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1. Executive summary 

Stanwell welcomes the opportunity to respond to the Energy Security Board’s 
(ESB’s) Procurer of last resort consultation paper.  

Stanwell considers that Procurer of Last Resort (POLR) is a subset of the Reliability 
and Emergency Reserve Trader (RERT) and should be clarified as such. AEMO 
should procure RERT in its normal manner with reference to the reliability standard. 
However if the RRO has been triggered, and some liable entities are non-compliant, 
the portion of the procured RERT that is relevant to the POLR should be recovered 
from non compliant entities. The ESB must therefore clearly specify when RERT is 
POLR and when it is not. Stanwell suggests that RERT procurement relevant to 
POLR is: 

 Reliability RERT (not Security RERT); and 

 Long notice RERT (not Medium and Short notice RERT) 

RERT costs are separated into three categories: availability, pre-activation and 
activation. The costs relevant for POLR are: 

 Availability payments pro-rated to the duration of the gap (for example if the 
gap is only for four hours a day, weekdays for one month then the cost 
recoverable under the RRO for a six month availability payment must be 
reduced accordingly); 

 Pre-activation payments pro-rated by the number of activation events 
where liable entities are non-compliant; and 

 Activation payments during trading intervals where liable entities are non-
compliant. 

In each case, Stanwell suggests a non-compliant entity should be exposed in 
proportion to its MW shortfall during the relevant period. 

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. Calculation of compliance shortfall 

The ESB has proposed four options to determine the extent of a liable entity’s non-
compliance for the purpose of calculating its shortfall penalty. For the periods where 
the demand exceeds the one in two year system peak demand, the possible 
approaches are:  

1. Maximum non compliance across any non compliant trading interval; 

2. Average shortfall across all non compliant trading intervals; 

3. Average shortfall across the duration of the gap; and 

4. Sum of all non compliance shortfalls. 

In this submission Stanwell proposes an alternate, targeted approach that better 
aligns the need for RERT with the causer and the purpose of the RRO.  

Interaction of RERT and Procurer of Last Resort 

Stanwell sees the POLR under the RRO as a subset of the current RERT 
framework. Even with the RRO, AEMO will procure RERT under its existing 
approach (that is, with reference to the Reliability Standard Implementation 
Guidelines and the Reliability Standard). The difference will be that a subset of the 
RERT procured will be able to be classified as POLR RERT and the costs 
associated with this RERT will be offset by non-compliance penalties under the 
RRO. It is therefore important for the ESB to clearly specify the categories of RERT 
and its costs that are POLR RERT. 

RERT timeframes 

As the ESB noted, it is likely that RERT will be procured for system security related 
to unplanned events, and these are categorised over two time periods: 

1. Short notice RERT (between one week and three hours ahead of a 
projected shortfall). 

2. Medium notice RERT (between ten weeks and one week ahead of a 
projected shortfall). 

Medium and short notice RERT being a response to short term operational 
requirements, are not attributable to any liable entity contracting under the RRO. 
Therefore the costs of this type of RERT should not be recoverable under the RRO. 

It is the third time period over which RERT is procured that represents the reliability 
component: 

3. Long notice RERT (between nine months and ten weeks ahead of a 
projected shortfall). 

Long notice RERT theoretically occurs due to a failure of generator investment, the 
subject of the RRO. For the purpose of recovering costs from non-compliant liable 
entities, it is the costs incurred as a result of long notice RERT that are relevant.  

RERT categories of costs 

RERT costs are split into three main categories: 

1. Availability – The costs of being on standby. These costs are typically paid 
on a $/MW/contract period basis and are not specific to an event. 

2. Pre-activation – The costs of being on standby for a specific event. Costs 
are typically paid on a $/MW/event basis. 

3. Activation – The cost of the reserves themselves. Costs are on a $/MWh 
basis.  

The different cost structure of RERT creates a disparity between the volume of 
RERT contracted by AEMO and the volume of RERT activated. The RERT costs for 
2017-18 as published by AEMO are given below in $ million. While 1,141 MW of off-
market reserves were contracted for summer 2017/18, only 32 MW was activated 
pre-contingency on 30 November 2017 and 136.5 MW on 19 January 2018.  

 

Allocation of costs 

To ensure costs are appropriately allocated to non-compliant entities, Stanwell 
offers the following proposal for each category of cost: 

 Availability payments - pro-rated to the duration of the gap (for example if the 
gap is only for four hours a day, weekdays for one month then the cost 
recoverable under the RRO for a six month availability payment must be 
reduced accordingly); 

 Pre-activation payments - pro-rated by the number of activation events where 
liable entities are non-compliant; and 
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 Activation payments – recovered from non compliant entities in trading intervals 
where liable entities are non compliant (no recovery where activation occurs 
without non compliance). 

In each case, Stanwell suggests a non compliant entity should be exposed in 
proportion to its MW shortfall during the relevant period. 

This cost recovery approach is summarised below (assuming it is long notice RERT 
activated for reliability reasons): 

 

4. Cost recovery 

The ESB has proposed that costs for RERT would initially be recovered from 
consumers in the usual manner. This should occur with increased warning and 
transparency of the costs, as proposed by participants in the Enhanced RERT rule 

change. Later, following calculations of liability for non-compliance, the ESB 
proposes that AEMO would recover the cost from non-complying liable entities and 
redistribute the funds to compliant liable entities.  

Stanwell considers the redistribution approach unworkable principally because 
customer churn means a thirty plus week delay could result in the incorrect 
distribution of funds. As an extreme example consider the case of a compliant 
retailer with one large customer who subsequently closes down. This results in a 
windfall for the retailer thirty-plus weeks later when costs are reallocated from non-
compliant entities. 

Stanwell suggests as a simpler alternative that recovered funds be set aside and 
used to reduce future costs such as reducing market participation fees for compliant 
market participants. 
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