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ELECTRICITY MARKET REVIEW — RESERVE CAPACITY MECHANISM 
Statement by Minister for Energy 

DR M.D. NAHAN (Riverton — Minister for Energy) [9.07 am]: I am pleased to inform the house of 
significant reforms to improve the efficiency of the Western Australian wholesale electricity market’s reserve 
capacity mechanism. Today I release the “Final Report: Reforms to the Reserve Capacity Mechanism” presented 
to me by the steering committee of the electricity market review. The Liberal–National government has accepted 
each of the recommendations outlined in the report. 
Through the electricity market review process, the state government estimates that these reforms alone will 
reduce the cost of supplying electricity by up to $130 million every year from 2017–18. These reforms are 
critical in sending the right investment signals to the market and directly impact the reserve capacity mechanism, 
which provides commercial incentives for investment in power stations to meet demand forecasts. The 
mechanism also rewards demand side management providers, which are businesses that are prepared to reduce 
their electricity consumption during peak demand events. The reserve capacity mechanism was designed at 
a time when there was a genuine concern over the adequacy of investment in the sector to meet demand 
forecasts. However, demand for electricity is not increasing as forecast. Additionally, consumers have invested 
in energy-efficient technology and solar generation, which has resulted in a substantial oversupply of electricity 
generation in the south west. As a result, the mechanism currently over-compensates investors in power stations 
and providers of demand side management. 
There are four central elements to the reforms developed by the Electricity Market Review’s steering committee 
that are set out in the final report, which will be published on the Department of Finance’s Public Utilities Office 
website today. Firstly, transitional arrangements will be implemented to reduce capacity payments to power 
stations and demand side management providers due to current levels of excess capacity. Lower prices will be 
applied to demand side management providers during the transition, which recognises that these services have 
not made the same financial investments as traditional generators. Secondly, an “auction” will be introduced by 
2021 at the latest to determine the most efficient price of electricity capacity going forward. Thirdly, 
requirements for demand side management providers will be updated so that services can be more readily called 
upon and, therefore, more effective to the market. Lastly, conditions on power stations will be tightened to 
improve incentives for these facilities to be maintained and ensure that they are ready to generate and supply 
electricity when required. 
These reforms, implemented by the Liberal–National government, will ensure that owners of power stations and 
providers of demand side management are paid a reasonable price, reflecting the value they provide in 
maintaining the security and reliability of electricity supply. This will substantially reduce pressure on energy 
prices and the cost of electricity subsidies to the state government. 
Further to this, through the ongoing collaboration with Synergy, the Liberal–National government will make 
direct contributions to removing excess capacity from the market by retiring up to 15 per cent, which is 
380 megawatts, of the existing state-owned generation in the south west interconnected system—this will 
exclude renewable energy assets—by 1 October 2018. 
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