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The Western Australian Sustainable Energy Association (WA SEA) congratulates the Gallop Labor Government for its commitment to the development of a workable renewable energy access regime.  

Without a workable renewable energy access regime the private sector will not be able to leverage the opportunities afforded to it by the Federal Government’s 2% MRET legislation. As a consequence, jobs and opportunities for greenhouse gas reductions will leave the State (estimated $650 million).

Furthermore a successful and workable renewable energy access regime will allow Western Australia’s sustainable energy sector to develop, and will facilitate a number of key renewable energy projects that have high value for our community.  The majority of all Western Australians will welcome this.

WA SEA comments contained in this document are focused on the proposed changes as detailed in the Expanded Energy Balancing Tolerance for Renewable Energy Basis for Briefing Parliamentary Counsel to Amend the Regulations.
Issues arise in particular to those commitments articulated in the Minister’s letter to Hon. Robin Chapple MLC in May 2002 (attached as Appendix 2); what is practical and workable for industry; and where we are now.  

	
	Issue contained in the Briefing to Parliamentary Counsel to Amend the Regulations.
	WA SEA Recommendation

	1
	The proposed Prescribed Renewable Energy Tolerance Band of 2MW to 3MW contained in the briefing document.
	We recommend that the Amended Regulations detail a flexible Prescribed Renewable Energy Tolerance Band that is linked to the installed capacity of the project.  That is, 5MW receives 5MW and 8MW receives 8MW.  

	2
	The proposed discrimination between different types of renewable energy generators’ Prescribed Renewable Energy Tolerance contained in the briefing document. 


	We recommend that the Amended Regulations do not discriminate between different types of renewable energy projects.



	3
	Cap on the monthly average balancing power price – obmission from the briefing document.
There will also be a cap on the monthly average balancing power price (Minister’s Letter to Hon Robin Chapple MLC, Appendix 2)
	We recommend that the Amended Regulations state that the monthly average balancing power price will be capped.

	4
	No limits to the price of top-up power – obmission from the briefing document.

There will continue to apply a factor that limits the price of top‑up power to be no more than 1.4 times the value of spill.  (Minister’s Letter, as above)
	We recommend that the Amended Regulations clearly state that a factor that limits the price of top‑up power to no more than 1.4 times the value of spill will continue to apply.  


	5
	No part supply model for renewable energy generators is mentioned in the briefing document.


	We recommend that the Amended Regulations detail a workable simple Part Supply model that contains the elements detailed in this document.


Each of these Issues will now be examined further:

Recommendation 1: 
That the Amended the Regulations detail a flexible Prescribed Renewable Energy Tolerance Band that is linked to the installed capacity of the project.  That is, 5MW receives 5MW cover and 8MW receives 8MW. 
The tolerance band identified in the amended regulations is too small.  Unlike fossil fuel generators, renewable energy generators are to greater or lesser extent non-schedulable.  Therefore project proponents will not be able to secure finance to cover the risk outside the Tolerance Band and project sizes will be limited to the Tolerance Band.  This will result in projects grouping around an inefficient economic window and will deny renewable energy projects:

1. the full advantage of their fuel supply opportunity; and

2. economies of scale.

Hence the renewable energy sector will be forced into delivering more expensive electricity than it could otherwise deliver. 

It is regional areas that will be significantly disadvantaged if a flexible Prescribed Renewable Energy Tolerance Band is not instituted. Currently, opportunities exist to generate renewable energy from traditional agricultural practices and to site those generation facilities close to the fuel source – in regional areas.  A report by the Australian EcoGeneration Association (2000) states that almost three quarters of Australia’s renewable energy projects proposed or under construction are located in regional areas. It is these areas where access to grid electricity is unavailable that alternatives that have sound economic and regional development spin-offs are required.  Such projects will not eventuate unless appropriate Tolerance Bands are established.

We are aware that the argument is being put that the size of the Prescribed Renewable Energy Tolerance Band should be limited because of the potential cost to Western Power.  However, this is a spurious argument as Western Power provides the same flexible balancing coverage for its own renewable energy projects and incurs this cost internally.  The impact is further enhanced as Western Power responds to construct all of WA’s renewable requirements (some 250MW by 2010).  This is both anti-competitive and does not facilitate the growth of an independent renewable energy industry in WA.

Recommendation 2: 
That the Amended Regulations do not discriminate between different types of renewable energy projects and that all are treated equally by the Prescribed Renewable Energy Tolerance Band.

We are opposed to defining different balancing bands for different projects as all RE is typically non-schedulable or intermittent in nature.  RE projects take advantage of particular fuel supply opportunities for example waste wood, land fill gas, hydro, photovoltaic and are dependent on intermittent fuel sources.  

The current market arrangements support this view with the black power market providing uniform rules and Western Power currently providing non-discriminatory energy balancing to their full suite of renewable energy projects.  Again the impacts for regional WA will be evident as biomass power stations are unfairly discriminated against in relation to small wind generation projects, for example.  Indeed, such a limitation on capacity from the private sector could be viewed as anti-competitive relative to Western Power’s ability to construct large biomass power stations and internally apply favourable balancing arrangements.

We also note that the Minister’s letter to Hon Robin Chapple, MLC did not mentioned that there would be a discriminatory balancing arrangement.

Recommendation 3: 
That the Amended Regulations state that the monthly average balancing power price will be capped.

The proposed Amended Regulations make no mention of capping the monthly average balancing power price.  However, the importance of this issue is recognized in the Minister’s letter to Hon. Robin Chapple MLC.  

While Western Power has given certain undertakings the current correspondence detailing this, provided by Western Power, gives WA SEA no confidence that the capped prices will continue and does not represent a firm commitment.  This has been identified as an area of concern by financial institutions and needs to be addressed within the Regulations.
Recommendation 4: 
That the Amended Regulations clearly state that There will continue to apply a factor that limits the price of top‑up power to be no more than 1.4 times the value of spill.  
The Minister’s recognition of the importance of limits to the price of top-up power was articulated in his letter to the Hon Robin Chapple MLC.  The importance of this type of commitment for financing cannot be overstated.  It enables project performance risk to be evaluated and, as a critical aspect of financing in the RE sector, needs to be articulated in the Regulations. 

Recommendation 5: 
That the Amended the Regulations detail a workable simple Part Supply model. 

The changes to the Regulations don’t provide details of a part supply model.  The Minister has given a commitment with regards to the development of an workable simple Part Supply model.  However, the changes to the Regulations don’t provided for this.  Industry has developed a part supply model and this is attached as Appendix I.

APPENDIX I – Workable Renewable Energy Access Regime
	PART SUPPLY MODEL

	
	CURRENT UNWORKABLE REGIME
	A WORKABLE REGIME

	TOP-UP
	Under the part supply option, top-up is at R1 rates – at a minimum 2c/kWh more expensive than the time-based rates.

RE generators must be able to purchase top-up at the existing tariff.  A return to this fundamental principle is essential to facilitate the development of independent RE projects.

IPPs are required to enter into Electricity Supply Agreements with Western Power for top-up.  This is an unnecessary complexity.
	Part Supply Option be amended to enable top-up to be purchased at the customer’s existing tariff.  

Any other basis would require IPPs to take uncommercial risks as to top-up prices, as customers will not take top-up price risk.

WP Retail should bill the customer for all usage, and pay the IPP for the power it supplies, out of this payment.

	SPILL
	Spill is not purchased under the part supply option.  All renewable electricity that spills into the system is confiscated with no payment. 
	Spill needs to be purchased at a fair and reasonable price – confiscation of renewable electricity is not fair or reasonable, unfairly favours Western Power and sends the wrong signal to the finance sector.  Spill should be purchased at no less than 80% of the top-up price.

	ENERGY BALANCING
	Under both models energy is balanced between peak and off peak periods.  However, renewables are not schedulable in the same way that fossil fuel generating plant is and are intensely disadvantaged (to the point of being unviable) by this requirement.
	On/Off-Peak time stamp is contrary to the characteristics of RE and needs to be removed in its entirety.  A single balancing period (24 hours a day for the complete billing period) for renewables would ensure that renewable energy projects are viable.  This will maximise green power output, by encouraging the plant to run whenever fuel is available, providing maximum environmental benefit.

	NETWORK ACCESS AGREEMENTS
	Network access agreements currently take on average five months to process.  This holdup results in the continuance of the status quo, while Western Power increases its own green power portfolio.
	A workable regime requires sensible time frames for processing applications and agreements.  A fair and reasonable regime would be limited to a one month maximum with the ability to process multiple sites with a single application.

	ENERGY MATCHING
	The current guidelines provide potentially draconian penalties if IPPs fail to generate the targeted portion of electricity their part supply customers use in a year
	Given the unpredictability of renewable energy generation, this potential penalty regime should be removed.  “Part Supply” IPP’s should simply be required to undergo a triennial review of their generation capacity to ensure continued access to the SWIS.  IF generation capacity has fallen, the only “penalty” should be requirement to shed a customer load (or part thereof) on the next expiry date of a suitable customer contract.

	MINIMUM PART SUPPLY AMOUNT
	The current guidelines requires the renewable generator to supply at least 50% of its total customer load on an annual basis.  This makes it difficult for renewable generators to supply large customers who may be interested in purchasing a small percentage of renewable energy.
	There should be no minimum supply amount to allow renewable generators to target the total available deregulated customer base 


	FULL SUPPLY MODEL

	
	CURRENT UNWORKABLE REGIME
	A WORKABLE REGIME

	TOP-UP
	The current arrangement provides top-up energy at a price that is calculated monthly by a formula that is determined and calculated by Western Power.

Banks will not support RE projects due to price uncertainty in particular there is no way of guaranteeing that the methodology (used to calculate top-up) won’t change and that the prices track the methodology.  
	To ensure that renewable energy projects can be financed the finance community needs cost certainty with regards to the price of top-up.  

This can be simply done by ensuring that the indicative top-up prices presented by Western Power change in relation to the domestic electricity tariff and not on a monthly basis as proposed. 

A collar and cap process would also provide a simple method of providing certainty over the top-up prices required by the finance community.

	SPILL
	Spill is purchased at a price 40% below the purchase price of top-up.  This is unfair and discriminates against independent RE projects (WP does not place this constraint on their own RE projects).
	Spill needs to be purchased at a price that is equivalent (or closely matched) to the top-up price.  This will encourage the maximum utilization of renewable energy generating plant.

	ENERGY BALANCING
	Under both models energy is balanced between peak and off peak periods.  However, renewables are not schedulable in the same way that fossil fuel generating plant is and are intensely disadvantaged (to the point of being unviable) by this requirement.
	On/Off-Peak time stamp is contrary to the characteristics of RE and needs to be removed in its entirety.  A single balancing period (24 hours a day for the complete billing period) for renewables would ensure that renewable energy projects are viable.  This will maximise green power output, by encouraging the plant to run whenever fuel is available, providing maximum environmental benefit. 

	NETWORK ACCESS AGREEMENTS
	Network access agreements currently take on average five months to process.  This holdup results in the continuance of the status quo, while Western Power increases its own green power portfolio.
	A workable regime requires sensible time frames for processing applications and agreements.  A fair and reasonable regime would be limited to a one month maximum with the ability to process multiple sites with a single application.

	ENERGY MATCHING
	The current guidelines provide potentially draconian penalties if IPPs fail to generate the quantity of electricity their customers use in a year
	Given the unpredictability of renewable energy generation, this potential penalty regime should be removed.  “Full Supply” IPP’s should simply be required to undergo a triennial review of their generation capacity to ensure continued access to the SWIS.  If generation capacity has fallen, the only “penalty” should be requirement to shed a customer load (or part thereof) on the next expiry date of a suitable customer contract.
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CORR/gekw/rchapple

Hon R Chapple MLC

Member for Mining and Pastoral Region

1074 Hay Street

WEST PERTH WA 6005

Dear Robin

The purpose of this letter is to outline the approach I am taking to implement arrangements associated with access to the Western Power network that will encourage renewable energy projects.

It is recognised that the time that has been taken for the development of new regulations for the basis on which renewable energy generators have access to Western Power's electricity network has taken longer than expected. This is primarily because of the need to resolve related issues associated with supply of standby capacity and purchase and sale of electricity by Western Power for energy balancing and part supply.

I have been concerned to ensure that regular consultation occurs with the renewable energy industry and associated groups. This inevitably slows progress but ensures that a better outcome occurs in the end.

I wish to make clear that the time taken is not through any lack of intent and or lack of commitment to provide improved conditions of access for renewable energy. However, there are some difficult technical issues that have had to be worked through.

I am concerned to ensure that the new arrangements do provide what is intended and do not provide what might be called "Claytons" arrangements. The arrangements will be protected from arbitrary decision making by Western Power.

More flexibility will be provided to the arrangements for renewable energy in the following areas:

Renewable energy balancing tolerance and accounting periods

Energy balancing prices

Part supply arrangements

Energy balancing requirements will be relaxed to provide for a widened band of tolerance for energy balancing where the energy required to meet third party customer requirements differs to the amount actually supplied by the renewable energy generator. Within this Renewable Energy Balancing tolerance renewable energy can be netted‑oft without regard to the time of day or the cost of energy to Western Power. Within the tolerance band, spill from off peak times can be credited against top‑up supplied in peak times.

Outside of the Renewable Energy Balancing tolerance the energy balancing accounting period will be monthly, so that net‑balancing outcomes will be accounted for each month. There will however, still be some recognition of the time value of energy.

This provides for much more flexibility for renewable energy projects that are dependent upon such factors as wind, temperature and sunlight that can be variable on a day‑to‑day basis but more predictable on a monthly average basis.

There is a need to have balancing arrangements of some sort to provide an incentive to renewable energy generators to make best endeavours to try to meet their customer supply commitments. If there is not a price signal to give an actual incentive then the network operation management would become very much more difficult as more renewable projects are established.

It is acknowledged that there is a need for the Renewable Energy balancing tolerance to be maintained within the newly developing WA energy market.

Energy balancing pricing will be reflective of the cost of supply of balancing power to Western Power. There will also be a cap on the monthly average balancing power price. This will be a fixed value as has been discussed in the renewable energy access‑working group. It is accepted this is an important issue for the industry since it has been concerned about the possibility of high balancing prices during times of peak demand.

There will continue to apply a factor that limits the price of top‑up power to be no more than 1.4 times the value of spill. For each period, peak and off‑peak surpluses and deficiencies will be reconciled by applying the relevant average peak and off peak top‑up and spill prices for the account periods.

These arrangements will apply until an effective wholesale market is established, following Government's consideration of the ERTF's recommendations.

I am aware that the renewable energy industry does wish that the price for power for undersupply, so called top‑up rates, be equal to the oversupply rate or spill rate. This presents a real difficulty to Western Power, which must recover its cost for supplying energy.

Part supply of electricity is another critical issue to the industry. I am determined to provide a simple part supply arrangement where renewable energy suppliers can supply part of their customer's requirements with the remainder supplied by Western Power.

The price of Western Power supplied power is a key factor in the commercial attractiveness of any contract arrangement. While it is accepted that retail based price will not be attractive to many market participants the arrangements for this part supply pricing arte not yet finalised. The objective is firstly to provide industry with reasonable certainty as to the price of energy and secondly provide industry with competitively priced power.

I trust these arrangements satisfy the concerns you have.

Yours sincerely

ERIC RIPPER MLA

DEPUTY PREMIER; TREASURER;

MINISTER FOR ENERGY

22 May 2002
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