


1. Introduction
Engineers Australia is the peak body for engineering practitioners in Australia, representing all
disciplines and branches of engineering. Membership is now approximately 86,000 Australia wide
and Engineers Australia is the largest and most diverse professional engineering association in
Australia. All Engineers Australia members are bound by a common commitment to promote
engineering and to facilitate its practice for the common good.

Engineers have a vital role in all manner of projects that are critical to Australia’s future. This
includes adaptation to, and mitigation of, climate change as much as it does to the large scale
minerals developments that have dominated the Australian economy in recent years. Climate
changes resulting from uncontrolled emissions of greenhouse gases into the global atmosphere
poses serious threats to all nations and Australia faces particular vulnerability over the coming
decades.

Engineers Australia has actively participated in the Garnaut review process on climate change
policies for Australia and reviews of a similar nature conducted by several Australian jurisdictions.
The principles of sustainable development have been an integral part of Engineers Australia’s
code of ethics for many years. These principles are amplified in Engineers Australia Sustainability
Charter. These statements provide the philosophical underpinnings for Engineers Australia’s policy
positions, including its policy on Energy and Climate Change. The issues raised in this Submission
draw on this foundation.

Engineers Australia has advocated an expansion of Australia’s Mandatory Renewable Energy
(MRET) Scheme since 2003. Opposition to schemes like MRET is typically based on the argument
that support for relatively higher cost technologies will increase the costs of greenhouse gas
reduction above market determined levels. This argument fails to take into account historical
inequities and fail to take into account technology price reductions which come from higher market
penetration of renewable technologies.

Fossil fuel electricity generation technologies that predominate in Australia have, and continue to,
enjoy significant incumbency advantages. Most Australian electricity generators, including those
now in private ownership, were established as “public services” by governments motivated by
social and economic development objectives. Government investment in capital assets and
maintenance were driven by these motivations rather than by market economic considerations and
the benefit of this investment is not fully reflected in contemporary asset valuations. Similarly, the
rules for connection to the distribution and transmission system, planning and financial
arrangements are geared to the requirements, interests and location of incumbent technologies.

Most new technologies have higher costs than existing ones. Technology learning and realizing
economies of scale through market deployment drive down costs. This price reduction is not
considered in typical modeling of the costs of emissions reductions. Engineers Australia believes
that MRET provides a practical way for renewable technologies to overcome these historical
advantages enjoyed by existing technologies and to drive cost reductions for new technologies
through increased market penetration.

The essential difference between Approach 1 and Approach 2, apart from some specific issues
dealt with below, is about how the MRET would be phased out. Engineers Australia believes that
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by fully integrating MRET with the proposed Carbon Pollution Reduction Scheme (CPRS), the
logical end-point for MRET will be when the price of a renewable energy certificate (REC) is
exceeded by the price of an equivalent emissions permit. This corresponds to reducing the non-
compliance penalty option to terminate MRET canvassed in the discussion paper. Unfortunately,
neither the discussion paper nor the Green Paper on emissions trading consider the relationship
between MRET and AETS.

The Draft Garnaut Report indicated that the final report of the review would explicitly consider this
relationship but there appears to be a disconnect between the present COAG process and the
development of emissions trading. Engineers Australia urges the Working Group to consider the
links between the two sets of arrangements thoroughly before selecting a final approach to MRET.
In the absence of a formal relationship being established between MRET and emissions trading in
time for the commencement of the expanded MRET, Engineers Australia favours Approach 1 with
the scheme’s termination achieved via reducing non-compliance penalties. Engineers Australia
believes that final scheme documentation should include a discussion about MRET links to
emissions trading to adequately inform scheme participants on future options.

2. How the Scheme’s Objective is Specified

The focus in the discussion is on an increase in renewable electricity generation of 45,000 GWh
above the expected 2010 renewable capacity of 15,000 GWh. Engineers Australia believes that
this is the most appropriate way to state the objective for MRET. However, the underlying objective
of the scheme is stated differently; to ensure the equivalent of at least 20 per cent of Australia’s
electricity supply. While in a static context the two are equivalent, in time they may differ and
undermine one of the key objectives of MRET.

Among other objectives, MRET aims to create certainty in the minds of investors in renewable
electricity that demand for their product will exist in the future. Either specification of the
overarching objective would appear to provide this assurance. However, estimating the demand for
electricity in 2020 is fraught with the familiar uncertainties of all medium term projections and is
typically based on “business as usual” assumptions which do not take into account the difference
between the supply of electricity and the supply of “energy services” from electricity. This
difference is energy efficiency.

Engineers Australia strongly supports using energy efficiency to achieve low cost, short term
greenhouse gas reductions. Research? undertaken to support the introduction of the National
Framework for Energy Efficiency shows that even under pessimistic assumptions all sectors of the
Australian economy could achieve energy efficiency improvements of at least 20 per cent and up
to 35 per cent. The gains under more plausible assumptions are much higher. These results have
since been reinforced by highly respected international work®. There is growing support for the

! carbon Pollution Reduction Scheme, Green Paper, July 2008, www.climatechange.gov.au

% National Framework for Energy Efficiency, Preliminary Assessment of Demand-side Energy Efficiency
Improvements and Costs, November 2003, www.nfee.gov.au

® International Energy Agency, Energy Technology Perspectives 2008, In Support of the G8 Plan of Action,
OECD, June 2008, www.iea.org
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adoption of energy efficiency measures, including from Mc Kinsey and Company* and the Climate
Institute®.

Energy efficiency lowers the demand for electricity supply while maintaining the demand for
“energy services” from electricity. What this means is that the demand for electricity will be lower
and 20 per cent of that demand will be correspondingly lower. This creates uncertainty about the
future demand for electricity, adding to uncertainties arising from projections of future demand.
Engineers Australia believes that specifying the objective of MRET as a proportion of future
demand for electricity establishes circumstances in which two vital policy options to reduce
greenhouse emissions oppose, rather than reinforce each other. The simple solution is to state the
objective of MRET to achieve an additional 45,000 GWh of electricity from renewable energy
sources by 2020.

3. Liability and Annual Targets

Engineers Australia believes that the expanded MRET should set liabilities and targets in line with
the arrangements existing under the current scheme. The first year of the new scheme should set
an objective higher than set under the current scheme and ramp up the liability in a trajectory
similar to the polynomial® (increasing over time) used for the current scheme. Engineers Australia
believes that annual national targets should be allocated to States and Territories proportional to
shares of real gross domestic product at the commencement of the new arrangements with shares
maintained throughout the 10 years to 2020. These State and Territory targets would then replace
targets set independently by the different jurisdictions.

Generation mix should be left to the market. The experience of the current MRET was that the
target was fully subscribed relatively quickly and this became the source of pressure to increase
the MRET target. Several technologies have the potential to contribute substantially, including
wind, solar thermal and geothermal. The first is an intermittent technology and this will require
support from other technologies. However, solar thermal and geothermal are base-load
technologies which can replace fossil fuel base load generation.

Cost will continue to be an issue for early movers. Engineers Australia believes that existing
financial support mechanisms, at the very least, should be maintained, including solar rebates and
subsidies and the low emissions technology demonstration fund. Ideally, support by Australian
governments for renewable technologies research, development, deployment and
commercialization will be radically increased in line with the seriousness of mitigating the global
climate.

4. Eligible Sources

The legislation for the current MRET provides an exhaustive list of eligible technologies which
Engineers Australia believes provides a suitable template for the new scheme with one

4 McKinsey and Company, An Australian Cost Curve for Greenhouse Gas Reductions, February 2008,
www.mckinsey.com

> Climate Institute, Defining a National Energy Efficiency Strategy, July 2008, www.climateinstitute.org.au
® The Legislation sets out the targets for each year from 2001 to 2010 and the trajectory appears to be a
polynomial y=343.97x>***,
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reservation. This relates to native forest biomass harvest residue and processing waste.
Monitoring, measurement and compliance would be problematic for this resource even when all
the technical reservations expressed in both the Shergold Report and the Draft Garnaut Report
have been resolved.

Ideally, Engineers Australia would prefer to see forestry biomass incorporated into both MRET and
CPRS. The reality is that forest clearing is a significant source of Australian and global greenhouse
emissions and it is vital to have this sector as part of the solution to the problem of growing
emissions rather than on the side-lines. But, distinguishing between biomass waste and forest litter
and felling healthy trees will in practice be impossible to police.

The debate about electricity generation versus displacement fails to understand that greenhouse
mitigation policy is about maintaining “electricity services” to consumers and businesses while
reducing greenhouse emissions and not about maintaining generation capacity. Solar hot water
systems achieve this result and Engineers Australia believes that it is essential that they are
included in the new MRET.

Australia has realized many economic benefits from grid connected electricity and there is no
doubt that this will continue to be the case in the future. However, grid connectivity is not the only
way to provide “electricity services”. Energy policy arrangements generally should be neutral as to
whether “electricity services” are provided from centralized grid connected generators or from local
facilities. Despite the clear cut case for superior energy efficiency and costs in co-generation, the
orientation of many present arrangements favour grid suppliers. Engineers Australia believes that
including small scale local renewable generation in MRET is essential.

5. Banking

In principle, Engineers Australia favours unlimited banking of renewable energy certificates, in line
with existing arrangements for renewable energy schemes and the proposals advanced in the
Draft Garnaut Report. However, further comment is complicated by not knowing how the new
MRET will relate to the CPRS. Again in principle, it is possible to establish a correspondence
between the price of a renewable energy certificate under the new MRET and the price of an
emissions permit under the CPRS. Engineers Australia is strongly of the view that this relationship
must be clarified.

6. Project Eligibility Periods

Engineers Australia favours the eligibility period for accredited providers to be for the duration of
the MRET. The purpose of MRET is to encourage more rapid take-up of renewable generation
than would be the case without the scheme. Engineers Australia believes that creating constraints
to moderate this impact would be counter-productive.

7. Existing Generators

The central question posed by the Discussion Paper under this heading is whether the creation of
renewable energy certificates by existing electricity generators would crowd out new investors in
renewable energy. In principle, there is a risk that this may occur, but this risk must be balanced
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against the fact that any certificates created must be supported by newly created renewable
energy generation. In practice, the most likely outcome is that some existing renewable energy
generators will expand operations and some new investors will commence operations. If the
objective of the expanded MRET were broadened to include encouraging new renewable energy
investors to enter the market as well as to encourage additional renewable energy, then other
arrangements would be required. These could include segmenting the additional 45,000 GWh of
renewable electricity to be provided according to the class of investor and/or renewable technology
to be encouraged. Engineers Australia believes that MRET should encourage renewable electricity
to be generated and at this stage it is unnecessary to limit the rights of existing generators to
create renewable energy certificates.

Engineers Australia believes that equity considerations require the rights of existing accredited
generators under the original MRET (9,500 GWh by 2010), to create renewable energy certificates,
be preserved until the planned end date for this scheme. Similarly, any generators who were
granted recognition under the Victorian scheme from when it commenced until December 2007
should have these rights recognised under the expanded MRET. The NSW scheme has not yet
commenced and the recognition of rights does not arise.

However, this entitlement should not be extended to the expanded component of MRET.
Engineers Australia favours treating the expanded component of MRET as a new scheme with an
effective commencement in 2007.

8. Duration and Phase-out

The Draft Garnaut Report recognised that there would be an interaction between emissions trading
and MRET but deferred detailed comment until the release of the Review's final report. However,
in the Draft Report, Garnaut notes that the current price of a renewable energy certificate ($40 per
KWh) roughly corresponds to $40 per tonne of carbon dioxide equivalent’. Without the benefit of
Garnaut’s final advice it is difficult to know when this equivalence might occur.

Engineers Australia finds it difficult to envisage effective operation of MRET without clear
articulation of the links between MRET and emissions trading. In view of the transitional start to
emissions trading with capped carbon prices as outlined in the Federal Government’'s Green
Paper, an MRET starting in 2009 can be an effective mechanism for some years without the
resolution of scheme links. Over time, as the price of permits rises, there is likely to be increasing
uncertainty among MRET participants unless the relationship between the two mechanisms is
clarified.

The implementation of the CPRS is complex and difficult. The tight timetable may not provide a
sufficient opportunity to specify a formal relationship between this scheme and MRET. However,
this does not preclude a later integration. For this reason Engineers Australia believes that the
mechanism announced for the phase out of MRET should be as compatible as possible with trade
in carbon emissions permits. Thus, of the various mechanisms cited in the discussion paper as
options for phasing out MRET, Engineers Australia favours “reducing the non-compliance penalty
linked to the possibility that this may occur as the result of carbon permit prices exceed the
renewable energy certificate penalty prior to the announced MRET end date of 2030.

" Garnaut Climate Change Review, Draft Report, June 2008, p352, www.garnautreview.org.au
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10.

Engineers Australia does not support ramping down annual targets or restricting accreditation of
new renewable power stations after a particular year as ways of phasing out the scheme. Every
encouragement should be provided to the expansion of renewable energy, even after the
effectiveness of MRET has waned as the CPRS begins to dominate. Any government
pronouncements that support will be withdrawn from renewable energy, however qualified, can
contribute to the wrong perception among investors in renewable energy.

Trade-exposed Electricity —intensive Industries

The current MRET has no provisions for exemptions for trade-exposed electricity-intensive
industries. The Green Paper sets out how the Federal Government proposes to assist these
industries to minimize the so-called “carbon leakage” that could occur if these industries moved off-
shore to countries that have not yet priced carbon emissions. Engineers Australia believes that a
single consolidated process should examine potential cases for this assistance and decide on the
amount of assistance provided. Duplicating assistance arrangements in MRET and in emissions
trading adds unnecessary complexity to what will already be a difficult and complex structural
change. Exemptions provided under existing State schemes should be rolled into alternative
assistance arrangements in a single national approach to assisting trade-exposed industries.

Design Approaches

Engineers Australia supports Approach 1 which essentially expands the existing MRET and its
rules, procedures and legislation with the exception of the inclusion of native wood waste for
reasons set out above. Engineers Australia believes that Approach 1 maintains continuity, is well
understood by renewable energy investors and has better prospects of integration with emissions
trading.

Engineers Australia does not support Approach 2 because it would send the wrong message
through its reference to phasing out renewable energy targets; it fails to include a vital source of
renewable energy in the form of solar hot water heaters and unnecessarily compromises flexibility
by limiting the eligibility time to create renewable energy certificates and limits banking.
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