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EXECUTIVE SUMMARY 

The Retailer Reliability Obligation 

The Energy Security Board’s (ESB's) proposed Retailer Reliability Obligation (the 

Obligation) is a mechanism designed to encourage new investment in dispatchable 

sources of energy generation such that the electricity system operates reliably.  

The Obligation requires retailers to contract with generation, storage or demand response 

to incentivise dispatchable generation to be available to meet consumer and system 

needs.  

COAG Regulation Impact Statement (RIS) Process 

It is a Council of Australian Governments (COAG) Ministerial Council requirement that 

regulation imposing mandatory requirements on business and the community with more 

than minor or machinery impact must go through COAG’s RIS process. This process 

involves a Consultation RIS and a Decision RIS.  

This Decision RIS incorporates feedback from the Consultation RIS process and is 

intended to inform COAG Energy Council ministers and the public on the best option. The 

Decision RIS incorporates updated quantitative and qualitative estimates of the benefits 

and costs of the Obligation and physically backed contracts.   

On 29 June 2018, a Consultation RIS was released on the proposed National Energy 

Guarantee (‘the Guarantee’), and an alternative option. The Consultation RIS included 

estimates of the impact on business and the community of each option. The alternative to 

the Guarantee the ESB had considered was physically backed contracts, a variation of the 

Guarantee proposed in the ESB's February 2018 consultation paper. As the name 

suggests, the alternative option required contracts used to meet the reliability requirement 

to be physically backed by a specific generator. 

Following the COAG Energy Council meeting in August 2018, the ESB consulted on 

amendments to give effect to the National Energy Guarantee, including the Obligation.  

At the October 2018 COAG Energy Council meeting, ministers asked the ESB to progress 

development of National Electricity Law (NEL) amendments that would give effect to the 

Obligation, including undertaking any further necessary stakeholder engagement and 

return with final draft Bill for decision in December 2018.  In line with Council’s request, 

draft amendments were released for consultation by the ESB on 8 November 2018 with 

submissions due by 22 November 2018; twelve submissions were received. 

On 30 November 2018, the ESB, on behalf of the COAG Energy Council, released a 

consultation impact assessment of the Obligation. This analysis, along with the 

consultation on the draft NEL amendments to implement the Obligation, are collectively 

considered by the Office of Best Practice Regulation (OBPR) as meeting the COAG 

Consultation RIS requirements for the Obligation. 

This Decision RIS has been certificated compliant with COAG RIS requirements by the 

OBPR (Commonwealth). 
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Preferred Option 

The Retailer Reliability Obligation is the ESB's preferred option. The ESB estimates over 

10 years from 2020-21 to 2029-30 the Obligation would achieve its objectives at a net 

benefit of around $19 billion compared to a ‘no policy’ business as usual case, with most of 

this benefit due to a reduction in wholesale electricity market prices. This is expected to 

lead to bill savings for the average National Electricity Market (NEM) household of nearly 

$110 per year as a result of the Obligation. The price savings from the Obligation are 

expected to be broad-based, with all NEM jurisdictions expected to benefit from lower 

electricity prices.  

By contrast, physically backed contracts would be expected to result in a net cost of 

around $157 million. 

Next Steps 

The Obligation’s Decision RIS will be presented to the COAG Energy Council for 

consideration at the Council’s December 2018 meeting.  
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1 Introduction 

1.1 The electricity supply chain 

The electricity supply chain is the infrastructure and organisations that deliver electricity 

from generators to our homes and businesses. The existing electricity market design, and 

the regulatory framework that governs it, have historically been based on a linear supply 

chain: from generator to transmission network to distribution network to consumer. 

However, changing consumer preferences and technology developments are enabling 

electricity customers to make decisions as a user, and/or producer, of electricity. This is 

leading to distribution networks experiencing two-ways flows, as shown in Figure 1.1. 

Figure 1.1: The electricity supply chain 

Source: Australian Energy Market Commission1 

 

  

                                                 
1 Australian Energy Market Commission, https://www.aemc.gov.au/energy-system/electricity/electricity-

system/electricity-supply-chain accessed 29 June 2018 

https://www.aemc.gov.au/energy-system/electricity/electricity-system/electricity-supply-chain
https://www.aemc.gov.au/energy-system/electricity/electricity-system/electricity-supply-chain
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Figure 1.2 shows the contribution of various fuel sources to Australia's electricity 

generation. 

Figure 1.2: Australian electricity generation by fuel type, 2016-172 

 

Source: Clean Energy Regulator, Australian PV Institute3 

Transmission and distribution networks 

Transmission networks are high voltage lines that transport electricity from generators to 

major demand centres. Distribution networks transport electricity at lower voltages to end 

user consumers, such as homes and businesses. 

Electricity networks are natural monopolies and in the NEM they are regulated by the 

Australian Energy Regulator (the AER). 

Retailers 

Energy retail markets provide the interface between retailers and their customers. They 

allow energy retailers to sell electricity, gas and energy services to residential and 

business customers. 

Retailers seek to recover the costs that they pay (e.g. purchasing energy from the 

wholesale market, as well as network charges) from their consumers as well as recovering 

                                                 
2 Percentages are based on electricity generated (MWh) for the whole of Australia including in the NEM, 

other networks and large freestanding generators, such as on remote mining sites. 
3 Clean Energy Regulator, Electricity Sector Emissions and Generation Data 2016-17, Australian PV 

Institute, Monthly PV Output by State, http://pv-map.apvi.org.au/analyses accessed 22 June 2018 

http://pv-map.apvi.org.au/analyses
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a margin for the task of providing a retail service. The AEMC publishes an annual report 

that provides an understanding of the cost components of the electricity supply chain that 

contribute to the overall price paid by residential consumers; and the expected trends in 

these components. 

1.2 The National Electricity Market  

The NEM is an electricity system covering around 40,000 km of transmission lines. It 

comprises five interconnected regions in eastern and south eastern Australia and supplies 

around 80 per cent of Australia’s electricity consumption.4 The regions are: 

 Queensland 

 New South Wales (which includes the Australian Capital Territory) 

 Victoria 

 Tasmania 

 South Australia 

Figure 1.3 shows the extent of the NEM. 

Western Australia and the Northern Territory are not connected to the NEM. They have 

their own electricity systems and separate regulatory arrangements.5 

  

                                                 
4 Australian Energy Market Commission, https://www.aemc.gov.au/energy-system/electricity/electricity-

system/national-electricity-market accessed 8 June 2018 

5 The Northern Territory applies some parts of the NEM’s National Electricity Rules, discussed below. 

https://www.aemc.gov.au/energy-system/electricity/electricity-system/national-electricity-market
https://www.aemc.gov.au/energy-system/electricity/electricity-system/national-electricity-market
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Figure 1.3: The National Electricity Market 

 

Source: Australian Energy Market Commission 
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1.3 The NEM’s spot market and financial markets 

In electricity systems the amount of electricity generated needs to continuously match the 

amount of electricity consumed. The NEM has a formal spot market, operated by the 

Australian Energy Market Operator (AEMO), to ensure supply meets demand plus an 

appropriate amount of reserves. 

Almost all electricity generated in the NEM must be settled through the spot market. The 

spot market matches bids from market generators to demand from market customers 

(retailers and some large industrial user) every five minutes.  

Prices are calculated at each regional reference node. This process determines a spot 

price for each region. The spot price is settled (averaged) over a 30 minute period (trading 

interval) and this is the price generators are paid for the electricity they produce and 

retailers pay for the electricity their customers consume.6 

Buyers and sellers manage the risk of price volatility through financial hedge contracts, 

such as swaps and caps settled against the spot price, to reduce the exposure of both 

parties to high prices (see Figure 1.4). These contracts can be exchange traded or 

over-the-counter (i.e. bilaterally rather than through an exchange).  

The financial derivatives market has been an integral part of the operation of the NEM 

since its inception. A generator's revenues and a retailer’s costs are determined by their 

net exposure to the spot market and the financial derivatives market. Hedging against spot 

market risk can significantly reduce market participants' (and ultimately consumers') 

exposure to high price events.   

The spot market’s primary purpose is to co-ordinate the physical production of generators 

to economically meet demand while financial outcomes, wholesale energy purchase costs 

of retailers and revenues of generators are primarily determined by the contract or financial 

markets. The physical needs of a reliable power supply and the financial incentives on 

generators to operate and invest are linked and integrated by their revenues being 

determined by hedge contracts written against spot prices. 

Overall, the NEM is designed so that price signals provide the necessary information for 

market participants to make investment or retirement decisions concerning their physical 

assets and their efficient operation. While spot market prices for electricity are for the very 

near term, the agreements struck between retailers and generators in the contract market 

have a much longer-time horizon, sometimes spanning many years. Derived from market 

expectations of future spot prices, these contract markets focus on the longer term and 

deliver key signals for new investment. 

  

                                                 
6 The AEMC has recently made a final determination to move to five-minute settlement from mid-2021. 
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Figure 1.4: Hedge contracts in the NEM 

 

Source: Australian Energy Market Operator7 

 

1.4 NEM governance 

The NEM is governed by the NEL and the National Electricity Rules (NER). The NEL was 

enacted in the South Australian Parliament through the National Electricity (South 

Australia) Act 1996. The NEL is applied in every other state and territory participating in 

the NEM by application statutes.8 

The COAG Energy Council is a Ministerial forum for the Australian Government, states 

and territories. It has overarching responsibility and policy leadership for Australia's 

electricity markets and developing Australia’s energy and mineral resources. The COAG 

Energy Council’s governing principles are:9 

 Promoting the interests of electricity consumers by overseeing the development and 

maintenance of competitive electricity and gas markets and effective regulation of 

network monopoly infrastructure. 

 Greater productivity, energy efficiency and sustainability. 

 Industry and other stakeholder participation in policy development and 

implementation. 

                                                 
7 Australian Energy Market Operator, http://www.abc.net.au/mediawatch/transcripts/1234_aemo2.pdf, 

accessed 13 June 2018 

8 Australian Energy Market Commission, https://www.aemc.gov.au/regulation/legislation, accessed 

12 June 2018 

9 COAG Energy Council, http://www.coagenergycouncil.gov.au/about-us/our-role, accessed 

12 June 2018 

http://www.abc.net.au/mediawatch/transcripts/1234_aemo2.pdf
https://www.aemc.gov.au/regulation/legislation
http://www.coagenergycouncil.gov.au/about-us/our-role
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 Regulation and governance reform to streamline processes and decision-making and 

deliver outcomes more efficiently and consistently. 

The operation, regulation and development of the NEM is the responsibility of three market 

bodies. 

AEMO operates the NEM and Western Australia's Wholesale Electricity Market. AEMO is 

responsible for maintaining the security (ensuring parameters like frequency and voltage 

are within defined technical limits) and reliability (ensuring supply meets demand) of the 

NEM in operational timescales, subject to parameters set out in the NER. It also has 

network planning and forecasting roles. AEMO is funded by market participants through 

market fees. 

The Australian Energy Market Commission (AEMC) is the rule maker for Australian 

electricity and gas markets. It makes and amends the National Electricity Rules, National 

Gas Rules and National Energy Retail Rules. It also provides market development advice 

to governments. The AEMC is funded by state and territory governments. 

The AER regulates electricity networks in all jurisdictions except Western Australia and 

sets the amount of revenue network businesses can recover from customers for using 

these networks. The AER enforces the laws for the NEM's spot market and monitors and 

reports on the conduct of market participants and the effectiveness of competition. The 

AER also enforces the National Energy Retail Law in New South Wales, South Australia, 

Tasmania, the ACT and Queensland, which protects household and small business 

consumers. The AER is funded by the Australian Government and shares staff, resources 

and accommodation with the Australian Competition and Consumer Commission.10 

In addition to the three energy market bodies is the ESB, created by the COAG Energy 

Council in 2017 at the recommendation of the Independent Review into the Future Security 

of the National Electricity Market, led by Australia's Chief Scientist, Dr Alan Finkel AO. The 

ESB's role is to coordinate the implementation of the Review's reform blueprint. The ESB 

also provides whole of system oversight for energy security and reliability to drive better 

outcomes for consumers. The ESB comprises an Independent Chair, Independent Deputy 

Chair and the heads of the AEMC, AEMO and AER. The ESB reports to the COAG Energy 

Council. Each year the ESB delivers a Health of the National Electricity Market report to 

the COAG Energy Council that tracks the performance of the system, the risks it faces, 

and the opportunities for improvement. Figure 1.5 shows the NEM’s institutional 

governance framework. 

  

                                                 
10  Australian Energy Regulator, https://www.aer.gov.au/about-us, accessed 12 June 2018 

https://www.energy.gov.au/publications/independent-review-future-security-national-electricity-market-blueprint-future
https://www.aer.gov.au/about-us
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Figure 1.5: NEM governance framework 

 

Source: Australian Energy Market Commission 

1.5 Reliability in the NEM 

In the NEM, reliability means having enough generation, demand response and network 

capacity to supply customers with the energy they demand, with a very high degree of 

confidence. This has several elements including: efficient investment; adequate capacity to 

meet demand plus a sufficient level of reserves; a reliable transmission network; and a 

reliable distribution network (see Box 1.1). 

This involves longer-term considerations such as having the right amount of investment, as 

well as shorter-term considerations such as making appropriate operational decisions. 

 

Box 1.1: Reliability vs security in the NEM  

Security: A secure system is one that operates within defined technical limits, such as for 

voltage and frequency, even when there is a loss of a major transmission line or large 

generator. Security events are mostly caused by sudden equipment failure, often associated 

with extreme weather or bushfires. 

Reliability: A reliable system is one with enough energy (generation and demand side 

participation) and network capacity to supply consumers. A reliable supply needs reserves that 

allow demand and supply to balance when there are unexpected demand changes. 
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The NEM’s reliability standard and reliability settings11 

The reliability standard is the level of reliability sought from the NEM’s generation and 

transmission assets. The standard currently requires sufficient generation and 

transmission interconnection so no more than 0.002 per cent of annual electricity demand 

goes unmet. 

The reliability settings promote investment to achieve the reliability standard. The settings 

protect the long term integrity of the market by limiting the extent to which wholesale prices 

can rise and fall. They are set at a level so as not to interfere with the price signals needed 

for efficient investment and operation. The settings comprise the: 

 Market price cap: this imposes a maximum price that a generator may bid. 

 Cumulative price threshold: this limits participants’ financial exposure to prolonged 

high prices by capping the total market price that can occur over seven consecutive 

days. 

 Administered price cap: this is the ‘default’ price cap that applies when the cumulative 

price threshold is exceeded.  

 Market floor price: this is the minimum price that a generator may bid during a 

dispatch interval. 

The reliability standard and reliability settings are set in the NER.12 Under the NER, they 

are required to be reviewed by the AEMC’s Reliability Panel every four years13. 

AEMO must continuously monitor levels of generation in the short term, as generator 

availability changes for things like maintenance, and the medium and long term, as 

generators retire from the market and new generators take their place.  

In the short and medium term, AEMO assesses supply adequacy through its Projected 

Assessments of System Adequacy (PASA) process. This involves collecting information 

and analysing if the electricity supply can meet the reliability standard in the short term (a 

one week outlook) and medium term (a two year outlook). 

In the long term, AEMO’s Electricity Statement of Opportunities (ESOO)14 assesses 

supply adequacy across the NEM ten years ahead, taking into account any significant 

developments, such as expected power station closures and committed new build. 

AEMO has mechanisms it can use if it believes electricity supply and demand will not meet 

the reliability standard. These include: inviting generators to bid spare capacity into the 

market; load shedding; and the Reliability and Emergency Reserve Trader (RERT) 

mechanism (see Box 1.2).  

                                                 
11 Australian Energy Market Commission, https://www.aemc.gov.au/energy- system/electricity/electricity-

system/reliability, accessed 12 June 2018 

12 Australian Energy Market Commission, https://www.aemc.gov.au/regulation/energy-rules/national-

electricity-rules, accessed 12 June 2018 

13 The AEMC may instruct the Panel to conduct an interim review before the next scheduled review. 

14 Australian Energy Market Operator, https://www.aemo.com.au/Electricity/National-Electricity-Market-

NEM/Planning-and-forecasting/NEM-Electricity-Statement-of-Opportunities, accessed 8 June 2018 

https://www.aemc.gov.au/energy-%09system/electricity/electricity-system/reliability
https://www.aemc.gov.au/energy-%09system/electricity/electricity-system/reliability
https://www.aemc.gov.au/regulation/energy-rules/national-electricity-rules
https://www.aemc.gov.au/regulation/energy-rules/national-electricity-rules
https://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/NEM-Electricity-Statement-of-Opportunities
https://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/NEM-Electricity-Statement-of-Opportunities
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Box 1.2: The RERT15 

The RERT is a function conferred on AEMO to maintain power system reliability and system 

security using reserve contracts. It allows AEMO to contract for electricity reserves ahead of a 

period where it projects a shortage of reserves or for power system security. AEMO can call for 

tenders to provide these reserves where it has 9 months’ notice of a projected shortfall. 

Alternatively, AEMO may maintain a panel of RERT providers that can provide short notice 

(between three hours and seven days) and medium notice (between 10 weeks and 7 days) 

reserve if required. The panel allows AEMO to run an expedited tender process. Reserves can 

include customer load that can be curtailed and generation, both of which are not available to 

the market. 

1.6 The Renewable Energy Target (RET) and the growth of renewable 
generation16 

The RET is an Australian Government scheme designed to reduce greenhouse gas 

emissions in the electricity sector and encourage additional electricity generation from 

sustainable and renewable sources.  

The RET has been modified several times since its inception in 2001. In its initial form 

fixed targets were set to achieve 9.5 TWh of additional renewable energy generated per 

annum by 2010 or approximately 2 per cent of demand. In August 2009 this target was 

increased to 41 TWh or approximately 20 per cent of demand. In June 2010 further 

modifications to the RET were legislated due to the unforeseen rapid uptake in small scale 

solar, and subsequently the RET was split into the Large-scale Renewable Energy Target 

(LRET), which applies to large power stations, and the Small-scale Renewable Energy 

Scheme (SRES), which applies to solar photovoltaic (PV) systems and solar hot water 

heaters installed by households and small businesses. 

The LRET and SRES create large-scale generation certificates (LGCs) and small-scale 

technology certificates (STCs), respectively, for each MWh they generated from accredited 

renewable sources. Electricity retailers are required to purchase certificates proportional to 

the amount of wholesale electricity they purchase and submit them to the Clean Energy 

Regulator (CER). This creates a market which provides financial incentives to both 

large-scale renewable energy power stations and the owners of small-scale renewable 

energy systems. 

Between 2009–10 and 2013–14 demand in the NEM fell 1.8 per cent per annum on 

average17. This decline combined with a fixed LRET increased the expected share that the 

41 TWh target would have contributed from 20 per cent to 28 per cent of demand. 

Subsequently in 2015 the 2020 LRET was revised down to 33 TWh.  

                                                 
15 Australian Energy Market Operator, https://aemo.com.au/Electricity/National-Electricity-Market-

NEM/Emergency- Management/RERT-panel-expressions-of-interest, accessed 15 June 2017 

16 Clean Energy Regulator, http://www.cleanenergyregulator.gov.au/RET, accessed 18 June 2018 

17 Australian Energy Market Operator 

https://www.aemo.com.au/media/Files/Other/MediaReleases/AEMO_NEFR2014_NEM.pdf accessed 20 

June 2018 

https://aemo.com.au/Electricity/National-Electricity-Market-NEM/Emergency-%09Management/RERT-panel-expressions-of-interest
https://aemo.com.au/Electricity/National-Electricity-Market-NEM/Emergency-%09Management/RERT-panel-expressions-of-interest
http://www.cleanenergyregulator.gov.au/RET
https://www.aemo.com.au/media/Files/Other/MediaReleases/AEMO_NEFR2014_NEM.pdf
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The 2017 Independent Review into the Future Security of the National Electricity Market 

(“the Finkel Review”) found that “the existing Large-scale Renewable Energy Target 

scheme should remain unchanged to the end of its design life, but not be extended in its 

current form”.18 

The current LRET is an annual target that increases each year to the ultimate target of 33 

TWh by 2020. The target then remains at this level until 2030, when the scheme ends. The 

SRES target depends on the number of small PV and solar hot water installations and is 

set each year by the CER so STC demand matches STC creation. 

STCs are created up front following the installation of an eligible system and are calculated 

based on the amount of electricity a system produces or replaces (that is, electricity from 

non-renewable sources) over set a period of time. Generally, householders who purchase 

these systems assign the right to create their certificates to an agent in return for a lower 

system price. 

The RET's cost is passed through to consumers.19 The electricity purchased by 

emissions-intensive trade-exposed (EITE) industries is exempt from a retailer's liable 

electricity. 

Since 2010, the increase in large-scale renewable generation in the NEM from the LRET 

and the growth in rooftop solar PV (due in part to the SRES) has coincided with declining 

NEM demand. Further, many renewable generators are paid through contracts with 

retailers to supply LGCs and are not reliant on spot market revenues, undermining spot 

market fundamentals. This resulted in a period where wholesale electricity prices declined 

to levels that contributed to the departure of dispatchable capacity. 

Over the last decade around 5,200 MW of thermal (coal and gas) generation was 

withdrawn from the NEM.20 Of the 2,600 MW of generation capacity added over the six 

years to March 2018, 90 per cent was intermittent renewables built primarily for the RET.21 

An intermittent generator is a generator whose output is dependent on factors beyond the 

control of its operator, such as wind speed or solar radiation. The last dispatchable 

generator built in the NEM was in Victoria more than five years ago. A dispatchable 

generator can generate electricity and adjust its output up or down at the request of the 

market operator, given adequate notice and supply of fuel. 

After a record year for renewable energy investment in 2017, which included 4,900 MW of 

announced and fully financed new capacity, and 6,553 MW of capacity built or under 

construction since January 2016, the CER said the RET is on track to achieve its target of 

                                                 
18 Commonwealth of Australia, Independent Review into the Future Security of the National Electricity 

Market (Finkel Review), June 2017https://www.energy.gov.au/publications/independent-review-future-

security-national-electricity- market-blueprint-future 

19 The RET made up 3.6% of the national average cost of electricity in 2016-17. AEMC, Residential 

Electricity Price Trends Report 2017, December 2017 

20 Australian Energy Market Operator, Advice to Australian Government on Dispatchable Capacity, 

September 2017 

21 Australian Energy Regulator, State of the Energy Market 2017 – updated with AEMO Generation 

Information 

http://www.cleanenergyregulator.gov.au/RET/How-to-participate-in-the-Renewable-Energy-Target/Financial-incentives/Claiming-small-scale-technology-certificates
https://www.energy.gov.au/publications/independent-review-future-security-national-electricity-%09market-blueprint-future
https://www.energy.gov.au/publications/independent-review-future-security-national-electricity-%09market-blueprint-future
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33 TWh of generation from additional renewable sources in 2020.22 23 There is no 

proposal to change the operation of the RET under any of the options examined in this 

RIS.  

In addition to large-scale generation, solar PV generation on the roofs of houses and 

businesses has grown rapidly. At March 2018, Australia’s total rooftop capacity was 

approximately 7.8 GW.24 Figure 1.6 shows the change in the NEM’s renewable generation 

capacity. 

Figure 1.6: Renewable generation contribution to NEM electricity supply25 

Source: AER, State of the Energy Market 2017  

                                                 
22 Clean Energy Regulator, Record year of investment means Australia’s 2020 Renewable Energy Target 

will be met, media release, January 2018 

http://www.cleanenergyregulator.gov.au/RET/Pages/News%20and%20updates/NewsItem.aspx?ListId=

19b4efbb%2D6f5d%2D4637%2D94c4%2D121c1f96fcfe&ItemId=468  

23 Clean Energy Regulator, http://www.cleanenergyregulator.gov.au/RET/About-the-Renewable-Energy-

Target/Large-scale-Renewable-Energy-Target-market-data/large-scale-generation- certificate-market-

update/large-scale-generation-certificate-market-update-may-2018 accessed 22 June 2018 

24 Australian PV Institute, http://pv-map.apvi.org.au/analyses, accessed 12 June 2018. 
25  Note: Rooftop solar PV generation is not traded in the NEM’s spot market but acts to reduce spot 

market demand. 

http://www.cleanenergyregulator.gov.au/RET/Pages/News%20and%20updates/NewsItem.aspx?ListId=19b4efbb%2D6f5d%2D4637%2D94c4%2D121c1f96fcfe&ItemId=468
http://www.cleanenergyregulator.gov.au/RET/Pages/News%20and%20updates/NewsItem.aspx?ListId=19b4efbb%2D6f5d%2D4637%2D94c4%2D121c1f96fcfe&ItemId=468
http://www.cleanenergyregulator.gov.au/RET/About-the-Renewable-Energy-Target/Large-scale-Renewable-Energy-Target-market-data/large-scale-generation-%09certificate-market-update/large-scale-generation-certificate-market-update-may-2018
http://www.cleanenergyregulator.gov.au/RET/About-the-Renewable-Energy-Target/Large-scale-Renewable-Energy-Target-market-data/large-scale-generation-%09certificate-market-update/large-scale-generation-certificate-market-update-may-2018
http://www.cleanenergyregulator.gov.au/RET/About-the-Renewable-Energy-Target/Large-scale-Renewable-Energy-Target-market-data/large-scale-generation-%09certificate-market-update/large-scale-generation-certificate-market-update-may-2018
http://pv-map.apvi.org.au/analyses
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2 Problem 

2.1 Overview 

Fifteen years of climate policy uncertainty has complicated long-term investment decisions 

in the NEM, contributing to compromised system security and reliability. This has left our 

energy system vulnerable to escalating prices while placing pressure on the system’s 

ability to remain reliable and secure. 

2.2 The status quo is not an option 

Until recently, almost all of the NEM’s generation was supplied by large thermal generators 

(coal or gas), or from hydro. Other forms of generation, such as solar or wind power, were 

not economic without significant subsidies. This is no longer the case. Substantial cost 

reductions in wind and solar generation have occurred. These cost reductions have been 

technology driven and have improved with manufacturing scale. 

Customer preferences have also changed and encouraged increased deployment of wind 

and solar PV. Many large-scale solar and wind projects are underpinned by power 

purchase agreements from Australian businesses – reflecting the attractive electricity costs 

these agreements can now offer and a preference from some businesses for low 

emissions electricity. Voluntary action schemes such as GreenPower and State based 

renewable schemes add to this demand. 

Nationally, more than 17 per cent of households have either solar PV or solar hot water or 

both, with more than 2 million small-scale solar PV systems now installed.26 

Recent increases in export coal and gas prices have added to the challenges for thermal 

generators making it more difficult for these technologies to compete. In the last two years 

thermal coal export prices, for example, have increased from around $73 per tonne to 

around $117 per tonne,27 and between 2015 and 2018 gas-fired generators’ fuel costs 

have risen from almost $5 per gigajoule to around $8 per gigajoule.28  

These developments have encouraged deployment of renewable generation in the NEM 

and these trends are expected to continue. 

The introduction of solar and wind into the NEM at this scale is a challenge that will require 

adaptations to the existing framework. The variable nature of wind and solar PV means it 

cannot be dispatched on demand. This requires complementary capacity that is capable of 

rapidly increasing or decreasing output in response to changes in system demand or 

output from wind and solar PV.   

Developments in behind the meter technologies including rooftop solar, battery storage 

and electric vehicle charging are changing the shape of daily demand, resulting in sharper 

peaks and shallower troughs in average time-of-day demand. This means much sharper 

increases in output from the grid will be required in the afternoon as demand increases 

                                                 
26  Clean Energy Regulator, Australian install two million solar PV systems, Dec 2018, and ABS 6523.0 - 

Household Income and Wealth, Australia, 2015-16. 

27  Department of Industry, Innovation and Science, Resources and Energy Quarterly, September 2018. 
28  Australian Competition and Consumer Commission, Retail Electricity Pricing Inquiry – Final Report, 

June 2018. 
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and output from solar PV drops. Over the period to 2030, flexible generation resources that 

can rapidly ramp up to the evening peak will be critical. 

These changes underway in the NEM cannot be reversed. They are now more market 

driven than policy driven. The operating procedures and rules governing the NEM must 

also adapt and do so in a coordinated way that supports the transition while ensuring 

electricity is affordable. An unstable and uncoordinated policy environment exacerbates 

these issues. 

National electricity prices have more than doubled over the past decade – growing much 

more rapidly than general inflation and lowering the purchasing power of all Australian 

households, especially the most vulnerable (Figure 2.1). While much of the price increase 

over the past 10 years has been caused by network or retail pricing, the more recent 

increases have been largely attributable to increased wholesale prices. These price 

increases have also been an impost on Australian businesses, potentially undermining 

their international competitiveness and weighing on economic growth. 

 

Figure 2.1: Cumulative increase in the price of Australian consumer goods 

 

 

Source: Australian Bureau of Statistics, Catalogue Number 6401.0, 6345.0 

Business has also experienced large price increases, undermining the international 

competitiveness of Australian businesses and the economy. In 2004, Australia had the 

fourth cheapest electricity prices in the OECD (and below the OECD average), but by 2016 

had slipped to ninth cheapest behind Norway, Canada, United States, Mexico, Israel, 

Switzerland, Korea and Finland (and above the OECD average).29 

In December 2017, the report Small to Medium Enterprise Retail Energy Tariff Tracker, 

prepared by Alviss Consulting (with Energy Consumers Australia) reported that on 

                                                 
29 Australian Competition and Consumer Commission, Retail Electricity Pricing Inquiry, Final Report, June 

2018, p.23 
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average, annual electricity bills for small to medium enterprises consuming 20,000 kWh 

per annum increased by 19 per cent between April 2016 and October 2017.30 

The Australian Competition and Consumer Commission (ACCC) found extensive evidence 

that higher prices were impacting businesses across the economy. As reported in its Retail 

Electricity Pricing Inquiry – Final Report, June 2018, major wholesale prices increases 

across the NEM have seen significant increases in the prices offered to commercial and 

industrial users.31 

Submissions to the ESB’s National Energy Guarantee Draft Design Consultation Paper 

and presentations at the public consultation on 26 February 2018 reiterated the challenges 

high electricity prices are posing for the community and businesses. The Queensland 

Farmers Federation described the challenge its members were facing in its submission:  

“In response to price increases, farming businesses, including irrigators, have been 

installing energy efficiency measures and renewable energy and, in many cases, 

simply reducing demand. Much of these gains however, have been diminished by 

the increasing electricity costs; whilst simply reducing demand has also come at a 

cost either through reduced productivity or farmers simply choosing not to plant a 

crop.”32 

2.3 Increasing risk of unreliability 

The reduction in dispatchable coal and gas generation and the greater penetration of 

intermittent technologies such as solar and wind generation present risks to the NEM’s 

reliability.    

Historically, most of the installed generation capacity has been “dispatchable” (that is, able 

to generate as required) provided by coal, gas and hydro-electric plants. Provided these 

generating units have sufficient fuel (that is, coal, gas, stored water) and their operational 

positions allow it – and assuming no unexpected outages or transmission constraints – 

they can be called upon by AEMO to increase or decrease their output at any time in a 

predictable manner, given enough notice. 

However, as Australia’s ageing generators retire they are being replaced by cheaper 

variable renewable alternatives or increased output from gas-fired power stations. 

The proportion of available dispatchable generation capacity in the NEM is therefore 

declining. While some new wind and solar investments in Australia are seeking to make 

themselves dispatchable by co-locating with a battery or storage such as pumped hydro, 

this is not true for the majority of these resources. Therefore, a portfolio of resources is 

required so that when wind and solar are not available alternative sources of power can be 

dispatched. 

                                                 
30  Alviss Consulting (with Energy Consumers Australia), Small to Medium Enterprise Retail Energy Tariff 

Tracker, December 2017, http://energyconsumersaustralia.com.au/wp-content/uploads/SME-Retail-

Tariff-Tracker-Final-Report-December-2017.pdf, accessed 8 June 2018. 

31 Australian Competition and Consumer Commission, Retail Electricity Pricing Inquiry, Final Report, June 

2018, p.iv. 
32  Queensland Farmers Federation submission to the National Energy Guarantee Draft Design 

Consultation Paper, March 2018, p.3. 

http://energyconsumersaustralia.com.au/wp-content/uploads/SME-Retail-Tariff-Tracker-Final-Report-December-2017.pdf
http://energyconsumersaustralia.com.au/wp-content/uploads/SME-Retail-Tariff-Tracker-Final-Report-December-2017.pdf
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Figure 2.2 shows the change in electricity production by fuel source in the NEM for 

comparison. 

 

Figure 2.2: Annual NEM electricity generation by fuel, year to March 

Source: Department of the Environment and Energy, Quarterly Update of Australia’s National Greenhouse Gas Inventory: 
December 2017 

 

There will continue to be increasing penetration of intermittent renewable generation in the 

form of large-scale wind and solar plant driven by the Renewable Energy Target (RET), 

state-based renewables schemes, and the rapidly declining costs of these technologies.  

To be reliable, the NEM must have sufficient capacity beyond expected consumer 

demand, known as reserves, to allow for both supply and demand fluctuations over time. 

For this reason AEMO monitors the NEM’s reserve generation capacity and issues lack of 

reserve notices to the market when reserves drop below certain levels.  

It is worth noting that in the summer of 2017-18 AEMO declared 31 lack of reserve 

conditions.33  

 

Furthermore, over the 2017-18 summer, AEMO used the RERT to manage the risk of load 

shedding. The use of this mechanism avoided the need to involuntarily disconnect 

customers and the costs associated with unserved energy but did not come without its own 

cost. AEMO estimates that the total cost of having the RERT on call and activated twice 

over the 2017-18 summer was $51.99 million34 – a cost which is ultimately borne by 

consumers. 

                                                 
33 Australian Energy Market Operator, https://www.aemo.com.au/-

/media/Files/Media_Centre/2018/Summer-2017-18-operations-review.pdf, p.19. New arrangements for 

determining lack of reserve conditions were implemented on 15 February 2018 so 2017/18 may not 

comparable to previous years. Estimates are now based on past reserve forecasting performance for 

demand, output of intermittent generation and generator availability. This results in lack of reserve 

levels changing more with conditions. 

34 AEMO, https://www.aemo.com.au/-/media/Files/Electricity/NEM/Security_and_Reliability/RERT-

Update---cost-of-RERT-2017-18.pdf , accessed 12 November 2018 

https://www.aemo.com.au/-/media/Files/Media_Centre/2018/Summer-2017-18-operations-review.pdf
https://www.aemo.com.au/-/media/Files/Media_Centre/2018/Summer-2017-18-operations-review.pdf
https://www.aemo.com.au/-/media/Files/Electricity/NEM/Security_and_Reliability/RERT-Update---cost-of-RERT-2017-18.pdf
https://www.aemo.com.au/-/media/Files/Electricity/NEM/Security_and_Reliability/RERT-Update---cost-of-RERT-2017-18.pdf
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2.4 Different financial incentives for renewable generators 

The principal national mechanism to reduce generation sector emissions is the LRET, 

which is designed to encourage investment in large-scale renewable energy technologies. 

The LRET sits outside the electricity market framework and the NEM’s risk allocation and 

incentive mechanisms, which align market participants’ financial incentives with the 

physical needs of the power system.   

This contrasts with hedge contracts (e.g. swaps or caps) used by many generators that are 

not part of LRET. For example, a swap creates a link between the needs of the system for 

capacity and the financial rewards that accrue to generators from being available and 

dispatched, and the losses they incur if they are not. The various types of hedge contracts 

and the payments and receipts flowing from them have this effect because they are linked 

to the NEM spot prices, which reflect the demand-supply balance at a point in time. 

New generation financed under the LRET adds to the physical capacity of the system but 

does not directly result in a corresponding increase of hedge contracts.35 This is because 

renewable generation is typically intermittent and so cannot easily enter into these 

contracts without undertaking other investments e.g. having a hybrid site with both wind 

and solar or installing a battery.  

 

                                                 
35  In this report, ‘contract’, ‘firm-capacity hedge contract’ and ‘firm contract’ are terms used 

interchangeably unless noted otherwise. 
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3 Objective 

The objective of the policy options considered in this Decision RIS is to maintain the 

reliability of the system at the lowest cost. 
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4 Options 

4.1 Business as usual (no policy change) 

One option for the COAG Energy Council is to leave the NEM as it is. The NEM's 

operation and issues have been described in the Introduction and Problem sections and 

are summarised below. In addition, the ACCC recently said of the NEM “the current 

wholesale market structure is not conducive to vigorous competition.”36 

The RET would continue as the main emissions reduction mechanism for the generation 

sector. The LRET reaches 33 TWh of generation around 2020 and stays at this level until 

2030, when the scheme ends. Similarly, the SRES continues to its 2030 end date.  

The NEM's reliability continues to be managed by the market and AEMO under the current 

reliability framework. AEMO's market projections – the ESOO and the short and medium 

term PASAs – and the NEM's reliability settings are used to encourage the market to meet 

any projected supply shortfalls. In the event there isn't a timely response from the market, 

AEMO has various mechanisms, such as the RERT mechanism, to meet the shortfall. 

The ACCC has noted the following of the state of Australia’s electricity markets: 

“Australia is facing its most challenging time in electricity markets. High prices and 

bills have placed enormous strain on household budgets and business viability. 

The current situation is unacceptable and unsustainable. The approach to policy, 

regulatory design and promotion of competition in this sector has not worked well 

for consumers. Indeed, the National Energy Market (NEM) needs to be reset…”37 

4.2 Retailer Reliability Obligation  

The Retailer Reliability Obligation is designed to encourage new investment in 

dispatchable energy such that the electricity system operates reliably. Providing long-term 

policy confidence is critical to lowering investment risk in the NEM and ultimately bringing 

down electricity prices. 

The Obligation will require liable entities to contract with generation, storage or demand 

response so that there is a minimum amount of dispatchable energy available to meet 

consumer and system needs. 

The Obligation’s reliability requirements require retailers to support a range of different 

generation and demand-side technologies through their contracting. This will result in 

increased contracting levels, which in turn will create deeper and more liquid contract 

markets. This is expected to reduce the level and volatility of spot prices. 

The Obligation will be implemented through the NEM’s existing governance arrangements. 

Using this established framework, with clear accountabilities and change processes, will 

give businesses and investors the confidence and certainty they need to invest in the long-

                                                 
36 Australian Competition and Consumer Commission, Retail Electricity Pricing Inquiry – Final Report, June 

2018, p.88. 

37 Australian Competition and Consumer Commission, Retail Electricity Pricing Inquiry – Final Report, June 

2018, p.iv. 
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term to deliver cheaper electricity for Australian consumers while maintaining reliability of 

the system. 

4.2.1 Retailer Reliability Obligation 

The Retailer Reliability Obligation builds on existing spot and financial market 

arrangements in the electricity market to facilitate investment in dispatchable capacity. It is 

designed to incentivise retailers, on behalf of their customers, to support the reliability of 

the power system through their contracting and investment. 

Each year AEMO will forecast 10 years ahead whether the reliability standard is likely to 

be met in each NEM region. Where reliability gaps are identified, the market will have the 

opportunity to invest. However, if a material gap persists or emerges three years from the 

period in question, then AEMO will be able to apply to the AER to trigger the Obligation.  

If the Obligation is triggered, retailers will be expected to demonstrate future compliance by 

entering into sufficient qualifying contracts (including demand response) to cover their 

share of system peak demand at the time of the gap.  

One year from the forecast reliability gap (T-1), if the AER confirms a material gap in 

resources remains, AEMO will use its safety-net Procurer of Last Resort to close the 

remaining gap. At this point, liable entities will also have to disclose their net contract 

position to the AER. 

If actual system peak demand (at T) exceeds that which would be expected to occur one in 

every two years, during the period of the gap, then the AER will assess the compliance of 

liable entities. Figure 4.1 shows the timeline. 
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Figure 4.1: Simplified timeline for various components of the Retailer Reliability 

Obligation 

 

4.2.2 Qualifying contracts 

If the Obligation is triggered, liable entities will be required to enter into sufficient qualifying 

contracts to cover their share of system peak demand at the time of the reliability ‘gap’ to 

meet possible future compliance.  

There is a range of existing contract types, such as caps and swaps, which expose the 

sellers of those contracts to very high prices if generation or demand response is not 

available when the system needs it. Generally speaking, these types of contracts are only 

offered if they are underpinned by dispatchable capacity or demand response; that is, 

capacity that is available to be dispatched when the system needs it. 

Consistent with this, any wholesale contract with a direct link to the electricity market which 

a liable entity can use to reduce exposure to high wholesale spot prices will qualify. 

The level of firmness assigned to each contract will need to reflect the unique 

characteristics of each contract such as strike price, the likelihood of cover over the period 

of the gap, and any other relevant terms. 

The calculations and the appropriateness of the methodology used to determine this factor 

and the liable entity’s net position will need to be supported by an independent auditor’s 

report submitted to the AER. 

4.2.3 Market liquidity obligation 

To help manage significant stakeholder concerns about the liquidity and transparency of 

contract markets, large, vertically-integrated retailers will be covered by a ‘Market Liquidity 

Obligation’ when the reliability obligation is triggered. This will require at least two 

vertically-integrated retailers per region (with separate consideration required for 
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Tasmania38) to make contracts available, for the period of the gap, on an appropriate 

trading platform.  

Liability for the market liquidity obligation will be determined based on a size threshold and 

will need to involve more than one vertically-integrated retailer in each region. Obligated 

participants will be required to post bids and offers, with a maximum spread, for 

standardised products in the relevant region that would cover the period of the gap. 

Additional safeguards will be required to ensure that obligated participants can reasonably 

meet their requirements. 

4.2.4 Voluntary ‘book-build’ 

If the Obligation is triggered, AEMO may invite interested parties to lodge an expression of 

interest to participate in a voluntary ‘book-build’ mechanism.  

The book-build will provide an opportunity for liable entities to secure contracts which are 

underpinned by new physical resources. It will further assist liable entities – in particular, 

small retailers or large customers who choose to manage their own liability – to lock in 

qualifying contracts. 

Contracts delivered through the book-build will qualify for compliance under the reliability 

obligation. The book-build will be conducted by inviting sellers to make offers to sell new 

contracts for the duration of the gap and buyers to make offers to buy new contracts. 

AEMO will match buyers and sellers in a way that delivers the maximum closure of the 

gap. All risks will be borne by participants (not by AEMO). 

If the Obligation has been triggered, the book-build will be run by AEMO three years out 

from a forecast gap, and if the gap persists, AEMO will have the option to re-run the 

book-build again two years before the gap is forecast to occur. AEMO will consult with 

industry and other stakeholders to develop a set of guidelines and procedures outlining 

how it will conduct the book-build process. 

4.2.5 Penalties 

Penalties will be assigned to liable entities that have insufficient qualifying contracts for 

their load. A two-part approach to compliance and assignment of penalties will be 

undertaken: 

 The first aspect of the penalty framework for the Obligation will allocate costs to 

liable entities that have failed to meet their contractual obligations. A liable entity 

found to be non-compliant will be charged a proportionate cost based on its 

contribution to the Procurer of Last Resort costs. A non-compliant entity’s costs for 

this first stage will be capped at $100 million. 

 In the second aspect, the AER will retain its ability to apply its usual suite of 

enforcement options in addition to the assignment of Procurer of Last Resort costs 

in stage one. These enforcement options would likely only be used for more 

significant or repeated failures to comply with the Obligation. They comprise 

                                                 
38  Hydro Tasmania has a dominant market share of generation capacity in Tasmania (approximately 88 

percent, with interconnector capacity making up approximately 12 per cent). As such, alternate 

approaches will need to be considered. The ESB will consult on this issue as part of the development of 

the Rules. 
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administrative undertakings, enforceable undertakings and civil proceedings, 

including the issue of financial penalties.  

The definition of civil penalty in the NEL will be amended to provide a meaningful upper 

limit on the financial penalties which can be assigned for non-compliance under the 

Obligation. Similar to rebidding civil penalty provisions, amendments will set an upper limit 

of $1 million on first offences, with up to $10 million the upper limit on repeat offences. 

4.3 Physically backed contracts 

The National Energy Guarantee Draft Design Consultation Paper released in February 

2018 envisaged the potential for ‘physical backing’ of certain types of contracts. This 

approach would involve linking contracts to the physical plant or portfolio of plants that 

generate the MWh under the contract.  

In relation to the reliability element of the Guarantee, the Retailer Reliability Obligation, the 

link between contracts and physical backing (to be confident that reliability would be 

achieved) was stressed. The Draft Design Consultation Paper stated: 

“The degree to which a contract is physically backed will provide assurance that the 

reliability requirement will promote investment and provide incentives for the continued 

operation of physical assets… 

...[In relation to determining the extent of physical backing] there could be a 

certification of financial contracts. This would have the benefit that for compliance 

purposes, the contract can uniquely be identified with a particular physical generator 

i.e. there is a stronger link between the financial contract and the physical asset … 

which will reduce the risk of double counting. For example, OTC contracts specify a 

buyer and a seller so can be used to identify the source, but because they are 

financially settled can be sold multiple times against the same physical generator. For 

example, a 500 MW generator could sell 500 MW of caps to one retailer, buy 500 MW 

of caps from a generator, and then sell 500 MW of caps to a second retailer. The 

reliability requirement needs to avoid double counting so there needs to be a 

mechanism to tie the retailer contract to the physical capacity available.  

This could be achieved through allowing financial contracts to be certified against 

installed physical capacity. In this example, only 500 MW can be certified so the two 

retailer contracts would need to be either scaled to match the total, or the contracts 

varied so that only one retailer could certify its contract. Under this approach, only OTC 

swaps, caps and PPAs would be eligible to be certified, and may lead different classes 

of contract under each category. Contracts which do not specify sources such as 

futures or that are contingent on exercise such as options would not qualify for 

certification unless a mechanism could be established to link futures volumes to the 

physical backing. This could, however, have the impact of limiting liquidity in the 

financial markets which would be counter to the objectives of the Guarantee39.” 

From a reliability perspective the benefit of a physically-backed approach is that it would 

provide more assurance that the required investment needed to cover the gap is actually 

occurring. However, this approach could fundamentally change the contract market, as 

                                                 
39 Energy Security Board, National Energy Guarantee Draft Design Consultation Paper, February 2018, 

p.37 - 38 
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well as other aspects of the current reliability framework. This would impose significant 

costs on participants by reducing the fungibility of contracts and hence reduce market 

liquidity. For example, the Australian Financial Markets Association (AFMA) stated: 

“… [T]he consultation paper appears to suggest that the electricity derivative 

financial market should move to a more physical-backed version, rather than a 

primarily financial one. AFMA believes that any shift in contracting markets from 

financial to physically-backed would be detrimental to financial market efficiency, 

liquidity and price transparency, as contracts would be less homogenous, and 

priced on a case-by-case basis.” 

A physically backed contract market also has the potential to exacerbate existing concerns 

regarding market structure and levels of retail competition.   

Some stakeholders pointed out that purely financial contracts already created strong 

incentives for physical output, and so should be eligible contracts in their own right. For 

example, AGL argued: 

“… [W]e consider that investments in capacity should be made through the existing 

financial incentives that participants have in the energy market to avoid exposure to 

high prices at times of tight demand. We therefore strongly support an approach 

that allows purely financial caps and swaps to be considered qualifying 

instruments, as well as any new contractual forms that may emerge which may be 

physically defended or backed, as well as physical ownership of assets and 

specific physically backed contracts.” 

Table 4.1: Differences between the Retailer Reliability Obligation and physically 

backed contracts 

RETAILER RELIABILITY OBLIGATION PHYSICALLY BACKED CONTRACTS 

 If the reliability requirement is triggered, a liable 

entity may be required to demonstrate future 

compliance by having sufficient qualifying 

contracts to cover its share of system peak 

demand at the time of the reliability gap. 

 

 Qualifying contacts (including demand 

response) are contracts, such as cap and swap 

contracts, with direct links to the electricity 

market that expose contract sellers to high 

prices. These do not have to be linked to a 

specific generator, preserving liquidity and 

competitive outcomes. 

 

 If the reliability requirement is triggered, a 

liable entity must enter into sufficient 

contracts that are physically linked to 

dispatchable generators to cover its share 

of system peak demand at the time of the 

reliability gap. 

 

 Existing standardised contract products 

(such as ASX futures and $300/MWh 

caps) would need to be modified to specify 

the generator the contract is linked. 

4.3.1 Physically backed contracts costs 

Retailer credit costs 

Unlike the Retailer Reliability Obligation, physically backed contracts aren’t projected to 

lower wholesale market prices and so retailer credit costs are not expected to reduce 

under this option. 
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Energy market body costs 

The ESB considers energy market body costs would be about the same for the Retailer 

Reliability Obligation and physically backed contracts at -$48 m from 2020-21 to 2029-30.   

Compliance costs for retailers and large energy users are discussed in section 5.5. 
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5 Impact Analysis  

This section considers the benefits and costs of the Retailer Reliability Obligation and 

physically backed contracts compared to business as usual (BAU). The analysis of the 

Retailer Reliability Obligation and physically backed contracts draws on work undertaken 

for the Guarantee, including feedback received on the Consultation RIS for the Guarantee, 

along with feedback received by stakeholders on a sensitivity analysis identifying the 

specific effects of the Obligation.  

The Consultation RIS undertaken for the Guarantee40 used the ESB’s initial modelling by 

Frontier Economics, released in November 2017, for wholesale market and residential bill 

impacts. EnergyAustralia and the Voluntary Carbon Markets Association noted in their 

Consultation RIS submissions that the modelling was out of date and significantly 

underestimated inputs such as the current committed large-scale renewable energy 

investment that will take place under BAU. Updated committed build estimates are at 

Table 5.1 

The analysis presented below updated estimates of the effects of the Guarantee - from 

which the effects of the Obligation are identified - reflecting updates to the policy design as 

well as developments in the NEM since November 2017. The analysis draws heavily on 

the expert advice and modelling capabilities of ACIL Allen consulting.41 

 

5.1 Modelling approach and assumptions for wholesale market impacts 

The updated Guarantee modelling was conducted using ACIL Allen’s proprietary market 

simulation model – PowerMark – to project outcomes for the NEM over the period from 

2018-19 to 2029-30. At its core, PowerMark is a simulator that emulates the settlements 

mechanism of the NEM. PowerMark uses a linear program to settle the market, as does 

AEMO’s NEM Dispatch Engine in its real-time settlement process. PowerMark is part of an 

integrated suite of models including models of the market for Renewable Energy 

Certificates and the wholesale gas market.   

Wholesale spot prices in the NEM are determined every half hour by an auction process. 

These scenarios were modelled on an hourly basis, replicating the dispatch process for 

8,760 spot prices for each year. Demand is included as an exogenous assumption and 

presented to the market against which generator portfolios compete for dispatch.  

A distinctive feature of PowerMark is its iteration of generator bidding. PowerMark 

constructs an authentic set of initial offer curves for each unit of generating plant prior to 

matching demand and determining dispatch through the market clearing rules. PowerMark 

encompasses re-bids to allow each major generation portfolio in turn to seek to improve its 

position – normally to maximise (uncontracted) net revenue, given the specified demand 

                                                 
40 The National Energy Guarantee Consultation Regulation Impact Statement, 29 June 2018, available at: 

http://www.coagenergycouncil.gov.au/sites/prod.energycouncil/files/publications/documents/Nati

onal%20Energy%20Guarantee%20-%20Consultation%20Regulation%20Impact%20Statement.pdf 

41 ACIL Allen is the largest independent Australian owned economics and policy consultancy in Australia. 

ACIL Allen Consulting is a leader in advising companies and governments throughout Australasia and 

SE Asia on energy policy and market trends, and is one of Australia’s leading providers of economic 

modelling services to both the public and private sectors. 
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and supply balance for the hourly period in question. The projected wholesale spot price of 

electricity is a direct output from PowerMark’s simulation of the bidding activity of 

generators.  

Spot price outcomes are a function of the market structure as modelled including scarcity 

pricing and use of portfolio market power at times of tight supply-demand balance, 

constrained by the current NEM Market Price Cap, Market Floor Price, Cumulative Price 

Threshold and the Administered Price Cap. Aside from already committed new generation 

projects which are known to have a very high likelihood of being built, new generation 

capacity is introduced on a commercial basis in response to energy spot price signals. In 

the long-term, such market simulation modelling should show price outcomes reflecting the 

cost of new entrant generation for the various parts of the price duration curve.  

All dollar figures in this analysis are expressed in real 2018 terms unless otherwise noted. 

In order to conduct quantitative modelling, a number of input assumptions must be made. 

Many of these assumptions are technical in nature, and include forecasts of future demand 

levels, fuel prices and technology costs. The technical assumptions used in this modelling 

incorporate the best available and up-to-date information on the outlook for the NEM and 

have been sourced from a range of publicly available sources - often from published 

estimates from AEMO.42 They have been supplemented by ACIL Allen’s own in-house 

assumptions for other key inputs.  

Sensitivity testing was completed to test the effects of changes in key assumptions - for 

example the difference in results using different estimates of the future cost of various 

technologies are published below. Assumptions relating to the expected operation of the 

Guarantee and its effects on the investment and policy environment incorporated into the 

ACIL Allen modelling were made by the ESB. Many of these are common to all scenarios 

and are outlined in Table 5.1.   

The purpose of this analysis was to gain insight into the expected effects of the Guarantee 

on the NEM. It does not seek to examine in detail other polices that particular NEM 

jurisdictions may continue to pursue. It differs in purpose to the modelling conducted to 

support AEMO’s recently released Integrated System Plan and reflecting this employs 

some different modelling frameworks and approaches.43 

It is important to note that the modelling results presented are not a prediction of the future. 

Rather, their value lies in providing a comparison between the projected effects of different 

policy scenarios as a result of an internally consistent framework. Some of the 

assumptions made necessarily relate to long-term forecasts which are subject to a degree 

of uncertainty, and changes in these factors over time will have an effect on price and 

                                                 
42 Key published references from the Australian Energy Market Operator include their 2018 Electricity 

Forecasting Insights Update available at: https://www.aemo.com.au/Electricity/National-Electricity-

Market-NEM/Planning-and-forecasting/Electricity-Forecasting-Insights/2018-Electricity-Forecasting-

Insights 

 and the assumptions used as inputs to their recently released Integrated System Plan available at:  

 http://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-

forecasting/Integrated-System-Plan 

43 For example reflecting its strategic planning purpose and longer time horizon of interest, the analysis 

underpinning the Integrated System Plan examines system resource cost outcomes rather than 

modelling price outcomes or the way that generator profitability may affect investment decisions. 

https://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/Electricity-Forecasting-Insights/2018-Electricity-Forecasting-Insights
https://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/Electricity-Forecasting-Insights/2018-Electricity-Forecasting-Insights
https://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/Electricity-Forecasting-Insights/2018-Electricity-Forecasting-Insights
http://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/Integrated-System-Plan
http://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/Integrated-System-Plan
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generation outcomes.  Further, even very detailed modelling frameworks cannot capture 

all the real-world detail that may affect generation and price outcomes in the NEM. 

Table 5.1: Key assumptions  

Demand  Estimates from the AEMO Electricity Forecasting Insights March 

2018 update ‘neutral’ scenario, adjusted to reflect modelled 

generation coverage.  

Behind-the-meter factors: 44  

Solar PV  

  

Electric vehicles 

 

Battery storage  

 

Based on AEMO Electricity Forecasting Insights neutral estimates  

 

Based on AEMO Electricity Forecasting Insights neutral estimates  

 

Based on AEMO Integrated System Plan neutral estimates 

Demand response  ‘No policy’ option: based on the AEMO Integrated System Plan weak 

Demand Side Participation assumptions  

‘Guarantee’ option: based on the AEMO Integrated System Plan 

strong Demand Side Participation assumptions  

Fuel costs (coal and gas)  ACIL Allen estimates.   

  

Coal  

The marginal price of coal for electricity generation is assessed in 

consideration of the specific circumstances for each generator 

taking into account:  

– Suitability of coal for export and the assumed international 

thermal coal price  

– Location of power station in relation to the mine and export 

terminals  

– Mining costs  

– Existing contractual arrangements  

  

Coal prices are expected to moderate somewhat from their 

currently elevated levels. International thermal coal prices are 

assumed to converge to US$ 60/t in the long term from around 

US$120/tonne currently.45   

  

Gas  

– Gas market is modelled in ACIL Allen’s GasMark Australia model  

– Real gas prices for power generation are projected to moderate 

slightly from their current range of around $7-11/GJ in 2017-18 over 

the period to 2020-21 before increasing over the 2020s to a range 

of between $9 to $14per GJ by 2029-30.  

                                                 
44 These factors AEMO’s 2018 Electricity Forecasting Insights Update available at: 

https://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-

forecasting/Electricity-Forecasting-Insights/2018-Electricity-Forecasting-Insights and Integrated System 

Plan available at: http://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-

forecasting/Integrated-System-Plan 

45 This projected decline in coal prices is broadly consistent, for example, with the trends in recent 

forecasts published by the Australian Department of Industry, Innovation and Science in their June 2018 

Resources and Energy Quarterly and in the World Bank’s April 2018 Commodity Price forecasts. 

https://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/Electricity-Forecasting-Insights/2018-Electricity-Forecasting-Insights
https://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/Electricity-Forecasting-Insights/2018-Electricity-Forecasting-Insights
http://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/Integrated-System-Plan
http://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/Integrated-System-Plan
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Retirements  Announced retirements are reflected in the modelling. Other plant 

are assumed to require life-extension refurbishment when they 

reach the end of their expected technical life, and retire unless life-

extension refurbishments are projected to be economic. Plant will 

also retire when they are no longer projected to profitably operate. 

Committed build  A list of large scale renewable projects considered committed to be 

built in the NEM over the next three years is at Table 5.3. In 

addition, the Commonwealth’s Snowy 2.0 expansion, the plan to 

replace the Liddell Power station in NSW announced by its owners, 

and stage one of the VRET and QRET schemes are considered 

committed. 

Snowy 2.0  Snowy Hydro 2.0 assumed to become operational in 2023-24 with 

2,000 MW of additional pumped hydro storage (battery) generating 

capacity, along with a consequential increase to VIC-NSW transfer 

capability to enable its effective operation.   

State-based renewable policies  Stage one of the announced state renewable energy targets in 

Victoria (VRET) and Queensland (QRET) are included. That is, 

400MW of capacity in Queensland and 650MW of capacity in 

Victoria. 

Further stages of these schemes are not included. 

Financing costs: Weighted average 

cost of capital for new entrants  

  

Uncertainty premium  

Pre-tax WACC of 6.3% in 2018 rising to 8.9% by 2030 as interest 

rates normalise from current lows (assumes constant 60/40 debt-to-

equity financing ratio) 

No policy case assumes an additional uncertainty premium of 3 

percentage points (post-tax) which is removed under the 

Guarantee 46 

Contract coverage of existing 

generation capacity  
Increases by 5% under the Guarantee (see section 5.3)47 

Macroeconomic assumptions  Exchange rate of 0.75 AUD/USD; inflation rate of 2.5%  

 

Technology cost assumptions 

Current and future capital cost profiles for each generation technology are key input 

assumptions in this type of modelling exercise. These numbers can determine the types of 

generation that the model builds and how much of them are built as prices and the 

demand-supply balance in the system change. In order to test the sensitivity of the ‘no 

policy’ and Guarantee scenarios to technology costs, variants of each scenario were run 

using more aggressive declines in capital costs for certain technologies which were 

identified across a survey of available estimates (see Table 5.2).  

                                                 
46 The WACC is ACIL Allen’s estimate based on their extensive work advising market participants, 

and reflects a gradual normalisation of global monetary policy.  The uncertainty premium reflects the 

expected differential effects of policy confidence on financing costs under the 'no policy' and 'Guarantee' 

cases. This approach is consistent with the recent modelling by Frontier for the ESB. 

47 Projecting change in contract levels and apportioning this behavioural response between new and 

 existing generators is discussed further in the ESB’s November 2017 modelling paper (pages 6 and 

 7), available at:   
 http://www.coagenergycouncil.gov.au/sites/prod.energycouncil/files/publications/documents/Report%2
 0on%20the%20National%20Energy%20Guarantee.pdf ( 

 

http://www.coagenergycouncil.gov.au/sites/prod.energycouncil/files/publications/documents/Report%252%090on%20the%20National%20Energy%20Guarantee.pdf
http://www.coagenergycouncil.gov.au/sites/prod.energycouncil/files/publications/documents/Report%252%090on%20the%20National%20Energy%20Guarantee.pdf
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Both scenario variants were identical to the central cases, implying that the results do not 

hinge on the technology cost assumptions in this particular example. As such the results 

are not included here. 

Table 5.2: Key technology cost assumptions 

Real 2018 $/kW 2018 2030 

Wind 2,053 1,650 

Solar 1,469 1,055 

Solar thermal 5,531 4,400 

Open cycle gas turbine 819 806 

Combined cycle gas turbine 1,230 1,224 

Black coal (super critical) 3,072 3,043 

Pumped hydro 1,429 1,364 

Large scale battery storage (4 hrs) 2,031 959 

 

5.2 ‘No policy’ business as usual 

To test the relative performance of the Guarantee a ‘no policy’ case was modelled - 

intended to represent a plausible business-as-usual future for the electricity market in the 

absence of the Guarantee.  

Only those new entrant projects currently committed were built in the short-term under the 

‘no policy’ case. The demand response market was expected to develop towards the lower 

end of current expectations under this scenario – and the available volumes of demand 

response and the prices at which they are available were assumed to be consistent with 

the ‘weak’ DSP assumptions used in the AEMO Integrated System Plan.48 Consumption 

met by grid-supplied electricity was forecast to remain relatively flat over the projection 

period based on the AEMO demand forecasts adopted. Business demand was forecast to 

remain flat, while net residential demand was projected to decline as growth in population 

and appliance usage was offset by increased generation from rooftop PV and by energy 

efficiency initiatives.49 

                                                 
48 Available at http://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-

forecasting/Integrated-System-Plan 
 

49 More detail on these forecasts is available at: https://www.aemo.com.au/Electricity/National-Electricity-

Market-NEM/Planning-and-forecasting/Electricity-Forecasting-Insights/2018-Electricity-Forecasting-

Insights  

http://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/Integrated-System-Plan
http://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/Integrated-System-Plan
https://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/Electricity-Forecasting-Insights/2018-Electricity-Forecasting-Insights
https://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/Electricity-Forecasting-Insights/2018-Electricity-Forecasting-Insights
https://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/Electricity-Forecasting-Insights/2018-Electricity-Forecasting-Insights
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In 2017-18 wholesale prices were at elevated levels of around $85/MWh (on a time-

weighted basis) in part due to the recent closure of the Hazelwood power station in Victoria 

and increases in coal and gas costs in recent years.  

The ‘no policy’ modelling projected that wholesale prices in the NEM will decrease to 

around $50/MWh by 2020-21. This was primarily due to an expected increase in NEM 

capacity of around 7,800 MW over 2018-19 to 2020-21 owing to the addition or completion 

of committed utility scale wind, solar and battery storage projects and stage 1 of the VRET 

and QRET schemes.  A list of committed projects is at Table 5.3. Assumed declines in 

coal costs also contribute to the lower price outcomes in this period. 

Current investment momentum is understood to reflect current elevated prices, incentives 

under the national RET and State renewable schemes and strong corporate demand for 

renewable power purchase agreements. 

While the closure (as announced) of the Liddell coal-fired power plant in NSW in 2022-23 

puts some upward pressure on prices, the replacement capacity announced by the 

ownership of Liddell together with the addition of around 2,000 MW of capacity with the 

completion of the Commonwealth Snowy 2.0 pumped hydro project in 2023-24 was 

projected to put further downward pressure on prices, broadly offsetting the price effects of 

Liddell retiring and extending a period of lower prices. Wholesale prices were then 

projected to rise slightly over the latter half of the decade as the demand-supply balance 

tightened and real gas prices – an input to gas-fired generation – rose. Some Queensland 

black coal generation was projected to withdraw in line with key contracting and technical 

milestones around 2029-3050 which caused a further slight increase in the modelled 

wholesale price trajectory at this time.  

Under the no policy case, projected wholesale prices were 31 per cent lower relative to 

2017-18, on average, over the period from 2018-19 to 2029-30. 

Under the no policy case, the generation mix over the period was projected to change to 

reflect the committed new renewable build. The modelling suggested that the renewable 

share of NEM generation (sent out) would increase from 17 per cent in 2017-18 to 34 per 

cent by 2029-30.  

Coal powered generation was expected to continue to account for over 60 per cent of all 

generation in 2029-30.  

The total value of wholesale energy purchased in the NEM over the period 2020-21 to 

2029-30 under the ‘no policy’ scenario was projected to be around $118 billion.  

Table 5.3: List of committed projects to 2020-2151 
Region Station Technology Average 

capacity in 
2020-21 

Increase in 
capacity relative 

to 2017-18 

Capacity online 
part way through 

2017-18 

VIC Ballarat Battery 30 30 0 

NSW Balranald Solar Farm (Sunraysia) Solar 200 200 0 

VIC Bannerton Solar Farm Solar 88 88 0 

NSW Beryl Solar Farm Solar 87 87 0 

NSW Bodangora Wind Farm Wind 113 113 0 

VIC Bulgana Battery 20 20 0 

                                                 
50 The modelling suggests that under this scenario, it would not be profitable for some Queensland black 

coal capacity  to undergo necessary refurbishments in 2029-30, a time which coincided with the 

expiration of a major power purchase agreement.  

51 Note totals may not add exactly due to rounding. 
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VIC Bulgana wind farm Wind 194 194 0 

SA Bungala Solar Farm (both stages) Solar 220 110 110 

TAS Cattle Hill WF Wind 144 144 0 

QLD Childers Solar Farm Solar 75 75 0 

QLD Clare SolarPV Solar 100 66 34 

QLD Clermont Solar Farm Solar 89 89 0 

NSW Coleambally Solar Farm Solar 150 150 0 

QLD Collinsville Solar Farm Solar 43 32 11 

QLD Coopers Gap WF Wind 453 453 0 

VIC Crowlands WF Wind 80 80 0 

NSW Crookwell 2 WF Wind 91 80 11 

NSW Crudine Ridge WF Wind 135 135 0 

SA Dalrymple Battery 30 30 0 

QLD Darling Downs Solar Farm Solar 110 110 0 

QLD Daydream Solar Farm Solar 150 150 0 

QLD Emerald Solar Farm Solar 68 68 0 

VIC Gannawarra Solar Farm Solar 50 38 13 

TAS Granville Harbour Wind Farm Wind 112 112 0 

QLD Hamilton Solar Farm Solar 56 42 14 

QLD Haughton Solar Farm Solar 100 100 0 

QLD Hayman Solar Farm Solar 50 50 0 

SA Hornsdale 3 WF Wind 109 71 38 

VIC Karadoc Solar Farm Solar 90 90 0 

QLD Kennedy Battery 2 2 0 

QLD Kennedy wind/solar farm Wind/Solar 58 58 0 

VIC Kiamal Solar Farm Solar 200 200 0 

VIC Kiata WF Wind 30 15 15 

QLD Kidston Solar Project Solar 50 38 13 

VIC Lal WF Wind 216 216 0 

QLD Lilyvale Solar Farm Solar 100 100 0 

SA Lincoln Gap WF Wind 126 126 0 

NSW Manildra Solar Farm Solar 49 36 12 

NSW Midgar Solar Farm Solar 150 150 0 

QLD Mt Emerald WF Wind 181 150 30 

VIC Mt Gellibrand WF Wind 132 116 17 

VIC Murra Warra WF Wind 226 226 0 

VIC Numurkah Solar Farm Solar 100 100 0 

QLD Oakey Solar Farm Solar 80 74 6 

NSW Parkes Solar Farm Solar 55 28 28 

QLD QRET 100 battery Battery 100 100 0 

QLD QRET 300 wind Wind 300 300 0 

QLD Ross River Solar Farm Solar 148 148 0 

QLD Rugby Run Solar Farm Solar 65 65 0 

VIC Salt Creek WF Wind 54 47 7 

NSW Sapphire WF Wind 270 233 38 

NSW Silverton WF Wind 198 149 50 

SA Snowtown North Solar Farm Solar 44 44 0 

VIC Stockyard Hill WF Wind 530 530 0 

QLD Sun Metals Solar Farm Solar 125 94 31 

QLD Susan River Solar Farm Solar 98 98 0 

SA Tailem Bend Solar Farm Solar 100 100 0 

VIC VRET 100 solar Solar 100 100 0 

VIC VRET 550 wind Wind 550 550 0 

QLD Warwick Solar Farm Solar 64 64 0 

VIC Wemen Solar Farm Solar 110 110 0 

NSW White Rock Solar Farm Solar 20 13 7 

QLD Whitsunday Solar Farm Solar 56 42 14 

SA Willogoleche WF Wind 118 118 0 

VIC Yaloak South WF Wind 29 29 0 

QLD Yarranlea Solar Farm Solar 121 121 0 

VIC Yatpool Solar Farm Solar 81 81 0       

Total 
   

7,775 
 

 

5.3 Retailer Reliability Obligation 

Agreement to implement the Guarantee was expected to result in the further commitment 

of 1,000 MW of renewable generation relative to the no policy scenario – this approach 
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was consistent with the ESB’s market intelligence and supported by stakeholder 

submissions to the policy development process.52 Greater policy confidence was also 

captured in the modelling by assuming a lower financing cost of three percentage points 

(post-tax) in the ‘guarantee’ scenario, but this was not a factor in the expectation of the 

additional 1000MW of renewable generation. The Obligation scenario does not assume 

this additional 1000MW of renewable generation goes ahead, and therefore does not 

contribute to the average expected saving for a NEM-connected household. 

Importantly, the Retailer Reliability Obligation element of the Guarantee was also expected 

to increase the volume of long-term contracting in the NEM as all retailers and large 

market customers would be required to have a reliable level of firm contracts in place at 

key times when the reliability obligation was triggered. Even in instances where the 

Obligation was not triggered, the ESB expects it would incentivise market participants to 

engage in more long-term contracting up to an appropriate and sustainable level.53 This 

was reflected in the modelling by assuming the average contracted load of existing 

generators increases by 5 per cent.54  

This was consistent with the approach taken by Frontier Economics in the previous 

modelling exercise conducted by the ESB. This led to more competitive bidding in the spot 

market as generators bid lower to increase their chances of being dispatched in order to 

cover their contracted capacity (Box 5.1). Generators with high levels of long-term 

contracts in place are heavily financially incentivised to be able to generate in contracted 

time-periods. 

  

                                                 
52 The modelling framework assumes that new generation plant will be built when the expected net 

present value of the project is positive, based on the expected future revenues of the project from the 

spot market or other sources of revenue such as the RET or low-emissions or reliability premia 

associated with the Guarantee. On this basis, the modelling framework would not have built all of the 

approximately 7,800 MW of new-entrant build committed and expected to connect to the NEM in the 

coming three years. As such, consideration must be given to the drivers of this new build and 

assumptions made whether the existing momentum should be expected to continue. While only a small 

portion of the already committed pipeline, the ESB considered that in the order of at least an additional 

1,000 MW of generation would have already committed were it not for the current policy uncertainty, 

and will quickly reach financial close should the Guarantee have been agreed. This is around an 

additional 1/8th of the currently committed pipeline of projects, and would require less than 4 per cent of 

currently proposed projects to proceed. This estimate is consistent with ESB’s market intelligence and 

supported by stakeholder submissions to the policy development process. 

53 The level and tenor of contracting will be considered when the operation and implementation of the 

scheme is assessed in due course. 

54 Detailed discussion of the difficulty in precisely estimating the expected change in contract levels and 

apportioning this behavioural response between new and existing generators is written up in the 

description of the ESB’s previous November 2017 modelling, available at:  

 http://www.coagenergycouncil.gov.au/sites/prod.energycouncil/files/publications/documents/Rep

 ort%20on%20the%20National%20Energy%20Guarantee.pdf  

http://www.coagenergycouncil.gov.au/sites/prod.energycouncil/files/publications/documents/Rep%09ort%20on%20the%20National%20Energy%20Guarantee.pdf
http://www.coagenergycouncil.gov.au/sites/prod.energycouncil/files/publications/documents/Rep%09ort%20on%20the%20National%20Energy%20Guarantee.pdf
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Box 5.1: Contracting in the NEM 

Generation portfolios enter into electricity derivative contracts to hedge a portion of 

their wholesale revenues in order to reduce earnings risk and avoid insolvency.  

In entering into these contracts, generators are indifferent to spot price movements 

across the volume of these contracts except where the spot price falls below their 

marginal cost. Therefore, a short-term optimal strategy for generators is to offer all 

capacity that is contracted at marginal cost.  

To the extent they can, generators will seek to optimise net revenue outcomes for 

their uncontracted capacity. This is often referred to as ‘strategic bidding’ and is 

typically employed during periods of tight supply and demand. The level of contract 

cover for generators within the market is therefore a key short-term setting in market 

modelling exercises. It is often set by reference to recent observed bidding behaviour 

in the market and has historically equated to around 80-85% of dispatch. However, 

in recent years the increase in intermittent renewable capacity and the closure of 

thermal plant has left less swap contract cover available to the market.  

Increasing the amount of generator capacity under contract will tend to lead to a 

more competitive market in the short term with generators offering more capacity at 

marginal cost and resulting spot price outcomes will be lower as a result. However, 

this setting would be expected to have little impact on annual spot price outcomes 

modelled in the longer-term as annual prices converge to new entrant costs. 

 

The incentives and structures created by the Retailer Reliability Obligation are also 

expected to accelerate the development of the demand-side response market55. This was 

modelled in the ‘Guarantee’ scenario by changing the assumptions associated with the 

availability and pricing of demand response from the AEMO Integrated System Plan ‘weak’ 

assumptions (under BAU) to the ‘strong’ assumptions.56  

The model was constrained to ensure that a minimum reserve level of capacity was 

maintained in every region in every time period. In any instance that a shortfall was 

identified, changes in firm contract premia were applied to incentivise a supply or demand-

side response to close the gap. If required, these costs were added to retail bills. The 

NEM’s wholesale electricity market delivered sufficient capacity to ensure reliability in the 

‘Guarantee’ scenario. 

The modelling found that the Guarantee would place substantial additional downward 

pressure on prices. NEM-average wholesale prices (time-weighted) were projected to be 

                                                 
55  Demand response does not currently represent a significant proportion of the market. However, the 

AEMC is currently considering a rule change request for the introduction of a mechanism for wholesale 

demand response in the NEM. More information is available at: https://www.aemc.gov.au/rule-

changes/wholesale-demand-response-mechanism. 
56 Available at: http://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-

 forecasting/Integrated-System-Plan  

https://www.aemc.gov.au/rule-changes/wholesale-demand-response-mechanism
https://www.aemc.gov.au/rule-changes/wholesale-demand-response-mechanism
http://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-%09forecasting/Integrated-System-Plan
http://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-%09forecasting/Integrated-System-Plan
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over 20 per cent lower, on average, between 2020-21 and 2029-30 under the Guarantee 

compared to the ‘no policy’ scenario.   

Annual average residential retail electricity bills were projected to be around $550 lower, 

on average, over the 2020-21 to 2029-30 period than in 2017-18.57 The modelling 

suggests that around $150 of that saving is additional savings due to the implementation of 

the Guarantee.  

ACIL Allen ran a sensitivity scenario under the ’Guarantee’ case without the additional 

1000MW of renewable generation capacity expected to occur with implementation of the 

Guarantee. This sensitivity scenario is considered to reflect price outcomes under the 

Retailer Reliability Obligation. Under this sensitivity scenario, the additional 1000MW does 

not occur and as a result wholesale prices are higher than what were expected under the 

Guarantee. Retail prices are estimated to be $110 lower on average over the period 

2020-21 to 2029-30 than BAU under this scenario. 

The reduced financing costs, a three percentage point reduction in financing costs under 

the ‘Guarantee’ case, did not materially affect retail prices over the forecast period under 

the ACIL Allen model.  The three percentage point policy risk premium under the ‘no 

policy’ case was similar to the approach used in the previous modelling (November 2017) 

which was based on stakeholder feedback in terms of the level of premium and rationale 

for inclusion.  The difference in retail prices between the Retailer Reliability Obligation and 

the ‘Guarantee’ is due to the treatment of the additional 1000MW of renewable generation 

investment and its effect on wholesale prices, not the effect of policy risk premium. 

  

                                                 
57 Only estimated bill savings expected to occur as a result of reductions in the price of wholesale 

 electricity or reductions in the cost of green scheme subsidies are included in this figure. The 

 reductions in wholesale prices also reduce the costs to retailers (reduced cost of transmission and 

 distribution losses) and the value of electricity to which retail margins are applied. For conservatism 

 and simplicity, savings that may result from reductions in network pricing relative to 2017-18 were 

 not included. 
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Energy market body costs 

Table 5.4 gives estimates of operational costs for energy market bodies involved with the 

administration and development of the Retailer Reliability Obligation for the 10 year period 

2020-21 to 2029-30. These costs cover start-up costs such as developing processes, 

building and modifying IT systems, training staff, and on-going staff and IT costs. The 

AEMC’s costs assume a number of rule changes each year related to the Retailer 

Reliability Obligation. The ESB considers these costs are roughly the same for the Retailer 

Reliability Obligation and physically backed contracts. 

Note these are ESB estimates for the purpose of this RIS and may differ to any formal 

costings by each of these bodies. Differences may include labour rates and assumptions 

around compliance roles. 

Table 5.4: Regulator and market body operational costs for 2020-21 to 2029-30 

($nominal) 

  Operational costs 

AER $25 m 

AEMO $15 m 

AEMC $8 m 

TOTAL $48 m 

 

Retailer credit costs 

Credit cost is the interest a retailer pays on its wholesale market purchases until it receives 

payment from its customers. Typically, retailers bill residential consumers every three 

months and give a month from when a consumer receives their bill to when they are 

required to pay. Thus a retailer's credit cost period can be up to four months. Large 

industrial and commercial users are typically billed more frequently, every one or two 

months. A three month average credit cost period is used to account for these differences. 

The Retailer Reliability Obligation’s projected reduction in wholesale market costs (see 

above) will reduce retailer credit costs. Estimated credit cost savings for 2020-21 to 2029-

30 are $234 million based on a 5% rate of interest. 

5.4 Physically backed contracts 

Physically backed contracts require contracts used to meet the Retailer Reliability 

Obligation to be linked to a specific generator.  

Physically backed contracts would significantly increase wholesale and retail market costs. 

As discussed in Section 4.3, moving to physically backed contracts would reduce the 

fungibility of contracts and would reduce market liquidity. These factors would increase the 

costs of contracting and potentially reduce its effectiveness. In turn, this would increase 

prices for consumers.  

Liable entities would be required to source physical contracts, limiting their ability to 

manage financial risks ordinarily dealt with through existing financial products in both the 

ASX and OTC products. This would likely reduce a retailer's ability to manage price risk, 
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which could lead to higher prices for consumers, compared with the Retailer Reliability 

Obligation. It could also increase the market power of vertically integrated retailers, to the 

extent that ownership was a simpler form of gaining access to physically backed contracts 

than dealing with an illiquid and more opaque contract market. 

With these considerations in mind, the ESB concludes physically backed contracts would 

likely not achieve the Retailer Reliability Obligation’s wholesale and retail market cost 

reductions in addition to BAU (projected to be around $19 billion) and could possibly result 

increased wholesale and retail market costs compared to BAU. 

Under physically backed contracts, market customers will be required to maintain the 

same level of contract cover as under the Obligation. However, meeting this requirement 

would be more expensive under a physically backed contracts option. The parties who buy 

and sell financial hedging contracts tend to be linked by interests in regional spot price 

outcomes. Generators in Queensland, for example, are unlikely to sell many contracts 

based on spot prices in Victoria – given transmission constraints, they have very limited 

ability to influence Victorian spot prices.  

As discussed in section 5.3, the ESB considers the regulatory and market body operational 

costs are roughly the same for the Retailer Reliability Obligation and physically backed 

contracts, at $48 million for the period 2020-21 to 2029-30 (see Table 5.4). 

Unlike the Retailer Reliability Obligation, physically backed contracts will not reduce 

wholesale market prices and so would not reduce credit costs (see section 5.3). 

5.5 Compliance costs 

The Retailer Reliability Obligation 

The compliance costs for retailers, large energy users and generators have been 

estimated by considering start-up costs and on-going administration costs for the Retailer 

Reliability Obligation. These are costs directly borne by businesses required to comply with 

the Obligation. 

Start-up costs are one-off costs that include capital and labour costs for developing new 

processes, educating and training staff and modifying software and IT systems. They also 

include legal services, such as for reviewing a retailer’s contracts, and auditing. 

On-going costs include professional services such legal advice, auditing and brokerage 

fees and additional staff to manage compliance and reporting. 

Compliance costs will vary between participant type and size. For example, vertically 

integrated retailers are expected to have a greater compliance costs compared to small 

retailers due to their size (for example, they have more contracts to review and manage) 

and their scope (they have generation portfolios to manage) and these factors have been 

considered in these estimates. 

The electricity sector is highly regulated and has a number of compliance requirements 

that intersect with the emissions requirement and the reliability requirement. These 

include: 
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 NEM spot market participants – Market customers and generators generally 

trade in the spot market 24/7. They must meet AEMO's prudential and system 

requirements and manage AEMO's market settlement process. 

 Generator regulation – Apart from trading in the spot market, generators 

must comply with various technical and reporting requirements and follow 

electricity dispatch instructions from AEMO. 

 Retailer regulation - Apart from trading in the spot market, retailers have a 

range of regulatory and reporting obligations to consumers and the AER. 

 NGER reporting – Each year generators/facilities must determine their 

emissions according to NGER requirements and report their emissions to the 

CER. 

 RET compliance – Retailers must meet their annual LRET and SRES 

compliance targets. 

The Retailer Reliability Obligation is designed to integrate with these existing regulatory 

processes, and the compliance cost estimates assume Retailer Reliability Obligation tasks 

like contracting build on an entity’s existing capability.  

These estimates are based on the ESB’s discussions with industry and the industry 

experience of ESB staff. A standard labour cost of $200/hr has been used for legal work 

and $70/hr (per the Australian Government’s Regulatory Burden Measurement framework) 

for all other work. 

The ESB estimates the Retailer Reliability Obligation’s total business compliance costs are 

$77 million (nominal) for the 10 years from 2020-21 to 2029-30.  

Physically backed contracts 

Physically backed contracts would have higher compliance costs than the Obligation. In 

particular there would be complexity and substantial costs (legal and audit costs in 

particular) to transition from the financial derivatives market to physical products and for 

on-going administration. There would also be a significant layer of administration for liable 

entities in tagging and validating the linkage on all contracts that were put forward as 

qualifying to meet the reliability requirement. These costs would be in addition to the 

start-up and on-going costs physically backed contracts would have in common with the 

Retailer Reliability Obligation. 

The ESB estimates total compliance costs to businesses of physically backed contracts of 

$109 million for the 10 years from 2020-21 to 2029-30.  
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5.6 Summary of net benefits 

Table 5.5: Net benefit compared to BAU for 2020-21 to 2029-30 ($nominal) ** 

** A positive number indicates a benefit. A negative number indicates a cost. 

 

5.6.1 Distributional impacts 

As outlined in section 5.3, the key driver of price impacts relating to the Retailer Reliability 

Obligation is an increase in the volume of long-term contracting in the NEM. Even in the 

instances where the Obligation was not triggered, the ESB expects it would incentivise 

market participants to engage in more long-term contracting up to an appropriate and 

sustainable level. The modelling accordingly assumes average contract load of existing 

generators increases by 5 per cent in all regions, leading to more competitive bidding and 

lower wholesale prices across the NEM.  

Market customer and larger user compliance costs and regulator and market body 

administration costs are expected to be higher in regions in which the Obligation has 

triggered and compliance enforced by the AER (for example, costs involved in reporting 

and having independent auditor certification of a liable entity’s net contract position). 

However some establishment costs (for example, processes, systems and training costs) 

would be expected to be borne by liable entities in all regions. 

 

 Obligation Physically backed contracts 

Wholesale market prices $19,205 m likely price increases (a cost) 

Retailer credit costs $234 m  $0 

Market customer and large end 
user compliance costs 

-$77 m -$109 m 

Regulator and market body costs -$48 m -$48m   

NET BENEFIT $19,314 m Less than -$157 m 
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6 Consultation 

The following is the timeline for ESB consultation supporting the decision RIS. 

 October 2017 – The ESB advised the COAG Energy Council on proposed changes 

to the National Electricity Market and associated legislation to implement the 

Guarantee. The Australian Government asked the ESB to provide a report and 

modelling on the operation of the Guarantee and its impacts on the NEM. 

 10 November – The ESB held a public webinar on the Guarantee and posted 

answers to questions that weren't answered in the webinar. 

 24 November – The ESB released its report and modelling on the Guarantee's 

operation and impacts on the NEM. The COAG Energy Council agreed the ESB 

should provide further advice.  

 15 February 2018 – The ESB's first consultation paper on the Guarantee was 

released. Submissions closed 8 March and over 150 were received. 

 26 February – The ESB held a stakeholder forum and webinar on the Guarantee in 

Sydney. 

 20 April – The ESB released its high level design paper on the Guarantee. The 

Australian Government released a paper for its design elements: the emissions 

trajectory, emissions-intensive trade-exposed (EITE) industry exemptions and the use 

of offsets. The COAG Energy Council agreed the ESB develop the Guarantee's 

detailed design. 

 22 May – The ESB released 14 issues papers on the Guarantee for discussion with 

jurisdictions and technical working groups. 

 21 – 25 May and 4 – 8 June – Technical working group meetings were held on the 

Guarantee design. The groups had government, industry and energy market body 

representatives. 

 15 June – The ESB and the Australian Government released their high level design 

documents for the Guarantee. Submissions on the Australian Government’s 

consultation closed Friday 6 July. Submissions on the ESB consultation closed Friday 

13 July. More than 90 submissions were received. 

 22 June – The ESB released technical working papers to accompany its draft 

detailed design document on the Guarantee. 

 29 June – The ESB released the Guarantee Consultation RIS. Submissions closed 

Friday 20 July. Four submissions were received. 

 2 July – The ESB held a stakeholder forum and webinar on the Guarantee design in 

Sydney. 

 

 10 August – The ESB released an exposure draft of National Electricity Law 

amendments which would give effect to the Guarantee. Consultation on the exposure 

draft ended on 12 September 2018. 13 submissions were received. 
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 28 September – The ESB released a consultation paper on recommendation 7 of the 

ACCC’s Retail Energy Pricing Inquiry which canvassed views on the operation of the 

MLO under the Retailer Reliability Obligation. Consultation on the paper ended on 19 

October 2018. 21 submissions were received. 

 

 8 November – following the Commonwealth Government’s decision not to proceed 

with the Guarantee, the ESB released an exposure draft of National Electricity Law 

amendments which would give effect to the Retailer Reliability Obligation. 

Consultation on the exposure draft ended on 22 November 2018. 12 submissions 

were received. 

 

 30 November – the ESB released additional impact analysis, building on previous 

modelling, to identify the impacts of the Retailer Reliability Obligation in the absence 

of the emissions component of the Guarantee. Consultation on the impact analysis 

ended on 12 December 2018. Two submissions were received. 
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6.1 Stakeholder feedback and resulting design changes 

Some elements of the final design have been revised from the draft detailed design of 

15 June 2018, based on stakeholder feedback and changes in Government policy. They 

have been described in section 4 and are summarised below. 

The key change since the draft detailed design was the removal of the emissions 

requirement of the Guarantee following the decision of the Commonwealth Government 

not to proceed with the emissions requirement. 

Changes relating to the Retailer Reliability Obligation are outlined below. 

6.1.2 Changes to the reliability requirement 

Large customers can opt-in to manage their own reliability obligation 

The draft detailed design proposed that very large customers should be directly liable, 

above a 5 MW threshold. However, it was also noted that the some large customers had 

suggested that the additional optionality associated with direct liability would impact 

negatively – rather than positively - on them, and that the treatment of large customers 

would be considered again in completing the detailed design.  

Submissions on the draft detailed design confirmed that most large customers preferred 

that liability under the reliability requirement rest with the retailer by default, and that large 

customers be provided the ability to opt-in.  

“Large users are concerned that this [opt-out approach] would put them in a weaker 

negotiating position with retailers, exposing them to costs that would outweigh the 

benefits that the ESB hopes to achieve by encouraging longer and more 

predictable contracting.” – Australian Industry Group58 

This position was accepted and is reflected in the final design of the Retailer Reliability 

Obligation.  

Retailers can adjust their contract position for new loads less than 30 MW 

To further promote competition and avoid creating a disincentive for liable entities to take 

on commercial and industrial customers with energy demand at or below 30 MW, liable 

entities will be able to adjust their contract position between T-1 and T. Through the 

consultation process, stakeholders emphasized that adjustments to liable entities’ contract 

position between T-1 and T should be permitted to allow for unforeseen increases in 

customer load over the period.  

The ESB accepted this position and it is reflected in the final design of the Retailer 

Reliability Obligation. The change will allow liable entities to account for a specified 

material change in circumstances, while maintaining the coverage and effectiveness of the 

Obligation.  

                                                 
58 

http://coagenergycouncil.gov.au/sites/prod.energycouncil/files/publications/documents/Australian
%20Industry%20Group%20Consultation%20Paper.PDF 

http://coagenergycouncil.gov.au/sites/prod.energycouncil/files/publications/documents/Australian%20Industry%20Group%20Consultation%20Paper.PDF
http://coagenergycouncil.gov.au/sites/prod.energycouncil/files/publications/documents/Australian%20Industry%20Group%20Consultation%20Paper.PDF
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Large vertically integrated retailers will be covered by a Market Liquidity Obligation 

The Market Liquidity Obligation (MLO) will be an important measure in addressing market 

power in supply constrained conditions. 

“ERM Power believes that this MLO would be effective in countering the risk of 

economic withholding as well as helping small retailers access contracts during 

times of tight supply-demand balance.” – ERM Power59 

The detailed design of the MLO will be further developed in consultation with industry and 

will be set out in the Rules.  

Following the ACCC’s recommendation, in its Retail Electricity Pricing Inquiry, to 

implement an ongoing market making obligation for South Australia, the ESB sought 

stakeholder views on implementation options for the MLO through a consultation paper 

released on 28 September 2018. 

This process sought feedback on specific issues raised by stakeholders in response to  

the draft detailed design of the Guarantee, including the definition of obligated participants 

by region, the trading platform used to meet the obligation in each region, eligible products, 

the maximum bid-offer spread for eligible products, interaction with other market making 

schemes, and what additional safeguards are necessary to ensure obligated participants 

can meet their requirements without taking on excessive risk.  

With the MLO in place, the ESB does not consider that the costs of establishing a trade 

repository60, as proposed in the draft detailed design paper, are warranted to satisfy the 

objectives of the Retailer Reliability Obligation. However, taking into account the ACCC’s 

recommendation to implement an OTC trade repository on broader grounds, the ESB will 

work with the AER to determine whether a trade repository is required for the AER for 

market monitoring, compliance and enforcement purposes beyond the Retailer Reliability 

Obligation.  

The definition of civil penalty in the NEL will be amended to provide a meaningful upper 

limit on the financial penalties which can be assigned for non-compliance under the 

Obligation. Similar to rebidding civil penalty provisions, amendments will set an upper limit 

of $1 million on first offences, with up to $10 million the upper limit on repeat offences. 

6.1.3 Changes to draft legislation to implement the Retailer Reliability Obligation 

Changes to draft National Energy Guarantee Bill released on 10 August 2018 

The main changes between the National Energy Guarantee draft Bill released on 10 

August 2018 and the Retailer Reliability Obligation draft Bill released on 8 November 2018 

were the removal of the Division dealing with emissions, increased flexibility as to which 

non-liable entities can opt-in to manage the obligation, the removal of trade repositories 

from Schedule 1 and the Bill to commence on Proclamation by the South Australian 

Governor (in line with usual practice).  

                                                 
59 

http://coagenergycouncil.gov.au/sites/prod.energycouncil/files/publications/documents/ERM%20Power

%20Consultation%20Paper.pdf   

60  Trade repositories are entities that centrally collect records of OTC derivatives in a number of sectors. 

http://coagenergycouncil.gov.au/sites/prod.energycouncil/files/publications/documents/ERM%20Power%20Consultation%20Paper.pdf
http://coagenergycouncil.gov.au/sites/prod.energycouncil/files/publications/documents/ERM%20Power%20Consultation%20Paper.pdf
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As noted previously, the Division dealing with emissions was removed to reflect the 

Commonwealth Government’s policy decision not to proceed with the emissions 

requirement. 

The provision of increased flexibility regarding who can opt-in to manage contractual 

obligations addressed stakeholder feedback that the previous drafting, which limited 

parties who could opt-in to market customers or retailers, would be problematic for joint 

venture arrangements. The revised drafting in the final draft Bill allows an eligible person 

who is not a market customer or retailer to opt-in for some or all of a liable entity’s 

obligation. 

Provision for the establishment of a trade repository on or behalf of the AER was removed 

from the list of subject matter for the National Electricity Rules given that trade repositories 

will be considered separately by the COAG Energy Council as part of its response to the 

ACCC’s Retail Electricity Pricing Inquiry Final Report. 

Changes to draft Retailer Reliability Obligation Bill released on 8 November 2018 

 

The main concern raised in stakeholder submissions on the draft Retailer Reliability 

Obligation Bill was the provision that allowed for the Rules to state the circumstances in 

which AEMO may request a T-1 reliability instrument (i.e. for the Obligation to be triggered 

one year out from the expected gap) when a related T-3 instrument has not been made. 

This provision was originally included to address concerns raised by South Australia.  

 

This provision was removed from the final draft Bill in response to stakeholder feedback 

and subsequent consultation by the South Australian Government on its own draft Bill - 

National Electricity (South Australia) (Ministerial Reliability Instrument) Amendment Bill 

2019 – released on 29 November 2018. The effect of the South Australian Bill would be to 

allow the South Australian Minister to make (via gazettal) a T-3 reliability instrument if it 

appeared to the Minister that there was a risk that the supply of electricity to all or part of 

the South Australian community may be disrupted to a significant degree.  The 

amendments also provide for a transitional period of three years after the amendments 

come into effect during which the South Australian Minister need only make a reliability 

instrument 15 months before the expected disruption. The ESB considers that the 

originally proposed NEL provision is unnecessary in light of this development.  

 

In addition to the removal of the provision outlined above, a specific provision was added 

to the draft Bill that provides for the AER to administer the requirements relating to the 

Market Liquidity Obligation. This issue was not raised in consultation but the ESB 

considers the change will avoid any doubt about the ability of the AER to perform relevant 

functions. 

 

Finally, a specific one-off head of power was included to enable the South Australian 

Minister to make initial Rules to give effect to the Retailer Reliability Obligation. This 

provision will support timely introduction of relevant Rules but will not affect the ongoing 

role of the AEMC in amending the Rules in response to proposals from any individual or 

body as part of its established rule change function and processes. 
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7 Conclusion 

The Retailer Reliability Obligation is the preferred option. The Obligation will achieve the 

objectives to maintain the NEM's reliability at a lower cost than the alternative of physically 

backed contracts. The ESB estimates the Obligation would provide a net benefit of around 

$19 billion for 2020-21 to 2029-30 compared to a ‘no policy’ business as usual. The 

majority of this benefit is due to reduced wholesale market costs. Physically backed 

contracts will also achieve the reliability objective but is estimated to have a net cost. 

The reduction in wholesale prices is expected to flow through to retail prices. The average 

NEM-connected household is estimated to save nearly $110 per year is savings additional 

to business as usual as a result of the Retailer Reliability Obligation. The price savings 

from the Obligation are expected to be broad-based, with all NEM jurisdictions expected to 

benefit from lower electricity prices.  
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8 Implementation and review 

Final draft legislation to implement the Retailer Reliability Obligation will be considered by 

the COAG Energy Council for its determination at its December 2018 meeting. The 

Obligation mechanism will be implemented through existing governance arrangements for 

the NEM.  

8.1 Implementation through NEM governance arrangements 

Embedding the Obligation mechanism into the existing NEL and Rules will allow the 

mechanism to be fully integrated within the broader energy governance framework. This 

will maximise consistency between the reliability requirements under the Obligation and 

the existing regulatory requirements of the NEM, reducing complexity and compliance 

costs for market participants. 

Amendments to the NEL, after being agreed by the Energy Council in accordance with the 

AEMA, will be implemented by the South Australian Parliament and automatically applied 

in each of the other participating jurisdictions of the NEM.  

Subject to the Energy Council’s agreement, it is expected that the draft legislation will be 

introduced into the South Australian Parliament in early 2019. 

The necessary changes to the Rules to implement the Retailer Reliability Obligation will be 

made by the South Australian Energy Minister in mid-2019, following a period of 

consultation with stakeholders. Detailed aspects of the Obligation will be included in the 

Rules. 

After the initial package of changes to the Rules are made, the AEMC will be the 

rule-maker in response to Rule change proposals and in accordance with its current 

functions under the NEL. It will be able to accept and assess rule change requests from 

any entity relating to those aspects of the Retailer Reliability Obligation contained in the 

Rules, following the well-established AEMC rule-making processes set out in the NEL. 

This will give participants clarity in relation to how and when revisions to the mechanisms 

will occur, recognising that the design of the Obligation is already flexible to changing 

market dynamics. 

8.2 Review of operation of aspects of the Retailer Reliability Obligation  

Certain aspects of the operation of the Obligation will be reviewed after three years. This 

review is intended to ensure specific elements of the scheme operate as intended. The 

review is not intended to assess the overall efficiency of the Obligation, as determining the 

overall impact of the scheme would likely require a longer assessment horizon.  

The review would be initiated by the COAG Energy Council, which may direct the ESB or 

Market Bodies to undertake analysis and provide advice. Key areas of review will likely 

include: 

 The need for general anti-avoidance provisions. 

 The operation of the three year trigger mechanism to consider the level and tenor of 

contracting. 
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 The role of the book-build mechanism. 

Relevant data would include compliance information obtained by the AER, contract market 

liquidity and pricing data, and the forward outlook for generation adequacy as forecast by 

AEMO.  
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Attachment A - Abbreviations and defined terms 

ACCC Australian Competition and Consumer Commission 

ACT Australian Capital Territory 

AEMC or Commission Australian Energy Market Commission 

AEMO Australian Energy Market Operator 

AER Australian Energy Regulator 

ASX Australian Stock Exchange 

CER Clean Energy Regulator 

COAG Council of Australian Governments 

Demand response 

 

 

 

ESOO 

An alternative to supply response (additional generation) to help ensure 

supply meets demand at times of peak demand. End users reduce their 

consumption in return for financial incentives, typically coordinated by a 

retailer or third party. 

Electricity Statement of Opportunities 

EITE Emissions-intensive trade-exposed 

ESB Energy Security Board 

Guarantee National Energy Guarantee 

LRET 

MW 

Large-scale Renewable Energy Target 

Megawatt 

MWh Megawatt-hour 

NEL National Electricity Law 

NEM National Electricity Market 

NER National Electricity Rules 

NGER National Greenhouse and Energy Reporting scheme 

OTC Over the counter 

PPA Power purchasing agreement 

RERT Reliability and Emergency Reserve Trader 

RET Renewable Energy Target  

Rules 

SRES 

National Electricity Rules 

Small-scale Renewable Energy Scheme 

tCO2-e Metric tonnes of carbon dioxide equivalent 

 


