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1. Introduction

Electricity Market Advisory Services (EMAS) welcomes the opportunity to respond to Energy Policy WA'’s
(EPWA's) Reserve Capacity Mechanism Review 2 Information Paper (Stage 1) and Consultation Paper (Stage 2). This response
specifically relates to changes to the Wholesale Electricity Market’s (WEM’s) Individual Reserve Capacity
Requirement (IRCR) mechanism discussed in Chapter 3 of EPWA’s consultation paper.

EMAS is a specialist consultancy firm with expertise in energy market modelling. Our team has extensive
experience in working with WEM participants to optimize their IRCR position, which has informed the issues
raised in this response.

KEY POINTS

In broad terms, our recommendation is for EPWA to adopt an ex-ante design for both the peak and flexible IRCR
mechanisms. Under an ex-ante design, AEMO would nominate trading intervals for inclusion in the peak or
flexible IRCR calculation some hours before the event occurs, providing time for market participants to coordinate
their response.

Our rationale is that an ex-ante design will reduce the cost and uncertainty for market participants to interact with
the IRCR mechanisms, resulting in a larger number of market participants responding than would be achieved with
an ex-post design. Critically, a larger and coordinated IRCR response will benefit all consumers in the WEM by
reducing the Reserve Capacity Requirement (RCR), leading to a lower Reserve Capacity Price (RCP).
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CROWDING-OUT EFFECTS

When trading intervals are selected for calculating IRCR using peak demand on an ex-post design, a crowding-out
effect occurs when a sufficient number of participants respond simultaneously. By responding to the same
potential peak demand event, demand decreases, and it becomes unlikely that those trading intervals will be used
for the purpose of calculating IRCR.

AEMO has estimated that up to 192MW of IRCR reduction has been observed in the WEM2. Given the
characteristics of high load periods discussed in Section 3.2.3 of EPWA's consultation paper, deployment of part
of the fleet IRCR capability would likely result in a change to which intervals are identified as peak.

By way of example, Figure 1 illustrates the daily peak demand in the WEM in 2021/22. It is unclear what the IRCR
response was in any of the intervals listed in Figure 1. However, only a small change in total IRCR response would
be required to change the ordering of peak demand days.

FIGURE 1: WEM DAILY PEAK DEMAND (TT30GEN) IN 2022, TOP 10 DAYS

This creates a dilemma for market participants predicting
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https://aemo.com.au/-/media/files/electricity/wem/planning_and_forecasting/esoo/2021/2021-wem-esoo-ircr-analysis.pdf
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FIGURE 2: STYLIZED DEMAND PROFILE WITH ACTION TO AVOID EVENING RAMPING
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The incentive to perform such an action would be dependent on the flexible RCR price and balancing prices in the
middle of the day.

While the behavioral response results in a lower flexible IRCR for the individual market participant, it does not
reduce the afternoon ramp, and may introduce undesirable volatility into the WEM.

As a solution, we recommend revising the calculation from being the difference between only the start and end
values of the four-hour window, to the average (mean) difference between all contiguous trading intervals during
the four hour window. While a more complex calculation, the additional step would remove any incentive to
temporarily constrain behind the meter generation.
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