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1 Introduction

The Energy Security Board (ESB) was asked to advise the COAG Energy Council on two
recommendations made in the ACCC Retail Electricity Pricing Inquiry — Final Report (June
2018)1. These were Recommendations 6 and 7 concerning the wholesale market for electricity.
This consultation paper has been prepared by the ESB to inform its advice to the COAG Energy
Council on recommendation 7.

Recommendation 7

The AEMC should introduce market making obligations in South Australia which require large,
vertically integrated retailers to make offers to buy and sell specified hedge contracts each day,
to boost hedge market activity. The parameters of a market making obligation should have
regard to:

1 the size of the South Australia market

9 the distribution of generation ownership in the region

91 the benefits to market liquidity and efficiency of regular trading activity

9 the burden of the requirements on obligated entities

1 any impact on the incentives of intermittent generators to invest in firming technology.

After an appropriate period (for example, after two years) the mechanism should be assessed
for its effect on market activity, liquidity and risk to determine if it should be continued,
amended or removed in SA and, potentially, extended to other NEM regions.

Recommendation 7 refers to a “market making obligation” in South Australia that is similar to the
Market Liquidity Obligation (MLO) mechanism that the ESB proposed as part of the Reliability
Requirement under the National Energy Guarantee (the Guarantee). The MLO is intended to
apply to some large vertically integrated retailers if the Reliability Requirement were triggered.

The MLO proposed by the ESB, as part of the Reliability Requirement, seeks to address
concerns about the risk of a lack of liquidity when imposing an obligation on retailers to hedge,
whereas recommendation 7 seeks to address an observed lack of liquidity and the potential
impact it might be having on competition, in this case, in South Australia.

In developing its advice, the ESB has been asked to consider the interaction of recommendation
7 with the design of the reliability component of the Guarantee? and relevant recommendations
of the Finkel Review.

The aim of this consultation paper is to seek industry feedback on the more detailed elements of
the MLO/recommendation 7.

1 published July 2018

2 The COAG Energy Council agreed to release exposure draft legislation for the National Energy Guarantee (NEG) at
its 10 August 2018 meeting. The Energy Council is expected to consider next steps with this work later this year.
While the emissions component of the NEG is not agreed, the reliability component continues to be considered
and it is this part of the NEG which is relevant for recommendation 7.






1.1 Background

1.1.1 Reliability Requirement

In the ESB’s final detailed design, the MLO was proposed to promote liquidity, transparency and
competition in the event the Reliability Obligation is triggered. The Final Detailed Design stated
that:

1 Some large, vertically integrated retailers will be covered by the MLO when the reliability
obligation is triggered.

1 Obligated participants will be required to make contracts available, for the period of the gap,
on an appropriate trading platform.

1 Liability for the obligation will be determined based on a generator size threshold and should
involve more than one party in each region.3

1 Obligated participants will be required to post bids and offers, with a maximum spread, for
standardised firm products in the relevant region that would cover the period of the gap.
Prices for bids and offers would be at the discretion of the obligated participants.

1 The obligation to post bids and offers will apply from T-3 to T-1 at a consistent time each
day.

1 Additional safeguards will be required to ensure that obligated participants can reasonably
meet their requirements.

1 Non-compliance with obligations will be a civil penalty.

1 The design of the MLO should ensure that if a market making arrangement is adopted in
South Australia (or any other mainland NEM region in the future) in response to
recommendation 7, that this arrangement would also meet the MLO requirements.

1.1.2 ACCC Recommendation 7

In its Retail Electricity Pricing Inquiry — Final Report, the ACCC noted that vertical integration in
the NEM has had a mixed effect on wholesale and retail competition. The effect of vertical
integration on contract markets is complex, but generally, vertical integration tends to result in a
decrease in contract market activity on the part of the business.

While vertical integration in the NEM allows generators and retailers to more efficiently manage
wholesale price risk, it simultaneously has led to a decrease in operators of standalone
generation. This decrease limits the ability of other market participants to manage wholesale
price risk and may present a barrier to new entrants and competition in the retail market.

The ACCC considered two potential interventions to address concerns about vertical integration:
9 Introduction of a market making obligation on vertically integrated businesses; or

1 Requiring vertically integrated retailers to operate at ‘arm’s length’ from their wholesale
businesses.

3 Due to the ownership structure in Tasmania, only one obligated party is possible.



The ACCC acknowledged the trend towards vertical integration reflects competitive advantages
of the business structure, as a number of small and medium sized retailers are vertically
integrated (or pursuing vertical integration). However, the ACCC also noted that if the industry
continues the trend towards vertical integration, contract market liquidity may remain a concern
and limit the ability of smaller retailers to capture market share from large, vertically integrated
retailers.

Given the relatively low level of contract trading observed, and the high degree of market
concentration in South Australia, the ACCC considers market making obligations are warranted in
the region. Therefore, the ACCC recommended the AEMC introduce a market making obligation
in South Australia (recommendation 7)4. As the ACCC made a series of recommendations to
reform the wholesale market to lessen concentration, as well recommendations to improve retalil
pricing and consumer’s ability to compare offers, it considered the proposition of requiring
vertically integrated entities to operate at their retail and wholesale businesses at arm’s length
premature.

The ACCC stated that if competitive outcomes for consumers do not improve, that further direct
intervention may need to be revisited.

Following a period of operation, the ACCC recommended the market marking obligation should
be reviewed for effectiveness on market activity (e.g. two years), liquidity and risk to determine if
the mechanism should be continued, amended or removed from the region. Consideration could
also be given to extending the obligation to other NEM regions at the time of review.

The ACCC noted the obligation under recommendation 7 should be designed in a manner to
ensure it works together with the ESB’s proposed MLO.

2 Triggering the Market Liquidity Obligation

2.1 Reliability Requirement Trigger

In the Final Detailed Design of the National Energy Guarantee, the ESB stated the MLO would
commence when the reliability obligation is triggered, owing to a material gap between demand
and supply. Operation of the MLO will require at least two vertically integrated retailers per region
(with separate consideration required for Tasmania) to make contracts available, for the period of
the gap, on an appropriate trading platform. The liability for the MLO will be determined based on
a size threshold.

In the Final Detailed Design, it was proposed the MLO would cover the period from T-3 to T-1.

2.2 Liquidity Test Trigger

In response to the ACCC’s recommendation 7, the ESB is considering incorporating a liquidity
test into the overarching design of the MLO. Under this design, the Australian Energy Regulator
(AER) would have an ongoing obligation to monitor and report on liquidity. If liquidity for any
region fell below a specified threshold for a given period, then this would trigger the MLO.

For example, the liquidity test could be based on the total exchange traded volumes and OTC
trades for products in a region measured against total electricity demand over a specified period.

4 Itis intended that the MLO would be triggered for South Australia immediately asperthe ACCC’ s recommendat
7.



The figure below highlights the stark contrast between South Australia (and to a lesser extent,
NSW) to other NEM regions in terms of contract trading. The chart demonstrates that trade
volumes in Victoria and Queensland exceed underlying energy demand, while in NSW in some
instances they are close to energy demand and exceed demand at other times. The chart
suggests there is extensive trading and re-trading of energy in all except South Australia, where
trading levels are well below the overall energy demand.

Figure 5.3: Total quarterly volume of traded flat swap product vs total demand, by region, TWh
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2.3 Interaction between the two triggers

The triggers are intended to operate independently of each other but could theoretically lead to
the MLO operating in a region under both triggers. For example, a liquidity test could trigger the
MLO in a region, while separately a forecast material gap could trigger the Reliability Obligation in
the same region. The Reliability Obligation would commence from T-3 to T-1 (unless the material
gap is closed) and would overlap with the operation of the MLO triggered by the liquidity test.

The key difference between the operation of the MLO under the separate triggers is under the
Reliability Obligation, the MLO applies to the specific period of the material gap (e.g. Q1 20XX)
and the liquidity trigger would apply in all periods (e.g. over a two year period).

2.4 Discontinuing the MLO
2.4.1 Reliability Requirement
The MLO is intended to operate over the period T-3 to T-1 when a material gap is identified by

AEMO and the reliability obligation is triggered. Signaling the material gap at T-3 allows the
market sufficient time to respond by investing in new capacity that reduces or even closes the

gap.



In the event the material gap closes during the period T-3 to T-1, the ESB is proposing the MLO
cease to operate, following formal notification from AEMO by way of updating its demand
forecasts.

2.4.2 Contract Liquidity

As the ESB is considering the application of a liquidity test to the overarching design of the MLO,
consideration is required as to under what circumstances the MLO ceases once triggered with
the liquidity test.

While the ESB has suggested the liquidity test incorporate the use of a benchmark ratio of the
total exchange traded volumes and OTC trades against the energy demand in a region in order to
trigger the MLO, the use of such a benchmark to cease the obligation would be concerning.

If, for example, the liquidity test triggered the MLO in a region due to liquidity dropping below a
specified threshold, liquidity could be reasonably expected to increase again over a few months
to a year. If a benchmark test were then applied (and satisfied), the MLO would cease to operate.
This could result in a drop in liquidity (below the threshold) in a relatively short period of time,
leading to the MLO being triggered again.

An on again, off again cycle would not address the underlying causes of the lack in liquidity and
the resulting disruption may have a detrimental effect on contract prices in the region.

Questions

1 Asitisintended the MLO would be triggered in South Australia immediately (as per
recommendation 7), how much time would participants need to prepare for the
implementation of the obligation?

9 What products should be offered by obligated parties when the MLO is triggered by the
liquidity test?

9 What process should be used to determine whether sufficient liquidity exists in a region
to satisfy the liquidity test?

1 What period should be covered in the event of a liquidity trigger (e.g. two years from the
commencement of the next quarter — the obligation triggers in May 20XX but
commences and covers products from 1 July 20XX)?

91 Itis intended the reliability and liquidity triggers would not result in materially different
obligations, other than the timeframes the respective obligations apply. Are there
circumstances that would require a different treatment between the triggers and/or
resulting obligations?

1 How should both triggers interact?
I What circumstances might necessitate a review of the MLO?

1 What factors should be considered for the liquidity test in relation to a market making
obligation (e.g. the contract period that should be assessed for liquidity)?

9 How could the liquidity test apply to Tasmania?




3 Identifying Obliga ted Parties

The ACCC Retail Price Inquiry — Final Report noted that vertical integration in the NEM is likely to
have decreased market liquidity as increasing amounts of generation capacity are reserved by
retail businesses to internally manage risk.

In the absence of sufficient competitive pressure in wholesale and retail markets, large vertically
integrated retailers have the ability to withhold hedge products from competing retailers.

The MLO will target large, vertically integrated retailers as they own (or have trading rights to)
significant amounts of generation capacity capable of providing the fundamental hedge contracts
that retailers require to manage price risk, and in the case of the Reliability Obligation, contracts
that will qualify for compliance.

It is therefore necessary to consider how obligated participants in each NEM region will be
identified.

3.1 \Vertically integrated retailers

The Final Detailed Design stated the respective obligations would be imposed on large, vertically
integrated retailers. This implies that the obligated parties are both a generator and a retailer,
either within its own entity or within a related entity. Obligated parties could therefore be identified
based on the existence of both a generator and a retail licence within related groups of entities.

In the case of a group with a retail and generator licence within different legal entities, the Rules
need to establish which entity is responsible for meeting the requirements of the obligations.

The Rules could adopt a default approach that the legal entity that contains the retail licence is
responsible for meeting the requirements of the obligations. The Rules could then allow flexibility
for the related group to move the obligation amongst its legal entities.

One advantage of selecting participants based on the existence of both a generator and retail
licence is that it ensures the obligation does not inadvertently fall onto generators associated with
specific customer loads.

The Final Detailed Design already contemplates that vertically integrated retailers are included
based on a minimum generation size threshold. Consideration could also be given as to whether
there should be a minimum retailer size threshold. For example, a retailer could be classified as a
vertically integrated retailer if they are a retailer above a certain size (in terms of total annual
sales or customer share in the region) and they control a generation portfolio above a certain size
in a region.

3.2 Options for selecting obligated participants

A practical method to r determine obligated participants is required. The ESB has identified three
broad options for determining the obligated participants in each region. The proposed methods
for the calculation of a generator’s size is discussed below.

3.2.1 Minimum number of participants per region

The first option is to define a set number of obligated participants in each region and obligate the
participants in terms of size. For example, setting a minimum of three participants per region, and
then obligating the largest three participants. This minimum number could be the same, or vary,
for each region.



In adopting this approach consideration would need to be given to how the number of obligated
participants for each region would be determined, whether it can change, and what approach to
adopt when multiple participants are ‘tied’ in terms of their capacity.

The advantage of this approach is that the number of participants could be set at a level to
ensure the desired liquidity outcomes would be achieved. However, the set number per region is
unlikely to be resilient over time to changes to market structure, therefore, the number of
obligated participants may need to vary by region. This would necessitate a process to review the
obligated participants in each region and advise participants if they inherit the obligation.

3.2.2 Selection based on generator percentage of region

Obligated participants could be chosen based on a set generation size threshold (such as 15%).
This implies that any participant that exceeds the generation share in a region, that also holds a
retail licence, would be an obligated participant.

This approach would require a decision as to the generation size threshold as well as what type
of generators to include (e.g. installed capacity of scheduled generators, de-rated capacity of
semi-scheduled generators, etc.) and whether to include historic or forward-looking capacity
values.

3.2.3 Selection based on coverage of a certain percentage of generators in aregion

Obligated participants could be determined based on capturing a certain aggregated percentage
of generation in the gap region. For example, participants could be included in the obligation, in
order of size, up to the point where some proportion (say 60%) of generation in a region is
covered.

Both percentage-based approaches have the advantage that they could be set at the same level
for each region.

3.3 Methodology to determine generation market share

The percentage-based approaches to determining the obligated participants (see previous
section) require a definition of how to calculate generator market share. The generation market
share calculation could be based on registered capacity, historic availability, or forward-looking
availability assessments.

3.3.1 Registered capacity

Generation market share could be calculated on a generator’s registered capacity in a region by
corporate ownership or access to trading rights. This information is readily available through
various reports published by the market bodies. For example, the AER publishes quarterly
wholesale statistics that identify the registered capacity of generators in each region by fuel
source. Also, the annual AER State of the Energy Market Report publishes the market share in
generation capacity by corporation (including trading rights).

The use of generation registered capacity allows for a simple calculation of the generation
concentration based on publicly available information which is not affected by unexpected
outcomes such as forced outages.

3.3.2 Bid availability

Generation market share could be calculated based on a generator’s bid availability. This is the
amount of capacity the generator bids as available to be dispatched by AEMO. Bid availability is
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a backwards looking measure which accounts for historic outages and fuel availability. Bid
availability can also be affected by the ability of participants to bid plant unavailable on a short-
term basis for economic reasons.

3.3.3 Forward looking availability assessment

Generation market share could be calculated based on a generator’s forward-looking availability
assessment. This would account for circumstances where generators are undertaking planned
outages, put into storage or retiring.

The Medium-Term Projected Assessment of System Adequacy (MTPASA) is published by AEMO
and lists the medium-term supply/demand prospects two years in advance. The report uses
forecasts of availability submitted by generators under a Rules requirement. These forward-
looking availability assessments could be used to determine generation market share for the
purposes of the MLO.

As planned generator outages are typically not scheduled in summer, for a summer reliability
gap, AEMO’s Generation Information page could be used®. This provides a proxy for MTPASA.
Alternatively, the generation market share calculation could use the inputs used for the Electricity
Statement of Opportunities (ESOO) forecasting process. This approach has the advantage of
aligning with the data used in the calculation of the material gap. Under the Reliability Guarantee
these inputs would be reviewed and consulted upon as part of the ESOO forecasting process, so
could form the basis for a robust determination of generation concentration.

3.4 Comparison of options

The table below identifies the obligated parties under the MLO in each region under the three
approaches to selecting a participant, mapped against the three methods to calculate generator
market share. Indicative thresholds have been added to each of the approaches to illustrate the
selecting of obligated participants.

Approaches to Selecting Obligated Participants
Option 1: Set number of participants per A A Option 3: Captures % of generators in
. Option 2: % size of generator .
region region
Example numbgr 3 15% 60%
Generation concentration method - registered capacity
QLD CS Energy, Stanwell, InterGen CS Energy, Stanwell CS Energy, Stanwell
NSW AGL, Origin, Snowy Hydro AGL, Origin, Snowy Hydro AGL, Origin, Snowy Hydro
VIC AGL, Energy Australia, Snowy Hydro AGL, Energy Australia, Snowy Hydro | AGL, Energy Australia, Snowy Hydro
SA AGL, Engie, Origin AGL, Engie AGL, Engie
TAS Hydro Tas Hydro Tas Hydro Tas
Generation concentration method - historic availability
QLD CS Energy, Stanwell, InterGen CS Energy, Stanwell CS Energy, Stanwell
NSW AGL, Origin, Snowy Hydro AGL, Origin, Snowy Hydro AGL, Origin, Snowy Hydro
VIC AGL, Snowy Hydro, Energy Australia AGL, Snowy Hydro, Energy Australia | AGL, Snowy Hydro, Energy Australia
SA AGL, Engie, Origin AGL, Engie, Origin AGL, Engie, Origin
TAS Hydro Tas Hydro Tas Hydro Tas
Generation concentration method - Summer Availability (proxy for MTPASA)

QLD CS Energy, Stanwell, Origin CS Energy, Stanwell CS Energy, Stanwell
NSW AGL, Origin, Snowy Hydro AGL, Origin, Snowy Hydro AGL, Origin, Snowy Hydro
VIC AGL, Energy Australia, Snowy Hydro AGL, Energy Australia, Snowy Hydro [AGL, Energy Australia, Snowy Hydro
SA AGL, Engie, Origin AGL, Engie, Origin AGL, Engie
TAS Hydro Tas Hydro Tas Hydro Tas

5 https://www.aemo.com.au/Electricity/National

-Electricity -Market-NEM/Planning -and-forecasting/Generation -

information



https://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/Generation-information
https://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Planning-and-forecasting/Generation-information

With the example thresholds chosen above, the obligated participants are very similar under each
approach, with some approaches in some regions resulting in a third obligated party that differs
under each approach.

Questions

1 Does the existence of both a generator and retail licence within related corporate
groups adequately capture all large, vertically integrated retailers?

T In addition to a minimum generation size threshold, should there be a minimum retailer
size market share threshold? How could this be defined?

I Which of the three broad methods to determine generation market share is
appropriate?

1 Should the calculation of generator market share in a region be restricted to scheduled
generation or should de-rated semi-scheduled generation also be included?

T In addition to generator ownership, should access to trading rights also be used in the
calculation of generator market share?

9 Are there other methods that should be considered to determine obligated participants?

4 Market making requirements
4.1 Trading platform

The Final Detailed Design proposed that large, vertically integrated retailers must make contracts
available, for the period of the gap, on an appropriate trading platform. The ESB has a strong
preference for contracts to be made available on a centrally cleared platform. The use of a
centrally cleared platform provides transparent pricing and access to market for most participants.

A centrally cleared platform currently operates for all NEM regions, apart from Tasmania. Without
a centrally cleared platform, bids and offers could be made available via a website or a specific
broker.

Hydro Tasmania is currently required, under the Electricity Supply Industry Act 1995 (ESI Act), to
offer a range of regulated electricity contracts to authorised retailers operating in Tasmania.
There are minimum volume requirements that are governed by the Office of the Tasmanian
Electricity Regulator. It is envisaged that these arrangements are sufficient to mitigate the
concerns that have warranted the market making proposals in other regions.

4.2 Products — Reliability Trigger

The Final Detailed Design noted a requirement for obligated participants to post bids and offers,
with a maximum spread, for standardised ‘firm’ products in the relevant region that covers the
period of the gap. For the purposes of the MLO, a ‘firm’ product would be any product with a
firmness factor of 1. As explained in the Final Detailed Design, the firmness factor of a contract is
determined based on the strike price, the likelihood of cover over the period of the gap, and any
other relevant terms. The ESB’s Qualifying Contracts Technical Working Paper stated that swaps
and caps have a firmness factor of 1.

12



The ESB’s Qualifying Contracts Technical Working Paper initially specified that the MLO should
apply to quarterly swaps and peak swaps. However, in response to industry feedback, the
product definition was broadened to include cap products. This allows the MLO to be robust to
evolution of products available in the electricity market and to changes to the products traded on
centrally cleared platforms. A broad definition also provides participants with increased flexibility
in meeting their MLO requirements, while still delivering firm products that aid reliability. This
approach also aligns with the Qualification Framework for contracts used for compliance under
the Reliability Obligation outlined in the Final Detailed Design.

4.3 Volume/parcel size

The volume which is required to be posted for the bid and offer spread must be determined. The
ESB’s Qualifying Contracts Technical Working Paper stated that SMW per side may be
appropriate. This is based on 5MW parcels being the standard trade size which therefore will
assist obligated participants to manage their position. Although the bid and offered parcel size
could be 5MW, through the existing centrally cleared platform arrangements, small participants
do not have to trade in 5 MW parcels and should have the opportunity to trade in parcel sizes as
small as IMW.

4.4 Maximum bid-offer spreads

The ESB’s Qualifying Contracts Technical Working Paper noted that the MLO maximum bid-offer
spread should be set at a level which meets the need for ‘tight’ spreads, balanced against the
likelihood that this creates risks and costs for obligated participants in managing trading positions.
The ESB’s Qualifying Contracts Technical Working Paper suggested a 5% maximum spread.

The ESB undertook analysis to review recent bid offer spreads for NSW, QLD and VIC to
determine what an indicative bid offer spread percentage could be based on. The analysis has
been limited to the daily quarter ASX end of day data with a focus on the near-term periods.
These periods are characterised by larger volumes and bid offer spreads that are posted on a
more regular basis. The analysis period commences 1 January 2016 and is based on the flat
swap used for Q118 where there is a bid and offer posted during the day. Spreads averaged
between 1.6% and 2.4%.

During the consultation for the development of the Guarantee, some participants suggested that
the requirement should be for an offer only (rather than a bid and an offer). The ESB prefers the
posting of a both a bid and an offer. The requirement to post a bid and an offer allows participants
to set their price at any level they choose (subject to a maximum spread) regardless of the
prevailing market prices. If participants were only required to provide offers, offers would need to
be set relative to a market-based reference price, such as last traded price. This is likely to add
complexity and make it more difficult for the AER to monitor compliance.

45 Time and refresh

The ESB’s Qualifying Contracts Technical Working Paper stated that the MLO would apply for
the last half hour of each day, as this is the period where liquidity is greatest. The ESB is
considering whether the obligation should be extended to a wider window each day. Current
arrangements in other jurisdictions tend to be at a specified period of every day, this has tended
to concentrate interest into this window.

The ESB is also considering the requirements regarding the refresh of the bid and offer should a
participant’s price trade. For example, if a participant’s offer is traded leaving only their bid
remaining, the ESB must determine how much time can elapse before the participant must repost
an offer and the number of refreshes required each day.

13



4.6 Limit on the trade volume over a certain period

Consideration could be made as to whether the obligation should be limited by a total trade
volume over a specified period. For example, limiting the total volume an obligated participant
must trade over a day, a week or another period (e.g. 50MW net sold on a rolling weekly basis).
Once a participant has reached the limit their obligation would cease until the next period begins
again. This could apply separately to the limits on traded associated with bids and offers,
respectively.

It is possible that any limits that could apply to each liable entity could vary dependant on each
participant’s share of regional generation capacity.

Furthermore, each region could have a different total volume requirement. This could be
determined with reference to the regional maximum demand in the gap period.

4.7 Safeguards

The ESB is considering safeguards to ensure obligated participants do not take on unnecessary
risk in the process of meeting their obligations. In addition to the limit on trade volume over a
certain period discussed above, the ESB has identified circumstances when the obligation may
need to temporarily cease.

Trading halts

From time to time a corporation may be required to enter a trading halt. If the trading halt applies
to the contracts relevant to the MLO then the ESB expects that the obligations will need to cease
for the period of the trading halt.

Market sensitive information

The obligation may need to temporarily cease for all participants during periods following (or
prior) to the release of market sensitive information. For example, this could include news such
as the closure of a large power station or announcement of major regulatory change.

Changes to obligated entities

The obligations may need to cease for a participant if there are changes to that obligated
participant such that it no longer meets the criteria to be an obligated entity. This could include
the sale or closure of a generator.

In some cases, a change of this nature may not trigger a revision of the forecast and an
assessment of the gap and the obligations. To account for this, there could be a mechanism to
allow participants to request a review of the identification of obligated entities under the
obligations for the relevant region/s and/or period. Regardless of any review into the status of an
obligated entity, the obligation should continue to apply until the outcome is finalised.

Consideration must also be given to what a review process could mean for newly identified

obligated parties who have not previously been obligated; these entities would not have had the
benefit of the notice provided to the other entities providing the MLO from T-3 (for example).

14



Questions

Trading platform
9 Should alternatives to a centrally cleared platform for the MLO be considered?

1 Are the requirements for Hydro Tasmania under the Tasmanian Electricity Supply

Industry Act 1995 adequate for meeting the MLO in Tasmania in the event the reliability

requirement was triggered?

Trading volume, bid-offer spread, and limits

1 Should the volumes associated with quoting bids and offers on the MLO be specified as

5MW parcels? Is there a need for any exceptions? For example, smaller parcels
(<5MW) more suited to the needs of smaller participants or new entrants?

1 Is a5% spread appropriate? Could a tighter spread be justified?

9 Should the MLO operate only in the last half an hour of the trading day or should it
extend beyond this window?

1 What should the requirements be regarding the refresh of prices once traded?

9 Should there be a limit on trade volume for a participant’s obligation over a certain
period? How should any limit be determined and over what period should it apply?

1 Should any limit vary by participant and/or region?

Safeguards
I How could a trading halt or release of market sensitive information be recognised?

I What process should be adopted to manage changes to market share calculation
during the period of an obligation?

1 What process should be adopted for changes to obligated entities while the obligations

are operating?

I How should the obligation apply to entities who previously have not been subject to the

obligation? What is an appropriate notice period?

5 Satisfying the obligations

5.1 Alternate market-making arrangements

If an obligated participant in a relevant region is already participating in an alternative, formalised
market-making arrangement which has similar terms, or terms that have a more beneficial effect

on liquidity than the MLO, then this could be considered as satisfying either obligation. An

example of this is the voluntary market-making arrangements in the New Zealand electricity

market. Under this scenario, the AER could require access to the terms of any alternate

agreement as well as ongoing assurance from the provider that the alternative market making

agreement is being satisfied by the obligated entity.
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It is expected that if obligated participants do not participate in such an arrangement, or if any of
the obligated entities cease to participate while the MLO is in place, then the MLO would apply
immediately in the form developed by the ESB.

5.2 Compliance

The Final Detailed Design Paper proposes that the AER be responsible for ensuring compliance
with the MLO. For obligated entities participating in a suitable alternate market making
arrangement, the AER would confirm the obligated entity’s compliance with this arrangement with
the facilitator of the arrangement.

For obligated entities undertaking the alternate marking making arrangements, the AER is likely
to require the entity to keep a detailed log of all trading activity including the timing of bids and
offers, the refresh rate and documented evidence of trading halts etc. The AER may require the
ability to request this information at short notice.

Question

9 Is it appropriate for the MLO to be satisfied through alternate, formalised market-making
arrangements? Should there be any constraints?

I How can the AER be satisfied that a participant is meeting its obligations under the
MLO?

1 Is it appropriate for the AER to rely on third-party assurances such as that provided
through alternate market making agreements?

6 Consultation timetable

The ESB invites comments from interested parties on the issues and questions set out in this
paper by 19 October 2018. Feedback received will inform the ESB’s advice to the COAG Energy
Council on implementation options by December 2018.

Submission close date 19 October 2018
Lodgement details Email to: info@esb.org.au
Naming of submission document [Company name] Response to Market Making

Requirements in the NEM.
Late submissions Late submissions will not be accepted.
Publications Submissions will be published on the COAG

Energy Council’'s website, following a review
for claims of confidentiality.
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Appendix A T Market making obligations in

Singapore
Product parameters

Spread

Refresh period / Quantity

Singapore and WA

Requirement
Quarterly: MMs are required to put up

(i) 6 lots of 0.5MW contracts (totalling 3 MW) for each side, for each of the first 5

listed quarterly contracts; and

(i) 4 lots of 0.5MW contracts (totalling 2 MW) for each side, for each of the next 4

listed quarterly contracts

Monthly: MMs are required to put up 6 lots of 0.5MW contracts (totalling 3 MW)
for each side, for each of the 4 — 6 listed monthly contracts
Quarterly:  August to December 2018: $2/MWh

January 2019 onwards: $1/MWh or 2% of bid price whichever is lower
OR

$2/MWh or 2% of bid price whichever is lower (as determined by EMA depending
on the tender bids received)

Monthly:
Current
Quarterly and Monthly:

Not less than one reload

Refresh of quotes needs to be as soon as technically or operationally feasible and
at most within a 60second grace period

Prevailing quarterly contract two-way price making spread + $1/MWh

Proposed
Quarterly and Monthly:

August 2018 to January 2019: Not less than 2 reload
February to July 2019: Not less than 3 reloads
August 2019 to January 2020: Not less than 4 reloads

No grace period for refreshing of quotes

Comment

This is a proposal for Aug 2018 onwards, not the current
requirement

To better assess the prevailing market readiness for tighter
spreads, EMA will request for two price bids based on the two
indicated spreads (i.e. (i) $1/MWh or 2% of bid price whichever is
lower, or (ii) $2/MWh or 2% of bid price whichever is lower.) Upon
receiving the bids, EMA will determine which of the two spreads is
to be implemented for the market making scheme.

“price is currently <100/MWh”

Note the proposed change.

It appears that EMA want to go to a continuous quoting
requirement, but due to industry concerns are instead phasing in
via ratcheting up the ‘reload’ requirement.
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Western Australia

Spread Synergy is free to set the standard product prices at any level, but the scheme 2017 review indicated that this may be too high, and that there
specifies a buy/sell spread of 20%. was little traded in the market. 14 transactions of 5SMW flat
products were recorded. A 2015 review recommended that it be
reduced to 10%
Quantity Synergy is required to offer a minimum 150MW for sale and 100MW for purchase.

Product parameters Synergy is required to offer both flat and peak standard products on a quarterly
and annual basis. Across all product types and durations. The standard products
must be offered in units of 1MW (0.5 MWh per Trading Interval) and Synergy must
offer to buy and sell 5SMW per week.

https://www.ema.gov.sg/cmsmedia/Electricity%20Futures%20Market%20Draft%20Determination%20Paper%20vf. pdf
https://www.ema.gov.sg/cmsmedia/Consultations/Electricity/2018/PD/Electricity%20Futures%20Market%20Final%20Determinaieni%220Ppél
https://www.erawa.com.au/cproot/17913/2/Discussion%20Paper%20for%202016%20Review%200f%20EGRC%20Regulatoryd?0Scheme.p
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Appendix B i Bid/offer spread analysis

Q1 2018 flat swap

Bid Offer Spread % for VIC Q118 Flat Swap

Bid Offer Spread % for QLD Q118 Flat Swap
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