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21 February 2003 

 
Mr Sebastian Roberts 
Acting General Manager 
Regulatory Affairs – Electricity 
Australian Competition & Consumer Commission 
 

Attention: Mr Rick Myles 
 
Dear Sir, 
  
Re: Extension of Reserve Trader Provisions for the NEM 
 
Thank you for the opportunity to comment on the application by NECA to extend the Reserve Trader 
provisions of the NEM. 
 
Wambo Power Ventures Pty Ltd (WPV) is an intending NEM participant in respect of a 450MW gas-fired 
“High Shoulder” power station in Southern Queensland, which is licenced and approved, awaiting investor 
commitments.  Wambo is also well-advanced in the development of other “High Shoulder” gas-fired power 
plants in NSW. 
 
We are strongly of the view that, in the absence of an effective Capacity Mechanism being in place in the 
NEM Code to provide market pressures to ensure adequate capability to achieve the highest possible 
assurances that the “lights stay on” in all conceivable circumstances, it is premature to let the existing Reserve 
Trader provisions of the Code expire. 
 
Would-Be Peaking Plant Investors are not calling for suspension of provisions 
 

Wambo Power Ventures, being a proposed Peak and High Shoulder generator, and also having majority 
interests in the Oakey power station, an existing peaking power station, is a party power station, is a party 
whom the critics of Reserve Trader provisions cite as suffering anti-competitive detriment because of the 
Reserve Trader provisions. 
 

- This is not our experience, and we are strongly opposed to that view. 

- We have explained our experience and point of view in our recent submission to the COAG Energy 
Review Panel, viz that it is Base-Load generators, not peaking plant, which benefit from pool price spikes 
and from an excessive VoLL in our “Energy-Only” “gross” pool. 

- Peak and High Shoulder generators are insurance vehicles which are able to moderate pool price spikes, 
and such fast response plants do not capture much of the price spike as they are supposed to restore more 
stable supply/demand balance and moderate pool prices. 

- As set out in our submission to the COAG Panel, Base-Load generators are the main beneficiaries of pool 
price spikes, and the result is the current emerging pattern of flat and low pool prices for 99% of time and 
VoLL for a very small % of time. 

- While this might seem to be only an argument against increasing VoLL, it is necessary to make this point 
when base-load participants argue that the Reserve Trader disincentivates commercial investors who 
would otherwise be interested in investing in Peaking Plant. 
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- The following example, from our submission to the COAG Panel, illustrates this point. 

“The Panel appears ambivalent on the question of the appropriate level of VoLL, whereas it would have 
seemed that its analysis of market risk and costs to the eventual retail product price should have 
produced a strong conclusion by the Panel that the increase of VoLL to $10,000/MWh has been 
demonstrated to have failed to produce the responses which the increased VoLL was supposed to achieve, 
either in new commercial peaking plant investment or in demand-side reaction, and that a further 
increase to the $20,000/MWh which ACCC recommended (or endorsed) would not be any more 
successful towards these ends, but would add even greater risk-management cost to the end product.  

The fact that a thirty-minute $20,000/MWh VoLL would cost NEM retailers up to $200Million, or at least 
the unhedged volatile franchise load proportion of this total, possibly 40% to 50%, and deliver this as a 
bonus to in-service base-load generators, while delivering virtually nothing to the fast response plant 
which could have killed the price spike, illustrates the fallacy that such a market mechanism of high VoLL 
payment to all in-service generators is an incentive to peak generators. 

Australia should be taking more of a lead from the US markets, where A$2,000/MWh VoLL’s are more 
the norm.” 

 
A Capacity Mechanism is Best, but the Alternative is Reserve Trader 

 

The NEM has taken off State Governments the responsibility to provide adequate generation reserves,  a role 
they have performed well, over many decades, prior to the NEM being formed, to such an extent that 
uninterruptible electricity supply has become a necessity in modern life, in business and in industry. 

 
While the capacity of the market to produce satisfactory outcomes in an electricity market has been proven 
beyond many peoples’ expectations, it cannot be taken for granted that market forces in a flawed NEM will 
achieve a satisfactory level of generation reserves, when the “gross” pool “Energy-Only” model only has 
incentives for under-capacity. 
 
The suggestions that the NEM has proven its capacity to attract the necessary generating reserves does not 
stand up to analysis.  There simply has not been an adequate level of reserve generating capability in the 
Victorian/SA region of the NEM for a number of years, at least to an extent comparable with recognized 
world practice in similar electricity supply systems. 

 

-  Electricity consumers have been fortunate that the worst, feasible “once-in-ten-year” occurrences have not 
occurred. 
 

Although a capacity mechanism facilitating the introduction of financial generating capacity instruments, 
would in our view be better than a regulatory intervention such as Reserve Trader provisions, we believe it in 
important to recognize that in the absence of such provisions,  
- the Reserve Trader provision is the only mechanism for action to ensure all available capacity is drawn on 

to the extent necessary to “keep the lights on” in the short term, and  
- that even these provisions are inadequate as they cannot ensure necessary new peaking/reserve capacity is 

committed to be constructed with sufficient lead-time in the medium term, e.g. beyond 12 months. 
 
On the assumption that the introduction of a satisfactory capacity mechanism seems remote, at least in the 
near term, we are of the view that the next crisis for the NEM will come when there is simply not enough 
existing generation or demand-side management to prevent a shortfall of reserves to meet “once-in-ten-year” 
occurrences in the NEM. 
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The threats of blackouts which plagued Queensland’s everyday life in 1998, in the lead-up to the introduction 
of a market in the State, were overcome at most modest cost by the commissioning of low-cost peaking 
plants, which to this day operate at only a fraction of the time necessary to earn a direct commercial return, 
but which earn money for port-folio base-load generators, and should in future represent a low cost insurance 
product for electricity retailers. 
 
We include the following extract from a paper presented to the Queensland Power Conference 27th-28th May 
1999 to illustrate this point. 
 
“Reserve Trader or Reliability Safety Net 
 
In relation to “keeping the lights on”, ERM holds the very strong view that a strong Reserve Trader role must 
be established by NECA to ensure that there is adequate investment in each State in reserve generating plant 
or contracted dispatchable loads.  NECA is presently considering the options of such a “Reliability Safety 
Net”. 
 
It is our view that there is no commercial return on new power generation investment in peaking plant, i.e. for 
less than 1% ACF despatch, due to the unpredictable timing of peak pool prices, the competition presented by 
dispatchable (or interruptible) loads, the potential created for Government intervention, and the impossibility 
of banking a peaking plant investment on a 20 year assumption of 10 to 20 hours per year of $30,000 VOLL, 
for example. 
 
We believe that the example set out in the previous section of this paper, of 450MW of new peaking GT power 
plants fired on liquid fuels removing the threat of blackouts in a finely balanced supply/demand situation in 
Queensland, for less than $1.00/MWh of wholesale electricity sales across the States, demonstrates the 
importance of the this Reliability Safety Net Role in ensuring the success of the electricity reform process. 
 
For $0.75/MWh on all wholesale power sales, Standby or Reserve Peaking Plant or Contract Dispatchable 
Loads could be commissioned for each State system to the extent of at least 8% of maximum system demand 
in the respective States, or approximately 1½ times the largest generator in the State system. 
 
We believe that all electricity consumers would gladly pay $0.75/MWh of wholesale power to avert blackouts 
and avoid the costs which blackouts and the threat of blackouts place on industry, commerce, households and 
health care in the community and that Governments would want to be rid of such risks completely!!” 
 
Yours faithfully, 
Wambo Power Ventures Pty Ltd 
 
 
 
 
Trevor St Baker 
Managing Director 
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