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24 March 2005 
 
 
electricity.group@accc.gov.au 
 
 
 
 
Dear Electricity Group 
 
Re: Extension of reserve trader sunset 
 
Thank you for the opportunity to comment on the request by NECA to authorise an extension 
of the reserve trader sunset for 1 year.  I have attached to this letter our submission to NECA, 
our submission to the ACCC dated 22 February 2003 and our submission to NECA’s 
variation dated 20 May 2003. 
 
We note this will be the third time that the sunset has been extended without a review of its 
effectiveness.  In the original 1998 authorisation and each successive authorisation the ACCC 
has expressed its concerns regarding the mechanism and has authorised subject to conditions 
that it be transitional.   
 
TXU feels that this state of “permanent transition” has been created not due to the recent 
uncertainties regarding market governance-the reliability panel has remained stable and 
consistent throughout the life of the NEM-but due to the attraction of short-term expediency 
rather than focus upon long-term market design.   
 
In 2003 the ACCC attempted to break the cycle by placing clear conditions forcing the 
reliability panel to complete a thorough review prior to 1 July 2004.  This did not work and it 
is very likely that in 2006 the AEMC will be authorising a further expedient extension.  In 
TXU’s opinion, the only way to break this cycle of expedience is to refuse this authorisation.  
This will then require the reliability panel to make a strong case towards a permanent 
arrangement via an AEMC code change. 
 
TXU has concerns regarding the design of the reliability safety net, which are articulated in 
the attached papers and demonstrated during the 2004 contracting process.  In summary these 
are that: 

• It doesn’t work; 
• It provides a false sense of security; 
• It can be excessively expensive for market customers; 
• It forces NEMMCO to make technical, behavioural and economic judgements; 
• It has no way of ensuring that demand-side tenderers were not going to participate in 

the market anyway; 
• It provides an incentive for demand-side tenderers to underestimate their market 

availability in NEMMCO forecasting; 
• It permits NEMMCO and TNSP’s to take a conservative approach to reliability 

forecasting with larger reserve margins and excessive demand forecasts; 
• It can distort the market benefit leg of the regulatory test; 
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• It can permit other market investment inadequacies to fail to be addressed; 
• It is more expensive, and less effective, than a long-term reliability safety net such as 

dedicated reserve plant; 
• Given the historical experience with high levels of NEM reliability, is unnecessary. 

 
VicPower’s list of concerns regarding its operation in 20041 underlines the serious 
shortcomings in the current design that requires thorough review.  Although they support 
extension, when these shortcomings are weighed against its lack of success: out of a 300MW 
requirement only 84MW was recruited (and it is unclear that this is new capacity), it would 
appear that, in the short-term at least, the NEM is better off without the reserve trader. 
 
Although not relevant to the question at hand, TXU disputes Bardak’s claims that the NEM 
has historically suffered a level of upstream reliability shortfalls of greater than the 0.002% 
standard2, and this position can be confirmed by reviewing the annual reports of the panel in 
the following context. 
 
Since market start, the only instances of actual widespread (i.e. instructed by NEMMCO) 
loadshed have been due to either: 

• Transient system security events, such as the non-credible loss of an interconnector 
and/or multiple generating units where it subsequently takes 30 minutes or so to 
replace the supply through ramping standby plant; or 

• Two events of major industrial action. 
 
In either case, the planning standards and reserve trader have no relevance.  Security 
interruptions are independent of reliability-i.e. they occur just as frequently when there is 
large amounts of reserve plant.  Industrial action will be taken to the level of disruption that 
necessitates its resolution.   
 
In the 1999/2000 reliability panel annual report, the vast bulk of reported load-shed (caused 
by the Jan/Feb 2000 Yallourn industrial dispute) was not load shed but the reduction in 
demand caused by an excessive level of mandatory restrictions.  Had these restrictions not 
been in force, the amount of load shed would have been immaterial. 
 
If the ACCC chooses to extend, TXU supports NEMMCO’s suggestion of similarly 
extending the chapter 8.  The ACCC will recall that in 2003 the panel also initially 
overlooked this derogation.  At the time, TXU suggested this evidenced a lack of 
thoroughness in proposing the extension. 
 
I would welcome any questions on (03) 8628 1280. 
 
Yours sincerely  
 
 
 
Ben Skinner  
Regulatory Manager, Wholesale Markets 

                                                 
1 Vicpower submission to Reliability Panel 27 January 2005 
2 Transgrid submission to Reliability Panel 28 January 2005 


