
 

12th May 2005 
 
 
Mr Sebastian Roberts 
General Manager 
Regulatory Affairs - Electricity 
Australian Competition and Consumer Commission 
PO Box 1199 
Dickson ACT 2602 
 
 
Submission sent electronically to: electricity.group@accc.gov.au 
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INTRODUCTION 
 
Snowy Hydro Limited (“Snowy Hydro”) appreciates the opportunity to comment on the ACCC’s Draft 
Determination on Snowy Hydro’s proposed derogation: CSP/CSC trial at the Tumut nodes.  Snowy Hydro 
fully endorses the ACCC’s draft determination.  The purpose of this submission is to respond to the 
issues raised at the Pre-Determination Conference held on 10 May 2005. 
 
There were no arguments raised at the Pre-Determination Conference to refute or oppose the proposed 
CSP/CSC derogation in terms of market benefits.  However, there were a number of other issues raised, 
which Snowy Hydro would like to address in this submission. 
 
 
PRELIMINARY MATTER: MARKET BENEFITS OF THE PROPOSED CSP/CSC DEROGATION 
 
Under the current market arrangements there is significant inconsistency between pricing and dispatch 
for Tumut generation.  If an intra-regional constraint binds between the Murray and Tumut nodes, the 
essence of the derogation provides for Tumut generation to be paid its ‘local nodal’ price and not an 
unrelated regional reference price.  Numerous literature has emphasised the desirable market benefits 
associated with generation plant having consistent dispatch and pricing.  The benefits are more efficient 
dispatch (which must by definition, include settlement of the dispatched quantity), improved pricing 
signals, and ultimately an increase in competition.  Both NECA and the ACCC support the fact that if a 
generator faces a given price, it should be dispatched for the corresponding quantity on its offer curve. 
Under the present arrangement this simply does not occur.  The proposed CSP/CSC derogation corrects 
this inconsistency between pricing (including settlement) and dispatch.  An example of this inconsistency 
is that on the 8th of February 2005, for a number of dispatch intervals, Tumut generation was dispatched 
at more than 1000MWs without receiving its offer price (which cannot be said to be efficient dispatch). 
 
Specific market benefits of the proposed derogation are re-iterated below: 
 

• Improved inter-regional trade.  For example, there will be a definitive improvement in the 
‘firmness’ of SRAs in southerly flows (this statement has been endorsed by all the analysis 
performed on this proposed derogation).  The CSP/CSC derogation also lays the foundation for 

 



improved northerly flow SRA benefits (in combination with NEMMCO’s re-orientation consultation 
which is in progress). 

• Definitive improvement in Tumut generation dispatch (with related improved competition 
benefits). 

• Improved reliability of supply in VIC/SA, particularly for summer conditions (which may have a 
very significant real market cost if not addressed). 

 
These market benefits have been analysed by NECA, the ACCC, and Snowy Hydro and each in their own 
way has established that there are likely to be tangible net market benefits from implementing the 
derogation proposal. 
 
 
ISSUES RAISED AT THE PRE-DETERMINATION CONFERENCE 
 
This section addresses the key issues arising from the Pre-determination Conference. 
 

1. The presentation by Macquarie Generation 
 
Macquarie generation raised a number of issues and questions during its presentation, which have been 
addressed below: 
 

(i) Macquarie Generation’s proposed derogation 
 
Macquarie Generation stated that the best long-term solution to the issue was a regional boundary 
review, although it was acknowledged that this would be a time consuming process.  Macquarie 
Generation said that it had proposed a derogation itself to initiate a review of the regional boundaries in 
the Snowy region.   
 
As stated by Snowy Hydro at the Pre-determination Conference, Macquarie Generation’s proposed 
derogation is a separate process, which can and should be addressed separately.  In addition, the timing 
issues associated with Macquarie’s derogation mean that an outcome arising from this derogation would 
not be able to be implemented in under 2 years.  Hence if the process were to be initiated now, it would 
not be directly implementable until July 2007.  On the other hand, the proposed CSP/CSC derogation can 
be implemented immediately, and it will establish an orderly transition process to a longer-term solution. 
 

(ii) General Code change or derogation? 
 
Macquarie Generation also raised a question as to whether the proposed CSP/CSC derogation should 
have in fact been a Code change, as it affected other Code Participants in addition to Snowy Hydro.  
Macquarie Generation claimed that the ACCC should terminate the process of considering this 
derogation on those grounds.   
 
Snowy Hydro asserts that under the Code, the question of whether a proposal submitted to NECA is a 
Code change of general application or a derogation is a matter of interpretation by NECA.  Snowy Hydro 
highlights that: 
 

• There is a precedent for similar use of the Derogation process (eg the IOA Trader derogation). 
• If there were a problem with the Snowy CSP/CSC proposal then Macquarie Generation’s unseen 

derogation proposal would face the same Code interpretation issue. 
• In particular, although the Code states that the derogation must apply to the Code Participant 

proposing it, there is nothing in the Code to say that the derogation must only affect that Code 
Participant.  The submission process in the Code would suggest that a derogation can affect a 
number of Code Participants and interested parties.  

 



• There was no argument put forward that NECA failed to follow the procedures in clause 8.4 of the 
Code, and therefore the ACCC has no cause for rejecting the proposal on these grounds. 

• There does not appear to be any general power under the Code for the ACCC to terminate the 
process on the grounds claimed by Macquarie Generation, even if the matter should have been a 
Code change of general application rather than a derogation.   

 
(iii) Wealth Transfers 

 
Macquarie Generation’s presentation highlighted the fact that in the past due to misaligned pricing and 
dispatch of Tumut generation, there has been significant wealth transfer from Snowy Hydro to other Code 
Participants.  This has arisen from the Code regional boundary process that was not followed on 
numerous occasions and which has increased wealth transfers over the past 5 years. 
 
The key point is that the inconsistency between pricing and dispatch for Tumut generation has meant that 
Tumut generation is settled on an incorrect Snowy regional reference price and hence the transfer of 
wealth has in fact been from Tumut generation to the Settlement Residues, and onto other Participants.  
For example, on 8th February 2005 for dispatch interval 16:30, there was a net wealth transfer from 
Snowy Hydro Tumut generation of $6 million.   
 
It appears to Snowy Hydro that there are incentives on NSW generators to preserve the status quo 
arrangements, and to preserve the perverse wealth transfer from Snowy Hydro generation, which 
presently occurs.  Snowy Hydro submits that this presents a significant cost barrier for Snowy Hydro to 
contract in NSW.  As a direct consequence, there is significantly reduced competition in the NSW contract 
hedging market.  It is worthy to note that the forward contract hedging markets in NSW are trading at 
something like a $4/MWh premium over the Victorian equivalent.  Perversely, fundamental analysis of 
demand/supply balance suggests that Victorian forward prices should trade at a premium over NSW. 
 
Snowy Hydro has stated in previous submissions that wealth transfers should not be used as a basis for 
regulatory assessment of a change.  It is customer benefits derived for improved dispatch, increased 
inter-regional trade, and overall more effective competition that should form the basis of the decision to 
grant authorisation. 
 

(iv) Forward Looking analysis 
 
Macquarie Generation also claimed that all analysis of the proposed CSP/CSC derogation has been 
based on historical data, and that there is a need to perform some form of forward looking analysis of the 
affect of the proposed derogation. 
 
Snowy Hydro has performed forward-looking analysis. However, Snowy Hydro’s proposed derogation 
covers a forward time-span of two years. Inside this time period there can only be limited physical 
changes such as network or generation developments. In Snowy Hydro’s original submission to NECA it 
was highlighted that the only significant forward looking change in this time period is demand growth in 
Wagga and Canberra which will only increase the existing market problems. The proposed derogation 
addresses these issues.  
 
Further to this, the proposed CSP/CSC derogation allows for the cessation of the derogation as 
determined by the AEMC or NECA.  This provides a mechanism to cease the Derogation if the results are 
contrary to expectations.  

 



 
2. The presentation by Transgrid 

 
Snowy Hydro found the presentation by Transgrid confusing and not easy to follow.  However, Snowy 
Hydro has also addressed what it believes are the main issues raised in Transgrid’s presentation. 
 

i. The CSP/CSC Trial 
 
Transgrid claimed that the proposed CSP/CSC derogation is not a trial, but rather a “temporary fully 
fledged change in arrangements”.  Snowy Hydro strongly refutes this statement, as did AGL in its 
presentation at the Pre-determination Conference.  First, unlike other potential longer-term solutions to 
the problem, this trial can be easily “dismantled” with negligible transaction and other costs.  Additionally, 
in the unlikely event that the constraints don’t bind in the future the derogation will have no practical 
effect. 
 
The trial is supported by policy makers (Standing Committee of Officials) and has the endorsement of the 
NECA Board. 
 
The other key benefit of the trial is that it will immediately fix the major known problem of inconsistency 
between pricing and dispatch, and in doing so inform the market of the how the CSP/CSC framework 
operates. 
 

ii. The Competition Issues 
 
The Transgrid presenter stated that he was not involved in competition, and did not want to get engaged 
in those issues; but then stated that he was concerned about the level of competition benefit analysis that 
had been performed to date.   
 
Snowy Hydro intends to respond to the major question about competition benefits.  However, Snowy 
Hydro is happy to respond to any specific examples raised by any party. 
 
It is Snowy Hydro’s belief that the derogation will increase competition and the biggest beneficiaries will 
be NSW customers.  This view is supported by NECA as shown1. 

 
“For example, the proposed derogation will place Snowy Hydro on a more equitable 
footing to compete with NSW generators. While it is impossible to accurately quantify and 
in this case may even be of questionable materiality, nonetheless this can be expected to 
reduce prices in NSW, effectively transferring wealth from NSW generators to NSW 
consumers. This can lead to consequential efficiency gains.” 

 
Snowy Hydro’s example in its section on wealth transfer in this submission demonstrates that those 
numbers can be quantified. 
 
It is Snowy Hydro’s view that prima facie, the NSW Generator’s opposition to the Snowy CSP/CSC 
proposal demonstrates that there are potential benefits of the proposal to NSW customers. 
 
There are two major competition benefits associated with the proposed CSP/CSC derogation: 
 

i. The southern flow benefit which has been endorsed by all parties who have performed analysis on 
this proposed derogation (where Tumut generation will return money to SRA and compete on equal 
footing with NSW)   

                                                      
1 NECA, Despatching the market, Constraint Support Pricing and Contracting Trial at the Tumut Nodes. 

 



ii. The northerly flow benefit, which will also allow more contracting volumes and increased 
competition in NSW (as explained under the “Wealth Transfer” section of this submission).  

 
3. The presentation by AGL 

 
AGL started its presentation by stating that significant problems exist under the current arrangements.  
This view is strongly endorsed by Snowy Hydro, and in fact was confirmed by all presenters at the Pre- 
determination Conference.  AGL then went on to state that the proposed CSP/CSC derogation is an 
important incremental step to resolving the problems associated with the Snowy Region and improving 
inter-regional trade.   
 
AGL said that the correct test is whether the benefits of the change proposal outweigh any detriments on 
a balance of probabilities, not whether it provides the best solution to all market problems.  AGL stated 
that the proposed CSP/CSC derogation is part of a package of necessary reforms, which will need to 
include longer-term solutions such as regional boundary changes and transmission upgrades.  However 
AGL stated that the proposed CSP/CSC derogation on its own creates net incremental market benefits 
and will facilitate other processes to achieve necessary longer-term solutions.  Snowy Hydro endorses 
these comments. 
 
 
CONCLUSION 
 
Snowy Hydro appreciates the opportunity to comment further on the proposed derogation.   
 
Snowy Hydro strongly endorses the ACCC draft determination and believes that the proposed CSP/CSC 
derogation will provide material net market benefits compared to the current arrangements. 
 
Snowy Hydro believes that is has addressed the issues raised at the Pre-determination Conference in 
this submission, however, if you would like to discuss this submission or any aspects of the proposed 
derogation further, please call me on (02) 9278 1885. 
 
 
Yours sincerely, 
 
 
 
 
 
Roger Whitby 
Executive Officer, Trading 
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