


iv.  need for future reviews; and
j. the appropriateness of policy settings including the:

1. extent to which this Act has provided an ongoing basis for commercially competitive
renewable energy; and

ii.  relevant economic and social impacts that have resulted from the implementation of the
provisions of this Act; and

iii.  inclusion of renewable energy sources and technologies not specified in the Act or
Regulations; and

iv.  interaction with relevant Commonwealth, State and Territory energy, environment and
industry policies.

Summary and Recommendations

The Mandatory Renewable Energy Target legislation has been the most successful policy initiative in
the implementation of Renewable Energy that Australia has ever had, even though the effectiveness of
the fixed 9,500 GWh target is being eroded by increasing electricity demand.

ANZSES maintains that, under no circumstances should this scheme be abolished, as has been
recommended by the COAG Energy Market Review.

178 new or expanded renewable energy generators have been commissioned, about $700 million has
been invested, and greenhouse gas emissions equivalent to over 1.5 million tonnes of CO2 have been
avoided. This has been achieved with average electricity prices rising by only 0.06%, significantly less
than the impacts of other market issues, such as summer peak loads.

The enthusiastic uptake of the scheme demonstrates the industry capacity to meet substantially higher
targets within the current price structure.

ANZSES recommends that the MRET target be increased to 10% of electricity generated by 2010
and 20% by 2020.

As could be expected with innovative legislation such as MRET, issues have arisen in its early years of
implementation. To date, these issues have had to be resolved by the Office of the Renewable Energy
Regulator, in consultation with the relevant industry groups. This process has not been transparent and
has placed inappropriate pressure on the Regulator to resolve complex issues which were not
adequately addressed in the original legislation or regulations.

ANZSES recommends that an MRET Advisory Panel be established to assist the Regulator in
dealing with complex implementation issues.

With regard to the operation of MRET, ANZSES further recommends:

1. Changes to the MRET legislation or reguwas, as appropriate, so as to include specific
mandates covering such issues as:

¢ Electricity network access — to streamline anduee the costs of connection to distribution

lines.

¢ Net metering and/or standard connection agreets for small systems - to streamline,
improve transparency and reduce time andgtsd@o householders and small generators.

e Equitable transmission line charges - to alloenewable energy generators to compete on

an equal footing with a fired generators.
2. Additional mechanisms be introduced REECs extinguishment by RECs owners.



3. RECs to be surrendered or extinguished within 6 months of creation.

4. A strong government energy efficiency pamgibe implemented in the time period 2003-2020,
so as to minimise electricity demand growth rates.

5. Any new generator be eligible to earn RHGQr a maximum of 15 years, unless the MRET
target is significantly increased.

6. Any pre-existing generator be eligiblegarn RECs for a maximum of 10 years, unless
transparent adjustments areagfe to current baselines.

7. The deeming period for PV be increased to 20 years.

The full value of RECs be available for anwrselar water heater wherever it replaces an
electrically boosted system.

9. The legislation or the regations specifically exclude dowbtounting of RECs with other
programs.

10. The penalty be indexed to the CPI, or towwhelesale electricity prig, from the time of the
scheme’s commencement, so asgmetrode its deterrent value.

11. Any moneys collected through the penaltglitected to renewable energy industry
development.

12. Native forest products be sked as ineligible for RECs.

13. The “higher value” test for waste productsredified appropriately so as to encourage
innovative and sustainabland use applications.

14. ORER and the proposed MRET Advisory Panelelgtassist the development of consistent
planning processes as they relate¢oewable energy developments.
15. A rolling target beyond 2020 be implemented.

16. Further reviews of the legaglon be held in 2008, 2013 and 2018.

With regard to the Review process itself, ANZSES recommends that the proposed capital city
meetings be structured to as to allow open discussion of key recommendations made in the various
submissions. This would facilitate community and industry understanding of the issues and of any
changes subsequently recommended by the panel.



ANZSES Comments on the Review Questions

a.

the extent to which the Act has:
1. contributed to reducing greenhouse gas emissions; and
ii.  encouraged additional generation of electricity from renewable energy sources;

To date 178 new or expanded renewable engemerators have beamommissioned, the solar
water heater market has doubled, about $7iilion has been invested, and greenhouse gas
emissions equivalent to over 1.5 million tonné£ 02 have been avoided. This indicates that
MRET has been successful in stimulating thewaide energy market and has the potential to
contribute significantly to eissions reduction and to the abtishment of new industries and
associated employment and regional development.

the extent to which the policy objectives of this Act have been achieved and the need for any
alternative approach;

The MRET is both an emissions reduction @m industry development initiative. Although
significant reductions in gredouse gas emissions are alreaWdent, MRET was not intended
to provide short term least cost greenhouse gaductions. Rather, a major driver for its
introduction was the explicit recognition that itngcessary to begin building an industry now
that will be capable of delivarg the longer term deeper cutiex the easy gains from energy
efficiency and switchingp gas have been made.

Reflecting this, the specific objectives inclddethe wording of the legislation are:

e “to accelerate the uptake of renewable eneirggrid-based applications, so as to
reduce greenhouse gas emissions;

e as part of the broader stragec package to stimulate mewables, provide an ongoing
base for the development of commdigieompetitive renewable energy; and

e to contribute to the development of imationally competitive industries which could
participate effectively in the bgeoning Asian energy market.”

Hence, while ANZSES supports the introductiba general emissions trading scheme in
Australia,ANZSES maintains that, under no circumstances should MRET be abolished, as
has been recommended by the COAG Energy Market Review.

Need for Alternative Approaches

Despite the early encouraging sigaspumber of issues have arisen over the first three years of
the scheme’s operation which require attentiahe longer term polig objectives of MRET
are to be met:

Access Issues

Since renewables are not well established enrtfainstream Australian electricity market, a
market mechanism such as MRET is not necssafficient, on its own, to overcome the
initial barriers to greate adoption. In this regardd NZSES recommends changes to the
MRET legislation or regulations, as appropriate, so as to include specific mandates covering
such issues as:

o Electricity network access — to streamline and reduce the costs of connection to
distribution lines.



e Net metering and standard connection agreements for small systems (unless higher buy-
back rates are offered) - to streamline, improve transparency and reduce time and costs to
householders and small generators.

e Equitable transmission line charges - to allow renewable energy generators to compete on
an equal footing with coal fired generators.

RECs Issues

ANZSES itself, as well as its individual membexs,ld be interested ibeing able to purchase
and extinguish RECs as a means of increasing renewable energy generation.

ANZSES therefore recommends that mechanisms be introduced for RECs extinguishment by
RECs owners.

In addition, so as to minimise gaming and add market certatiW/SES recommends that
REC:s be allocated a specified life of 6 months after creation —that is, 6 months after they are
created RECs must be surrendered or extinguished.

In order to better meet the intended industeyelopment aims of MRET and enhance the need
for new generatorsdNZSES recommends that any new generator be eligible to earn RECs

for a maximum of 15 years, unless the MRET targets are significantly increased. Since some
project developers may have built in a longer tipegiod in their busiass plans, it may be
necessary to implement this for generators lafiir the release of the Review. Nevertheless,
generators existing before 1997 and which have irswddheir generation levels so as to earn
RECs, with no new investment or industry devetwpamshould be limited to 10 years from
commencement of the MRET mechanism. These recommendations will be particularly
important if the Review Panel decides agtian increase in the MRET target.

ANZSES' recommends that the legislation or the regulations specifically exclude double
counting of RECs with other programs, such as Greenpower or State based greenhouse gas
reduction mechanisms, in order to maximise likaefits of each initiative. The capacity for
owners to extinguish RECS may servems mechanism to avoid double counting.

the mix of technologies that has resulted from the implementation of the provisions of this Act;

Although hydro has captured thargest portion of RECs so rfathere has been reasonable
stimulation of activity in most technology areal. will be important for the success of the
scheme that all mature technologies be gia@nopportunity to develop a portion of their
potential market, so that any issues associaték @@mmercial roll-out can be dealt with while
market assistance is available. Since it nappears difficult to place limits on current
generators ANZSES recommends an increase in the target to 10% of electricity generation

by 2010 and 20% by 2020, so as to allow all renewable emgr technologies market access
under MRET.

Hydro Issues

A significant issue has arisen with regard ttte baselines set for hydro generation, which
appear to have been set too low. Hydro generators can create RECs in “good” years, when
water levels are higher than average, but tttay will not lose RECs in “bad” years, when
generation is below average. Hence, theylarefiting from the MRET scheme, even though
overall renewable energy generation may nutrease and no new investments have been
made. This has allowed hydro systems towapé greater portion of the RECs market than
they would if net increases only are counted.

This effectively reducebe availability of RECs to suppahe construction of new renewable
generation that can stimulateghestablishment of new indussjaneet a high percentage of



demand in the long term, and thereby havegaificant impact on reducing Australia’s GHG
emissions.

ANZSES recommends that pre-existing generators be eligible for RECs creation for a
maximum of 10 years, unless transparent processes are undertaken to adjust currently
agreed baselines.

Photovoltaics Issues

Only a small number (27) of photdtaic (PV) systems have bemyistered with ORER. PV
has been allocated a deeming time of 5 yearsaning that individual system owners can
create RECs in 5 year batches. For small Pgtays this essentially has meant that the
benefits of registration are taamall for most system ownerstother with. On the other hand,
solar water heaters, which have a mudhorder average lifetim than PV (10-15 years,
compared with 20-30 years), are allocated améng rate of 10 years. For RECs creation, a 20
year deeming period would allow the crestiof 27 RECs per kWp PV at the time of
installation in most areas of Atralia, allowing for a0.5% decrease in opit per year. While
inverter failure was used as the original reason for the 5 year deeming rate, it is clear that most
users would in any case repairfailed inverter, given the reii@e cost of the PV investment
already made. In any case, inverter technolbgy improved rapidly over the past 5 years and
is no longer considered an especiahrious issue for PV systems.

ANZSES recommends that the deeming period for PV be increased to 20 years, in line with
manufacturers warranties, so as to encouraggsteation of small PV stems for the scheme,
reduce up front system costs and hence incréd#s share of the MRET target. This is
considered a more straightforward approach tttae introduction of technology portfolios. If

the MRET target is not increased, the deeming period for PV would need to revert to 15 years,
in line with the limit recoomended for all technologies.

Solar Water Heater Issues

The current interpretation by RER that a replacement SHWSoisly eligible for the RECs
associated with its increased performance dwerretiring SHWS creates a perverse incentive
to replace an old SHWS with an electric HWS aaldrise that systems 12 months later to be
eligible for the full RECslt also penalises early adopters and thereby sends a very poor
message to customers and th@mestic water heater marketNZSES recommends that the

Jull value of RECs be available for any new SHWS wherever it replaces an electrically
boosted system.

. the level of penalties provided under this Act;

the need for indexation of the renewable energy shortfall charge to the Consumer Price Index to
maintain the real value of the charge and the associated penalty charge;

Recent analysis has shown that RECs are currently trading at around $25 (although spot prices
are as high as $40), so that the penalty hasyet had an appreciable impact on decisions by
liable parties. Nevertheless, REC prieee forecast to rise above $40 after 2010 and

ANZSES recommends that the penalty be indexed to the CPI or to the wholesale electricity

price from the time of the scheme’s commencement, so as not to erode its deterrent value in

the longer term. A 4% annual inflation rate over 10 ysaeduces the value of the penalty by

one third.

While it is hoped that maintaining the real valaf the penalty will ensure that few liable
parties choose to pay it rather than purchase vesige electricity, th@alue of having such a
penalty could be enhanced by ensuring thatrmoyeys collected are directed back into
renewable energy industry development, rathan disappearing intoansolidated revenue.



This would provide a useful means of sttéeging the outcomes of the MRET legislation.
HenceANZSES recommends that moneys collected through the penalty be directed to
renewable energy industry development, for instance via the current AGO REID program.

Since other issues will undoeily arise with time and sindeis inappropriate that the
Regulator be required to resolve thetitZSES recommends that an MRET Advisory Panel
be established to assist the Regulator in dealing with complex implementation issues.

other environmental impacts that have resulted from the implementation of the provisions of
this Act, including the extent to which non-plantation forestry waste has been utilised;

Feedstock issues

The potential for use of native forest proddcisRECs has greatly hindered the effective
operation of MRET. It has undermined puldanfidence in the measure and backfired on
other biomass projects.

ANZSES recommends that native forest products be classed as ineligible for RECs.

On the other hand, environmentally beneficiak&ry and crop proposals, particularly the oil
mallee schemes, appear to have been disadgeadtby the “higher value test” applied to
biomass “waste” products.

HenceANZSES recommends that the “higher value” test and the definition of “waste
product’ be modified appropriately so as to encourage innovative land use applications with
sustainability benefits.

Siting issues

In the absence of planning controls relevantdnewable energy thoologies, sustainability
issues have arisen with regardttee placement of some genterg, especially wind turbines
and certain biomass or waste to energy plantese issues cannot necessarily be addressed
through the MRET legislation, but need timéd&worked through between industry and the
community. Itis in the long term interestg@fiewable energy that sustainable development
processes be adopted. Governments of all lenesdd to be aware of the issues arising and
begin to implement relevant planning preses, in consultation with the community and
industry.

ANZSES recommends that the ORER and the proposed MRET Advisory Panel actively assist
the development of consistent planning processes as they relate to renewable energy
developments.

. the possible introduction of a portfolio approach, a cap on the contribution of any one source
and measures to recognise the relative greenhouse intensities of various technologies;

As mentioned above, significant additional getierg largely from existing hydro plant, has
allowed hydro to gain the major share of RECslate. Longer term projections vary but show
bagasse, wind, hydro and MSW/landfill gaaking up 80% of the mix by 2010

While a portfolio approach has s@ attraction and is often ed internationally, ANZSES’
view is that it would detradtom the reasonably straightfoesd market approach under which
MRET operates. In addition, fing a specified amount of argne technology into the mix
may result in immature technolobging installed, with subsequesttential for failure. It may

also place pressure on the community cosgsnprocesses required in order to establish
sustainable development guidelines. These take time and require careful thought.
Inappropriate developments will have a laegm detrimental impact on renewables.



Placing caps on any one technology would imp&t the MRET target is actually a ceiling for
renewables, rather than operating as a minimewel of contribution to ektricity needs. No
one technology has overall advantage over agiotRenewable energy pottial is often site
specific and it is in théong term interests of austainable energy sectar Australia that all
opportunities are exploited. As an easier optim implement, but one which would allow
market access for a greater number of new generatiV&SES recommends placing a limit
of 10 years for RECS creation from pre-existing facilities and 15 years for new generators,
the latter unless an increase in the MRET target is implemented. This effectively places a cap
on any one generator, but not onyalechnology. In addition, in ordéo ensure that the market
is not destabilised by a sudden halt to MRHNZSES recommends that a rolling target
beyond 2020 be implemented, with target levels and other @dls set at future reviews.

Of course, independently ofRAET, ANZSES encourages the gowent to provide technology
and industry development support measures whait be specifically fbbred to meet the
needs of the different renewable energy options.

. the level of the overall target and interim targets;

The effectiveness of the fixed 9,500 GWh target is being eroded by increasing electricity
demand. ABARE has projected average annual redggtgrowth of 2.3% between 2002 and
2020 which would result in total generation3#5,000 GWh by 2020. This could mean that by
2020 renewable energy would supply approxinya@% of total generation, less than the
10.5% supplied in 1997. In addition, hydro gernina from existing fadities has taken up the
major portion of the target to date, witfto new investment and no appreciable benefits in new
industry development. Renewable energy gdioeran the first two years of MRET has been
higher than required, while projects alreadynderway will easily provide the 9,500 GWh
required by 2010. There will sodse little or no incentive fonew projects to be developed.
With a potential oversupply or future supplyifge assured within the next few years, REC
values may fall, thus destabilising newly eBtiled industries. In addition, given the long lead
time for planning and approvals of new technodsgisome technologies have barely completed
the first steps in establisig appropriate procgses and are thereforenlikely to benefit
significantly from the mechanism. In summaryg turrent target is too low and is likely to
begin to act as a ceiling for renewables, ratligsn a market stimulation mechanism, unless it
is significantly increased. The added certaintgated by such an increase, and by an extension
of the life of the scheme beyond 2020 will courtelREC price rises. Larger firm markets will
allow industry to invest in increased loceadmponent manufacturing, new technologies and
improved service infrastructure. It withake projects more bankable and hence reduce finance
COosts.

The enthusiastic uptake of the scheme demoastthe industry capacitp meet substantially
higher targets within the current price structuteNZSES therefore recommends that the
target be set at a 10% increase from 1997 levels by 2010 and 20% by 2020. In addition, the
target should be based on actugéctricity sales, nathose projected i1997. Targets for each
year should be set as a percentage ef plast year’'s electricity generation leveltVZSES
recommends a strong government energy efficiency program in this time period SO as to make
this target easily achievable.

A target which at least maintains previous mermage levels of renebwk energy generation,
and preferably increases them, would be in kmith targets set in other countries and would
ensure that Australia does not miss out onrtdq@d international developments in renewable
energy technology and implementation. To illustthi strong international competition in this
sector, a list of some of the targets beingrsiernationally is provided in Appendix 1.

the appropriateness of the operating environment including the:



1. level of participation in and transparency of the Mandatory Renewable Energy Target
measure; and

ii.  scheduled end-date of 2020; and
iii.  baselines for pre-existing generators; and
1iv.  need for future reviews;

The initial targets have proverelatively easy to achievelransparency issues, such as
indefinite REC life, private negotiations on basedirand other technology specific issues, have
made it difficult for the market to be certaaout the quantity and likely cost of RECs. In
addition, by 2005, projects will become increasing difficult to develop, as the time period over
which they can earn RECs will fall below 15 years.

Therefore, if the target inot significantly increaseYNZSES recommends setting a limit of

15 years for any one project to be eligible to earn RECs and implementing a rolling end date,

so that new projects continue to have a kearopportunity beyond 2020. These mechanisms,
or a significant increase in the target, maydsdficient to dilute the impact of current baseline
issues with existing hydro generators, whil@towing to encourage efficiency improvements

in existing generators and new projects. However, adjustments to the currently agreed hydro
baselines are nevertheless recommended.

As technologies develop and markets change quite ragiM#SES recommends that further
reviews of the legislation be held in 2008, 2013 and 2018. This would also allow modifications
in response to new government policies.

Setting a target that increases beyond 2010, and extending the end-date beyond 2020 will give
a more positive signal to industry and piaker long term certainty to investors.

the appropriateness of policy settings including the:

1. extent to which this Act has provided an ongoing basis for commercially competitive
renewable energy; and

ii.  relevant economic and social impacts that have resulted from the implementation of the
provisions of this Act; and

iii.  inclusion of renewable energy sources and technologies not specified in the Act or
Regulations; and

iv.  interaction with relevant Commonwealth, State and Territory energy, environment and
industry policies.

MRET has stimulated the commercial applicatminrenewables for mainstream electricity
supply, with significant potential to crea new industries, regional development and
employment. The mechanism has, to some exteeidsas an alternative to an emissions price
in the market. Neverthelesgnventional electricity supplienemain favourably placed with
respect to transmissions and dilstition access, direct and indict cross subsidies and other
support and biases existing inettestablished market. This is evident in the COAG Energy
Market Review published recently, which sigaifitly eroded what confidence had been gained
in the market by recommending the abolitioh MRET. Neither the Minister nor the
government generally made any comment camiegrthis recommendation, hence implying that
it may be accepted. The government has adsently openly supported the option of carbon
sequestration as a priority for the Australi@mmergy sector. MRET ¢hefore operates in a
policy vacuum, with no long term governmennhaatment to renewable energy supplies.



While the MRET Regulator has made conabér efforts to ensure the scheme is well
understood and widely known, there has been no fagpesidence that it interacts with other
government policies. It may be that inteian is occurring inthe background, however it

would be useful for the commtynto see evidence of a whaisapproach to energy, industry
and environmental policies.



Appendix 1:

International Renewable Energy Targets

The European Union approved a binding directiventrease the amount of electricity generated
from renewable sources from 14% to 22% by 2010.

The UK’s ‘Renewables Obligation’ on suppliesdll rise in annual steps from 3% in 2003 to
10.4% in 2010. They currently intend to extehd target to 20% by020, and are actively
pursuing policies to achieve this. The Britielmergy White Paper not only targets 10.4% of
electricity from renewable sources by 2010, but aims to deutiie 2010 target by 2020. It also
aims to achieve greenhouse gas reduction§086 by 2050, and has estimated that renewable
energy would need to supply 309%9%4 or more at that time.

In Sweden, a Government system issues goeetificates to promat the production of an
additional 10 TWh of electricitfom renewable sources by 2010.

The Danish Government’s long-teemergy plan, Energy 21, in 1986t a target of achieving 20%
of electricity production from renewable enefgy 2003. This target has already been surpassed
with present forecasts estimati@§% electricity from renewablkenergy by 2004-05. Over the past
15 years, changing Danish government coalitions maamtained a target of 10% wind energy for
the year 2005, a target which was subsequeadjysted to 16% by 2003. Ireality wind will
supply some 21% of Danish electricity consuoipby 2003, and by 2030 is expected to provide 40
to 50% of electricity consumption.

Recently in California, legislation has been pastet requires the state to double its renewable
energy supply from the present 1092686 of all retail power sales by 2017.

France aims to increase its renewable enesgyrces from the currert5 % to 21% of total
demand by 2010.

The Indian government has set a target of agpnately 10,000 MW of renewable energy by 2012.



