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10 October 2002

The Secretary

The Senate Environment, Communications,

Information Technology and the Arts

Legislative Committee

Parliament House, 

Canberra, ACT
By Email: ecita.sen@aph.gov.au
Dear Sir/Madam,
Inquiry into the Renewable Energy (Electricity) Amendment Bill 2002 
We welcome an opportunity to comment on the Renewable Energy (Electricity) Amendment Bill 2002, presently before your Committee. As one of the world's leading suppliers of wind turbines for the generation of renewable electricity, NEG Micon AS has built almost 20 percent of installed wind power capacity worldwide.  Our Australian subsidiary, NEG Micon Australia Pty Ltd was established late last year, and already employs over 20 Australians.  We are hence very interested in any legislative amendments to the Renewable Energy (Electricity) Act (the “Act”).

The objective of the Mandated Renewable Energy Target (MRET) established by the Act was very clearly to encourage additional electricity generation from renewable energy sources. It sent a clear message to industry, and put in place a highly effective mechanism to encourage the industry to grow in an efficient, market based environment. However we call on your Committee to take the opportunity provided by the Renewable Energy (Electricity) Amendment Bill 2002 presently before you, to rectify some anomalies in the Act which are rendering it ineffective as a scheme to encourage additional renewable energy generation. 

Our major concern with the operation of the Act as it stands is in relation to what has become known as the “Baselines Issue” By this we refer to the mechanism under the Act for determining whether pre-1997 renewable energy generators are generating “additional” renewable energy. 
Research conducted by the Australian Business Council for Sustainable Energy (BCSE) indicates that due to the low level at which generation baselines have been set for pre-existing hydro-electric projects, 23% of the Renewable Energy Certificates (RECs) available over the life of MRET could be generated simply by those plant exceeding the baseline generation level set in the legislation. That means they are received without any additional investment required by the generator. This electricity would have been generated anyway, and only receives RECs because the relevant baseline was too low.  To our knowledge, these figures have not been contradicted by either the Regulator, or the owners of old hydro plants.

We see this as an administrative error in the operation of the legislation, requiring amendment. As such it is appropriately dealt with by your Committee and corrected in the Amendment Bill, and should not wait for the review of the Act, mandated for its anniversary on 18 Jan 2003. That review should be into the appropriateness of the Act as it was intended to perform, and the future direction of MRET, not an administrative issue like baselines.  

We cannot over-stress how urgent the resolution of the issue is for the health of the Australian wind industry.  We are at the implementation end of the industry – our business is actually building wind-farms and manufacturing the components for them, and we know that there is something wrong with the market. Again quoting the BCSE, when the “free RECs” from faulty baselines are added to the RECs available through the refurbishing of old hydro-electric projects, and RECs from already committed projects and solar hot water heaters, this leaves only 45% of the total MRET target to 2020 for new renewable projects.  Yet encouraging new projects, we understood, was the intent of the Act.

If not rectified, this anomaly in the legislation will have a profound effect on the renewable energy market.  A company like NEG Micon Australia will be particularly badly hit, and the flow-on could deprive regional Australia of hundreds of quality, long-term jobs. We are committed to maximizing the local content of our product.  We want to commence local manufacture of imported components such as blades, and nacelles (the shell containing the generator, gearbox etc) as soon as we can. What we require is a strong market, to enable us to make the multi-million dollar investments required.  The baselines anomaly is directly affecting our investment decision.  
This may surprise Senators, who would have heard of a rash of wind farm development applications around the country. However, while there has been strong activity in the Australian wind industry in the past two years, most of this has amounted to prospecting, analysis and permitting. In reality, very few wind farms have yet reached financial closure, hence very few binding contracts for the construction of wind farms have been entered in to. This is because developers of these projects must forward sell their RECs and electricity in order to raise finance. Developers appear to be having serious trouble completing such agreements, and this is due in large part to the uncertainty in the market for RECs caused by the baseline issue.  
RECs currently trade on the spot market for approximately $36, The cost of production for a wind generator (and most other renewable energy technologies, if they are built from scratch) is well in excess of this price (they have to sell their electricity as well to make a profit) however these come as a windfall to old hydro power plants.  Clearly this disparity in cost will create a problem in the market for RECs. The market is a good mechanism, but not if some players are given free chips to play with. In this case up to 23% of RECs could be “free” due to the baselines anomaly, and paid for by electricity consumers. 

A healthy RECs market will mean a healthy wind turbine market, which will mean more Australian jobs. As an example, if NEG Micon Australia can guarantee a market of 100 wind turbines per annum we can employ at least 55 people in Australia manufacturing blades alone – and for every extra 100 turbines annually, another 55 jobs.  Similar job multipliers apply to the manufacture of other high-tech components, which we hope to make locally. With a wind potential in the tens of thousands of megawatts, (Australia has one of the best wind resources in the world) the wind industry could become a major employer in Australia, as it has in Denmark,Germany, Spain and the United States.   However without a healthy market for RECs, our clients are unable to gain project finance, and our company cannot maintain the economies of size to justify local manufacture. 
What this means for Australia is that even though substantial wind development may eventually happen, growth will remain piecemeal and will never reach the critical mass to achieve the employment multipliers it should. The effect will build on itself, because a reliance on imports will keep the cost of Australian wind farms high, further retarding the industry’s development. By removing the destructive impact of the baseline anomaly, we believe the market for RECs will strengthen substantially and the numerous wind projects which have stalled since receiving planning approval, will go ahead.    

A healthy domestic market for turbines will not only stimulate manufacture to replace imports, but has the potential to form the base for an export industry to the region. This will not happen if the market stalls. Australia runs the risk of other countries getting a head start on Australia, in an industry which can only justify so much manufacture in a given region.
In conclusion, we urge Senators to make the most of the opportunity presented by the   Renewable Energy (Electricity) Amendment Bill 2002, to fix the baseline anomaly. This need not discourage the upgrade of old hydro plants to make them more efficient. They should rightly be encouraged, and benefit from the legislation. But RECs should not be given away for doing nothing. That would make a mockery of what is otherwise visionary and effective legislation. 
Yours sincerely,
Dan Kofoed Hansen
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