option could provide an
enduring and coherent
regime to achieve
government’s policy
objectives and allow the ‘ad
hoc’ elements of the current
regime to be retired.
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4.3.4 Impact of Options on Effective Wholesale Price
The figures below demonstrate the impact of each option on the Effective Wholesale
Price (the wholesale price reflected in customer contracts). Each figure plots Wholesale
Market Price, Effective Wholesale Price, and an assumed Wholesale Reference Price
over time.
For illustrative purposes, the Wholesale Reference Price is assumed to be the price that
Government has currently adopted in determining rebates, however a different price
may be adopted in future.

Effective wholesale price absent any forms of wholesale price regulation
The figure below shows that with no wholesale price regulation (as was the case in
Tasmania before the WCRI, Rebates, and WEP Order), the Wholesale Market Price
defines the Effective Wholesale Price. The Wholesale Reference Price has no impact.
Figure 7: Effective Wholesale Price – No Wholesale Price Regulation

Source: EMCa analysis (using indicative data)

Effective wholesale price with options involving a capped regulated
wholesale price (options 1 to 4)
The figure below shows the impact of a price cap on the Effective Wholesale Price. As
can be seen, the Effective Wholesale Price follows the Wholesale Market Price when
below the Wholesale Reference Price but will not rise above the Wholesale Reference
Price. This could be achieved by options 1 to 4, although with Option 4 it is only
achieved if there is sufficient competition for retailers to source lower priced market
contracts when available.
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Figure 8: Effective Wholesale Price – Price Cap outcome (applies to options 1 to 4)

Source: EMCa analysis (using indicative data)

Effective wholesale price with mandatory wholesale contracts, including
‘NEM Trader’ option (options 5 and 6)
The figure below shows the impact of a fixed reference price on the Effective Wholesale
Price. As can be seen, the Effective Wholesale Price will not vary from the Wholesale
Reference Price, and the Wholesale Market Price will have no impact at all. This could
be achieved by options 5 and 6.
Figure 9: Effective Wholesale Price – Fixed Reference Price outcome (applies to options 5
and 6)

Source: EMCa analysis (using indicative data)

4.4 Option Assessment
Below is a summary of our assessment of each option against the Design Principles
outlined in Section 3. A structured assessment is provided at Appendix A.
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4.4.1 Option 1 – Status Quo
WCRI Based
Option 1 - Status Quo
Retain existing Wholesale Pricing Framework, including Rebates, WEP Order and
the WCRI.
This option, the ‘do nothing option’, is included as the base case to assess the relative
merit of the other options against.
Under the existing framework, the WEP Order can be used to achieve the Government’s
objective to have the lowest regulated electricity prices in the nation. This option is
neutral in its support for the Government’s objective to be 100 per cent self-sufficient in
renewable energy generation, and does not support the Government’s objective for
contract wholesale prices in Tasmania to be reflective of Tasmanian system costs given
the Effective Wholesale Price currently applied was derived to deliver a retail price
outcome.
This option does not address the issues identified with the WCRI. Also, given elements
of the existing Wholesale Pricing Framework are time limited, this option does not
provide industry with long term certainty. It also does not specifically act to minimise
barriers to new entrant generators or retailers.
Existing Tasmanian Market Participants, who are familiar with how the framework
operates, consider that the framework assists them in managing wholesale market risk
in Tasmania through mechanisms that do not distort the market. However, it is unlikely
that new entrants would share this view.
Forward wholesale electricity prices are declining and are expected to be below the
Effective Wholesale Price established by the existing framework within two years. As
such, the Government’s pricing objectives might be achieved without intervention in
wholesale pricing. Equally, investment in renewable generation, both committed and in
advanced stages of planning, would likely see the Government’s objective to be 100 per
cent self-sufficient in renewable energy generation also achieved. Option 1 could avoid
unnecessary industry disruption, however it is unlikely that this option would be
perceived as enduring by industry given the risk that Government interventions might be
required again to address future changes and issues.

4.4.2 Option 2 – Refined Rebates
WCRI Based
Option 2 - Refined Rebates
Simplify and formalise Rebates to deliver the Wholesale Reference Price to all
customers on a consistent basis.
Retain optional WCRI contracts but discontinue the WEP Order.
We have proposed two methods for calculating the rebate under Option 2:
Option 2a: the difference between the Wholesale Reference Price and the wholesale
price applied by the retailer to each specific customer’s contract quotation; and
Option 2b: the difference between the Wholesale Reference Price and a dynamic noncustomer-specific reference price derived from the WCRI.
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Relative to Option 1, this option would implement a predictable rebate scheme that can
apply to all customers consistently, and the scheme would be designed to apply
indefinitely to provide customers greater long-term certainty. Option 2b would link the
rebate to a non-customer-specific reference price derived from the WCRI. Improvements
to the WCRI could also be considered under this option.
Similar to Option 1, Option 2 acts as a cap on the Effective Wholesale Price, applying
only when the Wholesale Market Price is high, and having no effect when the Wholesale
Market Price is low. As such, customers benefit when the Wholesale Market Price is low,
but are protected when the Wholesale Market Price is high.
The Wholesale Reference Price would be applied to support the Government’s
objectives to have the lowest regulated electricity prices in the nation and for contract
wholesale prices in Tasmania to be reflective of Tasmanian system costs. Relative to
Option 1, Option 2b would improve incentives on retailers to seek lower priced
wholesale contracts from new entrant generators, in support of the Government’s
objective to be 100 per cent self-sufficient in renewable energy generation.
Option 2b is likely to be the option most likely to minimise barriers to retail competition.
This option removes a barrier to retailers actively seeking lowest cost wholesale
contracts to gain competitive advantage. This option would also support the Government
objectives without direct market intervention and is therefore the least market
distortionary of the options.
This option could provide an enduring and coherent regime to achieve government’s
policy objectives and allow the ‘ad hoc’ elements of the current regime to be retired.

4.4.3 Option 3 – Capped WCRI Contracts
WCRI Based
Option 3 - Capped
Retain optional WCRI contracts but cap the WCRI contract prices at the Wholesale
Reference Price.
Discontinue the Rebates and the WEP Order.
This option is similar to Option 2 in that it caps the Effective Wholesale Price, except this
option implements the cap through the contract market, thus avoiding the need for
government rebates. As with Option 2, customers benefit when the Wholesale Market
Price is low, but are protected when the Wholesale Market Price is high.
The Wholesale Reference Price would be applied to support the Government’s
objectives to have the lowest regulated electricity prices in the nation and for contract
wholesale prices in Tasmania to be reflective of Tasmanian system costs. This option is
neutral in its support of the Government’s objectives for renewable energy.
The impact of this option on new generation investment will depend on the level of the
WCRI price caps. If the prices are set too low, then new entrant generators will struggle
to complete.
Capping the WCRI price breaks the link between the WCRI and the market. This would
on occasions result in a divergence between the market and WCRI prices. This could
reduce liquidity in the non-regulated contract market, create inefficient arbitrage
opportunities and could potentially introduce inefficient incentives on market bidding
behaviour.
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If participants come to rely heavily on the capped WCRI contracts, the spot price and
market contract price will become less effective at signalling the need for immediate
term action, such as load curtailment or dispatch of additional generation in response to
a supply scarcity event, and in the longer term will become less effective at signalling the
need for new investment.

4.4.4 Option 4 – Optional Regulated Contracts
Regulated Contracts
Option 4 - Optional Contracts
Offer optional regulated contracts fixed at the Wholesale Reference Price.
Discontinue the WCRI, Rebates, and the WEP Order.
This option is similar to Option 3 in that optional regulated contracts are made available
to retailers, but instead of being priced using the WCRI pricing methodology, these
contracts are fixed at the Wholesale Reference Price. This option still effectively
operates as a cap because retailers are able to use market contracts when the market is
priced below the Effective Wholesale Price.
The Wholesale Reference Price would be applied to support the Government’s
objectives to have the lowest regulated electricity prices in the nation and for contract
wholesale prices in Tasmania to be reflective of Tasmanian system costs. This option is
neutral in its support of the Government’s objectives for renewable energy.
The impact of this option is likely to be similar to that of Option 3. Replacing the WCRI
pricing methodology with the Wholesale Reference Price alone would simplify the
framework. However, the WCRI also serves as a benchmark for market contracts, and
as such there is a risk that market prices could be higher without the WCRI.

4.4.5 Option 5 – Mandatory Regulated Contracts
Regulated Contracts
Option 5 - Mandatory Contracts
Set mandatory contracts between Tasmanian generators and retailers, for Tasmanian
customer load only (excluding major industrial customers), fixed at the Wholesale
Reference Price.
Discontinue the WCRI, Rebates, and the WEP Order.
This option is similar to Option 4 in that the price of the regulated contracts is fixed at the
Wholesale Reference Price, however rather than being optional, under this option
regulated contracts are mandatory for all Tasmanian load (except major industrial
customers). Whilst providing a high degree of price certainty for customers, under this
option customers would not benefit when the Wholesale Market Price drops below the
Wholesale Reference Price.
The Wholesale Reference Price would be applied to support the Government’s
objectives to have the lowest regulated electricity prices in the nation and for contract
wholesale prices in Tasmania to be reflective of Tasmanian system costs. This option is
neutral in its support of the Government’s objectives for renewable energy.
The impact of this option on new generation investment would depend on the price and
availability of the Mandatory Regulated Contracts. If the contract price is set too low,
then new entrant generators would not be able to complete. Mandatory Regulated
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Contracts, if offered to new generation (essentially an off-take agreement with the price
set by a regulatory body), could address the lack of bargaining power currently
experienced by new generators negotiating with Hydro Tasmania or Aurora.
Mandatory Regulated Contracts could reduce risk for new entrant retailers, however
common contracts may leave little room for new entrants to differentiate and find
competitive advantage.
This option effectively discontinues the market for Tasmanian customer load, whilst
allowing the market to function for major industrial loads and inter-regional
imports/exports. With no competitive pressure to drive industry efficiency, the role of
setting the Wholesale Reference Price takes on increased importance in delivering
efficient outcomes.

4.4.6 Option 6 – Tasmania NEM Trader
Trader
Option 6 - Tasmania NEM Trader
Withdraw current Tasmanian ‘Market Participants’ from directly interfacing with the
NEM and establish a ‘NEM Trader Role’ to trade Tasmania with the mainland. The
wholesale price of electricity in Tasmania would be fixed at the Wholesale Reference
Price.
Discontinue the WCRI, Rebates, and the WEP Order.
This option is similar to Option 5 in that the Effective Wholesale Price is fixed at the
Wholesale Reference Price for all Tasmanian customers, and surplus/deficit generation
is traded with the mainland. The difference with this option is that the NEM is
discontinued in Tasmania, and a new entity/role would be established to trade with the
mainland.
The Wholesale Reference Price would be applied to support the Government’s
objectives to have the lowest regulated electricity prices in the nation and for contract
wholesale prices in Tasmania to be reflective of Tasmanian system costs. This option is
neutral in its support of the Government’s objectives for renewable energy.
The impact of this option is similar to Option 5. The main difference is that this option
would effectively close down the possibility of Tasmania operating as a competitive
market in the future. It would be costly and disruptive for Tasmania to exit NEM
wholesale market arrangements, and then re-enter in the future if investment in new
generation and interconnection is sufficient to enable competition.

4.5 Transition Issues
As with all reforms, implementation and transition issues need to be carefully managed
to avoid unexpected costs or unintended consequences.
Implementation and transition issues will be considered further when developing the
implementation plan for the chosen option. However, at this early stage of the review it is
important to identify any potential implementation or transition issues (including cost)
that could materially impact the evaluation of the six options.
We note that all options require the development and application of a Wholesale
Reference Price.
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We consider that Option 2 could be implemented relatively quickly given this option does
not impact the trading positions of market participants. By streamlining the rebate
design, and establishing a long life for the rebate applications, retailers would be well
placed to incorporate the rebates into their billing systems thus reducing the
administrative cost of distributing the rebates to customers.
We consider that Options 3 and 4, as optional hedging products, could be implemented
relatively quickly given these do not impact the existing hedge books of Tasmanian
market participants. We anticipate that existing WCRI volume constraints could continue
to apply to protect Hydro Tasmania from being forced to over contract. The cost of
implementation is not likely to be significant.
Options 5 and 6 would require a much longer, and more complicated transition, due to
the need to take into account the existing contract positions of market participants.
Option 6 would also be expensive to implement, given the work to replicate the many
functions currently undertaken by NEM institutions.

4.6 Summary of Option Assessment
As discussed above, the six options assessed range from maintaining the status quo
through to fully insulating Tasmania from the NEM and establishing a NEM Trader role
to trade Tasmanian electricity surpluses and deficits into the NEM. Each option
increases in regulatory involvement with wholesale price setting.
As essentially a continuum of options, the final option selected for implementation could
lay between two of the options specified, and the specific design elements of the final
option selected could vary from the specific option designs outlined in this Paper,
following consideration of stakeholder feedback.
For Options 1 and 2, the Government’s new energy policy would be implemented
through the existing wholesale pricing framework, including rebates that would have the
effect of capping the Effective Wholesale Price at the level of Tasmanian system costs
thus breaking the link to Victorian prices. Option 2 includes improvements to the design
of the rebate scheme to provide longer term certainty and predictability for the industry
and customers, and also to introduce improved incentives to promote efficiency. These
options minimise change and minimise market intervention.
For Options 3 and 4, the Government’s new energy policy would be implemented
through regulated contracts, Option 3 by applying a cap to WCRI prices, and Option 4 by
fixing the price of regulated contracts. The contracts would be optional for retailers to
use, which would have the effect of capping the Effective Wholesale Price at the level of
Tasmanian system costs thus breaking the link to Victorian prices. These options would
avoid the need for Government to fund rebates, however as a market intervention these
options risk impacting market efficiency.
For Options 5 and 6, the Government’s new energy policy would be implemented by
fixing the Effective Wholesale Price at the level of Tasmanian system costs thus
breaking the link to Victorian prices. Under these options, the market would be
discontinued for supplying local load. This would simplify electricity wholesaling in
Tasmania, but the efficiency benefits possible from market participation would be lost.
Whilst the above options all support the Government’s new energy policy, these options
alone might not achieve the policy objective to have the lowest regulated electricity
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prices in the nation. Firstly, it is possible that Tasmanian system costs won’t be low
enough to achieve that objective, in which case another instrument such as the WEP
Order or larger rebates would be required. Secondly, wholesale electricity is just one
component of the regulated price of electricity, and if Tasmanian network or retail costs
are high relative to other jurisdictions then again other measures will need to be
considered to achieve lowest regulated electricity prices in the nation.
There are a number of measures that could be taken to further support the
Government’s new energy policy that are applicable to several of the options. These
include the following:


For the options that retain the WCRI, or elements of the WCRI, there are
potential improvements that could be made including reducing the premium built
into cap pricing, reducing unnecessary complexity, and amending the scaling
rule that allocates WCRI contract entitlement to retailers based on their volume
of small customers when the WCRI is oversubscribed (to the disadvantage of
new entrants that won’t have small customers to begin with).



Measures could be investigated to make it easier for retailers to source firming
products to complement contracts with intermittent generators, for example from
Hydro Tasmania (an obvious objective of Battery of the Nation), demand side
management, and by firming inter-regional products.



Barriers to new generation investment could be further reduced if measures
were adopted to reduce the market dominance of Hydro Tasmania and Aurora,
(discussed further in Section 5), and improving export opportunities through
economic network augmentation including additional interconnection, and
improved availability of inter-regional risk management products.
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5 Potential pathway to a
competitive wholesale
electricity supply sector in
Tasmania
5.1 Introduction
5.1.1 Objectives of the NEM
The National Electricity Objective (NEO) guides the National Electricity Rules (NER) and
is stated as follows:
‘to promote efficient investment in, and efficient operation and use of, electricity
services for the long term interests of consumers of electricity with respect to:


price, quality, safety and reliability and security of supply of electricity



the reliability, safety and security of the national electricity system.’

The NER in turn provides the foundation for competition between NEM market
participants to be able to meet the NEO in each of the NEM jurisdictions. This applies to
the extent that elements within each jurisdiction allows. These elements include the
industry structure and extent of market concentration in each region and the extent of
interconnection with other regions.
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5.1.2 Competition and the place for regulatory policy in
Tasmania
Tasmania does not currently have the inherent characteristics of a fully competitive
market, given the unique nature of the State’s generation assets, the dominance of
Hydro Tasmania and Aurora, together with the energy constrained nature of the
Tasmanian system and the constraint of current interconnection with the mainland. As
such, regulatory intervention has been required to simulate a competitive market, and
which in part has been implemented through the WCRI.
A market regulatory policy applying to a wholesale electricity market (including the
Tasmanian wholesale electricity market) can affect its competitiveness. These policies
should ideally be designed to promote market competitiveness or, at least, not to hinder
increased competition which in turn can lessen the need for such regulation.
Section 5.2 offers a framework that can be used in planning a pathway for the Tasmanian
wholesale electricity market to move towards increasing competition. At some point in the
future, it may be decided that this allows Government’s policy objectives to be met by
reducing or removing currently-required regulatory mechanisms.

5.2 Pathway to enhanced competition in
Tasmanian wholesale electricity market
5.2.1 Market Competitive Framework
The figure below illustrates a Market Competitive Framework that can be used for setting
a pathway to effective competition in the Tasmanian wholesale electricity market.
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Figure 10: Market Competitive Framework

Source: EMCa analysis

Competitiveness of a market ranges from the theoretical constructs of “pure monopoly” to
“perfect competition”, with reality falling between these extremes.
There is a feasible range of market concentration (‘Competitive Market Range’ in the
figure above) in which competition can be deemed to be ‘workable’ in that it is considered
to provide the efficiency benefits of perfect competition, to a sufficient or acceptable
degree. There is a spectrum of possible levels of market competitiveness within this range,
depending on the market policy setting of the Tasmanian wholesale electricity market.
As illustrated above, this spectrum can be broadly classified as follows:


Competitive market range where there is effective or ‘workable’ competition.
The market policy setting for producing this range of market competitiveness is
generally characterised by little or no government intervention. That is, the
government has no nominated desired market outcome (i.e. let market forces
determine the outcome) or has a nominated market outcome that does not
require market intervention. The market structure is also generally
characterised by low concentration of control of power generation, retail and
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(to the extent that the market is defined by weakly interconnected regions),
interconnection.32


A semi-competitive market range where competition is an influential, if not
dominant, market discipline, but is nevertheless considered insufficiently
effective. Unlike the competitive market range, the market policy under the
semi-competitive range is generally characterised by regulatory intervention by
government to assist with providing a desired market outcome. Examples of
such regulatory interventions may include price controls, efficiency incentive
mechanisms, renewable energy investment targets or policies whose aim is to
increase competitiveness of the market thus allowing market regulatory
instruments to be eased or retired at some point. The market policy for this
semi-competitive market range is also characterised by more concentrated
control of power generation, retail and interconnector business.33

Note that various elements of the Tasmanian wholesale electricity market need to be
considered and their impacts harmonised to give the intended level of market
competitiveness.34
Also illustrated above, in the absence of market competitiveness, a series of
complementary policies can be deployed to mimic the competitive market outcome and
process. The less competitive a market is, the more it needs to rely on the
complementary policies to attempt to mimic the competitive outcomes and process.
Such policies, while useful, would generally be considered less effective than allowing
market forces to determine the outcome because, by definition, market outcomes are
revealed by those workably competitive markets and cannot otherwise be perfectly
emulated.
As noted above, ‘pure competition’ is a theoretical construct only, and in practice some
level of government monitoring and regulatory intervention is often required to support
both the short and long-term interests of consumers. This has been evident recently in
both the outcomes of the ‘Royal Commission into Misconduct in the Banking,
Superannuation and Financial Services Industry’35 and the ACCC’s ‘Retail Electricity
Pricing Enquiry’36. The Australian financial services industry and the Australian mainland
retail electricity industry are sometimes lauded as competitive markets benefiting from
minimal regulation, however the aforementioned reviews both found that competition
and existing regulation have been insufficient to support customer interests. So while
competition can deliver efficient outcomes, competition alone is not always sufficient to
support both the short and long-term interests of consumers.

32

That is, power generation assets, retail operations and any interconnectors that are owned and/or under the
control of a large number of entities in competition with each other.

33

That is, power generation assets, retail operations and any interconnectors that are owned and/or operated
by one or a small number of entities, resulting in limited competition.

34

As discussed earlier, this includes information transparency, effective governance arrangements and
effective enforcement and consideration of market concentration and operational control across the
electricity supply chain.

35

https://financialservices.royalcommission.gov.au/Pages/default.aspx

36

https://www.accc.gov.au/regulated-infrastructure/energy/electricity-supply-prices-inquiry/final-report
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5.2.2 How competitive will the Tasmanian wholesale electricity
market be after implementing one of the options
This Options Paper outlines six options in Section 4 to support the Tasmanian
Government’s new energy policy. The selected option will need to reflect the eleven
Design Principles as set out in Section Error! Reference source not found..
Applying the Competitive Market Framework, we consider Design Principles 1 and 2
(lowest prices in the nation, and 100% renewables) require interventions in the
Tasmanian wholesale electricity market to provide the nominated outcomes. Such
interventions will, by design, produce outcomes that differ from those that would apply in
their absence. However, provided they are designed appropriately, they need not reduce
the competitiveness of the market.
Design Principle 3 (prices reflecting Tasmanian system costs) is an outcome that could
be achieved by competition alone (with sufficient depth of competition), if not for
Tasmania’s interconnection with the mainland. Depending on circumstances, the
interconnector can yield lower prices for Tasmanians, but it is also possible for it to result
in higher consumer prices if and when higher mainland prices place a high export-linked
opportunity value on Tasmanian generation. Intervention to lower the price of
Tasmanian generation below the market value may, potentially compromise
competitiveness in the Tasmanian wholesale electricity market. The extent of this may
be lessened by careful design of the relevant regulatory mechanism(s).
To the extent that the wholesale market options represent the Design Principles, there is
the potential for the Tasmanian wholesale electricity market to become more competitive
as a result. For example, Design Principles 5, 6 and 7 refer to minimising barriers to
entry and reducing distortions; the environment for competition in Tasmania will be
enhanced to the extent that these barriers and distortions can be reduced below the
levels that exist under current policies. The qualities of consistency, stability,
sustainability, and predictability that are inherent in the remaining Design Principles may
also assist with enhancing competition in their own right, and will help to create an
environment that supports greater competition should structural measures and/or
measures to reduce market concentration be considered at some stage.

5.3 Potential impact of effective competition in
the Tasmanian wholesale electricity market
In Section 5.1, we explain that increased effective competition can be an important
element for promoting economic efficiency in the Tasmanian wholesale electricity
market. In Section 5.2 we provided a framework as to how such competitiveness can be
promoted and, in particular, the pro-competitive elements of the Design Principles and
more comprehensive reforms that could be considered as an extension to the wholesale
price regime reforms.
In this section we discuss how enhanced competition would likely promote enhanced
economic efficiency in the Tasmanian electricity sector, and benefits for Tasmanian
consumers.
Enhanced competition in the Tasmanian wholesale electricity market would be likely to
promote a more efficient market outcome because such competition:
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Reduces barrier to entry – market power enables an incumbent participant to
block a prospective new entrant from entering the market. A competitive market
limits such power from the incumbent and therefore reduces the barrier to entry.
A market with such new entrant would in turn promote further competitiveness in
the market and therefore further delivers an efficient market outcome;



Incentivises market participants to operate efficiently in order to compete –
competitive forces are likely to incentivise market participants to behave
competitively. The collective impact of this behaviour is likely to result in an
efficient market outcome;



Promotes efficient energy and ancillary services dispatch – a competitive
behaviour is likely to promote competitive price offers which would result in
efficient dispatch of energy and ancillary services; and



Promotes competitive prices – the combined impact of efficient energy offerings
and efficient dispatch would likely result in an efficient price outcome. These
efficient price outcomes would represent the lowest possible price for attracting
adequate investment in power services in the region.

In designing improvements to the wholesale pricing framework, a focus on procompetitive elements of the improved framework together with parallel consideration of
wider measures that would enhance competition in Tasmania, and which the improved
wholesale pricing framework might better support, will ensure the greatest benefit is
achieved for further development of the Tasmanian electricity sector and for Tasmanian
consumers.
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Appendix A – Option
Assessment
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Design Principle 1 - Support the Tasmanian Government’s policy to have the lowest regulated electricity prices in the nation by 2022

WCRI Based
Option 1

Option 2

Status Quo

Refined Rebates

Yes, the WEP Order could
support the Government’s
objective to have the lowest
regulated electricity prices in
the nation, by allowing the
Treasurer to set the
wholesale price used in
regulated tariffs.

Yes, rebates could support
the Government’s objective
to have the lowest regulated
electricity prices in the
nation, by capping the
Effective Wholesale Price
applying in the regulated
prices to the Tasmanian
System Cost.
Coverage of the rebate
mechanism would need to
be sufficiently
comprehensive in order to
achieve the ‘lowest regulated
prices in the nation’ for all
customers.
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Regulated Contracts
Option 3
Capped
Yes, Capped WCRI
Contracts could support the
Government’s objective to
have the lowest regulated
electricity prices in the
nation, by capping the
Effective Wholesale Price
applying in the regulated
prices to the Tasmanian
System Cost.
The volume of the WCRI
contracts would need to be
sufficient in order to achieve
the ‘lowest regulated prices
in the nation’ for all
customers.

Option 4

Option 5

Option 6

Optional Contracts

Mandatory Contracts

Tasmania NEM Trader

Yes, Optional Regulated
Contracts could support the
Government’s objective to
have the lowest regulated
electricity prices in the
nation, by capping the
Effective Wholesale Price
applying in the regulated
prices to the Tasmanian
System Cost.
The volume of the Regulated
Contracts would need to be
sufficient in order to achieve
the ‘lowest regulated prices
in the nation’ for all
customers.
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Trader

Yes, Mandatory Regulated
Contracts could support the
Government’s objective to
have the lowest regulated
electricity prices in the
nation, by setting the
Effective Wholesale Price
applying in the regulated
prices to the Tasmanian
System Cost.

Yes, the regulated wholesale
price could be set to achieve
the Government’s objective
to have the lowest regulated
price in the nation.
.
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Design Principle 2 - Support the Tasmanian Government’s policy to be 100 per cent self-sufficient in renewable energy generation by 2022

WCRI Based
Option 1

Option 2

Status Quo

Refined Rebates

This option is neutral in its
support of the
Government’s objectives for
renewable energy.
See Design Principle 5 for
further discussion.

This option is neutral in its
support of the
Government’s objectives for
renewable energy.
However, this is likely to be
the most favourable marketbased option for new
renewable generation. Not
intervening directly in the
contracts market will curtail
further reductions in
contract liquidity in
Tasmania. Under Option
2b, retailers are incentivised
to actively seek lower cost
contracts, which could
include renewable
generation.
See Design Principle 5 for
further discussion.
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Regulated Contracts
Option 3
Capped
Our assessment for this
option is the same as for
Option 1.
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Trader

Option 4

Option 5

Option 6

Optional Contracts

Mandatory Contracts

Tasmania NEM Trader

Our assessment for this
option is the same as for
Option 1.

Our assessment for this
option is the same as for
Option 1.

Our assessment for this
option is the same as for
Option 1.
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Design Principle 3 - Support the Tasmanian Government’s policy for wholesale electricity contract prices to be reflective of Tasmanian System Costs, not
higher Victorian electricity contract prices

WCRI Based

Regulated Contracts

Option 1
Status Quo

Option 2
Refined Rebates

Option 3
Capped

No. Under the current
Wholesale Pricing
Framework, price has not
been set to be reflective of
Tasmanian system costs.
However, the prices used in
the current framework could
easily be changed to be
reflective of Tasmanian
system costs.
Customers can benefit
when the Wholesale Market
Price falls below the
Tasmanian system costs
because the below-localcost price would be
reflected in the Effective
Wholesale Price. This
applies also to options 2, 3
and 4.

Yes, rebates would be used
to adjust the market
contract prices to be
reflective of Tasmanian
system costs, therefore
delinking the Tasmanian
contract price from the
Victorian price when the
Victorian price is higher
than Tasmanian system
costs.
Option 2a - Rebates would
cap the Effective Wholesale
Price consistent with
Tasmanian system costs.
Option 2b - Rebates would
cap the Effective Wholesale
Price consistent with
Tasmanian system costs to
the extent that retailers use
only WCRI contracts to
hedge their customer load
or to the extent that the
existence of WCRI
contracts sets a reference
price for Hydro Tasmania
and other generators’
market contracts.
The Effective Wholesale
Price could be lower to the

Yes, WCRI prices would be
capped at a level reflecting
Tasmanian system costs,
therefore delinking the
Tasmanian contract price
from the Victorian price
when the Victorian price is
higher than the local cost of
supply.
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Option 4
Optional Contracts
Yes, Optional Regulated
Contracts would be priced
at a level reflecting local
cost of supply, therefore
delinking the Tasmanian
contract price from the
Victorian price when the
Victorian price is higher
than the local cost of
supply.
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Trader

Option 5
Mandatory Contracts

Option 6
Tasmania NEM Trader

Yes, Mandatory Regulated
Contracts would be priced
at a level reflecting
Tasmanian system costs,
therefore delinking the
Tasmanian contract price
from the Victorian price at
all times.
Customers would not
further benefit when the
Wholesale Market Price
falls below the local cost of
supply as under this option
retailers are not able to
source market contracts as
an alternative to Mandatory
Regulated Contracts.
This option may produce a
higher Effective Wholesale
Price than options 2 to 4, by
foregoing the opportunity for
retailers to source lower
priced market contracts
when available.

Yes, the regulated
wholesale price for all
electricity in Tasmania
would be priced at a level
reflecting Tasmanian
system costs, therefore
delinking the Tasmanian
contract price from the
Victorian price at all times.
This option may produce a
higher Effective Wholesale
Price than options 2 to 4, by
foregoing the opportunity for
retailers to source lower
priced market contracts
when available.
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WCRI Based
Option 1
Status Quo

Option 2
Refined Rebates

Regulated Contracts
Option 3
Capped

Option 4
Optional Contracts

Option 5
Mandatory Contracts

Trader
Option 6
Tasmania NEM Trader

extent that retailers source
lower cost market contracts.

Design Principle 4 - As far as they meet the review objectives, be consistent for, and accessible to, all Tasmanian customers and NEM Participants

WCRI Based
Option 1

Option 2

Status Quo

Refined Rebates

No.
Different schemes apply to
different customers.

Yes, consistency between
customer groups and
retailers could be delivered
by this option.
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Regulated Contracts
Option 3
Capped
Our assessment for this
option is the same as for
Option 2.
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Trader

Option 4

Option 5

Option 6

Optional Contracts

Mandatory Contracts

Tasmania NEM Trader

Our assessment for this
option is the same as for
Option 2.

Our assessment for this
option is the same as for
Option 2.

Our assessment for this
option is the same as for
Option 2.
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Design Principle 5 - Minimise barriers to new generation investment

WCRI Based
Option 1

Option 2

Status Quo

Refined Rebates

There is limited choice of
counterparties for new
generators to sign off-take
agreements with, thus
limiting opportunities and
bargaining power, and
Hydro Tasmania’s market
power and control over
spot price and Basslink
can make it risky for new
generators to proceed on a
merchant basis.

Option 2b is likely to be the
most favourable to new
market-based generation
investment.
This option is the least
market distortionary of the
options in terms of
providing signals for entry
of new generation
investment.
Also, unlike Options 1 and
2a, Option 2b would
incentivise retailers to seek
lower cost market
contracts, which would
invigorate the contract
marketplace for new
entrant generators.
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Regulated Contracts
Option 3
Capped
The impact of this option
on new generation
investment would depend
on the level of the WCRI
price caps. If the prices
are set too low, then new
entrant generators would
struggle to complete.
This option would likely
reduce liquidity in the
wholesale contract
market which could make
it harder for new
renewable generators to
obtain off-take
agreements. Without
offtake agreements,
renewable projects could
proceed only on a
‘merchant’ basis, and this
is more difficult to
finance.

Trader

Option 4

Option 5

Option 6

Optional Contracts

Mandatory Contracts

Tasmania NEM Trader

Our assessment for this
option is the same as for
Option 3.

Covering all customer load with
Mandatory Regulated Contracts
would make it difficult for new
generators to enter Tasmania on a
market basis. New generators
would need to source a Mandatory
Regulated Contract, the availability
of which would likely be determined
by Government policy. New
generators could also rely on
export opportunities.
To incentivise investment of new
generation, regulated contracts
could be designed specifically for
new entrant generators, as
determined by Government.
The impact of this option on new
generation investment would also
depend on the price and availability
of the Mandatory Regulated
Contracts. If the contract price is
set too low, then new entrant
generators would not be able to
complete.
Mandatory Regulated Contracts, if
offered to new generation
(essentially an off-take agreement
with the price set by a regulatory
body), could address the lack of
bargaining power currently
experienced by new generators
negotiating with Hydro Tasmania or
Aurora.

Discontinuing the market in
Tasmania would prevent
generators from entering
Tasmania on a market
basis.
The need for new
generation would be
signalled by a central
planning body, possibly via
a tender/auction process,
and would not be
determined by commercial
parties recognising market
opportunities.
This presents a significant
barrier to entry if the central
planning body does not
acknowledge a need for
new investment.
Alternatively, if the central
planning body is instructed
by government to seek new
investment in generation to
meet a Government policy
objective, then this option
might present lower barriers
to entry compared to a pure
market model.
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Design Principle 6 - Minimise barriers to retail competition

WCRI Based
Option 1

Option 2

Status Quo

Refined Rebates

No new retailers have
entered the Tasmanian
retail market under the
current wholesale pricing
framework.
There are many reasons for
this, but aspects of the
current regulated wholesale
pricing regime and inherent
issues with managing
wholesale market risk,
given the dominance of
current players and Hydro
Tasmania’s control of
Basslink, are likely to be
contributing factors. For
example, WCRI scaling
rules favour retailers with an
established volume of small
customers, and also the
complexity of the WCRI
pricing methodology would
impact new entrants’
confidence in their price
forecasting.

Option 2b is the option most
likely to minimise barriers to
retail competition. This
option removes a barrier to
retailers actively seeking
lowest cost wholesale
contracts to gain
competitive advantage.
This option would also
support the Government
objectives without direct
market intervention and is
therefore the least market
distortionary of the options.
A relatively freely operating
market, not dissimilar to the
mainland regions (except
for the optional WCRI) is
likely to give retailers
greater confidence in the
Tasmanian market than the
other more market
interventionalist options.
Also, the Option 2b Rebate
design gives new innovative
retailers an opportunity to
gain a competitive
advantage.
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Regulated Contracts
Option 3
Capped
This option is likely to be
less favourable to new
retailers compared to
Options 1 and 2.
Retailers may consider that
intervening in the market to
cap the WCRI contract price
has the potential to create
risks and costs due to its
potential impact on the
market, such as reducing
liquidity in the unregulated
contract market and
creating arbitrage
opportunities.
There is also increased
potential for arbitrage if not
well designed, resulting in
an inefficient wealth transfer
from Hydro Tasmania to
retailers. A retailer could
achieve this outcome by
purchasing more WCRI
contracts than it needs to
manage its customer load,
on the expectation that the
wholesale spot price will be
higher than the Wholesale
Reference Price.
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Trader

Option 4

Option 5

Option 6

Optional Contracts

Mandatory Contracts

Tasmania NEM Trader

This option is likely to be
less favourable to new
retailers compared to
Options 1 and 2.
Retailers may consider that
intervening in the market to
set a regulated wholesale
contract price has the
potential to create risks and
costs due to its impact on
the market, such as
reducing liquidity in the
unregulated contract market
and creating arbitrage
opportunities.
There is also increased
potential for arbitrage if not
well designed, resulting in
an inefficient wealth transfer
from Hydro Tasmania to
retailers, as described for
Option 3

If Mandatory Regulated
Contracts were made
available to new entrants,
this would reduce the risk of
entering the Tasmanian
market. However
Mandatory Regulated
Contracts may leave little
room for new entrants to
differentiate and find
competitive advantage.

New retailers would be less
likely to enter Tasmania
under this model.
In a heavily regulated
market, it is difficult for
participants to differentiate
and find competitive
advantage, and thus win
customers with margin
sufficient to justify the risk of
entering a new market.
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Design Principle 7 - Minimise distortions to efficient market operations, to economic dispatch and to the security of the Tasmanian power system

WCRI Based
Option 1

Option 2

Status Quo

Refined Rebates

The WCRI and rebate
schemes are designed to
minimise distortion to
efficient market operations,
economic dispatch, and
system security.

Our assessment for this
option is the same as for
Option 1.
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Regulated Contracts
Option 3
Capped
Capping the WCRI price
breaks the link between
the WCRI and the
market. This would on
occasions result in a
divergence between the
market and WCRI prices.
This can create inefficient
arbitrage opportunities
and could potentially
introduce inefficient
incentives on market
bidding behaviour.
If participants come to
rely heavily on the
capped WCRI contracts,
the spot price and market
contract price would
become less effective at
signalling the need for
immediate term action,
such as load curtailment
or dispatch of additional
generation in response to
a supply scarcity event,
and in the longer term will
become less effective at
signalling the need for
new investment.

Trader

Option 4

Option 5

Option 6

Optional Contracts

Mandatory Contracts

Tasmania NEM Trader

This option represents a
material distortion to the
efficient operation of the
market. A significant amount of
Tasmanian generation would
be locked into the Mandatory
Regulated Contracts, except
for generation supplying major
industrial loads and surplus
generation for export.
For generation supplying
Tasmanian customer load,
price and dispatch would be
determined by Government or
a regulator. Whilst these
decisions could better reflect
customer expectations, such
decisions by Government can
be influenced by factors other
than economic efficiency.
If the Wholesale Reference
Price is set too high, there
would be little incentive for
Hydro Tasmania to operate
efficiently. This is unlike
Options 1 to 4 where retailers
are able to source unregulated
contracts when lower priced,
thus retaining competitive
pressure on generators to
operate efficiently.

In the absence of a market to
determine dispatch and price,
these decisions fall to the
discretion of a decision-making
body (which could be similar to
pre-NEM arrangements).
Decisions made by profit
motivated businesses in a
well-designed market can be
expected to be more efficient
than that by a decision-making
body that would generally lack
full information to make
efficient decisions and can be
politically influenced. There is
also less incentive for
businesses to operate
efficiently under such an
arrangement if price is set
above the efficient level.
It could be argued that the
NEM is not well designed for
Tasmania, given the
dominance of Hydro Tasmania
and Aurora. In the absence of
effective competition, a
regulated market can mimic an
efficient market outcome.
Under this option, a central
planning body would be
responsible for delivering
investment to maintain system
security.

Our assessment for this
option is the same as for
Option 3.
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Design Principle 8 – Be simple & transparent

WCRI Based
Option 1

Option 2

Status Quo

Refined Rebates

The WCRI is currently
complex and not
transparent, and the rebate
schemes have evolved in
an adhoc manner.

Improved rebates would
represent a simplification
relative to the existing
rebate schemes, with an
enduring and predictable
basis.
The Wholesale Reference
Price could be established
in a transparent manner.
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Regulated Contracts
Option 3
Capped
Introducing a cap to WCRI
prices would further
increase the complexity of
the WCRI, however
discontinuing the rebates
and the WEP Order would
simplify the overall
Wholesale Pricing
Framework.
The Wholesale Reference
Price could be established
in a transparent manner.
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Trader

Option 4

Option 5

Option 6

Optional Contracts

Mandatory Contracts

Tasmania NEM Trader

Optional Regulated
Contracts priced at the
Wholesale Reference Price
would be considerably
simpler and more
transparent than the WCRI
pricing methodology.
The Wholesale Reference
Price could be established
in a transparent manner.

Mandatory Regulated
Contracts priced at the
Wholesale Reference Price
would be considerably
simpler and more
transparent than the WCRI
pricing methodology, and
NEM market arrangements.
The Wholesale Reference
Price could be established
in a transparent manner.

Exiting the NEM wholesale
market for Participants
within Tasmania would alter
the operation of the
Tasmanian electricity
sector. Regulated prices
could be set in a process
considerably simpler and
more transparent than
under a market
arrangement. However, a
new set of what would then
become Tasmania-specific
arrangements would be
required to manage
dispatch, ancillary services,
reserves and security
arrangements.
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Design Principle 9 - Be stable, sustainable long term, and adaptable to possible future operating landscapes of the Tasmanian energy sector

WCRI Based
Option 1

Option 2

Status Quo

Refined Rebates

This option is stable relative
to the current state. Given
forward contract prices are
declining, wholesale prices
could soon be at a level
consistent with Government
objectives. If so, the existing
arrangements would
effectively be neutered.
While superficially, it could
be argued that maintaining
current arrangements would
avoid unnecessary industry
disruption, retaining them
despite being not strictly
required would invoke a
perceived risk that new
instruments would be
introduced on an ad hoc
basis in the future, to
address future changes and
future issues. This option is
unlikely to be perceived as
an enduring regime.

Yes, the rebates could be
designed to operate long
term as a safety net that
would only apply if
wholesale prices were
elevated. The rebates
would have no impact while
wholesale prices are below
the determined level.
Rebates would not impede
Battery of the Nation,
investment in additional
interconnection, or new
entrant generation.
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Regulated Contracts
Option 3
Capped
Yes, the WCRI could
continue to operate long
term, and (if appropriately
designed) would not impede
Battery of the Nation,
investment in additional
interconnection, or new
entrant generation.
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Trader

Option 4

Option 5

Option 6

Optional Contracts

Mandatory Contracts

Tasmania NEM Trader

Mandatory Regulated
Contracts could continue to
operate long term but would
become increasingly
complicated as new
entrants enter the market.

This option would effectively
close down the possibility of
Tasmania operating as a
competitive market in the
future. It would be costly
and disruptive for Tasmania
to exit NEM wholesale
market arrangements, and
then re-enter in the future if
investment in new
generation and
interconnection is sufficient
to enable competition.
This model is adaptable to a
future consisting of
additional generation (wind
farms, pumped hydro, etc)
and additional
interconnection, though
under ‘managed’
arrangements that may or
may not mimic competitive
outcomes. Under such a
scenario the NEM Trader
would trade greater
capacity into the NEM.

Our assessment for this
option is the same as for
Option 3.
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Review of Tasmania Wholesale electricty pricing framework

Design Principle 10 - Produce reasonably predictable outcomes

WCRI Based
Option 1

Option 2

Status Quo

Refined Rebates

No, rebates are currently
not predictable, and adhoc
nature not sustainable long
term. Uncertainty for
customers – no certainty
that rebates will continue
and in what form.

Yes, could be designed to
be sufficiently predictable,
consistent with the level of
predictability of prices
currently in the NEM.
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Regulated Contracts
Option 3
Capped
Our assessment for this
option is the same as for
Option 2.

57

Trader

Option 4

Option 5

Option 6

Optional Contracts

Mandatory Contracts

Tasmania NEM Trader

Yes, could be designed to
be predictable. This option
has the potential to be more
predictable than Options 2
and 3 if the pricing
methodology is clear and
consistently applied.

This option relies on a
decision-making body,
rather than a market, to
make decisions regarding
the Mandatory Regulated
Contracts. If pricing
methodologies and process
are well designed,
outcomes could be as
predictable as other
options, possibly more so if
the pricing methodology is
designed to deliver stable
prices.

Our assessment for this
option is the same as for
Option 5.
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Review of Tasmania Wholesale electricty pricing framework

Design Principle 11 - Enable market participants to efficiently manage wholesale market risk

WCRI Based
Option 1

Option 2

Status Quo

Refined Rebates

Yes, for incumbents, but
likely new entrants would
have less confidence given
complexity of the wholesale
pricing framework and lack
of experience to provide
that confidence.
Confidence could be
increased to the extent that
the WCRI can be simplified.

Our assessment for this
option is the same as for
Option 1.
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Regulated Contracts
Option 3
Capped
Yes, for incumbents, but
likely new entrants would
have less confidence given
complexity of the wholesale
pricing framework and lack
of experience to provide
confidence. As with options
1 and 2, confidence could
be increased to the extent
that the WCRI can be
simplified.
A likely reduction in liquidity
in the unregulated contract
market would reduce the
flexibility for participants to
manage wholesale market
risk.
As discussed in Section
4.2.2, this option has the
potential to create volume
risk for Hydro Tasmania if
not well designed.
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Trader

Option 4

Option 5

Option 6

Optional Contracts

Mandatory Contracts

Tasmania NEM Trader

A likely reduction in liquidity
in the unregulated contract
market would reduce the
flexibility in options for
participants to manage
wholesale market risk.
As discussed in Section
4.2.2, this option has the
potential to create volume
risk for Hydro Tasmania if
not well designed.

Yes, most wholesale market
risk managed by Mandatory
Regulated Contracts.

No market risk for market
participants to manage.
Inter-regional trading risk
managed by the NEM
Trader.
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