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Enquiries:
Corinna Kelly

Phone:
(03) 6230 5636

Email:
corinna.kelly@hydro.com.au

20 November 2002

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 present on Friday 15 November 2002 at the Hearing of the Senate Environment, Communications, Information Technology and the Arts References Committee’s Inquiry (the Inquiry) into the Renewable Energy (Electricity) Amendment Bill 2002.
Please find enclosed Hydro Tasmania’s supplementary submission to this Inquiry.  This document builds on evidence contained within our original submission and addresses key issues relevant to Hydro Tasmania that have been raised by other submissions to the Inquiry.

As stated in our original submission, Hydro Tasmania believes that consideration of these issues should not be undertaken now, but rather at the legislated review process commencing 18 January 2003.  This will enable a full consideration of the issues in the context of the entire legislation.

Yours sincerely
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Hydro Tasmania

renewa ble ener gy business



Geoff Willis

Chief Executive Officer

SENATE INQUIRY INTO THE 
RENEWABLE ENERGY (ELECTRICITY) AMENDMENT BILL 2000

Hydro Tasmania Supplementary Submission

The following is a summary of the key issues raised in submissions to the Inquiry to which Hydro Tasmania wishes to respond.

· RECs should only be earned from additional generation

The MRET was designed to provide an incentive to maintain, upgrade and refurbish existing assets in order to not only encourage additional generation from these existing assets, but also to ensure that the existing 1997 level of renewable generation was sustained throughout the life of the measure.  To this end, it was noted in the Final Report of the Renewables Target Working Group that:

‘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)

This incentive applies in order to ensure that pre-existing aged assets are maintained in good working condition and do not require more expensive replacement by alternative renewable sources – i.e. so that the target is not approached in a two-steps-forward, one-step-backwards manner.

This incentive also encourages smarter use of the existing renewable energy source. This represents an intellectual investment rather than a hardware investment, and is an important complement to investment in hydro upgrades and refurbishment to maximise system performance.

As intended by the legislation, existing generators are not eligible for RECs unless production exceeds 1997 levels (ie 1997 baselines).  This is consistent with the intent of the legislation to increase renewable energy above 1997 levels.

· No new projects are needed until 2008 due to RECs from large-scale existing hydro

It is clear that the magnitude of new renewable energy developments able to be undertaken in the early years of the MRET is much greater than previously anticipated.  Claims that no new renewable energy projects will be required until 2008 are incorrect because new projects are occurring now as a result of the incentives provided by RECs.  The Federal Minister for Environment and Heritage, Dr 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 2001 target was met from a variety of renewable energy sources, with the Regulator noting 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).
Further, the wind industry development has far outstripped pre-MRET expert predictions.  Currently 105 MW have been constructed, 106 MW under construction and 759 MW projects approved.
  This is despite pre-MRET expert predictions for wind development as low as 13MW.

As well, it should be noted that analysis conducted by the Australian Business Council for Sustainable Energy exaggerates the contribution of existing generators in early years of MRET. 

A higher target and in particular a linear phasing will increase investment, particularly in the short term (discussed further below).
· New projects are having trouble getting Power Purchase Agreements (PPAs) due to RECs from large-scale existing hydro

Projects are proceeding on the basis of current REC prices.  For example, in 2001 over 40 MW of wind farms had Power Purchase Agreements (PPAs), including Pacific Hydro and Western Power.  In 2002 Stanwell attained a 21MW PPA and Pacific Hydro secured PPAs totalling 82.5MW.  In 2003 Pacific Hydro, Tarong Energy and Hydro Tasmania look like achieving PPAs  

It should be noted that PPAs are only announced after the project is approved, has a connection agreement and construction underway or imminent.  The absence of a PPA for the projects expected to be commissioned in 2003/04 could be due to finalising these project preliminaries.

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

· Overhang of RECs in the market from existing assets

The overhang of RECs between years is managed and encouraged through the deliberate inclusion of banking provisions of the MRET legislation.  This is not damaging the market, rather it enables RECs to be sold to liable parties in later years of the measure when the targets are higher and RECs become less readily available. 

A higher target and in particular a linear phasing will strengthen demand for projects (discussed further below).

· There are flaws in the baseline setting process 

(a)  RECS should only be earned for cumulative production above a cumulative baseline (“Unders” and “Overs”)

The MRET legislation provides the framework for the determination of baselines in general, which are calculated by the Office of the Renewable Energy Regulator (ORER).  Our original submission provides an overview of our understanding of the baseline setting process. 

Baselines provide the incentive for existing generators to maintain, upgrade and refurbish their existing assets and thereby avoid early retirement of Australia’s existing renewable generation assets.  In the policy formulation stage prior to the introduction of MRET, existing generators through their industry association Renewable Energy Generators of Australia Ltd (REGA) proposed baselines 20% below existing production levels.  This was intended to provide an incentive for renewable energy at all times even in periods of low rainfall.

The baseline arrangements for existing generators as enacted in the legislation was a compromise. This compromise was seen as an equitable outcome for the entire industry but not by existing generators.

The inherent variability in production from existing hydro generators was understood by the AGO and later the ORER in the design and implementation of the MRET.

Removing eligible generation via the ‘Unders and Overs’ proposal will result in the unacceptable situation whereby generators are penalized for underproduction.  Moreover, there would be significant extra costs to the Australian economy as more expensive additional renewable energy will need to be sourced to replace the foregone additional renewable energy production from existing generators.

An Unders and Overs proposal would destroy upgrade business cases by undermining the investment signal for these projects.  Several years poor rainfall as is currently occurring, for example, could mean zero return in the form of RECs for several years as no REC production would be possible until the drought debt was repaid.  This would result in no return on expenditure made on upgrading a power station to increase output, thereby discouraging investment in such upgrades.

These proposals would further limit eligibility of existing renewable energy generation and would be a retrograde step.  This is the first time the full value of renewable production has been recognized, albeit on the margin.  If any change should be made to baselines it should be to more fully recognize the value of clean renewable production.

It is worth noting that in the formation of the NSW Electricity Retailers Greenhouse Benchmarks Scheme, the ‘Unders and Overs’ option for setting baselines was considered too administratively complex and unable to accommodate major outages
(b) Baselines for generators with storage should reflect average plant capacity

ORER used a different process for large storages, whereby the trend in output was used to determine the 1997 baseline, rather than the 14 year historic average.
(c) Changes to the baseline methodology are an administrative change

The baselines approach was a very carefully considered policy issue in the development of the MRET.  Baselines are fundamental to the earning of RECs from existing renewable energy generating plant and the incentive to maintain and increase production from these assets.  Modification of these baselines would directly impact on the policy intent to ensure that MRET is achieved at the least cost by retaining existing production.  A change to the baselines is therefore much more than an administrative change, and should not be considered in the context of the Amendment Bill.

· Baselines and their calculation methods should be made transparent
Hydro Tasmania is prepared to provide disclosures commensurate with other market participants.

As a show of good will, has provided the Australian Business Council for Sustainable Energy with both total generation for the period April to December 2001 and a detailed description of the approach taken by ORER in setting Hydro Tasmania’s baselines.   In addition, 15 years of data is now being provided to the Senate ECITA References Committee.

· Large scale hydro can lessen competition by the manner in which they release RECs onto the market

Hydro Tasmania’s specific objectives with regard to the REC market are as follows:

· support the development of an effective renewables market;

· build a reasonable and sustainable market share based on Hydro Tasmania’s expected proportion of renewable energy generation in the long term;

· target prices at levels which support new renewable development consistent with the intent of the legislation; and

· appropriate banking of RECs until such time as they are required by the market.

RECs figures for 2001 indicate that no renewable energy generator has dominated or flooded the REC market.  Hydro Tasmania is one of many participants in the market and created only 19% of RECs during 2001.  In 2002 Hydro plans to be up to 30% of the market.  It should be noted that it is too early to predict the ultimate market share of any generator at this stage of the measure (only 1/450 through the measure).
It is worth noting that REC price outcomes are substantially above the forecast price, making new renewable energy projects and upgrades to existing assets commercially feasible.

· The target should be increased

There is clear evidence that industry is capable of achieving higher interim targets and a higher overall target.  The current debate on baselines is driven by the eagerness of developers to bring on projects faster than required by the current interim targets. A linear phasing path, as opposed to the current dual linear approach (refer Figure 1), will build on this early momentum and alleviate any concerns regarding the contribution by existing generators in the early years.

Early predictions for renewable electricity development have been exceeded.  For example the Government’s expert advice on wind energy contributions to the Target indicated that wind energy would contribute as low as 13 MW of new wind projects by 2010.  Contrast the above predictions with the current situation where 759MW of new wind projects have been approved, 106MW are under construction and 105MW have been constructed.  As well, several large Power Purchase Agreements (PPAs) have been recently signed.

From an overall renewable industry perspective, 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.
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Figure 1.  Comparison of dual linear and linear uptake of MRET
� These figures have been updated since Hydro Tasmania’s original submission


�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.  
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