












alintaenergy 

The Paper lists the principles as: 

1. The capacity price should reflect the marginal economic value of capacity;

2. The RCM should not be overly susceptible to volatility but delivers clear and consistent

medium term price signals;

3. The RCM should be not susceptible to distortion by the exercise of market power; and

4. Changes to the RCM must be consistent with acceptable system security limits.

The principles should guide the redesign of the RCM to achieve the agreed objectives. Principles 2, 

3 and 4 are sound, in that they effectively establish a framework against which to test the redesign 

for stability in price signalling within acceptable volatility limits, capability of market power controls to 

avoid distorted price outcomes and consistency in delivering outcomes that meet resource adequacy 

requirements. 

However, Alinta believes the first principle needs careful consideration. It suggests at the margin, 

based on a downward sloping adjustment curve, that the value of the next capacity increment 

reduces and at some point resolves to zero. As Alinta perceives it, at this point all capacity would be 

valued at zero by the RCM. Alinta does not accept this as a reflection of real world values; installed 

capacity does not suddenly have a zero value to customers, it does not suddenly transform into a 

free good for which no economic exchange is required to consume. 

In Alinta's view, a more appropriate principle, one that more closely aligns with reform objectives and 

better signals to capacity providers changes in market requirements, should be considered. Alinta 

offers the following for consideration: "The capacity price should reflect the market need for capacity 

investment." That is, where supplied capacity starts to exceed resource adequacy requirements the 

price adjustment mechanism signals investment deferral is required; conversely where capacity is 

short the mechanism signals investment advancement is required. 

However, whatever the resource adequacy requirement and capacity supply balance in the small 

isolated SWIS, the mechanism must not determine installed capacity at a zero value; to do so would 

unreasonably destroy investment values and threaten the industry's on-going ability to·sustain its 

capability to meet customer supply requirements. Alinta contends this circumstance is best managed 

by including a price floor in the pricing mechanism. 

If you would like to discuss this submission please don't hesitate to contact myself on 9486 3762 or 

John Rhodes on 9486 3306. 

Yours sincerely 

Michelle Shepherd 

General Manager Regulatory and Government Affairs 
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