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Executive Summary

In response to the invitation from the Secretary of Environment, Communications, Information Technology and the Arts Legislation Committee (Legislation Committee), Renewable Energy Generators of Australia Ltd (REGA) has prepared this submission to the Inquiry into the Renewable Energy (Electricity) Amendment Bill 2002 (the Amendment Bill).

REGA represents over 95% of Australia’s installed renewable energy generation.  

REGA is generally supportive of the Amendment Bill as it is drafted, however, REGA is aware of a number of concerns regarding the Mandated Renewable Energy Target (MRET) established by the Renewable Energy (Electricity) Act 2000 (The Act), and that the Amendment Bill has become a convenient mechanism to raise these concerns.  
From the outset REGA supports the formal review provisions built into the legislation. REGA believes that the MRET review to be conducted next year is the appropriate forum to discuss and debate policy issues.  We espouse that it is inappropriate for the Legislation Committee to consider baseline issues which are an integral part of achieving the policy objectives associated with the MRET measure.

We believe the Committee should focus solely on the administrative changes proposed by the Office and the Renewable Energy Regulator (ORER).  For the Legislation Committee to consider wider policy issues would not be proper and rigorous process and hence could lead to adverse conclusions.

Philosophically, we believe the MRET review to be undertaken next year is premature in light of MRET only being 1/450th of the way through.  

Principally, REGA rejects concerns raised about baselines for existing renewable energy assets under the measure. To address this issue, key elements of this paper are as follows: 

· The comprehensive review provisions of the Renewable Energy (Electricity) Act 2000 provide the proper mechanism for a review of the operation of the legislation.  

· Any fundamental changes as a result of this review will impose significant regulatory risks to current and future renewable energy investments.
· REGA members and other key industry representatives have committed significant financial investment towards both improving existing renewable energy assets and development of new renewable energy projects, due to the incentives provided by baselines under the MRET.
· Baselines are an integral component of the MRET, which were deliberately adopted to provide:

· an incentive to the maintain, refurbish and enhance existing renewable energy assets; and

· and to ensure that the MRET is achieved in the most efficient, cost-effective and fair manner. 
1. Introduction

The Renewable Energy (Electricity) Act 2000 (the Act), Renewable Energy (Electricity) (Charge) Act 2000 and Renewable Energy (Electricity) Regulations 2001 (the Regulations) commenced operation on 1 April 2001, bringing into force the framework for the Mandated Renewable Energy Target (MRET).  The legislation establishes a market for renewable energy electricity trading by mandating an annual target of renewable energy to be achieved through the acquittal of renewable energy certificates (RECs) by electricity retailers and wholesale buyers. 

RECs may be created from any accredited renewable energy source when its production is above a baseline. The baseline for generators that have commenced generation or will commence generation after 1 January 1997 have been set at zero.  Baselines for existing generators (i.e. those in commercial operation prior to 1 January 1997) are calculated by the Renewable Energy Regulator, based on an average of historical annual production levels.  

The baselines for existing generators have come under criticism by some industry members and representations have been made to Government to vary the baseline system.  Concerns have been raised that the REC revenue earned from existing power stations is a ‘windfall gain’ and is not providing incentives beyond business as-usual; that baselines should be made publicly available; and that particular existing generators could have excessive market power.  

REGA is generally supportive of the Amendment Bill as drafted for the purpose of clarifying some of the administrative detail of the original Act.  REGA does not support this process becoming a mechanism to explore the substantive objectives of the original Act.

REGA’s response to these concerns forms the body of this submission.

Industry concerns and responses 

Some industry participants have claimed that existing hydro generation facilities should be ineligible to earn RECs unless it can be demonstrated that the revenue from the RECs is used towards new renewables and/or capital investment in new technology or plant upgrade. The intent of the legislation is to "encourage additional renewable energy generation", concerns have been over "the lack of new renewable investment". Additional and new must be distinguished, from each other, with REGA’s point being that the later, “new renewable investment” is not the sole way to achieve the intention of the legislation.  Further, a fundamental aim of the legislation is to increase renewables with the central tenant of minimal cost to the community.  To achieve this, recognition that the output of pre-existing renewable generators is central, and that maintaining and increasing output above average production level must be able to earn RECs is crucial. This facilitates the creation of low cost RECs, provides appropriate incentives to existing generators to invest for maintenance, increased plant output and new generation, and ensured the commencement of the market. 
Specific comments being made by some industry members include the following:

· concerns about baselines for existing generators;
· that existing hydro generation facilities should be ineligible for RECs, unless it can be demonstrated that the revenue from these RECs is being used towards new renewables;

· that existing hydro generators have not demonstrated that upgrade work is being undertaken, and should be ineligible to earn RECs without demonstrable capital investment in new technology or plant upgrades; and
· that existing hydro brings no new industry development, which is the intent of the MRET legislation.
REGA’s response to these concerns is:

Baselines were developed as part of the public policy debate and the legislation to implement the MRET

The MRET was developed following significant and lengthy consultation with government and industry bodies.  This consultation included full consideration of baselines, which were developed following an extensive process of industry, community and government consultation.

The Renewables Target Working Group (RTWG) was established by the Australian Greenhouse Office (AGO) to develop implementation options for the MRET, including consideration of the eligibility of existing renewable energy generators for RECs.  The RTWG consisted of representatives of the Commonwealth, State Governments and key industry bodies.  A series of meetings (both with individual organisations and with an open invitation) and extensive expert advice was sought to provide input into the development of implementation recommendations.  The Final Report of the RTWG was released for further public consultation and 47 submissions were received at this time.

Throughout the process, it was realised by all parties that existing renewable energy generation would need to be maintained at its existing levels in order to achieve the target in the most effective manner. It was acknowledged 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 exiting 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 page 11)

…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, page 67)

In addition, the Final Report of the RTWG noted that:

…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, page 66)
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, page 68).

Draft legislation that included the baseline concept was formulated following the release of the Report. Two Senate Committee Inquiries were established to scrutinise the legislation.  REGA emphasised to these inquiries that baselines would provide a ‘draw-through’ effect in encouraging existing businesses with available capital to invest in new renewable generation either by greater efficiency and effectiveness from existing plant or investment in new renewable generation.  REGA also emphasised that existing renewable generators have the expertise to be able to achieve a rapid response to the MRET incentive.

Both Houses of Parliament subsequently passed the legislation.  Consequently, the Regulations enacted under the legislation provide for baselines for existing renewable energy generators to be established by the Office of the Renewable Energy Regulator (ORER).

Baselines are an economically efficient manner to increase output from existing power stations

The baselines approach was introduced in order to provide the right incentive to increase the efficiency of production from existing renewable energy generation.  Existing generation assets are, on average, 45 years old and there is no certainty that they will still be in place in 2010.  While these assets are expensive to maintain and/or upgrade, the cost of replacing them would lead to significantly higher costs of new renewable generation, and would therefore add to the overall costs of implementation of the measure. The baseline approach provides the financial incentive to keep existing renewable generation assets in operation and, where possible, enhances their output.

Under the MRET legislation, the 1997 eligible renewable energy baselines for power stations that existed prior to1 January 1997 are set by the Renewable Energy Regulator.  Baselines are calculated by using the average generation levels from a statistically representative period of production.  This representative period accounts for the natural variation in harvesting a renewable energy resource.  For example, the hydro-electric fuel source (rainfall) can show significant annual variation.  The representative period used to set baselines for hydro-electric power stations must therefore be sufficiently long to account for these variations to ensure that an appropriate incentive is in place to maintain and enhance these generation assets.  

Only increases in existing generation output from existing plant made after 1997 (ie above the 1997 eligible renewable energy baseline) are eligible to earn RECs, consistent with the objective of the legislation to increase renewable energy by 9,500 GWh above 1997 levels.  

Existing renewable energy generators are maintaining, refurbishing and upgrading ageing renewable energy assets to improve efficiency and increase output

Key industry players, including members of REGA, are currently making significant financial investments in improving the efficiency and hence output of existing renewable energy assets above 1997 baseline production levels, as well as in new renewable energy projects, which thereby earn certificates that pay for otherwise uneconomic investment.

Examples of REGA members’ activities include the following.

· Southern Hydro Partnership:

· spending $1m to upgrade and increase the efficiency of the Rubicon hydro-electric power station in Victoria, constructed in the 1920s.  In 2001, one of the turbines broke and instead of abandoning the unit, Southern Hydro Partnership used the incentive offered by MRET to invest in upgrading the performance of the unit;

· undertaking a $16m project to upgrade the McKay Creek power station using modern design turbines to obtain an increased output and greater efficiency; and

· undertaking other non-capital intensive improvements to existing infrastructure, resulting in more efficient and ecologically sustainable harvesting of the fuel source.

· Hydro Tasmania:

· has undertaken several refurbishments since 1997 to extend the life of existing generation plant;

· has a 10 year program of upgrades and refurbishments aimed at increasing the efficiency and capacity of existing plant; 

· recently signed a partnership agreement with General Electric Energy (Australia) Pty Ltd to increase renewable energy from Poatina power station using advanced technology to achieve efficiency gains from turbines; and

· has reached agreement with Alstom Power Ltd for the upgrade and modernisation of the Trevallyn Power Station.

· Snowy Hydro Limited:

· is maintaining the operation of some of its existing plant due to the incentives provided by the MRET.  Without the support of this scheme, the benefits of this plant capacity would be lost to the detriment of the environment and the energy market in general; and

· is exploring the viability of additional renewable generation projects.
· Hydro Power Pty Ltd:

· Hydro Power Pty Ltd is a small private company operating the Somerset Dam Power Station in southeast Queensland. It has negotiated amended high flow release procedures for the dam, enabling increased generation during periods of high in-flow.

Existing generators are demonstrating significant financial commitment to new renewable energy projects

The MRET has stimulated significant investment in new renewable developments by existing generators.

For example, in addition to upgrading existing assets, Hydro Tasmania has committed, and is continuing to commit, several hundred million dollars into developing new renewable energy projects.  The investment in these projects far exceeds the returns from any sale of RECs. This includes developing new wind farms in Tasmania, South Australia and Western Australia, as well as mini-hydro projects in Tasmania and South Australia.  Further mini-hydro projects are being investigated in Victoria and New South Wales.  

Considerable investment has already been made in the development of the 10.5 MW Stage 1 of the Woolnorth wind farm.  This includes development approvals, the purchase of turbines and site works.   The Woolnorth wind farm will be expanded to include 54 MW (the Bluff Point project).   Furthermore, as a result of these commitments, another objective of the legislation has been achieved: the development of the local renewable energy industry (discussed below).
Five other wind farm projects are in advanced stages of investigation.  These include:

· an expansion to 130MW at Woolnorth;

· a 160 MW windfarm on the west coast of Tasmania;

· a 140MW windfarm on the northeast coast of Tasmania; and

· two windfarms in South Australia with a combined capacity of about 170MW.

In addition, Hydro Tasmania is also committing financial resources to investigations of further windfarm sites in Tasmania, South Australia and West Australia, as well as participating in research and development on hydrogen, wave and tidal generation.

Hydro Tasmania also has a program of developing mini hydro schemes.  These are located in Tasmania and South Australia. Those in advanced stages of investigation have a total capacity of 10 MW.
Investments by existing generators are stimulating local renewable energy industry development

Investment by existing renewable energy generators has been critical to the development of new local renewable energy industries in Australia.  

Tasmania has entered into an agreement with Vestas International Wind Technology A/S to purchase a total of 128 MW of wind turbines.  This agreement has resulted in Vestas committing to the establishment of a manufacturing facility for wind turbine components, including tower manufacture and nacelle assembly, in north-western Tasmania.  Once Basslink is commenced, this could expand to a manufacturing facility for blades.  

The potential establishment of local manufacturing would not exist without Hydro Tasmania’s investments and future plans.  MRET has provided the appropriate conditions and stimuli to create the possibility equipment manufacturing.  By reducing equipment costs (including freight and other inbuilt expenses) Australia’s rich endowment of renewable energy resources will become more readily exploitable.

Interventionist changes to the legislation will jeopardise the investment programs and initiatives outlined in this document. This would be detrimental to the objective of the measure and would ultimately lead to one of two possibilities:

1. The MRET target would not be met & hence the government would have to reduce the target set; or

2. The government would have to increase the existing penalty of $40 to stimulate other, more expensive renewable technologies to meet the measure.


2.  MRET Review

Section 162 of the Renewable Energy (Electricity) Act 2000 (the Act) provides that the Minister must cause an independent review of the operation of the Act to be undertaken and that a report of the review be tabled in each House of the Parliament within 12 months after the second anniversary of the commencement of the Act, that is before April 2004.

The provisions of the review, as specified in Section 162, are comprehensive and include matters such as:

· the extent to which the Act has helped reduce greenhouse gas emissions and encouraged additional generation of electricity from renewable energy sources;

· whether the policy objectives of the legislation have been met; and

· the level of the overall target and interim targets.

The comprehensive review provisions of the Act provide a proper mechanism for any concerns to be raised.  Any changes to the legislated review process, or additional reviews, would likely lead to destabilising of investment decisions, with consequent negative impacts on the effectiveness of the MRET.  It should be noted that any retrospective variation to baselines, particularly after the commencement of capital funds to new investment programs in refurbishments and upgrades, would be grossly unfair and destabilising to the investment confidence needed to reach the targets for new renewable energy in Australia.

Further, The MRET market is in its infancy with only 1/450th of RECs having been acquitted.  Even at this early stage RECs are coming from a variety of eligible renewable energy sources and, as Minister Kemp has observed a significant amount of development is presently committed or under investigation.

 REGA early Observations on Specific Review Provisions

The extent to which the Act has helped reduce greenhouse gas emissions and encouraged additional generation of electricity from renewable energy sources

Some concerns have been expressed that other international schemes do not allow pre-existing large-scale hydro to create RECs.  By maintaining the contribution of existing zero emission assets, providing incentives to maximise this contribution, creating additional and developing new zero emission assets, MRET in its present for is achieving   greenhouse gas reductions and encouraging additional generation.

Whether the policy objectives of the legislation have been met

The baseline provisions of  the Act create the necessary incentives to ensure that pre-existing ageing assets continue to contribute to Australia’s Greenhouse Gas Emissions profile.  If these incentives were not built into the original legislation, more expensive forms of renewable energy would require greater support mechanisms.   

The incentives provided by MRET under its current framework has simulated more efficient use of existing infrastructure by way of upgrades, performance management and resource management.  Redding (2002) notes that MRET stimulates the hydro power industry in a number of ways:

· changing water storage management practices so that output is increased;

· improving the efficiency of the way stored water is used to increase output;

· upgrading and refurbishing turbines, generators and other plant to increase output, and

· constructing new generators; primarily small generators at existing dams and structures, but also possibly including entirely new schemes.

Baselines ensure that this activity is encouraged.  Removal or reduction of current baselines would increase the cost of achieving the target and hence the cost of energy to consumers and reduction of the measures’ success.

The level of the overall target and interim targets

As stated in Where is Renewable energy Going in Australia’, Redding G (August 2002), a potential 17,220 GWh of renewable generation projects in Australia have been identified.  Analyses shows that an MRET target in the vicinity of 8% of 2010 demand, would see this development potential become reality at minimal cost.  Redding also notes that stabilisation of atmospheric carbon dioxide cannot be achieved without a very substantial reduction in the amount of fossil fuels that are combusted annually… and in the long term the only sustainable options are a shift to non-fossil fuel options or a reduction in economic output… the available non-fossil fuel forms are nuclear and renewable energy.

REGA advocates an overall target of 10% by 2010.  There is demonstrated capacity to take up this target.

Conclusions

The intention of this paper has been to prevent ‘policy’ issues being lumped in with the bill's proposed ‘administrative’ amendments. The 2003 MRET review is the appropriate forum for policy issues to be considered. A review of the Renewable Energy (Electricity) Act 2000 is to be undertaken and reported before January 2004.  Therefore there is no warrant for an additional or earlier review of the regulations.
The MRET was developed following significant and lengthy consultation with government and industry bodies.  This consultation included full consideration of baselines.

In order for the overall MRET of 9,500 GWh by 2010 to be achieved in a least cost manner, current renewable energy generation must be maintained at its existing levels and, so far as practical, enhanced by greater efficiency.  Maintaining and enhancing existing generation infrastructure will be cheaper and more efficient than building new generation capacity.

Key industry players, including REGA members, are currently making significant financial investments in improving the efficiency of existing renewable energy assets and in new renewable energy projects.  These investments would not have been financially possible without the incentive provided by the MRET.  This assists overall efficiency of the industry and the earlier achievement of the staged target.

The MRET market is still in its infancy and predicting market share for individual participants is premature.  Furthermore, the proportion of RECs supplied by existing renewable generators will decline as the target increases.

In conclusion, REGA believes that the consideration of any fundamental changes to MRET as a result of this review will impose significant regulatory risks to current and future renewable energy investments in Australia.
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General Electric

Southern Hydro Partnership

Snowy Hydro Limited

Hydro Tasmania

Minter Ellison
Mackay Sugar Co-Op Association
Hydro Power Ltd
Vestas-International Wind Technology A/S
JB AS & SJS Tingate
Vestas-International Wind Technology
Stanwell Corporation Ltd
Baker & Weyhausen
Moorina Hydro Pty Ltd
Greenworld Energy Pty Ltd
Garrad Hassan Pty Ltd
Meridian Energy
Enviromission Ltd
Price Waterhouse Coopers
Bently Nevada Australia
Blake Dawson Waldron
















PAGE  




