




Q6. Do you agree with our 

characterisation of how PPAs may 

impact system evolution?  

Yes. However, Nova notes that hydro generators holding water in reservoirs to mitigate the risk of 

potential future shortfalls may be exposed to allegations of market manipulation to achieve higher prices, 

especially if that later results in hydro spill occurring. 

A paper1 on Norwegian hydro reservoirs found that increased market power led to increases in electricity 

prices, suggesting that dominant hydropower companies may adjust water release to coincide with 

periods when demand is not as sensitive to price hikes, allowing them to maximise profits by restricting 

supply when demand is less flexible.  

Q7. Have we correctly identified and 

understood PPA headwinds?  

One factor not considered in the analysis is that retailers typically sell electricity to mass-market 

consumers (residential and small commercial) under fixed-price, variable-volume supply contract terms. 

As a result, retailers prefer to purchase energy at fixed prices.  

The volume variability of mass-market customers generally follows predictable usage patterns, and these 

can be managed by contracting for volumes in advance, particularly with suppliers offering firm volume 

commitments or through exchanges like the ASX futures market. However, this makes the unpredictability 

of volumes from intermittent generation PPAs difficult to manage without access to firming capacity. The 

implication is that retailers to mass market customers naturally shy away from intermittent PPA based 

hedges. PPA’s have been offered from small hydro generators and independent geothermal generators 

for many years and generally they are successful in selling PPA’s at market-based pricing – often closely 

linked to ASX futures prices. That success is almost certainly due to the lower degree of production 

variability from geothermal and hydro power schemes relative to wind and hydro. 

Q8. Do you agree with the potential 

benefits we have identified?  

Yes 

Q9. Do you agree with the potential 

risks we have identified?  

Yes 

Q10. Do you agree with the potential 

options we have identified?  

There are a few regulatory intervention options not considered in this paper:  

a) Government Underwriting Independent Generator PPAs: The government could act as the 

counterparty to generator PPAs through a competitive Request for Proposal (RFP) process. As a 

significant consumer of electricity (approximately 1,000-1,200 GWh annually), the government 

could feasibly meet its own energy needs by entering into PPAs with generators. This would 

create a level playing field for independent generators to compete with larger gentailers so long as 

Government did not favour the creditworthiness of gentailers over independent generators. 

 
1 https://grantmcdermott.com/papers/hydro.pdf  



Independent generators would then be able to secure finance on similar terms as gentailers. 

Including gentailers in the contestable process would ensure that least cost projects (regardless of 

owner) are eligible. Tenders could be held during periods of market stress and would not be 

required in other periods.  

 

b) Government Underwriting Dispatchable Firming Generation: The government could also support 

the development of dispatchable firming generation capacity by independent investors (non-

gentailers) through contestable processes. As noted in the paper, much of the dispatchable 

generation capacity necessary to firm new renewables is owned and controlled by incumbent 

gentailers, who have a natural commercial incentive to preserve the economic benefits of that 

generation capacity to support their own renewable investments. Expanding the pool of market 

participants with dispatchable generation and increasing firming capacity would have a greater 

impact than reallocating existing capacity amongst them.  

The benefits of these options are: 

i. They are temporary in nature (the term of the PPA) rather than permanent which avoids the 

risk of long-term or permanent unintended consequences, as noted within the paper. 

ii. They potentially increase market participation and result in a broadening of the number of 

generation market participants, increasing competition in the spot market and providing non-

incumbent gentailer entities with opportunities to build long-term, sustainable businesses. 

The options discussed in the paper seem to primarily focus on measures that require existing sellers of 

capacity to contract with buyers. In Nova’s view, similar measures should also be introduced for 

consumers or purchasers (retailers), requiring them to procure PPAs or firming capacity. Without two-way 

requirements, there is a risk that no trades or price discovery will take place, leading purchasers to seek 

subsidised pricing arrangements for their own benefit through additional calls for regulatory intervention. 

Major electricity consumers and retailers  

Q11. Do you agree with our comments 

on potential options?  

Allocating firming capacity: Nova’s view is that measures aimed at increasing the number of participants, 

as well as boosting the level of dispatchable generation capacity capable of providing renewables firming 

would be of benefit to the market. 

Q12. Do you have a view on the most 

promising options? 

In general, Nova prefers options that do more than reallocate scarce resource amongst different parties. 

Nova agrees with the analysis that reallocating capacity through forced divestment, investment, or 

contracting could discourage investment incentives or lead to unintended consequences. 

Nova favours approaches that broaden the competitive depth of the market by, for example, increasing 

the number of participants with both dispatchable and renewable generation capacity. This would enhance 



competition among suppliers and, in consequently among retailers. Increased competition means that 

parties are more likely to: 

a) Build economically viable projects early to maintain or increase their market share.  

b) Encourage parties to enter into firming or PPA contracts with others when it is more commercially 

advantageous than maintaining capacity within their own organisation. 

c) Provide more choice for consumers.  

d) Offer a long-term solution that does not interfere with participants’ property rights and the often-times 

associated negative impact on investment incentives that could arise through forced divestment, 

investment, or contracting.  

Options that reallocate capacity among a limited number of parties are likely to be less impactful and are 

more likely to further entrench the positions of the large incumbent gentailers. 

 




