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1. Executive summary 

Stanwell welcomes the opportunity to provide this submission on the Energy 
Security Board’s (ESB’s) consultation on defining the material reliability gap.  

Given the tight timeframe the ESB has to define and implement the detailed aspects 
of the Retailer Reliability Obligation (RRO), the approach elucidated in this 
consultation paper represents a good transitionary measure to quantify the 
materiality of potential reliability gaps.  

The RRO framework needs to provide liable entities with visibility and certainty to 
efficiently manage their obligations. Stanwell’s view is that: 

 Metric B is the most suitable metric to measure the materiality of potential 
reliability gaps compared to the other three proposed. The “buffer” band can be 
utilised to capture the inherent uncertainty in the forecast reliability gaps, with a 
forecast providing more reliable outcomes in the initial year compared to 
subsequent years of that projection. The “buffer” should be positive and can be 
set to zero if Metric A is desired at a point in time, without limiting future settings; 

 The Australian Energy Regulator (AER) should be allowed some discretion in 
triggering the RRO as long as this is transparent and justified;  

 The framework and guidelines imposed on the Australian Energy Market 
Operator (AEMO) and the AER should balance the operational determination of 
any gaps by AEMO with the economic assessment by the AER. Industry 
consultation should be prioritised in the development of these guidelines, and it 
should be clear what methodology is applied in determining potential reliability 
gaps; and  

 The T-1 and T-3 forecast reliability gap periods need to be defined in a manner 
appropriate to their intended objective with as much granularity as possible. 
Once defined, any changes in the gap period can only be to narrow the period 
of obligation.  

Stanwell requests the ESB to also consider whether the Electricity Statement of 
Objectives (ESOO) in its current form is the most appropriate instrument in the long-
term to identify short-term reliability gaps. The ESOO is a long-term planning 
document designed to signal long-term investment needs. Stanwell questions 
whether it sufficiently captures the right risks to characterise short-term reliability 
gaps.  

Stanwell welcomes the opportunity to further discuss this submission. Please 
contact Alison Demaria on (07) 3228 4558 or alison.demaria@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. Materiality of a forecast reliability gap 

Metrics for determining materiality 

Stanwell supports the assessment of the materiality of any forecast reliability gaps, 
and stresses the importance of underlying consistency in the assumptions and 
definitions between the three market bodies.  

The four metrics proposed by the ESB reflect reasonable options given the 
timeframe for the development of the RRO. As discussed below, longer term the 
metric should be reviewed to ensure the best alignment with the objective of the 
Obligation.  

In the near-term Stanwell supports linking the definition and materiality assessment 
of a reliability gap to the Reliability Standard. Materiality will be important to provide 
appropriate signals to retailers in meeting their obligations.  

The ESB indicated its intent to align the materiality assessment framework with the 
“reliability standard established in the Rules at the time of any forecast reliability 
gap”. This would provide a means to accommodate any changes resulting from the 
AER’s review of the Value of Customer Reliability (VCR) framework, the enhanced 
RERT rule change consultation process or a broader review of the Reliability 
Standard by the Reliability Panel. It is important that any assumptions or definitions 
around these workstreams are communicated transparently to industry. 

It is also important that the metric and the forecasting methodology are regularly 
iterated to make sure they continue to be appropriate (that is, the proposed metric is 
based on the assumption that the ESOO is the appropriate assessment).  

Of the four metrics, Stanwell proposes that metric B is the most appropriate as: 

 The need for a materiality measure as posited by the ESB rested on the 
premise that a reliability gap based solely on unserved energy (USE) was not 
definitive. Metric A being based only on USE negates the purpose of the 
materiality assessment, whereas metric B allows a margin around the USE.  

 Metrics C and D are not linked to the current form of the Reliability Standard and 
so risk divergent signals being sent to market participants and policymakers.  
The means of managing exposure to these metrics are also likely to be at odds 
with the core design of the RRO – that each Market Customer should secure 
reliable supplies proportionate to their demand under conditions expected on a 
1-in-2 year basis.  Metrics such as Loss of Load Probability are likely to highlight 
risks present under extreme conditions such as 1-in-10 year demand and/or 
multiple generation contingencies. 

While metric B does require the percentage “buffer” band to be set, it provides a 
better means to capture the inherent uncertainty in the forecast reliability gaps. It 
would also provide retailers with transparency of overall risk appetite and could be 
set at different values for each time period to reflect the relative accuracy of the 
forecasts. For example 5% one year out, 7% two years out etc. 

The ESB’s concerns of the appropriate setting of this band would presumably be 
assuaged by the role of the AER in triggering the Obligation and its supporting 
framework. Through a transparent consultation process, all parties can make it 
clear whether they support a more conservative buffer.   

Materiality assessments 

Stanwell supports the AER having some discretion in triggering the RRO although 
any application of discretion should be transparent and justified.  

A framework and guiding principles need to be developed to provide the AER with 
the means to consistently determine whether a reliability instrument can be issued. 
These would incorporate the National Electricity Objective (NEO) in determining the 
cost benefit assessment.  

Importantly, any criteria must be aligned to the AER’s capability and role, with 
operational accountability still residing with AEMO. That is, the onus is on AEMO to 
provide the operational justification of any request to the AER, with this request 
published, and the AER providing the economic justification of triggering a notice.   

AER should consult with liable entities on the guidelines that: 

 AEMO will utilise to determine and justify a reliability instrument. 

 AER will utilise to decide whether to trigger the RRO.  

It is expected that the AEMO guideline would specify the level of consultation 
AEMO must undertake in developing its forecast. Similarly, the AER guideline 
should include consultation requirements with affected participants on the likely cost 
of triggering the RRO so as to inform the AER’s assessment against the NEO. The 
AER should have the ability to narrow the periods of the gap based on the NEO. 

It is anticipated that the initial development of the guidelines will require a thorough 
consultation process. The minimum consultation requirements for ongoing review 
and assessment of the guidelines should be aligned such that outcomes can be fed 



Public Submission  

  

Stanwell Corporation Limited | Page 5 
  

into the subsequent ESOO where appropriate but not interfere with industry 
decisions based on the previous ESOO1. This will allow for the balance between 
flexibility and accountability in the guidelines, and facilitate changes to 
methodology.   

When published, the ESOO should provide a clear indication of the periods in which 
AEMO is more likely to submit a request to the AER as this provides a platform of 
initial communication to liable entities.  

If the AER considers that too many or too few reliability instruments are triggered 
within a given time period, they could apply their discretion to initiate an 
independent review of the guidelines.    

4. Forecast reliability gap period 

Defining a material reliability gap period 

The forecast reliability gap periods need to be defined in a manner appropriate to 
their intended objective: 

 T-1 reliability instrument – the gap periods should be specified with the most 
granularity possible, and assessed with the same rigor as AEMO identified as 
required in its proposed enhanced RERT framework. Thus, the gap period 
specified should be days, time of day, weeks at the very least. These T-1 
periods should be within any previous T-3 specifications. This ensures a least 
cost, measured approach to contracting. If surprise new periods appear at T-1 
this could lead to a short-squeeze in contracts increasing costs to retailers and 
ultimately consumers. In instances where new periods emerge due to 
unexpected plant outages for example, this should be managed through the 
existing NEM reliability framework. It is not the role of the RRO to manage 
surprise events, in particular those that are related to system security. 

 T-3 reliability instrument – the gap period should be specified to provide 
sufficient investment certainty and as much granularity as possible while also 
acknowledging that the forecasts will be less precise than those of the T-1.    

                                                             
 

1 Yearly consultation on the guideline which aligns with AEMO’s yearly consultation on the ESOO may work. This 
would allow AEMO to incorporate feedback on the guideline into its development of the ESOO. For example, the 
guideline consultation would seek feedback on what operational justification AEMO must provide to the AER. This can 
then be published or incorporated with the ESOO. 

In specifying the T-1 and T-3 gap periods, the perceived operational risk is likely to 
be reduced if a gap period is specified as wide as possible. As part of its discretion, 
the AER would then have the ability to constrain any gap period recommended by 
AEMO in accordance with the NEO. This provides the appropriate balance between 
the economic and operational, as the wider the gap period, the greater the cost to 
retailers in contracting to cover the gap period.  

Flexibility in the definition of the reliability gap period should be limited and 
unidirectional. That is, any changes should be justified by AEMO in the information 
provided to the AER and industry and act to reduce the size or duration of the gap. 
The only exception would pertain to the emergency of a specific cause that is 
identified and approved by the AER (such as early generator retirement due to 
technical failure). 

Liable entities should not be exposed to any changes in the ESOO (compared to 
the forecast available to them at the compliance date) because they will have had 
no chance to proactively manage the risk. This exposure includes any change to 
the P50 forecast and additional RERT procurement. Stanwell notes that AEMO 
procured significant RERT resources between the publication of the ESOO in 
August 2017 and the start of Summer in December 2017 after the 2016 ESOO (and 
subsequent updates) had indicated no reliability gap.   

 

Methodology in measuring the reliability gap 

The specification of the gap should not be limited by the current modelling tools but 
the tools developed to support the requirements. In its enhanced RERT proposal, 
AEMO highlighted the inadequacy of USE to capture the near-term operational risk 
and proposed the development of a more robust risk assessment framework.  

Thus, if the ESOO is to be used to identify potential T-1 and T-3 reliability gaps, 
then AEMO needs to be clear that the ESOO methodology is appropriate to 
adequately measure near-term reliability needs. It would be inconsistent if AEMO 
uses two separate methods to measure T-1 gaps and the volume of RERT to 
procure.  

The ESOO by definition is “a statement prepared by AEMO to provide information 
to assist Scheduled Generators, Semi-Scheduled Generators, Transmission 
Network Service Providers and Market Participants in making an assessment of the 
future need for electricity generating or demand management capacity or 
augmentation of the power system”. It is designed to provide signals for new build 
that has a long lead-time.  
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As such, the methodology focuses on a long-term outlook, with inputs such as the 
load forecasting based on macro variables2. A ten year forecast provides a trend 
over the period but is understandably limited in its granularity within each year. For 
example, if one were tasked with conducting separate forecasts for one, three and 
ten years ahead, the approach would be different across the three. In particular the 
inputs would be more granular in the shorter forecasts, and these would represent a 
more accurate forecast of the coming three years than if one were to consider years 
one to three of the ten year forecast.  

This is not a criticism of the ESOO but rather a reflection on its role to provide 
longer-term investment signals. It does not efficiently capture the operational risks 
to system reliability in the short-term. AEMO has its own short-term operational 
planning processes for this very reason that sit outside the ESOO planning function.  

Stanwell appreciates that requiring more granularity of the modelling process is 
computationally costly, however, increased granularity for the earlier years of the 
forecast are necessary to provide efficient short-term investment signals to industry 
as captured in T-1 and T-3. 

Given the tight timeframe, Stanwell supports the ESOO initially being used to 
specify the gap and trigger the RRO but expects that ultimately the gap should be 
determined from a more appropriate, shorter term operational forecast. While the 
ESOO continues to be used there needs to be a clear and transparent process that 
AEMO undertakes to demonstrate the materiality of any reliability gaps identified in 
the ESOO.   

Process for determining and communicating a reliability gap 

The ESB has stated its preliminary position as the rules establishing a minimum 
notice period of three months between a request from AEMO at T-3 and T-1 and a 
maximum of two months for AER to issue a reliability instrument. The suitability of 
these notice periods will depend on what and when information will be provided to 
liable entities so that they can finalise their qualifying contract position. The 
minimum notice period should not be less than three months.  

AEMO should at the very least have to indicate in the ESOO the likelihood of 
issuing a notice. While Stanwell recognises that the some T-1 processes will need 
to occur before others, the ESOO should provide the maximum possible 
transparency of potential reliability risks.  
                                                             
 

2 The load forecast of the National Electricity Forecasting Report provides a 20 year outlook. 

A possible timeline could be: 

 February to June –  

• AEMO consultation on ESOO methodology including lessons from 
previous summer, and ESOO modelling. Includes appropriate inclusion 
of the materiality of gap assessment.  

• Consultation in parallel of AEMO’s guidelines in making a request to 
the AER, ensuring that these are reflective of how the decision metrics 
will be modelled.  

• AER guidelines for triggering a reliability instrument developed and 
consulted based on assessment of the above processes. 

 July/August – 10 year ESOO beginning at the next financial year published with 
clear communication of potential material gaps that may be acted on. These 
should be expressed in terms of the evaluation metrics of the guidelines AEMO 
is to follow. If guidelines and methodology have been developed in tandem, this 
should not be an additional resource burden on AEMO.  

 August to December –  

• Liable entities seek to finalise contract positions based on the 
information published in the ESOO.  

• AEMO prioritises its requests for T-1 and T-3 (in order) based on 
expected timing and submit to the AER, with all completed by the end 
of this period. T-1 requests would be applicable for the second year of 
the ESOO forecast and T-3 requests would be applicable for the fourth 
year of the ESOO forecast 

• AER publishes all requests from AEMO as received, and makes an 
assessment of whether to trigger a reliability instrument, again 
prioritised by the timing of the expected gap.   

• AER announces reliability instruments if applicable.  

 December onwards – AER continues to assess any requests from AEMO, and 
any required updates to the ESOO identified. AEMO may use these to cancel or 
limit the time periods of its previous request but would not be able to expand the 
existing T-3 and T-1 requests. 

Extending the MT PASA 

The ESB also asked whether extending the MTPASA to three years would support 
any updates to the reliability forecast that may need to occur. The treatment of 
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outages that are movable with MTPASA is irrelevant in this context given that 
outages are not planned at times when there are tighter supply-demand balances. 
Any forced outages are usually relevant for the immediate few months only and 
therefore can not be incorporated into a T-1 or T-3 determination. Thus, it does not 
seem overly beneficial to extend the MTPASA to three years. 
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