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17 November, 2003
The Secretary 
Senate ECITA References Committee
Parliament House
CANBERRA ACT 2600

Email ecita.sen@aph.com.au 
Dear Mr McLean

Re:  Inquiry into the Renewable Energy (Electricity) Amendment Bill 2002
Thank you for the opportunity to provide input to the Senate Environment, Communications, Information Technology and the Arts References Committee’s Inquiry (the Inquiry) into the Renewable Energy (Electricity) Amendment Bill 2002 (the Amendment Bill).  Please find enclosed Hydro Tasmania’s submission to this Inquiry.  

The Mandatory Renewable Energy Target (MRET) is the most powerful measure yet introduced by the Australian Parliament to foster the development of the renewables sector.  It promotes projects of scale which are making renewables relevant in Australia’s energy portfolio.  Scale projects in turn are leading to new industry development impetus where local manufacture and local service activities are emerging.

The MRET is an innovative step by the Australian Government that stands the country in high regard internationally irrespective of the Kyoto ratification debate.  It substantially contributes to the global drive to reduce greenhouse gas emissions by changing from conventional energy sources to renewable energy sources.
The measure was well conceived to take account of new developments, of which there are many, and existing capability upgrades and refurbishments, of which there is bountiful economic potential. Importantly, owners of existing renewable energy generators are encouraged under MRET to maintain and increase renewable energy production.  Hydro Tasmania has accepted the challenges introduced by the MRET and developed a major program of work to stretch the capability of existing assets to the economic maximum, and we believe that recent concerns raised about baselines are driven by our competitors’ commercial positions rather than the baselines themselves.  The application of 1997 baselines is essential to capture these relatively low cost opportunities which enable the target to be met at least cost.

Evidence to date shows that the market is working as intended with REC prices sufficient to stimulate renewable energy development.  For example there is already more wind development completed in 2002 than the pre-MRET predictions for 2010.

The design of the market with a volume target and a price cap readily lends itself to periodic review.  Nevertheless, such review should not be undertaken until there is a sufficient body of evidence to support changes.  In view of this, it is strongly suggested that the review after two years (for a 20 year measure) is the earliest possible date.  Should reaching the target be in doubt, then the price cap can be lifted; should the prices within the cap be the enabler of a greater volume of opportunities, then the target can be lifted to a level in line with the world’s greenhouse gas objectives.

The amendments within the Amendment Bill currently being considered are simply administrative matters to enable the Office of the Renewable Energy Regulator to function successfully.  They are needed and should not be confused with the review of the measure which is a major undertaking and goes to the heart of Australia’s ability to commercially, economically and viably grow one of its major greenhouse response mechanisms.
Hydro Tasmania has meticulously complied with the MRET legislation and has been an active and open market participant since the inception of the MRET.  We will continue to contribute to ensure the market operates in the best possible manner.  We welcome the opportunity to provide the Committee with further information about our activities in response to MRET both at the public hearing for this Inquiry and in a supplementary submission if required.  I also extend to all members of the Committee an invitation to visit our newly completed Woolnorth wind farm and our existing hydro generation system that are occurring as a result of the MRET.

Yours sincerely

Geoff Willis

Chief Executive Officer

SENATE ECITA REFERENCES COMMITTEE INQUIRY INTO THE

RENEWABLE ENERGY (ELECTRICITY) AMENDMENT BILL 2002

Hydro Tasmania Submission

Hydro Tasmania- Australia’s pre-eminent renewable energy generator

Hydro Tasmania is the pre-eminent renewable energy generator in Australia, producing approximately 60% of Australia’s renewable energy and with twice the output of the Snowy Hydro scheme.  Our current hydro system is perhaps the world’s most complex and highly integrated hydro-electric scheme.  

Hydro Tasmania has three major roles: 

· renewable energy developer of both wind and hydro projects;

· National Electricity Market generator and trader; and

· global consultant.

Hydro Tasmania has been producing clean renewable energy for nearly 80 years.  Over this time, our energy production has displaced nearly 290 million tonnes of carbon dioxide emissions at an avoided emissions value of approximately $8.6 billion.  In recent years, with increasing demand and below average rainfall, Tasmania’s system has been supply constrained (refer Appendix 1).  Hydro storages are now depleted and emergency generation is currently being readied.

MRET is driving Hydro Tasmania’s upgrade and refurbishment plans

The Mandatory Renewable Energy Target (MRET) provides Hydro Tasmania with the incentive to upgrade and refurbish our existing aging hydro assets (on average 45 years old) in order to produce additional renewable energy above 1997 generation levels.  

Efficiency gains can be made in a number of areas from the power station intake through to the step up transformer.  Of particular focus are the potentially large efficiency gains from turbine upgrades (refer Appendix 2).

Hydro Tasmania has commenced the first phase of a comprehensive upgrade and refurbishment program as a result of the MRET.  This first phase involves a 10 year program of upgrades and refurbishments to 11 of our power stations, and has resulted in three partnership agreements being developed with hydro turbine manufacturers.  The investment involved in this first phase has been estimated at up to $208 million.  Expenditure to date has been on pre-feasibility and feasibility aspects and this will rise rapidly during the full feasibility and construction phases of the upgrades and refurbishments.  Further details are provided in Appendix 2. 

MRET is driving Hydro Tasmania’s wind and mini hydro plans 

Hydro Tasmania has well advanced plans to develop large scale, environmentally sound and highly competitive wind farms in Tasmania, South Australia and Western Australia.  The Woolnorth wind farm on Tasmania’s northwest coast has 10.5 MW installed and when fully developed will have 130MW.  Two other sites with a total installed capacity of 300 MW are well advanced in the planning processes.  In addition, Hydro Tasmania is progressing significant interstate wind development opportunities (refer Appendix 3).

Our wind farm developments have enabled us to leverage local manufacturing of wind turbine components including manufacture of steel towers, nacelle covers and nose cones and the assembly of the nacelles.  Upward of 200 direct jobs will be created in economically disadvantaged regions of Tasmania as a result of the manufacturing activity.  In addition, other components will be sourced from suppliers all over Australia, leading to progressive import replacement and job creation in all parts of Australia.  Examples of locally sourced components will be nacelle bed frames, hydraulic systems and electrical components.  As well, there is a good prospect of blade manufacturing in Tasmania which would create a further 150 jobs.  MRET provides the driving force for this industry development.  This is consistent with the aim of the MRET to develop an internationally competitive renewables industry.

Hydro Tasmania is also developing mini hydro projects throughout Australia, leveraging off our significant hydro-electric experience.

Further details of these MRET-driven investments are provided in Appendix 3.
Baselines were an intended and important component of the MRET 

Baselines were a carefully considered aspect of the MRET scheme and were introduced as part of a least-cost approach to ensuring the development of 9,500 GWh of new renewable energy each year by 2010.  Following a comprehensive consultation process between Government and industry, it was recognised that to achieve the target in the most cost effective and efficient manner, it is important to improve the performance of existing renewable energy generators, and prolong the lifetime of aging assets (refer Appendix 4).  

Existing generation assets are on average 45 years old and there is no guarantee that they would still be operating in 2010 without significant expenditure on upgrading.  Capital invested in maximising output from existing infrastructure when increased capacity is possible can produce additional renewable energy more cheaply than capital invested in new more expensive renewable technology. 

The MRET legislation recognises that increases in renewable energy production following the Prime Minister’s announcement of MRET in November 1997 is eligible renewable energy generation.  Baselines reflecting 1997 production levels have been established by the Office of the Renewable Energy Regulator (ORER) for all existing generators (refer Appendix 4). The baseline setting methodology was carefully derived, applied consistently and equitably, and complies with the intent of the MRET legislation.  Hydro Tasmania meticulously complied with all requests for information during the baseline setting process.

In the development of the measure, there was a need to consider equity for Tasmania, where all electricity has been produced from renewable energy, yet Tasmanian liable parties are also required to purchase RECs.  The manner in which the baselines were determined met the intent of the MRET measure while ensuring that the Tasmania economy was not unduly penalised for the otherwise anomalous Tasmanian liability created by the legislation.

The REC Market is working as intended

Both Minister Kemp and the Renewable Energy Regulator have separately acknowledged that the MRET measure and associated REC market are working as intended.  In the first 19 months of the market, a diversity of eligible renewable energy sources was used to meet the 2001 target.  As well, there is considerable investment occurring in renewable energy projects, indicating that REC prices are sufficiently high to encourage new developments, particularly wind, and experts are predicting strong future investment in renewable energy projects.  Further details are provided in Appendix 5.

Industry concerns

Several concerns have been raised by certain industry members about the current form of the MRET, in particular the eligibility of existing generators for RECs above a 1997 baseline.  Hydro Tasmania maintains that the baselines are an important and appropriate means of achieving the MRET at the least possible cost, and that their implementation and administration has been meticulous.   Hydro Tasmania’s responses to these industry concerns are summarised in Appendix 6. 

Recommendations

Hydro Tasmania submits that the review of the MRET, outlined in Section 162 of the Renewable Energy (Electricity) Act 2000, provides a proper mechanism for concerns regarding the current operation of the MRET to be raised.  

The Renewable Energy (Electricity) Amendment Bill 2002 (the Amendment Bill) being considered at this time contains administrative matters that are required to enable the Office of the Renewable Energy Regulator to function successfully.  This process should be kept separate from the legislated review process to avoid a double debate of issues and reduce the risk of destabilising industry confidence.

Hydro Tasmania would like to see some minor changes to the Amendment Bill.  These concern the amendment of generation returns and varying the 1997 eligible renewable power baselines, and are summarised in Appendix 7.

APPENDIX 1:  AUSTRALIA’S PRE-EMINENT RENEWABLE ENERGY GENERATOR
Hydro Tasmania is Australia’s pre-eminent generator of electricity from renewable energy sources, contributing over 60 percent of Australia’s renewable energy (refer Figure 1.1).  Hydro Tasmania has a workforce of over 780 people and electricity generating assets with a value of over $3 billion and total generating capacity of 2,518 MW from 32 power stations (including 27 hydro-electric power stations and two wind farms).  With over 50 large dams, Hydro Tasmania is the most significant dam owner in Australia.
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Figure 1.1.  Production from some key renewable energy generators 

Hydro Tasmania’s generation system is characterised by:

· 2261MW of installed hydro generation, 240MW of installed oil/gas plant; 11MW of installed wind generation (at 2 sites); and 6.0MW installed diesel generation on the Bass Strait Islands;

· a peak system load of approximately 1600MW, leaving approximately 600MW of spare peaking capacity;

· annual production of approximately 10,000 GWh; and

· hydro reservoirs with an energy storage capacity equivalent to 18 months of Tasmanian electricity demand.

Hydro Tasmania’s key business functions are:

· renewable energy developer (hydro & wind);

· National Electricity Market (NEM) generator and trader (largest renewable energy producer); and

· global consultant with renewable energy expertise.

Hydro Tasmania measures business performance on a Triple Bottom Line of economic, environmental and social performance.  

A1.1
70 Years of Clean Production Displaced Significant CO2 Emissions 

Globally, the world is now recognising the need to take into account the external environmental costs of greenhouse gas emissions in business decisions.  This will take the form of emissions trading.  Effectively MRET provides the first true recognition of the external environmental costs associated with fossil fuel production in Australia, in a positive manner that provides an appropriate incentive for renewable energy generators. The marginal application of this incentive to existing generators through the baselines is entirely consistent with this expected future, as baselines reward existing generators for refurbishments and upgrades that displace fossil fuel generation.

Electricity supply in Tasmania has been supplied with electricity from a renewable energy source (hydro-electricity) since early last century.   If this electricity had been sourced from fossil fuels with the average mainland Australian emissions intensity (0.97 kg CO2 equivalent/kWh), an additional 286 million tonnes of CO2 equivalent would have been emitted into the atmosphere, adding to the current climate change problem.

On the basis that the external environmental cost of emissions is expected to be in the order of $30/t CO2 equivalent, the monetary saving of using of renewable energy in Tasmania over the last century is approximately $8.6 billion. This value is real and current.
A1.2
Tasmanian system is supply constrained

Hydro Tasmania’s renewable energy generation is currently supply constrained due to a combination of demand growth and recent drought conditions.  Demand growth has outstripped renewable energy supply resulting in:

· levels in hydro reservoirs falling (refer Figure 1.2);
· Bell Bay oil fired power station operating to avoid rationing of customers in 2002; and
· preparations for using emergency generating plant in 2003 in case reservoir levels fall to an emergency level.
Our first and foremost objective is to optimise water usage and in times of drought, such as the last 3 years, this is not only our objective but also crucial to the capacity to supply.  Recent demand growth has been met from inventory (ie by running down our storages). By 2001 our inventory (storage levels) had been significantly depleted and energy in storage fell below the “Thermal Control Level” at which thermal generation from Bell Bay Power Station is required to limit the risk of rationing in future years.
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Figure 1.2.  Hydro Tasmania’s inventory has been depleted

APPENDIX 2:   HYDRO TASMANIA IS UPGRADING EXISTING ASSETS DUE TO MRET

A2.1
Renewable energy above baselines produces RECs providing an incentive to increase production from existing assets

In his November 1997 Statement, Safeguarding the Future: Australia's Response to Climate Change, the Prime Minister stated that:

The Government will work with the States and Territories to set a mandatory target for electricity retailers to source an additional two per cent of their electricity from renewable energy sources by 2010. This will accelerate the uptake of renewable energy in grid-based electricity and provide a larger base for the development of commercially competitive renewable energy.  

From this point, the renewable energy industry has had this target in mind. Whilst it took over three years for the legislation to be developed and set in place, industry response started following the announcement. For this reason the 1997 base date for measuring additional renewable energy production is important.

Under the Renewable Energy (Electricity) Act 2000, production from a power station above its 1997 eligible renewable power baseline is eligible for RECs.  This eligibility for RECs provides an increased incentive for pre-1997 generators to maintain and increase production from their existing assets.  Hydro Tasmania has accepted this challenge and developed a program of work to stretch the capability of existing assets to the economic maximum,  in excess of what would have been undertaken without MRET.

The baseline approach was introduced as part of a least-cost approach to the measure. To achieve the 9,500 GWh target in the most cost effective and efficient manner, it is important to prolong the lifetime and encourage expansion of output from existing assets, which would allow additional production of renewable energy at significantly lower cost than new generation, minimising the overall economic cost of implementing the measure.  This is further expanded upon in Appendix 4.  

A2.2
There are significant opportunities to increase production from existing hydro assets

The scope of opportunities to increase production from existing hydro power stations include above dam wall energy gains (such as cloud seeding, water usage optimisation and dam wall height increases) and below dam wall efficiency improvements (refer Figure 2.1).  Each element of a hydro-electric scheme below the dam is itemised and the maximum efficiency improvement is identified.  
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Figure 2.1.  Hydro-electric generating asset development

A cost/benefit analysis will then be undertaken to optimise the use of revenue from baseline REC sales and capital injections.  Due to a low level of funds required to meet competing business needs, some power stations would not be maintained or improved without the commercial incentive of the baselines, leading to a decrease in the total renewable energy capacity in Australia.

An example of the efficiency improvement for a specific component of the power station is the turbine runner. Figure 2.2 illustrates the percentage of production that Hydro Tasmania sources from power stations of differing ages.  The diagram also indicates the design efficiency for turbine runners designed in each period, at the time of power station commissioning. The horizontal dotted line represents the “state of the art” design efficiency, or the potential efficiency gains that could be realised should a turbine be redesigned to today’s standard. 

It should be noted that existing turbines will typically be operating below design efficiency as the wear and tear experienced over time results in a deterioration in efficiency.  This is particularly relevant to Hydro Tasmania’s assets, which are on average 45 years old.  There is therefore an even greater efficiency gain to be made from such assets.
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Figure 2.2.  Hydro-electric turbine efficiency development

A2.3
Hydro Tasmania is investing in upgrades and refurbishments due to MRET

The incentives provided by baselines under the MRET underpins Hydro Tasmania’s initial 10 year plan to inject  up to $208 million into  power station upgrades and refurbishments
,  which are expected to generate  at least an additional 230 GWh.

The potential for upgrade and redevelopment of existing hydroelectric schemes is a function of the age of the plant, condition of the plant, and the success of the original design. Much of the upgrade gains to be made can be attributed to technological improvements.  For example, computational fluid dynamics (CFD) as a design tool was first applied around 20 years ago to the field of hydro turbine design. With almost 75% of Hydro Tasmania’s assets over 30 years old, the vast majority of our assets missed out on the potential efficiency gains that this technology brings.

In April 2001 Hydro Tasmania commenced an aggressive 10 year upgrade and refurbishment program driven by the MRET baselines incentives and the need to improve reliability and availability of plant.  An initial review of each of our 27 power stations for upgrade potential found 11 high priorities (ie 53% of existing output) and the remaining 16 will be reviewed following completion of the first tranche of upgrades.  Three of these opportunities have now been progressed to an advanced stage (refer Figure 2.3), with commercial partnerships now established with turbine manufacturers as follows:

· General Electric (Australia) Pty Ltd has recently entered into a partnership with Hydro Tasmania to investigate upgrade and refurbishment options for Poatina power station;

· Alstom Power has reached an agreement with Hydro Tasmania to investigate upgrade and refurbishment options for Trevallyn power station; and 

· Voith/Fuji/Siemens are undertaking significant refurbishment work at Gordon power station.
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Figure 2.3.  Hydro Tasmania’s refurbishment and upgrade program development
Figure 2.4 provides an indicative schedule for the 10-year refurbishment and upgrade program. A staggered approach is necessary to minimise the operating losses due to machine outages, to smooth cash flow requirement and to reflect the availability and lead times required to procure equipment.   This schedule of work will be updated in the future to reflect the findings of ongoing feasibility studies.
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Figure 2.4. Current refurbishment and upgrade program schedule

Hydro Tasmania’s first phase of refurbishment and upgrade program will result in an average annual increase in energy production of approximately 230GWh
 through turbine efficiency upgrades alone (excluding improvements through reduced spill, reliability and extended operating life) and includes plans to inject up to $208 million1 into the 11 existing hydro power stations identified for refurbishment and upgrade during next decade. Recent evidence from Gordon, Poatina and Trevallyn power stations suggests that it may be possible to double this increase in energy production from turbine upgrades alone.  In addition, refurbishment and upgrades to other power station components and the remaining 16 power stations are possible.

Figure 2.5 gives an indication of the annual scale of budgetary commitment over the next 10 years for the refurbishment and upgrade program of 11 power stations.  These figures represent predicted refurbishment cost in the planned expenditure.
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Figure 2.5.  Annual projection of Hydro Tasmania’s refurbishment and upgrade expenditure 
As feasibility work progresses additional power station refurbishments and upgrades are expected to be added to the 11 already planned.  These additions will add to expenditure beyond 2005.

A2.4
Hydro Tasmania’s progress to date

Since the introduction of the MRET, Hydro Tasmania has established a renewable energy development team dedicated to renewable energy growth and development.  Members of this team have scanned for international best practice, and together with Hydro Tasmania’s Asset Strategy Group have created and promoted an aggressive 10-year refurbishment and upgrade program.  

Figure 2.6 shows the current position of Hydro Tasmania’s first five power stations in the 10-year refurbishment and upgrade program super-imposed on the typical project cumulative expenditure profile. This figure illustrates the large overall monetary commitment involved in each of our station upgrades relative to the dollars spent on the individual station refurbishments/upgrades to date.
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Figure 2.6.  Progression of Hydro Tasmania’s refurbishment/upgrade program

To achieve international best practice Hydro Tasmania has developed a partnership strategy to take advantage of the expertise and experience of world class hydro electric companies. This strategy also helps to accelerate the refurbishment and upgrade program with a greater wealth of resources and knowledge.  As a result of this strategy, two partnership agreements have already been signed with Alstom Power and General Electric, two station refurbishment/upgrade pre-feasibility studies are near completion and one station is in the full feasibility stage of the refurbishment/upgrade schedule.

APPENDIX 3:   HYDRO TASMANIA’S DEVELOPMENTS ARE UNDERPINNED BY MRET

A3.1
Hydro Tasmania is developing large wind in Tasmania, SA and WA due to MRET

In addition to upgrading existing assets, Hydro Tasmania has already committed significant investment to developing large scale, environmentally sound and highly competitive wind farms in Tasmania, South Australia and Western Australia. 

The Woolnorth Wind Farm (refer Figure 3.1) in the north-west of Tasmania has statutory approval for a 138 MW development, comprising 79 Vestas V66 1.75MW machines.  The 10.5 MW Stage 1 of the wind farm was completed in August 2002. 
Figure 3.1.  Woolnorth Wind Farm, Stage 1 (10.5 MW)
The Woolnorth wind farm will be expanded to 64.75 MW (Stage 2 - the Bluff Point project) by the end of 2003.

Other wind farm projects are in advanced stages of investigation (refer Figure 3.2).  These include:

· The 160 MW Heemskirk windfarm on the west coast of Tasmania;

· The 140 MW Musselroe windfarm on the northeast coast of Tasmania;

· two windfarms in South Australia with a combined capacity of about 200 MW; and
· a site in Western Australia that is in a preliminary stage of investigation.  
Figure 3.2.  Hydro Tasmania’s wind development plans.

The incentives provided by the Renewable Energy (Electricity) Act 2000 underpin these activities, and current REC prices are sufficient for our developments to occur.  Furthermore, the uptake of wind in Australia is facilitating the development of a strong and vibrant consulting team within 

Hydro Tasmania, with state-of-the-art wind development tools (eg software) and system integration expertise that is being exported internationally, including North America and Europe.
A3.2
Local manufacture is occurring due to MRET

Hydro Tasmania has actively and successfully encouraged the development of new local renewable energy industries in Australia.  

Whilst wind turbine nacelles and blades were imported for the first 10.5MW stage of Woolnorth, the tubular steel towers were locally fabricated by Alstom Power in the Hobart suburb of Moonah and painted by Metal Protection Services near Launceston.

In February 2002 Hydro Tasmania ordered an additional quantity of seventy-three 1.75MW Vestas V66 wind turbines (127.75MW). As a result of this agreement, Vestas has committed to local nacelle assembly (refer Figure 3.3) and fibreglass component manufacture in north-western Tasmania by April 2003. With approval of the Basslink project and further orders for Vestas machines, the local manufacture of blades is also expected.  

The early establishment of local manufacture of wind generator equipment will enhance the rate of development of new renewable generation in Australia by reducing the cost of equipment and, in part, by reducing the reliance on imports (with the associated uncertainty of exchange rate fluctuations and potential risk).   The local manufacture arrangements include the transfer of Vestas’ technology to Australia that has value for other applications in Tasmania.


Figure 3.3.  Nacelle assembly facility

Upward of 200 direct jobs will be created in economically disadvantaged regions of Tasmania as a result of the manufacturing activity.  In addition, other components will be sourced from suppliers all over Australia, leading to progressive import replacement and job creation in all parts of Australia.  Examples of locally sourced components will be nacelle bed frames, hydraulic systems and electrical components.  As well, there is a good prospect of blade manufacturing in Tasmania which would create a further 150 jobs.  MRET provides the driving force for this industry development.  This is consistent with the aim of the MRET to develop an internationally competitive renewables industry.

The establishment of this local manufacturing industry would not have been achievable or even considered without the investment made by Hydro Tasmania in purchasing a large scale order, which was made possible through the incentives provided by the MRET.  With an increase to the MRET, it is likely that greater local manufacturing opportunities would become possible.

A3.3
Hydro Tasmania’s mini-Hydro projects are underpinned by MRET and Green Power

Hydro Tasmania also has a program of developing mini hydro schemes, leveraging off our significant experience in hydro-electric generation.  Current projects are located in Tasmania and South Australia, with additional mini-hydro projects being investigated in Victoria and New South Wales.  Those being built and in advanced stages of investigation have a total capacity of 10 MW, and we are pursuing a further 35.5 MW of mini-hydro developments.  
A mini-hydro system has recently been commissioned at Parangana in Tasmania, and a new 2.5 MW mini-hydro will be completed at Butlers Gorge in 2003.  In South Australia, Hydro Tasmania has entered into a Joint Venture with SA Water for the development of two mini hydro projects.  These projects are expected to be developed in 2003 and will be the first hydro projects in South Australia. 

APPENDIX 4:   BASELINES UNDER THE MRET

A4.1
Baselines for existing generators are an intended component of the MRET

The MRET was developed following significant and lengthy consultation with government and industry bodies.  The expert opinion of various consultants was drawn upon in assessing the options. Three major phases of public consultation were also conducted as part of the process.

The Renewables Target Working Group (RTWG) was established by the Commonwealth Government to develop implementation options for the MRET, and comprised representatives of the Commonwealth, States/Territories, the electricity supply sector, electricity users groups and the renewable energy industry.  
It was made clear throughout the consultation process that eligibility for production above the 1997 eligible renewable energy baseline is vital to the long-term success of the measure.  It was also known that the targets in the measure assume that all existing assets are kept in place.  Existing generation assets are on average 45 years old and there was no guarantee that they would still be operating in 2010 without significant expenditure on upgrading.  Eligibility above a baseline therefore provides an incentive to maintain existing, aging generation assets.  The annual maintenance budget for the existing hydro system is approximately $40 million per annum and increasing.

The Final Report of the RTWG noted that:

Investment in maintaining or increasing output…[from existing hydro-electric generators] would be increased if a portion of their output is eligible for renewable energy certificates (RTWG Final Report, page 68).

Maintenance, refurbishment and upgrades of older turbines can also improve the renewable energy output and modern hydro conversion technologies are a significant improvement on the older equipment.  For example modern turbines can produce more electricity from the same amount of water. 

A4.2
Baselines ensure most cost-effective implementation of the MRET

The baseline approach was introduced as part of a least-cost approach to the measure. To achieve the 9,500 GWh target in the most cost effective and efficient manner, it is important to prolong the lifetime and encourage expansion of output from existing assets, which would allow additional production of renewable energy at significantly lower cost than new generation, minimising the overall economic cost of implementing the measure.

In its Interim Report, the RTWG recognised that large hydro is a renewable energy source and that it should play an important role in meeting the target and ensuring that the target is met in a cost-effective way.

The Final Report of the RTWG noted the following:

The target is for an additional two per cent of renewable electricity nationally by 2010 and as such needs to take into account any decline in the level of existing renewable generation.  As the majority of existing renewable generation is comprised of large hydro generation, Australia’s most cost-effective renewable energy source, any decline in this generation would need to be made up with new more expensive renewable sources, increasing the costs of the measure…(RTWG Final Report, page 11)

…the level of output from existing renewables will play an important role in determining the extent of new renewables that will be required to meet the target and therefore its… economic costs (RTWG Final Report, page 66)

…as the measure is designed to achieve an overall percentage of renewables, including the output of existing generators, any reduction in the level of existing renewables would lead to a requirement for a larger proportion of the target to be met from new generation.  Where maintenance of existing generation is cheaper than building new generation, providing the right incentives for such maintenance is therefore part of a least cost approach to the measure. (RTWG Final Report, page 67)

Existing assets should contribute to achieving the target, as maximising output from existing infrastructure when increased capacity is possible makes sense.  Capital invested in this way can produce additional renewable energy more cheaply than capital invested in new more expensive renewable technology.  

If the lowest cost renewable energy production (additional production from existing renewable energy generation) were not available to meet the MRET then the cost to the Australian economy of meeting the target will be increased by the difference in the cost between the lowest cost viable projects and marginally viable higher cost projects.  Assuming that existing generators can contribute approximately 15% of the target and they are $30/MWh cheaper than marginal projects, then their inclusion saves ~ $45M per annum of cost in meeting the 2010 target.

A4.3
Baselines provide an equitable outcome for Tasmania

In the development of the measure, there was a need to consider the equity for Tasmania, where all electricity has been produced from renewable energy, yet Tasmanian liable parties are also required to purchase RECs. From a Tasmanian perspective, achieving an additional 2% of renewable energy production would require 102% percent renewable energy production, which is clearly impossible. 

The Minutes of the RTWG Meeting of 16 December 1998 note that:
… the exclusion of existing renewables would mean that Tasmanian customers would be required to pay a premium to support the development of renewable energy on the mainland to fix up a mainland greenhouse gas problem when they were already using 100% renewables.  To add insult to injury, they would receive no premium for the renewables that they had invested in. 

The manner in which the baselines were determined met the intent of the MRET measure while ensuring that the Tasmania economy was not unduly penalised for the otherwise anomalous Tasmanian liability created by the legislation

A4.4
Baselines have been set appropriately

In order to ensure that pre-existing generators can receive RECs under MRET, baselines reflecting production levels prior to 1997 have been established by the Office of the Renewable Energy Regulator (ORER).  This is consistent with the intent of the legislation, which is to increase renewable energy generation above 1997 levels.

The baseline setting methodology was a carefully derived process by independent consultants to the ORER, with this approach being applied uniformly to all existing hydro-electric generators.  Consistent methods were also derived for all other types of power plant throughout Australia.  
In considering baselines for existing hydro-electric generators, the ORER tested over 30 different methods for working out baselines, using Australia-wide hydro generation data back to 1955.  Several forms of verification were used to ensure that the final baselines were representative of 1997 generation levels.  

Hydro Tasmania complied meticulously with all information requests from ORER throughout the baselines setting process.  
APPENDIX 5:   THE REC MARKET

A5.1
The MRET is working as intended

The first 19 months of the REC market has shown that the MRET is working as intended.  Minister David Kemp has acknowledged that:

There appears to be a significant amount of development committed to or under investigation at this present stage (Environment Australia Media Release, 23 July 2002).

The Renewable Energy Regulator has noted that:

An extraordinary array of power plants have emerged to meet this new market for renewable energy. They range from stations using hydro and sugar cane through wind and solar to sewage gas and waste chip fat. And we hear of more project proposals using wave power, chicken litter, wastes from weed control operations and even massive solar chimneys (ORER Media Release, 10 January 2002).

Furthermore, the Regulator has recently published the numbers of RECs created in 2001 by fuel type (refer Figure 5.1)
.  This report illustrates that the 2001 renewable energy annual target was met by a variety of renewable energy fuel types, indicating that hydro RECs are not stopping supply from alterative sources.  
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Figure 5.1.  2001 RECs by fuel type

It should be noted that the MRET market is very much in its infancy, with only 1/450th of all RECs having been acquitted.  Nonetheless the early signs are positive.

Hydro Tasmania’s share of the total hydro RECs created by 31 December 2001 was 120,152 out of a total of 619, 906. This is approximately 19% of all the RECs created.  

A5.2
REC prices are higher than predicted and this is driving more wind development than forecast

It is now apparent that early REC price predictions were substantially underestimated.  The pre-MRET predictions of REC price were for initial prices below $20/REC with a sharper rise to 2010 (refer Figure 5.2).  In contrast, the last 19 months of REC trading have shown that RECs have never dropped below $34 while current REC prices are at about $37.
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Figure 5.2.  Certificate prices with banking and inclusion of transmission savings.

A5.3
REC prices are sufficient for wind development

As evidenced by the substantial renewable energy developments taking place, current REC prices are reaching levels sufficient to underpin commercial wind power and other new renewable energy developments to occur.  

Early predictions of wind development under the MRET indicated that wind energy would contribute only 13 MW of new wind projects by 2010.  Contrasted with the current situation where 525MW of new wind projects have been approved and 127MW of wind are under construction
, it is apparent that the MRET is encouraging rapid growth in this sector.  

Two examples of recent wind farm commitments are Hydro Tasmania’s 54.25MW second stage of Woolnorth (Bluff Point) and Pacific Hydro’s Challicum Hills (52.5 MW) and Yambuk (30 MW) projects, indicating the REC prices are sufficient to enable their development.
A5.4
Renewable energy industry investment predictions

There is considerable evidence that the MRET is driving, and will continue to drive, significant investment in additional renewable energy generation in Australia.

Mr Graeme Redding recently stated that there are a total of 270 current and proposed renewable energy projects with a combined capacity of 4,000 MW
.  If all projects come on stream in addition to the currently operating projects and those under construction, the resulting generation would be over 17,000GWh per annum.  Under this scenario, it is predicted that the largest contributors would be wind power (over 8,000GWh), hydro (3,000 GWh) and combined rural biomass wastes (4,000 GWh), with a further 1,500 GWh coming from municipal wastes.

Investment in renewable electricity has been estimated by a number of commentators.  The ORER has estimated that $200M has been spent to date, with about $600M committed or close to committed
.  This is similar to the figure of $474.6M projected for new investment in MRET eligible electricity plants in active operation in 2002 undertaken by Saturn Corporate Resources Pty Ltd (Saturn)
.

In terms of planned renewable energy plants, Saturn believes that investment of $1645.5M is possible.  They noted that this does not automatically imply that the investments will go ahead.  They classify plants as planned if they were satisfied that:

· planning approval has been received; or/and

· an environmental assessment has been undertaken; or/and

· steps had been taken to get planning approval.

The most significant planned investment is in wind power at $943M.  

Saturn’s report identified that renewable electricity plants under consideration were valued at $3216.8M.  They pointed out that this estimate is subject to a high degree of uncertainty and there is an expectation that a substantial number of plants in this category will not eventuate.

Another paper
 by David Rossiter provides a comparison of the Australian and UK renewable energy targets. If Australia adopted the equivalent of the UK target of an additional 7.7% of 2010 demand, the Australian target would be 17,325 GWh (see Appendix 1).  

In concert these papers provide a robust basis for a 17,000 GWh renewable energy target by 2010 that is feasible and with international precedent.

A higher target of this nature is likely to result in:

· securing of full local wind turbine manufacture; and

· multiple local wind turbine manufacturers.

APPENDIX 6:   INDUSTRY CONCERNS

A number of concerns have been raised about baselines by industry participants.  These concerns and our responses are provided in Table 6.1.

	Table 6.1.  Responses to industry concerns regarding baselines under the MRET

	Concern
	Response

	The magnitude of the REC eligibility for existing generators was an unintended outcome of the MRET

or

Existing renewable generators are getting windfall gains
	Providing an incentive for retention of existing aging assets was a deliberate policy decision to achieve a least cost approach to meeting the renewable target.

REC eligibility for production above 1997 levels from existing Tasmanian hydro generation is consistent with recognising the value of clean electricity production when external costs of fossil fuel emissions are considered.

Investments are occurring in existing assets.

Tasmania’s liability and eligibility were both considered in the design of the MRET.  The policy decision is an equitable outcome.  

A higher target will increase Tasmania’s liability unfairly, given its renewable supply base

	When baselines are not reached, there is no payback of RECs  (ie ‘Unders and Overs’) 
	Hydro Tasmania and other hydro generators sought a lower baseline to ensure there was a continuous incentive for producing additional energy.  

After considering other options, individual 1997 eligible renewable power baselines were determined to be the most administratively practical approach.  This is the same approach proposed under the NSW Greenhouse Gas Emissions Benchmark Scheme.

	Demand growth gives more RECs
	Producing additional generation above 1997 levels is intended to be rewarded under MRET

Hydro Tasmania is supply constrained:

· Cloud seeding to increase supply is operational;

· Bell Bay has been run to support low storages; and

· Emergency generation is planned should storages fail in 2003

	No new investment
	This is incorrect, investment has been committed for renewable energy projects (refer Appendices 3, 4 and 5).

A higher target and in particular a linear phasing will increase investment, particularly in the short term.

	Existing renewable energy generation will supply all renewable energy up to 2007
	The 2001 target was met from a variety of renewable energy sources and new projects are being constructed (refer Appendix 5)

AEA analysis exaggerates the contribution of existing generators in early years of MRET. 

Hydro Tasmania created 19% of 2001 RECs as at 31st December 2001.

Hydro Tasmania expects to sell under 30% of the 2002 Target.

New wind projects are being built.


	Concern (cont.)
	Response (cont.)

	Price is insufficient for wind
	Hydro Tasmania is developing wind on the basis of current REC prices.

Pacific Hydro has committed new wind projects at Challicum Hills and Yambuck based on current REC prices

525 MW of new wind projects have been approved and 127 MW are under construction.

	Baselines were set too low and poor implementation by ORER
	Baselines have been set appropriately.

Baselines reflect 1997 production levels as was intended.

The baseline setting methodology was a carefully derived process by independent consultants to the Office of the Renewable Energy Regulator (ORER).

The approach was applied uniformly to all existing hydro-electric generators.  

Implementation has been accurate.

Hydro Tasmania has been and continues to be meticulous in its provision of information to the ORER.

	Hydro Tasmania controlling the market
	Hydro Tasmania is one of many participants in the market and created only 19% of RECs during 2001.  

A wide variety of renewable energy sources contributed to meeting the 2001 target.

	Basslink provides further windfalls to Hydro Tasmania
	Basslink provides the opportunity for additional renewable energy production from the existing hydro power stations through reduced spill of water during heavy rain that exceeds demand.  This is not a windfall gain, rather a benefit of the Basslink investment, and a crucial one for the economics of the project.


APPENDIX 7:   RECOMMENDATIONS

A7.1
Any changes to the MRET legislation should be considered during the legislated review process, not beforehand

The Amendment Bill currently being considered contains administrative matters that are required to enable the Office of the Renewable Energy Regulator to function successfully.  This process should not be confused with the review of the measure, outlined in Section 162 of the Renewable Energy (Electricity) Act 2000, which provides a proper mechanism for concerns regarding the current operation of the MRET to be raised.  

Key advantages of withholding debate on MRET issues until the formal Review are as follows.

· The Review is scheduled to commence in less than 4 months (ie 18 January 2003).  Any changes to the legislated review process or additional reviews will likely lead to destabilising of investment decisions, with consequent negative impacts on the effectiveness of the MRET.

· Two years experience in meeting the target will be available for examination in early 2003.  At present, there is only one year of performance information relating to liability and REC generation, and that was based on only nine months of operation of the scheme.

· The Review will be conducted by independent parties and the Terms of Reference are wide and not just restricted to certain issues.  The provisions of the review as specified in Section 162 are comprehensive, allowing for full consideration of all issues pertaining to the operation of the measure.  

· All relevant parties will have the opportunity to contribute, including governments, generators, and liable parties.

Hydro Tasmania will be recommending the following in its MRET Review submission:

· Baselines for existing generators should be retained.  Eligibility for production above the 1997 eligible renewable energy baseline is vital to the long-term success of the measure (refer Appendix 4).   

· A linear phasing path for higher interim targets should be immediately adopted.  Stepping up to the linear interim targets would immediately build on the momentum generated by the introduction of the MRET for continued steady development of the renewables industry.  This approach also has greater potential to establish the market whilst encouraging local manufacturing capability.

· The MRET should be increased to its economically viable limit.  It is now clear that the 9,500 GWh target is readily achievable and understates the intended 2% additional renewable energy generation above 1997 levels.  The 2010 target should be increased to at least the true additional 2% level of 13,500 GWh (based on current electricity demand projections), and upon hard evidence of successful projects, the target could be lifted further (there is evidence that 17,000 GWh is demonstrably practical and with international precedent – refer Appendix 5).  Further, some industry associations are calling for a 10% increase in the MRET by 2010.  Hydro Tasmania supports this new target, if it is economically viable.
· The Measure should be extended beyond 2020.  Renewable energy projects typically have a life of 20 years or more.  To provide commercial returns a long period of revenue is required.  The 2020 end date will rapidly become a problem for developers necessitating very high REC prices for projects built towards 2010.  This problem will be alleviated if the term of the Measure is extended.  Given current REC prices a typical renewable energy project is unlikely to be viable unless built by 2007.

· The Renewable Energy Shortfall Charge should be linked to the Consumer Price Index (CPI).  A fall in the value of the penalty due to a lack of indexation will reduce the incentive to invest in renewable technologies and thus will seriously impede meeting the objectives of the measure. In particular, a lower penalty value will retard the development of technologies such as wind which are important to the long-term future of the renewable energy industry.  This problem is accentuated by the 2020 end-date issue described above.
Hydro Tasmania also believes that there are additional technical issues that must be addressed during the Review process.

A7.2
There are changes required to certain clauses of the Amendment Bill

Hydro Tasmania submits that the following changes are required to the administrative amendments proposed in the Amendment Bill.  

A7.2.1
  Section 20A - Amending generation returns

Section 20A of the Amendment Bill gives the Regulator the power to amend an electricity generation return either at the request of the generator or on his/her own initiative.  However, it gives no bound to this power.  Furthermore, there is an inconsistency between the time period within which the change may be made, being 12 months if a generator requests the change but up to four years if the Regulator initiates the change.

Hydro Tasmania submits that the following guiding parameters should be included within the legislation:

· the Regulator must act reasonably in making the decision;

· the decision must be based upon reliable evidence;

· the Regulator must notify the affected person within a specified period of making the decision;

· the Regulator must provide reasons for his decision within a specified period of receiving a request from the affected party for such reasons; and 

· the time period within which the Regulator may initiate a change must be the same as that within which a generator may request a change.

A7.2.2
  Section 30F(1) – Varying the 1997 eligible renewable power baselines

Section 30F(1) of the amendment bill gives the Regulator the power to vary the 1997 eligible renewable power baseline in the circumstances prescribed by the Regulations.  However, no bounds are placed on this power.  To ensure investor certainty, particularly with regard to long-term REC deals for RECs produced by existing generators, Hydro Tasmania submits that the following guiding parameters should be included within the legislation:

· the Regulator must act reasonably in making the decision;

· the decision must be based upon reliable evidence;

· the Regulator must notify the affected person within a specified period of making the decision; and

· the Regulator must provide reasons for his decision within a specified period of receiving a request from the affected party for such reasons. 

Section 30F(2) also states that the Regulations may allow the 1997 eligible renewable power baseline to be varied if an action or policy of the Commonwealth Government reduces the ability of a power station to generate electricity for a sustained period.  We are concerned that this provision does not allow for adjustments of baselines under circumstances where new or additional non-Commonwealth imposed environmental management requirements (including environmental flow requirements) reduce the generation capacity of a stand-alone hydro-electric power station.  Hydro Tasmania therefore submits that Section 30F(2) should be amended to include actions or policies by state, territory or local governments.  
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� Upgrade = an improvement in output, capacity, quality or functionality


Refurbishment = the comprehensive examination and restoration of a unit of property, or major part thereof, to an acceptable standard


� Internal management paper


� Rossiter, D, 2002, Office of the Renewable Energy Regulator Annual Report 2001, p7.


� From McLennan Magasanik Associates Pty Ltd, 1999, Certificate prices with banking and inclusion of transmission savings


� Please refer to � HYPERLINK "http://WWW.AusWEA.com.au" ��www.auswea.com.au�.





�Redding, G. August 2002, ‘Where is renewable energy going in Australia?’, presentation to the ESAA 8th Renewable and Sustainable Power Conference. Mr Redding’s figures comes from the Sinclair, Knight and Merz database which has detailed entries for all known existing and planned projects.  It includes fields for the owner/developer, location, commissioning date, capacity and other details.  


� Rossiter, D, ‘Mandated Renewable Energy Target – performance for the first year’, presentation to the 8th ESAA Renewable & Sustainable Power Conference.


� Saturn Corporate Resources Pty Ltd, 2002,  Renewable Investment Projections Australia.  The figure is derived from a bottom up projection from individual site date registered in the Greenworld Renewable Interactive Database (GRID) model.  The data in the Registry is constructed from detailed research of all media, agencies, corporate reports and an extensive network of contacts in the renewable energy industry.


� “Mandated Renewable Energy Target – performance for the first year” Presented at ESAA 8th Renewable and Sustainable Power Conference in August 2002 by David Rossiter, Regulator, Office of the Renewable Energy Regulator.
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