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1. Executive summary 

Stanwell welcomes the opportunity to respond to the Energy Security Board’s 
(ESB’s) firmness principles for qualifying contracts consultation paper.  

Stanwell supports the new Australian Energy Regulator (AER) pre-approval process 
for firmness methodologies but considers that it should be necessary only for 
complex products or for participants who want to adjust their standard products in a 
non-standard way.  

For standard products such as swaps, caps, options and load following hedges, the 
AER’s guideline should provide a clear firmness adjustment methodology giving 
industry certainty and negating the need for pre-approval. 

During the development of the National Energy Guarantee (NEG), the industry 
understood the role of the qualifying contracts audit to be an audit of a liable entity’s 
firmness adjustment methodology. The consultation paper appears to have 
deviated from this, evolving the role of the qualifying contracts audit to an audit of T-
1 calculations. This is burdensome and has the effect of bringing forward the T-1 
compliance date and thereby reducing flexibility for liable entities, including 
accepting new customers.  

The ESB has proposed four principles for firmness adjusting the net contract 
position which Stanwell supports. 

Stanwell welcomes the opportunity to discuss further this submission. Please 
contact Jennifer Tarr on (07) 3228 4546 or jennifer.tarr@stanwell.com   
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2. Introduction 

In responding to this round of ESB consultation, Stanwell notes that three topics have been treated as distinct, with no detail of any linkages between the processes and 
timings. It would be constructive for industry to understand what components are related and whether the timing of various processes may be restricted by others. For 
example, the timing of requests to the AER from both industry and AEMO.  

Stanwell created the following flow chart to illustrate how we see effective operation of the RRO and its processes. This shows what we believe should be the process in terms 
of the responsibilities of liable entities (yellow), AEMO (purple) and the AER (green). It does not include the work that will need to be undertaken in the next six months to 
instigate changes to the National Electricity Rules, develop the necessary guidelines for requesting and triggering a reliability instrument as well as guidelines for assessing the 
qualifying contracts firmness methodology. 
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3. Compliance framework 

Firmness adjustment methodology 

Stanwell supports the proposed approach of high level principles for the 
development of a firmness adjustment methodology set in the National Electricity 
Rules (Rules), and the AER being provided with the authority to develop a detailed 
guideline to assist liable entities in developing their individual methodologies. It is 
expected that the AER guideline would be developed in consultation with 
participants. 

The ESB has proposed that prior to T-1, liable entities would need to submit their 
methodology for calculating their net contract position to the AER for approval. 
Stanwell supports this approach for complex products or for participants who want 
to adjust their standard products in a non-standard way.  

For standard products, we propose that the AER guideline should include set 
methodologies for firmness adjusting standard products such as caps, swaps, 
options and load following hedges. This would eliminate the burden on both the 
AER and liable entity in having to seek pre-approval for basic products. This is 
especially important for smaller retailers who may only have one product (for 
example a single load following hedge). 

Compliance auditing 

Stanwell does not support the proposal that liable entities must appoint an 
appropriately qualified auditor to certify that its net contract position has been 
correctly calculated in accordance with its AER approved methodology. 

During the development of the NEG it was understood by industry that the audit 
referred to an audit of the methodology, not an audit of calculations at T-1. This is 
now achieved by the ESB’s new proposal of the AER granting pre-approval to 
methodologies albeit with the burden of the audit transferred from industry to the 
AER. The original audit of methodology that industry understood as part of the NEG 
was designed to be similar to previous green schemes (such as the NSW GGAS) 
where a methodology for the creation of certificates was certified by an approved 
auditor and the formula contained within the methodology used thereafter for 
compliance.  

By comparison, an audit of calculations is not required under the Renewable 
Energy Target (RET). Under the RET retailers calculate their liable load and submit 
this unaudited to the Clean Energy Regulator (CER). As the CER has limited 
visibility of actual retailer load (especially in non AEMO grids), the CER has the 
ability to seek further clarification and conduct post compliance audits. 

An audit of T-1 calculations has the following disadvantages: 

 Costly and time consuming with the burden falling disproportionately on smaller 
retailers and liable entities with basic positions. For example it is unclear why a 
new entrant retailer with a single load following hedge would require an audit; 

 Would be unable to account for changes in contract positions from the time of 
the audit to T-1. Liable entities are continuously updating their positions based 
on customer growth, forecast changes etc. Having to have their position locked 
in at the time of the audit affectively brings forward the T-1 compliance 
obligation and may leave retailers unwilling to contract any more customers. 
This could act against regulator desire to see increased customer churn; and  

 Liable entities are likely to want to get the audit conducted as close as possible 
to T-1 in order to allow more time for contracting. This means there are likely to 
be many liable entities competing for an audit at the same time from a limited 
pool of appropriately qualified auditors. This is likely to increase the cost of 
compliance. 

Furthermore, the ESB’s consultation paper on compliance indicates that liable 
entities can continue to contract commercial and industrial customers between T-1 
and T. It is not clear how this aligns with the need to have qualifying contract 
positions independently audited by T-1. Stanwell considers that the proposal to 
have some customer’s liability determined after T-1 undermines the rationale for the 
RRO and encourages the ESB to reconsider this design element. 

 

4. Principles for firmness adjustment of qualifying contracts 

The ESB has proposed four factors as high level principles set in the Rules for the 
determination of the firmness of qualifying contracts: 

1. The strike price of the contract; 

2. The variability and projection of the volume settled under the contract; 

3. The likelihood of the contract providing cover to the buyer during the 
reliability gap; and  

4. Any other contractual terms which limit the coverage or otherwise reduce 
the incentive for a seller to “defend” the position. 

Stanwell supports these principles as they appear to achieve the required objective. 

The ESB seeks feedback on the level of detail necessary to support the principles.  
Stanwell considers that in order to ensure the principles are resilient to market 
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changes, the details should be contained within the AER guideline rather than the 
Rules.  

As well as specifying a set methodology for basic products, the guideline should 
also contain a list of product types and their example application of an appropriate 
firmness methodology. The Qualifying Contracts Technical Working Paper 
developed as part of the NEG contained various examples that could be used in 
this case.  
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