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Details of the Proposal

The IMO proposes a rule change to clarify the wording in the Market Rules that
describes the Reserve Capacity Refund Mechanism. The Reserve Capacity Refund
Mechanism Working Group, established by the Market Advisory Committee (MAC),
developed the proposed changes in response to identified shortcomings with the
present wording of the Rules. In summary, the main issues for the Group to address
were:

e The wording describing the refund mechanism in the Market Rules required
more clarity.

e The out-workings of the Market Rules wording did not reflect the intention of
the refund mechanism.

All facilities that have been assigned Capacity Credits are, unless they are
undergoing an approved outage, required to make refunds to the market in the event
that they are unable to offer their full capacity through bilateral contracts or into the
STEM. The development of the original refund mechanism was based on a number
of objectives considered necessary for the success of the market as follows:

e The level of refunds for each outage should be set at the appropriate level to
provide the incentive for generators to meet their Reserve Capacity
Obligations.

e There must be a strong incentive to encourage capacity providers to be fully
available at peak times but there must also be incentives for good
performance at other times of the year when scheduled outages reduce the
available system capacity.

e There must be a very strong incentive on peaking plants to deliver capacity
when required (because there may be no other spare generation capacity
available on the system) but these plants may only be called on to run for a
few hours each year.

e While refund levels should be high enough to encou
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(b) to encourage competition among generators and retailers in the South  est
interconnected system including by facilitating efficient entry of new
competitors

The proposed changes would remove the current uncertainty amongst investors
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The IMO has decided to proceed with this proposal on the basis that the IMO’s
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PROPOYED AMEND N, RULB-
Amendments to clauses 4.26.1 and 4.26.3 are proposed as follows:
4.26.1. If a Market Participant holding Capacity Credits fails to comply with its

Reserve Capacity Obligations then the Market Participant must pay a refund
to the IMO calculated in accordance with the following provisions.
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Dates 1 April to 1 1 October to 1 December 1 February
October 1 December to 1 to 1 April
February

Business Days Off-Peak
Trading Interval Rate ($
per MW __ shortfall _per
Trading Interval)

0.25xY

0.25xY - 05xY

0.75xY

Business Days Peak
Trading Interval Rate ($ - 15xY — 15xY - 4xY - 6xY
per MW __ shortfall _per
Trading Interval)

Non-Business Days Off-

Peak Trading Interval — 025xY - 0.25xY - 05xY - 0.75xY
Rate ($ per MW _shortfall

per Trading Interval)

Non-Business Days Peak

Trading Interval Rate ($ — 0.75xY - 0.75xY - 15xY - 2xY

per MW __ shortfall _per

Trading Interval)

Maximum Refund The total value of the Capacity Credit payments paid or to be paid
under these Market Rules to the relevant Market Participant for the
12 Trading Months commencing at the start of the Trading Day of
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4.26.3 For each Market Participant holding _Capacity Credits, the IMO must
determine the amount of the refund (“*C p T~y Ca™ Ref _nd") to be applied
for Trading Month m in respect of a Capacity Shortfall as defined in clauses
4.26.2 during that Trading Month. The Capacity Cost Refund is the lesser of:

(a) the Maximum Refund determined in accordance with the Refund
Table, less all Capacity Cost Refunds applicable to the Market
Participant in previous Trading Months falling in the same Capacity
Year as Trading Month m; and

(b)

#———the sum over all Trading Intervals t in Trading Month m Bay-d
of the product of:
4. the Off-Peak Trading Interval Rate or Peak Trading
Interval Rate determined in accordance with the Refund
Table applicable to Trading Interval t; and
2ii. the Capacity Shortfall in Trading Interval t.

Chapter 11 Glossary

Non Bs nes D §: A day that is a Saturday, Sunday, or a public holiday throughout
Western Australia.
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