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4 March 2005 
 
 
 
Mr Sebastian Roberts 
General Manager  
Regulatory Affairs - Electricity 
Australian Competition and Consumer Commission 
GPO Box 520J 
MELBOURNE      Vic        3001 
 
 
By email: electricity.group@accc.gov.au 
 
 
Dear Sebastian 
 
RE: DESPATCHING THE MARKET: CSP/CSC TRIAL AT THE TUMUT NODES 
 
This letter is on behalf of the companies listed above, ‘the Group’, and Snowy Hydro.  
 
The Group have previously made a submission to NECA in relation to the Snowy Hydro 
derogation as an interim means of resolving the current problems with constraint management 
in the Snowy Region.  A copy of this submission is attached.  The Group reiterates its position 
that support for the derogation is conditional on resolving the issue of negative residue 
management on the Victoria to Snowy link for northward flows (‘Victoria to Snowy negative 
residue issue’).  
 
In order to enhance competition and economic efficiency, both the Group and Snowy Hydro 
believe that the Victoria to Snowy negative residue issue must be resolved either directly or 
indirectly as a condition of the derogation. The most practical and effective means to resolve 
the Victoria to Snowy negative residue issue is for NEMMCO to adopt a revised constraint 
formulation methodology for northwards flows via a consultation related specifically to the 
derogation.  Specifically, NEMMCO should use the same procedure that is used when 
negative settlement residues occur for southward flows for the duration of the derogation (if 
implemented) i.e. re-orientation of the constraint equation to Dederang node rather than 
Murray to avoid negative residues rather than artificially constraining the flow on the Victoria to 
Snowy inter-connector.   
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This proposal to ‘reorient the constraint formulation’ also formed part of the original derogation 
proposed by Snowy.  This was not considered by NECA as part of that derogation, as it is felt 
to be best addressed by a change in NEMMCO’s operating procedure.  Subject to consultation 
with participants it is within NEMMCO’s discretion to amend their operating procedures to 
accommodate this change, due to the changed circumstances related to the derogation. 
 
It is the view of the Group and Snowy Hydro that these proposals (the Snowy derogation and 
the constraint re-orientation) should be considered as a total package as both changes will 
enhance competition and economic efficiency in the market. 
 
The Group’s views on this issue have not changed since our submissions to NECA on the 
derogation.  We would request however, that if in the view of the ACCC both proposals will 
enhance competition, you would express your support for the implementation of the combined 
package.  It is our view that this support will assist NEMMCO in its consultation and will result 
in all the competition issues that arise at the Snowy regions inter-connector’s being addressed 
at least on an interim basis until the development of policy positions by the jurisdictions in 
relation to boundary/reference node definition.  The final solution can then be addressed 
through a new boundary review process.  
 
If you have any questions in relation to this proposal, please call Roger Oakley on 03 9612 
2211. 
 
Yours faithfully 
 
Ken Thompson 
 
 
 
 
……………………………….. 
General Manager 
Loy Yang Marketing Management 
Company Pty. Ltd. 
 

Robert Jackson 
 
 
 
 
……………………………….. 
Manager Market Development & 
Regulation 
Southern Hydro Pty. Ltd. 

Carlo Botto 
 
 
 
 
………………………………. 
Marketing Director 
Yallourn Energy Pty. Ltd. 
 

Stephen Orr 
 
 
 
 
………………………………… 
Commercial Director 
International Power 
 

Roger Whitby 
 
 
 
 
……………………………… 
Executive Officer Trading 
Snowy Hydro 

Reza Evans 
 
 
 
 
…………………………………. 
Manager Regulation & Market 
Development 
NRG Flinders  
 

 



Loy Yang Marketing Management Company Pty. Ltd. 
 
Southern Hydro Pty. Ltd. 
 
Yallourn Energy Pty. Ltd. 
 
International Power (Hazelwood, Synergen, Pelican Point, Loy Yang 
B and Valley Power) 
 
 
 
 
 
 
 
 
 
13 Jan 2005 
 
 
Brian Spalding 
Chief Operating Officer 
NEMMCO 
Level 22 Norwich House 
6-10 O'Connell Street 
SYDNEY, NSW 2000 
 
 
By email to brian_spalding@nemmco.com.au 
 
 
 
Dear Brian 
 
 
PROPOSED CHANGE TO MANAGEMENT OF NEGATIVE SETTLEMENT RESIDUE 
ACCUMULATION WITH SNOWY CONSTRAINT 
 
The Companies that are signatories to this letter urge NEMMCO to take rapid action in changing the 
way in which it manages “negative settlement residue accumulation” in relation to VIC to SNOWY 
interconnector flows. 
 
On a number of days recently, generators in the southern regions have been, to a significant degree, 
denied access into the NSW region because of the use by NEMMCO of discretionary constraints to 
manage negative settlement residue accumulation. 
 
We accept that under the Code as it now stands there is a need for NEMMCO to manage such negative 
settlement residues, but note that in the case of flows in the reverse direction on this same 
interconnector, NEMMCO has decided on an alternative approach, which does not have the same direct 
effect of limiting interconnector flow (and hence limiting competition in the market). This is the 
replacement of the Snowy constraint equation by one oriented to Dederang when necessary to avoid 
negative settlement residue accumulation. 
 
We also note that the proposal from Snowy Hydro, which is the subject of a current consultation by 
NECA, also suggests the same approach, although it does not form part of the formal derogation that 
they propose. 
 
We put the following proposal forward on the basis that an urgent change is desirable to enhance 
competition in the market.  
 



The current practice to manage negative settlement residues is for NEMMCO to block interconnector 
flows, that would otherwise be dispatched because of competitive prices offered in the southern states, 
by implementation of a discretionary constraint. 
 
The fact that negative residues result from such flows is not evidence of any shortcoming in the dispatch 
process, nor of any lack of competitive discipline on market participants (although, coincidentally, this 
may also be present). Instead, the negative residue is a direct consequence of the physical 
characteristics of the transmission network. 
 
Hence, the direct blocking of the interconnector flow, which might be acceptable if the flow were the 
consequence of a failure of commercial discipline on participants, is in our contention, unacceptable in 
this context. 
 
Although we see a need to avoid the direct blocking of interconnector flow, and see the re-orientation of 
the constraint as a means to this end, we are not convinced that this is a satisfactory long-term 
outcome. We see this change as an urgent and desirable measure, but probably not part of a 
competitive market design in the context of the actual network configuration and the current region 
definitions. 
 
However, we have formed the view that a better market arrangement, if one can be found, will require 
changes to the market rules, and hence is not achievable in the short term. 



 
 
We therefore seek that NEMMCO proceed as rapidly as possible to change the management of 
negative settlement residue accumulation for VIC to SNOWY flow, when constrained by the 
Snowy constraint, to the use of a re-oriented constraint as now applies for southward flow. 
 
 
If you have any questions in relation to this proposal, please call Roger Oakley on 03 9612 2211. 
 
Yours faithfully 
 
Ken Thompson 
 
 
 
General Manager 
Loy Yang Marketing Management Company 
Pty. Ltd. 
 

Robert Jackson 
 
 
 
Manager Market Development & Regulation 
Southern Hydro Pty. Ltd. 
 

Carlo Botto 
 
 
 
Marketing Director 
Yallourn Energy Pty. Ltd. 
 

Stephen Orr 
 
 
 
Commercial Director 
International Power 
 

  
 



Loy Yang Marketing Management Company Pty. Ltd. 
 
Southern Hydro Pty. Ltd. 
 
Yallourn Energy Pty. Ltd. 
 
International Power (Hazelwood, Synergen, Pelican Point, Loy Yang 
B and Valley Power) 
 
SPI Electricity Pty. Ltd. 
 
NRG Flinders Pty. Ltd. 
 
 
 
 
 
 
21 Jan 2005 
 
 
 
Mr Peter Adams 
NECA 
PO Box 2575 
ADELAIDE  SA  5000 
 
 
By email: padams@neca.com.au
 
 
Dear Peter 
 
Despatching the Market: constraint support pricing and contracting trial 
 
A number of generators have taken the view that the issues raised in this consultation by NECA are 
important to the long term function of the National Electricity Market (NEM), and have chosen to jointly 
consider this proposal and its implications.  These undersigned generators are prepared to be involved 
in the work required in order to support enhancement of the current market arrangements. 
 
We consider that the concepts of Constraint Support Pricing (CSP) and Constraint Support Contracts 
(CSC), as proposed by Charles River Associates (CRA) in its draft report to the MCE, may have the 
potential to overcome serious and material problems with the current design of the NEM.  However, the 
concept is untested and untried and the CRA report acknowledges that there is a significant body of 
work and consultation to be undertaken with market participants and policy makers to establish the 
framework and constraints within which the CSP/CSC regime could operate. 
 
Consequently, in principle, the undersigned generators strongly support the concept of a trial of the 
mechanisms proposed by CRA, provided that such a trial is properly structured and implemented. 
 
However, it must be remembered that Snowy Hydro has put forward a proposal which essentially aims 
to address an issue associated with its own operations and has attempted to incorporate some of the 
CRA concepts associated with the CSP/CSC model into a trial as part of a solution to its issue. 
Consequently the proposal appears to be generally directed at addressing one particular component of 
a problem caused by the mismatch of constraints and regional boundaries in the Snowy region, rather 
than the proper application of the CSP/CSC concept to the whole Snowy region.   The proposal is 
presented as a simplification of the CSC/CSP concept, but it isn’t clear how the proposal has been 
derived from the original CSC/CSP framework.  This introduces further uncertainty to the effectiveness 
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of the solution.  The proposal does not state the aspects of the CRA proposal which are to be tested, or 
importantly the aspects of the CRA proposal which will not be tested. 
 
 
Establishment of the conditions for an appropriate trial 
 
We therefore believe that the proposal as it currently stands is not appropriately structured to provide a 
valid trial of the CSP/CSC concept and is flawed in a number of respects which are discussed below. If 
applied the Snowy proposal would only demonstrate the operation of one way of implementing the 
CSP/CSC mathematical formulas under the prevailing market conditions. If this were the only reason for 
conducting the trial, this operation could be readily demonstrated by computer modelling studies where 
a wider range of market conditions could be tested without creating risk and uncertainty for participants. 
 
Objective criteria to measure outcomes of the trial have not been defined, which we would see as an 
important pre-requisite for any serious trial.  Rather the proposal as presented appears to be set up 
more as a permanent “fix” to an operational issue currently faced by Snowy due to shortcomings with 
the current regional market design. 
 
The following is a list of issues or questions which in our view need to be addressed before any 
meaningful trial of the CSP/CSC concept is considered.  This is not presented as an exhaustive list and 
all the issues raised by CRA in the report would need to be considered before the application of such a 
trial. 
 

• How is the economic benefit of the proposal to be measured?  A clear approach to the 
identification of the economic benefit of the implementation is required. 

 
• What are the trigger levels for implementation of a CSP/CSC proposal?  Trigger levels for 

regional boundary change have been proposed but not for implementation of CSP/CSCs. Is the 
Snowy region an appropriate candidate for a region boundary change?  

 
• With whom and how are the CSC contracts to be managed, who is to negotiate and allocate  

the CSCs, on an initial and ongoing basis?  How will the level of the CSC be determined?  What 
is the term of the CSC to be and how are changes in constraint equations and the associated 
contribution coefficients in the CSC contracts to be managed? Are CSCs contractual or 
regulatory rights? (The Snowy proposal implies a regulatory right) 

 
• How is the CSP/CSC proposal to be implemented for a constraint where loop flows occur?  The 

CRA report does not address this issue. 
 

• Are CSCs to be allocated as a firm MW quantity or a quantity related to the physical transfer 
capacity of the transmission line, and if the former what are the rights of SRA holders on the 
transmission link? 

 
• How are CSCs to be funded? The CRA report suggests a number of ways this could occur but 

no consultation on this issue has been undertaken or decision made. 
 

It must also be questioned whether the Snowy region is a suitable location for a trial of the 
CSP/CSC concepts as proposed by CRA: 

 
o There is only one generator, Snowy Hydro, which is directly impacted though the revised 

settlement process of the trial. This eliminates some of the important issues that need to be 
addressed in a proper trial. 

 
o The Snowy region is a difficult choice for this trial because it incorporates a network loop.  

CRA stated in their report on the CSC/CSP approach that the design had not contemplated 
loop flow impacts and further work would be required to validate that the proposal would be 
appropriate for network loop conditions.   

 
o Competition between Snowy generators and others is impacted by counter-price flows and 

negative settlement residues, and the interim approach that NEMMCO has adopted to deal 
with these issues.  These competition problems all occur as a result of the network loop 
issue, and have not been addressed by the Snowy Hydro proposal as it stands. 

 



It is also noted that the Snowy Hydro proposal diverges without explanation from the CRA proposal 
that it is meant to test, in a number of aspects. These include – 

 
• The failure to include all power flows that contribute to the constrained flow that 

the CSC/CSP regime seeks to address (eg. Vic-Snowy inter-connector flows 
are excluded); 

• The failure to include the coefficients from the constraint equation in the 
settlement process as proposed by CRA; 

• The CSC payments are designated to be paid to or from the Snowy-NSW inter-
connector settlement residue, rather than a separate fund. This appears to be a 
simplification of the CSP concept; and 

• The CSC defined in the Snowy proposal is based on a sharing of funds rather 
than a transaction based on a defined power flow level.  This is different from 
the CRA proposal.  

We emphasise that for the above reasons we cannot support the current proposal by Snowy Hydro, as 
it stands, as a valid trial of the CSP/CSC concept.  
 
Given the issues raised above, and in particular the failure of the Snowy Hydro proposal to address the 
loop flow problems that currently significantly impact on participants other than Snowy Hydro, we 
believe further work is required to construct an appropriate trial. 
 
In order to resolve the outstanding design features of the CSC/CSP regime associated with loop flows, 
definitively identify which elements of the CSC/CSP regime are/are not being tested, and clearly 
articulate appropriate measures of the success/failure of the trial, we suggest that NECA engage CRA 
to review this proposal and construct a more comprehensive trial proposal.  We would encourage this 
process to be expedited to minimise any potential delays in resolution of the outstanding market design 
problems associated with regional boundaries. 



Addressing the Loop Flow Issue 
 
In order to manage the market impacts associated with loop flows, including counter-price flows and 
negative settlement residues we have developed a concept, which appears promising as a method of 
dealing with these issues.  This method is detailed in Appendix 1, and aims to address the negative 
residue created by efficient dispatch around a network loop in which one link is constrained, by funding 
the settlement deficit created on one inter-connector, from the resulting surplus available on the other 
inter-connector.    This proposal can be considered as an alternative to the current problematic 
approaches to managing settlement residues and may also be appropriate in addressing counter-price 
flows in conjunction with the CSP/CSC regime.  Appendix 1 also includes an evaluation of this proposal 
against current practice. 
 
In Appendix 2 it is demonstrated that it is possible to fund the negative residue when it occurs on the 
Vic-Snowy or the Snowy-NSW link (as the case may be) by the positive residues on the other link.  This 
mechanism has been called the “Negative Settlement Payment”. 
 
 
Interim application of the Snowy Proposal 
 
However as an interim measure, we would support the implementation of the changes proposed by 
Snowy Hydro to address the shortcomings in the Snowy region, subject to appropriate consultation, 
pending the evaluation and possible implementation of the CSP/CSC concept,  if the following changes 
were also made: 
 

• Option 1: The development of the proposal outlined in Appendix 1 to deal with 
the negative settlement residues resulting from the loop flows that arise 
because the failure of the market settlement system to deal effectively with the 
particular transmission configuration affecting the Snowy region,  

Or  

• Option 2: Alternatively for northward flows, the re-orientation of the Option 4 
Constraint Equation to Dederang rather than the current NEMMCO policy of 
implementing a discretionary constraint to limit counter price flows and hence 
negative settlement residues.  We understand that this option is under 
consideration by NEMMCO. 

And 

• Correction of a number of drafting errors in the proposal, namely: 
a. A process that calls for a new piece of information, the marginal value of 

supply at a node other than a regional reference node, but fails to set up 
a process to obtain this; 

b. In adopting a definition of Constraint Support Payments which is different 
to that proposed by CRA, the drafting inadvertently eliminates many 
unrelated settlement amounts in relation to the Tumut stations; and 

c. The use of the term “un-derogated settlement amount”, not being specific 
to energy settlement, also introduces errors due to other settlement 
transactions being inadvertently over-ridden 

 
Accordingly, in Appendix 3 some suggested changes to the draft derogation are 
proposed to address the issues we have identified with the Snowy proposal, and 
implement the “Negative Settlement Payment” approach (consistent with Option 1 
above). 
 
If implemented as we have proposed above, the changes should only continue until a 
more general solution to the same issues comes into force, or be terminated earlier if 



NECA or its successor forms the view that the changes have proved to have a 
negative net effect on competition in the market. This partial implementation of the 
CSP/CSC concept should not set any precedent for future applications, or be 
considered as a trial of the concept for the reasons outlined above. 
 
 
Conclusion 
 
Our view is that the Snowy Hydro proposal as it currently stands is not appropriately structured to 
provide a meaningful or valid trial of the CSP/CSC concept and is flawed in a number of respects, not 
the least of which is that the proposal does not state the general issue to be addressed, how it is to be 
tested, nor the objective criteria to be used to measure the outcomes.  
 
We have also identified that there is a second, separate cause of the breakdown of competition arising 
from the market settlement system applicable to the Snowy region.  A new method of dealing with this 
issue has been proposed in this submission, which needs to be addressed in both the Snowy proposal, 
and if any sensible assessment of the CRA proposal is to be conducted.  If competition were to remain 
damaged or distorted by an issue that the CRA proposal does not seek to address, then it would be 
difficult, if not impossible, to assess whether a trial was a success. 
 
We therefore contend that a trial should not be attempted at Snowy or any other location for that matter 
unless the issues raised here and in the CRA report are properly addressed. In the interim, we would be 
prepared to accept the proposals put forward by Snowy purely as a short-term operational measure, but 
only if the essential modifications attached are adopted. 
 
If you have any questions in relation to this proposal, please call Roger Oakley on 03 9612 2211. 
 
Yours faithfully 
 
Ken Thompson 
 
 
 
General Manager 
Loy Yang Marketing Management Company 
Pty. Ltd. 
 
 
 

Robert Jackson 
 
 
 
Manager Market Development & Regulation 
Southern Hydro Pty. Ltd. 
 

Carlo Botto 
 
 
 
Marketing Director 
Yallourn Energy Pty. Ltd. 
 
 
 

Stephen Orr 
 
 
 
Commercial Director 
International Power 
 

Ben Skinner 
 
 
 
Regulatory Manager Wholesale Markets, SPI 
Electricity Pty. Ltd. 

Reza Evans 
 
 
 
Manager Regulation & Market Development 
NRG Flinders  

 



Appendix 1  
 
Loop Flows and Negative Settlement Residues 
 
The current market settlement process in the NEM has certain implicit assumptions, and has been 
found to distort competition in the market when these assumptions are not satisfied in practice. 
 
The CRA proposal is designed to deal with the distortion of competition that occurs when an intra-
regional transmission constraint leads to a value in dispatch for a scheduled plant which is materially 
different from the value expressed through the region-based market settlement process. This leads to a 
distortion of the bid or offer formation process by market participants, unless corrective action, such as 
that proposed by CRA, is introduced (or the regions changed to eliminate intra-regional constraints as 
the Code envisages) 
 
However, this is not the only threat to competition that arises from the market settlement process. The 
Code implicitly assumes that virtually every interconnector flow will result in a positive settlement 
residue, since the means to deal with negative residues are suitable only for occasional and trivial 
deficits. 
 
But the reality is that significant and sustained negative residues are a natural consequence of certain 
physical arrangements of the transmission network. In particular the reaching of a flow limit within a 
network loop will result in power flows contrary to the price difference. If this coincides, as it does at 
Snowy, with an interconnector, then negative settlement residues on the interconnector will occur. 
 
It is important to stress that this is due to the nature of the physical network and its effect on efficient 
dispatch, and hence cannot be eliminated without creating dispatch inefficiency. Nevertheless, 
NEMMCO is currently forced to somehow eliminate the negative residue. NEMMCO’s practice includes 
two techniques – 
 

• The application of wholly artificial constraints in dispatch, unrelated to the 
capability of the transmission network, to eliminate the economically efficient, 
but financially troublesome power flow, or 

• The introduction of a deliberate calculation error into the pricing for one region 
so that the flow that is actually, and correctly, counter-price appears to be in 
accordance with the price difference. 

 
The problem is not the negative settlement residue on the interconnector in itself, but the anti-
competitive measures that NEMMCO is forced to adopt because of the deficiencies of the 
settlement process 
 
While the counter-price flow is a problem for the current settlement process, which considers each 
interconnector in isolation, we believe that taking a wider view allows the settlement process to be 
adapted successfully to this situation. To illustrate this wider view we show schematically, for the case 
of the Snowy region, the pricing patterns that lead to negative settlement residues. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

c Snowy NSW NSW Snowy Vic 

Pr
ic

e 

Flow North h 

Pr
ic

e 
Vi
 Location Location 
Flow Sout



 
It is characteristic of these cases that, as shown in these schematic diagrams, the counter-price flow 
that occurs between Victoria and Snowy when the Snowy constraint is affecting dispatch is associated 
with a larger price difference in the direction that supports the flow on the Snowy - NSW inter-connector. 
This is consistent with the economic dispatch of the flow through the Snowy region, between Victoria 
and NSW. 
 
From this general description it can be seen that the negative settlement residue on Vic-Snowy can 
potentially be funded from the larger positive settlement residue on Snowy-NSW. This qualitative case 
is supported by a quantitative assessment that is reported in Appendix 2.  This payment mechanism is 
termed “Negative Settlement Payment”. 
 
Comparison with alternatives 
 
Having established that an alternative settlement process is feasible, we now consider its merits relative 
to the current approaches. 
 
The primary role of the electricity market is to economically dispatch the available generation sources 
(and dispatchable load changes), and to derive prices consistent with this dispatch. 
 
The provision of settlement residues, while desirable for degree of protection they can afford market 
participants from basis risk that they chose to incur, are not a primary outcome of the market. Rather, 
they arose as a by-product of efficient dispatch and have proved somewhat useful. We contend that the 
desirability of settlement residues should not be allowed to take precedence over efficient dispatch. 
 
Our proposal is compared below with both NEMMCO current practices. 
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On the basis of the primacy of market dispatch and pricing, we see the funding of settlement negative 
residues as the most satisfactory alternative. 



Appendix 2  
 
Demonstration that sufficient funds are available for the Negative Settlement Payment 
 
The Negative Settlement Payment avoids the need for anti-competitive interventions by NEMMCO by 
allowing negative settlement residues to be incurred and funded by transfer from the related positive 
settlement residue. 
 
In order to support the introduction of the concept, this appendix demonstrates that sufficient funds will 
be available to make these payments. 
 
This demonstration will, for simplicity, rely only on the surplus due to a binding transmission constraint, 
thus ignoring the additional surplus due to the use of marginal loss factors. 
 
The demonstration relies on the relationship between region prices that occurs when the Snowy 
constraint is binding. For discussion of this relationship see the NEMMCO paper “Management of 
network limitations within the Snowy region and constraint formulation in the NEM  -  interim actions” of 
3 March 2003. 
 
In section 6 of this report, three alternative representations of this relationship are given. For this 
discussion the form used will be – 
 
Snowy Price = 4/3 × Vic price +  1/3  ×  Tumut/NSW price 
 
 
The demonstration assumes the nominal value of the Tumut to Murray transfer capability is 1350MW 
and the nominal number of SRA units for the NSW to to Snowy inter-connector is 800MW and also uses 
limits to power flow between Victoria and Snowy that apply because of limitations other than the Snowy 
constraint. The Values used are – To Vic  =  1900 MW,  To Snowy  =  1100 MW. 
 

2. Northward flow 
 
The critical condition for northward flow is where the Vic to Snowy flow is greatest (ie maximum 
settlement deficit) and the Snowy to NSW flow is least (ie minimum settlement residue). 
 
The maximum Vic to Snowy is 1100 MW. 
 
With the Snowy constraint binding at an assumed 1300 MW, the minimum Snowy to NSW flow (with no 
Tumut generation) is 1300 MW. 
 
Vic → Snowy deficit is 1100  ×  (Pv  -  Ps) 
 
Substituting for Ps gives 1100  ×  (Pv  -  4/3 × Pv  +  1/3 ×   Pn) 
                                    = 1100  ×  1/3  ×  (Pn  -  Pv) 
 
Snowy  →  NSW surplus is 1300  ×  (Pn  -  Ps) 
 
Substituting for Ps gives 1300  ×  (Pn  -  4/3 × Pv  +  1/3 ×   Pn) 
                                    =  1300  × 4/3  ×  (Pn  -  Pv) 
 
Since the surplus is clearly larger than the deficit to be funded, the adequacy of the funding in this case 
is demonstrated.  
 
(Note that the surplus would, in the general case, be affected by a Constraint Support Payment, but this 
is zero in this case of minimum residue. The addition of Tumut generation would result in a CSP but 
would increase the residue by a corresponding amount) 
 

3. Southward flow 
 
The critical condition for southward flow is where the Vic to Snowy flow is greatest (ie maximum 
settlement deficit) and the Snowy to NSW flow is least (ie minimum settlement residue). 
 
The maximum Snowy to Vic is 1900 MW. 
 



With the Snowy constraint binding at an assumed 1300 MW, the minimum NSW to Snowy flow (with all 
of the constrained flow provided from Tumut generation) is 0 MW. 
 
Vic → Snowy deficit is 1900  ×  (Ps  -  Pv) 
 
Substituting for Ps gives 1900  ×  (4/3 × Pv  +  1/3 ×   Pn  -  Pv) 
                                    = 1900  ×  1/3  ×  (Pv  -  Pn) 
                                    =  633   ×  (Pv  -  Pn) 
 
Snowy  →  NSW surplus is zero prior to CSP/CSC transactions 
 
The CSP payment credited to the Snowy  →  NSW surplus is  
 
1300  ×  0.8  ×  (Ps  -  Pn) /  0.8 
 
Substituting for Ps gives 1300  ×  ( 4/3 × Pv  -  1/3 ×   Pn  -  Pn) 
                                    =  1300  × 4/3  ×  (Pv  -  Pn) 
 
The CSC payment from the Snowy  →  NSW surplus is 
 
(1350  -  800)/1350  ×  1300  ×  0.8  ×   (Ps  -  Pn) /  0.8 
 
=  530  × 4/3  ×  (Pv  -  Pn) 
 
Therefore net surplus available before making a Negative Settlement Payment is 
 
1300  × 4/3  ×  (Pv  -  Pn)   -    530  × 4/3  ×  (Pv  -  Pn) 
 
1027  ×  (Pv  -  Pn)    
 
Since the surplus is clearly larger than the deficit to be funded, the adequacy of the funding in this case 
is demonstrated in this case also 
 
(Note that a non-zero flow NSW to Snowy would reduce the CSP payment to the directional 
interconnector reside, but would add a corresponding amount from the inter-connector flow residue).  
 

4. General Comment 
 
We note that the proposal requires the diversion of settlement residue from one interconnector to 
another, and that the TNSPs that receive these funds are different and in relation to this provide the 
following comments. 
 

• The creation of settlement residues is not an intended output from the market, 
but rather an unintended by-product of efficient dispatch and pricing, 

• The residues are not “owned” by the TNSPs but rather held in trust for end-use 
customers, who we believe are more effectively benefited by our proposed 
arrangement to increase competition in the market, rather than by receiving the 
current amounts of these residues. 

• The allocation of funds from a settlement residue is not unique to this proposal, 
but is also proposed under the CSP/CSC regime proposed by CRA, 

• The distribution of settlement residues via TNSPs contains significant risks of 
perverse incentives, and should be reviewed; thus this proposal should not be 
stymied because it fails to accord with an existing but clearly unsatisfactory 
process, 

• The distribution of settlement residues between regions, as currently practiced, 
has effects that are difficult to justify and the alternative of a market-wide 
distribution should be considered; again, this proposal should not be considered 
adversely because it fails to conform to an existing but unsatisfactory regime.  



 
Appendix 3  
 
Revised draft derogation 
 
Part 8 Network Constraint Formulation 
 
 
(a) Despite any provision of the Code to the contrary, including without limitation clauses 
3.6.4(a), 3.6.4(a1), 3.6.4(b), 3.7.2(c)(3), 3.7.3(d)(3), 3.8.1(b)(5), 3.8.1(b)(6), 3.13.4(o) 
and 3.13.8(a)(5), network limitations may occur which impact on both intra-regional and 
inter-regional powerflows. 
 
(b) NEMMCO must determine and represent network constraints in dispatch which may 
result from limitations on both intra-regional and inter-regional powerflows. 
 
(c) If the use of a network constraint in dispatch developed under clause (b) substantially 
creates, in NEMMCO’s reasonable opinion, a significant inter-regional power flow from 
a region with a dispatch price that is greater than the dispatch price of the importing 
region (a ‘significant counter price power flow’), NEMMCO must, without prejudicing its 
obligations to maintain power system security, use reasonable endeavours to apply an 
alternative formulation for that network constraint for the expected duration of the 
significant counter price power flow. That alternative form of the network constraint 
should apply for the expected period of the significant counter price power flow if the 
original formulation of the network constraint were used. 
 
(d) NEMMCO must develop and publish a procedure for determining when a significant 
counter price power flow is deemed to be significant for the purposes of clause (c). 
 
(e) This derogation will cease to apply on: 
• 31 July 2007 or 
• implementation of the first regional boundary review by the AEMC; or 
• as otherwise determined by the AEMC or NECA. 
 
(f) Any dispatch interval when a constraint, based on the contingent loss of either the Murray to Lower 
Tumut transmission line or Murray to Upper Tumut line, affects the market dispatch is a Snowy 
Constraint Dispatch Interval. Any Trading Interval that includes a Snowy Constraint Dispatch Interval is 
a Snowy Constraint Trading Interval. 
 
(g) The use of an alternative constraint formulation under (c) shall not apply to any constraint that is 
relevant to the definition of a Snowy Constraint Dispatch Interval 
 
(h) NEMMCO must develop and publish a procedure for the determination of the marginal value of 
supply at the Lower Tumut Switching station and the Upper Tumut Switching Station for a Snowy 
Constraint Dispatch Interval. NEMMCO may amend that procedure, but must publish the amendment 
before applying it. 
 
(i) In each Snowy Constraint Trading Interval, in relation to each connection point at Lower Tumut 
and at Upper Tumut, a Constraint Support Payment transaction occurs which results in a Trading 
Amount for each financially responsible participant determined in accordance with the formula: 
 
TA  =  AGE  × COEF  ×  CONPRICE 
 
TA is the trading amount to be determined, which if positive will by owed by the participant to NEMMCO 
and credited to the NSW to Snowy directional interconnector settlement residue, and if negative will 
owed by NEMMCO to the participant and debited to the Snowy to NSW directional interconnector; 
 
AGE is the adjusted gross energy for that connection point for that trading interval, expressed in MWh; 
 
COEF is the coefficient for generation at the connection point in the constraint equation that resulted in 
the Snowy Constraint Trading Interval 
 
CONPRICE is the price of the constraint, determined as  
 



(RRP  -  Trading Interval Shadow price) / COEF 
 
Where  Trading Interval Shadow Price is the average of the marginal value of supply for each Dispatch 
interval in the Trading Interval determined by NEMMCO in accordance with the procedure specified in 
(h) 
 
(j) For each Snowy Constraint Trading Interval in which the Snowy region is the importing region in 
relation to Flows between the Snowy and the NSW regions, in relation to each connection point at 
Lower Tumut and at Upper Tumut, a Constraint Support Contract transaction occurs which results in a 
trading amount determined in accordance with the formula; 
 
TA  =  - ((1350  - 800)/1350) ×  INTFLO  ×  COEF ×  CONPRICE 
 
Where 
 
TA is the trading amount to be determined, which if positive will by owed by the participant to NEMMCO 
and credited to the NSW to Snowy directional interconnector settlement residue, and if negative will 
owed by NEMMCO to the participant and debited to the Snowy to NSW directional interconnector; 
 
INTFLO is the sum of the NSW to Snowy interconnector flow and the values of AAAAGE for connection 
points at Lower Tumut and Upper Tumut 
 
COEF is the coefficient for generation at the connection point in the constraint equation that resulted in 
the Snowy Constraint Trading Interval 
 
CONPRICE is the price of the constraint, determined as  
 
(RRP  -  Trading Interval Shadow price) / COEF 
 
 
 
(k) In each Snowy Constraint Trading Interval, a Negative Settlement Payment transaction occurs which 
results in a payment which is determined in accordance with the following formula; 
 
CEP  =  FACTOR × (RRPv  -  RRPs) 
 
Where 
 
CEP is amount of payment which is credited to the directional interconnector between Victoria and 
Snowy that would, but for this payment, have a negative residue in this Trading Interval, and which is 
debited to the directional interconnector between Snowy and NSW that has a positive residue in the 
Trading Interval 
 
FACTOR is a factor determined by NEMMCO on the basis that having regard to all other payments 
affecting the settlement residue in relation to the Victoria to Snowy interconnector, and minimizing this 
payment, the net settlement residue after the CSP will not be negative 
 
RRPv  is the Regional Reference Price for the Victorian region 
 
RRPs  is the Regional Reference Price for the Snowy region 
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