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INDEPENDENT MARKET OPERATOR — SOUTH WEST INTERCONNECTED SYSTEM — 
MINISTERIAL DIRECTION 
Statement by Minister for Energy 

DR M.D. NAHAN (Riverton — Minister for Energy) [2.04 pm]: I rise to advise the house that on 29 April 
2014, I issued a ministerial direction to the Independent Market Operator—IMO—under the Electricity Industry 
(Independent Market Operator) Regulations 2004. I will table this document in Parliament later today. 

The direction requires the IMO to extend by 12 months certain key dates associated with the 2014 reserve 
capacity cycle for the south west interconnected system—SWIS. The wholesale electricity market is an energy 
market with a capacity mechanism. The energy component is fairly straightforward: generators are paid an 
amount for the electricity they generate and provide to the market for consumers and other industry participants 
to use. The capacity mechanism involves payment for a promise to make available a set amount of electricity 
generating capacity to the market, as distinct from actual electricity flow. This can be achieved in two ways: 
either by constructing a new electricity generator or by arranging for certain electricity customers to be prepared 
to reduce their demand if required at a given point in time. 

Each year the IMO conducts a reserve capacity cycle, which effectively involves the procurement of the 
electricity capacity that will be required two years in advance of the year in which it will be needed. The reason 
for this 24-month interval is to ensure that new electricity generators can be constructed during that period, if 
they are required. We have sufficient electricity generation capacity for the 2016–17 year, and as a consequence 
no new capacity is required to be constructed during that period. The current 2014 reserve capacity cycle secures 
supply and payment for capacity providers for the 12-month period commencing 1 October 2016. If no change to 
the electricity market arises following the completion of the electricity market review that is currently underway, 
the IMO will simply run two reserve capacity cycles next year for the 2016–17 and 2017–18 years respectively 
in the normal manner. If the details of the capacity mechanism are modified, the reserve capacity cycle will run 
in accordance with any such modification. 

I made the decision to defer all material elements of the 2014 reserve capacity cycle because the direction 
ensures that the market review can be conducted without presupposing the current market structures and security 
of electricity supply is not compromised by the deferral of the 2014 reserve capacity cycle. I emphasise that if 
the government chooses to change aspects of the wholesale electricity market, that decision will be made with 
regard to the commercial interests of all market participants. At this stage no such decision has been made. 
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