
11 October 2002
The Secretary
Senate ECITA References Committee
Parliament House
Canberra  ACT  2600

ecita.sen@aph.gov.au

Dear Secretary

INQUIRY INTO THE RENEWABLE ENERGY (ELECTRICITY) AMENDMENT BILL 2002

Thank you for the opportunity to provide comments on the above Bill to the Senate Committee. 

Origin Energy Limited (Origin) is a leading Australian energy company that supplies natural gas, electricity and LP Gas to more than 2 million business and residential customers in Australia, New Zealand and the Pacific. Listed on the Australian Stock Exchange in February 2000, Origin is a participant in most segments of the energy supply chain, including natural gas exploration and production, power generation and energy retailing.  

Origin is one of the strongest participants in the new renewables industry in Australia, being the largest solar power retailer in Victoria and the principal electricity retailer actively promoting the development of a domestic wind power industry through contracting wind power for our GreenPower product GreenEarth, rated the best GreenPower product in Australia by a panel of nine leading environmental groups.  Origin employs over 2,000 staff.

We understand that the purpose of the Bill is to ‘clean up’ the Renewable Energy (Electricity) Act (the Act) originally passed in 2001. Numerous corrections are required to ensure that the review of the legislation that will commence early next year can concentrate on the overall operation of the legislation without distraction. 

There are however additional matters, both in the Bill and directly related to the Act, that are worthy of the Senate Committee’s consideration prior to the review next year, namely:

· That the anti-gaming provisions as proposed in the Bill are unlikely, because of the way that “relevant supply” is defined, to catch gaming in all parts of the renewable industry, specifically existing hydro generators qualifying under the Act;

· More importantly, that the proposed draft anti-gaming provisions in no way address the potential for the existing hydro industry to exercise market power in the market for RECs during the first five to six years of the MRET Scheme because of their dominant share of that REC market; and

· That the 1997 baselines set for existing hydro generators have had unintended consequences that are currently undermining the ability of the Act to deliver a strong and growing renewables energy industry that has the potential to provide employment, investment and exports from Australia. 

1. The Anti-Gaming Provisions

The most important deficiency of these proposed provisions is that they fail to address the biggest potential gaming issue that the REC market faces over the next few years, namely, the REC market dominance by the existing hydro industry. Resulting from the way in which 1997 baselines have been established, the hydro industry (at least in the medium term) holds the overwhelming share of the embryonic market for RECs.  The emerging nature of this REC market and the lack of market transparency in the process whereby existing individual generator baselines were established, have created considerable uncertainty for investors in new renewable energy projects. Although there is provision in the Trade Practices Act to deal with anti-competitive behaviour and market related gaming, the current revision process to the Act should address the potential for this market abuse given that the REC market was established by this Act.  

The definition of a “gaming arrangement” is correctly asserted as far as it extends to unlawful creation of RECs. Where the proposed amendment (30D) is deficient is that it fails to capture:

(i) the acknowledged capacity of existing hydro generators to produce power qualifying for RECs from a particular station in a year using a finite water resource by diverting that resource from another station, the output of which, in that year, is kept well below its REC baselines;

(ii) the capacity to manage the levels of water retention in long term hydro storages over many years to maximise the total production of RECs since there is no debit created when production is below the baseline level in a year;

(iii) the capacity to enhance those gaming activities in a complex hydro system when complemented by production of renewable energy from another source (eg. wind power).

The Senate Committee will have heard the concern that participants in the industry have of a phenomenon of the 1997 baselines called ‘unders’ and ‘overs’. As we have outlined above, this phenomenon would allow parties to game effectively on  hydro stations with large storage capacity as exists in Tasmania. 

Although Origin does not assert that this may be happening presently, it would seem prudent to ensure that the proposed provisions related to gaming cover the major gaming possibility in the renewable sector.  The present draft amendments appear to exclude it.

2. 1997 Baselines

Origin believes that the baselines argument could dominate the 2003 renewable industry review to the detriment of a positive outcome for the renewables industry if that concern is not dealt with prior to the review. 

Origin strongly supports the intent of the MRET legislation as a means to stimulate new renewable investment in Australia, creating strong industries in wind power and biomass, as well as taking advantage of positive low cost additional abatement opportunities in the hydro sector. However, the baselines, as they currently have been set, mean that RECs generated by old hydro will dominate the REC market for the medium term (to 2007/8).  Baseline setting, together with ‘unders’ and ‘overs’, means that RECs can be produced by hydro generators even though their generation capacity may be no greater than existing prior to the introduction of the Act.  The net result is that the public is paying a REC premium for this hydro power with no additional greenhouse abatement.

The case for a more transparent baseline setting mechanism and baselines that benefit the renewables industry as a whole is argued cogently in a paper by the Australian Business Council for Sustainable Energy, available on its website: www.ecogeneration.com.au.

Origin believes the Senate Committee must amend the Act to ensure existing hydro generators produce RECs only from additional generation output from incremental investment made after 1997. 

Origin looks forward to participating in the review of the legislation and working with government to achieve a strong and vibrant renewable electricity industry in Australia, as well as meaningful greenhouse gas emissions abatement outcomes.

We would welcome an opportunity to present further elaboration on these points to the Inquiry should that be judged appropriate. 

Yours sincerely 

Andrew Stock

Executive General Manager, Generation

(08) 8217 5817 
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