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Powerlink offers comments on the proposed Code changes submitted to the ACCC by
NECA relating to modification of the arrangements for recovery of the costs of some ancillary
services.  These code changes were originally put forward by Eraring Energy and
Hazelwood to introduce a regime whereby the cost of regionalised FCAS requirements are
recovered from market participants within the region or regions where the FCAS
requirements arise.  

The Code Change Panel report which proposed the current code changes under
consideration by the ACCC included a summary of the reasoning put forward by Eraring in
proposing the original changes.  One of the perceived shortcomings of the existing charging
arrangements was that: 

“those charges impact on participants who have no ability to influence the
cost of the service.  They can neither change the quantum of service(s)
required nor compete to provide them.”  

The code change panel report also documents that local services have only been required
for 5% of the time since the start of the FCAS market, but have accounted for almost 70% of
the cost of FCAS.  A number of events involving network outages have given rise to some of
these occurrences of local requirements and considerably higher prices for FCAS.  

Network outages

From time to time network elements must be taken out of service for maintenance and to
undertake work to further develop the network.  Network elements also experience forced
outages.  The extent to which TNSPs can influence the cost of local FCAS services is
sometimes raised by market participants as an issue warranting consideration.  TNSPs can
neither provide local FCAS services or influence the price of local FCAS services directly.
TNSPs are able to influence the quantum of service which would be required if the
requirement has arisen due to a network outage.  However, such changes cannot occur on a
dispatch interval basis as network elements cannot necessarily be returned to service within
five minutes once a planned or forced outage has commenced.  A minimum time for return
to service during a planned outage, even in the best circumstances, is two hours (24
dispatch intervals).  In many cases, significantly longer times would be required during
planned outages and project outages which involve rearrangement of the network elements
to commission new works.  It is therefore not considered appropriate to include TNSPs in the
market arrangements which operate on a dispatch interval basis.



2.

Hedging mechanisms

During the working group discussions which contributed to the work of CRA in finalising this
proposal, representatives from retailers and generators reinforced that hedging mechanisms
are the most appropriate tools to manage price outcomes in the FCAS market.  Any changes
to the FCAS market arrangements which improve the ability of parties to hedge FCAS
between suppliers and purchasers will therefore provide more effective risk management
than passing such risk to TNSPs.

Incentivising TNSPs

Alternative arrangements should be used to incentivise TNSPs to perform activities involving
outages at times which seek to minimise market impacts and to respond to forced outages.
Such arrangements should also be implemented in a manner which is consistent with the
regulated revenue regime imposed by the ACCC as economic regulator for TNSPs.  In this
regard the service standards regime which the ACCC has already commenced to implement
on TNSPs is an appropriate mechanism to provide signals to TNPSs.  

If risks are shifted to TNSPs through market mechanisms this will need to be taken into
account in the regulated revenue of TNSPs.  This may involve increases in the WACC for
TNSPs investments.  Any change which introduced additional exposure to TNSPs during a
regulatory period would result in a need to reopen the revenue cap of those TNSPs affected.
Adjustment of the revenue cap is the only mechanism available to TNSPs to recover the
additional income required to fund any market arrangements involving their regulated
network.    

The new service standards regime already includes mechanisms to provide incentives to
TNSPs and is already aligned with the regulated revenue regime of the ACCC.  Measure
one deals with circuit availability and provides signals to undertake outages during non peak
times.  Measure three deals with forced outage duration and provides signals to minimise
the duration of forced outages.  Measures four and five documented in the ACCC proposal
could be developed to appropriately incentivise TNSPs to minimise binding due to network
element outages.   Measure four deals with binding of intra regional constraints due to
network outages and measure five with inter regional constraints due to network outages.  

The service standards regime is only in the early stages of implementation.  Any proposals
to change other regimes to incentivise TNSPs should take into account upcoming incentives
delivered through the service standards regime.  


