
 

 

 
 

Fortnightly report to the Minister for Energy 
15 February 2024 

 

 

 

 

 

 

 

This report summarises items that may be of interest to the Minister for Energy but not necessarily require a formal briefing. Further information 
on any topic can be provided on request. Substantive items and decision papers will be provided to the Minister in the form of briefings. 

 

Electricity Authority contact: Sarah Gillies, Chief Executive  

Mobile:  s9(2)(a)









 
 

Fortnightly report to the Minister for Energy − 15 February 2024 5 

5. Deep dive: risk management review 
What this review is about  
Risk management, in this context, refers to how electricity retailers manage the financial risk arising from the difference between 
wholesale electricity prices, which are volatile and can spike to high levels,1 and the stable prices offered to their mass market 
customers –generally a daily charge and a fixed volume rate.  

The Authority’s risk management review is considering whether the availability of risk management options to retailers is effectively 
creating a barrier to entry or expansion in the retail electricity market, and therefore harming competition. The review is particularly 
focussed on “over the counter” (OTC) risk management contracts – a type of financial hedge that can provide cover to retailers at 
times when they are likely to be most exposed to high wholesale prices, for example morning and evening peaks. Non-integrated 
retailers2 have raised concerns about both the availability and pricing of OTC contracts. 
 
Background 
Non-integrated retailer concerns about competition in the electricity wholesale, hedge and retail markets initially came to 
prominence in 2018, in the context of the Government’s Electricity Price Review (EPR), and the Pohokura gas field outage. That 
outage contributed to elevated and more volatile wholesale electricity prices, and to availability and pricing concerns regarding 
hedge contracts traded on the ASX (a complementary risk management product to OTC contracts). 
Both OTC and ASX traded hedge contracts are primarily provided by the four large generator-retailers, Contact, Genesis, Mercury 
and Meridian. These gentailers therefore play a dual role in relation to non-integrated retailers – they are a core supplier of a key 
risk management product to non-integrated retailers, and also their most significant retail competitors.  
The EPR panel recommended, and the Authority implemented, a stronger regulatory regime for ASX traded hedge contracts, and 
new disclosure obligations for the internal transfer pricing (ITP) between the generation and retail arms of the four large gentailers, 
to better understand the risk of these trading arrangements impacting on retail competition.   
 

 
1  For example, on a cold, still winter night where consumer demand is substantial, but supply is tight as solar and wind generation are not operating. 
2  Retailers that do not also own generation; often referred to as “independent” retailers. Retailers that also own generation effectively have their own natural hedge. 
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The Authority then worked through a review of competition in the wholesale market, amid concerns about the level of wholesale 
prices, before we returned our focus to risk management, and particularly the pricing and availability of OTC contracts.  
The Authority facilitated an OTC industry work group in 2023, to give participants the opportunity to resolve/narrow any issues, and 
is now addressing its own questions about the adequacy of electricity price risk management options (in the context of non-
integrated retailers’ concerns, and their complaints to the Commerce Commission). 
Scope of the Authority’s review 
The risk management review is considering the following: 
Accessibility of risk management options – whether retailers have access to efficient risk management options 
• Focussing on the availability and pricing of OTC contracts, but also considering alternative risk management options (eg, 

demand response, batteries, generation/quasi-integration/power purchase agreements, ASX traded hedges).  

• Specifically testing whether the pricing makes sense given external relativities (price of substitutes) and costs. OTC contracts 
should reflect the costs of their components – wholesale price, volatility, shape, locational factors, volume, credit risk. 

Impact on retail market competition – providing context for assessing risk management options. This includes: 
• Forming a clearer view on what workable retail competition looks like, and the role of different retailers in the market? 

• Considering whether the transition to a low-emissions economy in any way impacts our expectations of retail market 
competition. 

Market structure – considering whether any competition concerns arise from the dual role of gentailers in this context. This includes 
considering: 

• What market power the four large gentailers have in the wholesale, hedging and retail markets [builds on previous work] 
• What the role of internal gentailer trading arrangements (whether ITP or other) should be. 
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The scope of the Authority’s work has been informed by non-integrated retailers’ concerns, including their complaints to the 
Commerce Commission. Non-integrated retailers are however, seeking a greater immediate focus on market structure, and 
particularly on what they say is a “margin squeeze”.3 We understand this margin squeeze concern, but consider that the Authority’s 
review will ultimately be more robust and timely if we confirm the next stage of our work programme after we have analysed the 
initial data are collecting (ie, ensuring the work programme is evidence driven), rather than prioritising this specific test. 
 
Next steps 
We have collected substantial OTC contract information from non-integrated retailers, and will shortly send initial information 
requests to the four large gentailers. We have also met with many of the non-integrated retailers this year to discuss the scope of 
this work and their specific concerns. We intend to provide regular updates to interested parties as the review progresses, including 
regular updates to your office. We are happy to provide a verbal briefing on this issue soon.  
Finally we note: 

• The Commerce Commission has decided not to investigate non-integrated retailers’ complaints regarding the same issue, and 
is instead supporting the Authority’s review work with their economic and investigative expertise. 

• The Australian Competition and Consumer Commission (ACCC) has recently considered similar risk management issues in the 
Australian National Electricity Market. We are in contact with ACCC, and intend to share learnings with them. 

• While it is outside of the scope of the risk management review, the Authority also continues to closely monitor wholesale 
electricity market offers against its trading conduct rules, ie, testing whether, regardless of any market power held by the 
offering generators, the market offers reflect offers that would be made in a competitive market.   

  

 
3  The non-integrated retailers say that the market power of the gentailers is being exercised through a combination of wholesale electricity prices, hedge availability and 

prices, and suppressed retail prices, to leave non-integrated retailers with an inadequate margin to compete. 
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6. Key external engagements 
• March 2024 – Consumer and industry hui (ERANZ, ENZ, CTU, ComCom – led by the Electricity Authority) 

• 5-6 March 2024 – Downstream conference 

• Minister and Authority CE/SLT meetings: 

o 20 March 10.50am – 11.10am 

o 10 April 10.50am – 11.10am 

• Minister and Authority Chair meeting: 

o 3 April 10.30am-10.50am 

 




