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Committee met at 9.00 am
CHAIR (Senator Cormann)—I declare open this public hearing of the Senate Select
Committee on Fuel and Energy. The Senate has referred to the committee matters associated
with fuel and energy, including the price of fuel, the impact of an emissions trading scheme and
the regulation and taxation arrangements for alternative fuels. The committee is due to report to
the Senate on 21 October 2009. Today the committee is focusing on the impact of an emissions
trading scheme.
Before the committee starts taking evidence I remind all witnesses that in giving evidence to
the committee they are protected by parliamentary privilege. It is unlawful for anyone to threaten
or disadvantage a witness on account of evidence given to a committee and such action may be
treated by the Senate as a contempt. It is also a contempt to give false or misleading evidence to
a committee. The committee has approved the filming of today’s proceedings by the media. If
any witnesses object to being filmed by the media they should state the ground of the objection.
The committee shall consider any such objection, having regard to the proper protection of the
witness and the public interest in the proceedings. If the committee decides to permit
broadcasting of the proceedings notwithstanding the witness’s objection, the witness shall be
informed before appearing in the proceedings.
The committee prefers all evidence to be given in public, but under the Senate’s resolutions
witnesses have the right to request to be heard in private session. It is important that witnesses
give the committee notice if they intend to ask to give evidence in camera. If a witness objects to
answering a question, the witness should state the ground upon which the objection is taken and
the committee will determine whether it will insist on answer, having regard to the ground which
is claimed. If the committee determines to insist on an answer, the witness may request that the
answer be given in camera. Such a request may of course also be made at any other time. On
behalf of the committee I thank all those who have made submissions and sent representatives
here today for their cooperation in this inquiry.
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[9.03 am]
BOSHIER, Mr John, Executive Director, National Generators Forum
BOTTO, Mr Carlo, Director, National Generators Forum
SCHAAP, Dr Harry Anthony, Policy Adviser, National Generators Forum
SIMSHAUSER, Dr Paul Edward, Director, National Generators Forum
CHAIR—Welcome. Do you have any comments to make on the capacity in which you
appear?
Mr Boshier—Carlo Botto is Director of Portfolio Management for TRUenergy and Dr
Simshauser is Chief Economist and Group Head of Corporate Affairs for AGL Energy.
CHAIR—I now invite you to make a brief opening statement.
Mr Boshier—The National Generators Forum welcomes the opportunity to appear before the
Senate Select Committee on Fuel and Energy. Our focus here is the Australian government’s
Carbon Pollution Reduction Scheme, which we will shorten to CPRS, and in particular
transitional issues associated with the introduction of a CPRS. The NGF has made two
submissions to the CPRS green paper process, which form the basis of arguments presented here
today and are of course available to the committee.
The NGF directly represents all the major power generators operating in Australia’s national
electricity market, the NEM. Verve Energy and Griffin Energy in Western Australia are associate
members. The installed capacity of NGF members approaches 45,000 megawatts, which is more
than 95 per cent of the total Australian market. These generation assets are valued at more than
$40 billion with annual sales in cash terms of $11.9 billion per year. The NGF membership
encompasses coal, gas, diesel, wind, biomass and hydroelectricity generators.
A smooth transition is critical to achieving the policy objectives of the CPRS. It has been the
NGF’s strong contention that a well-designed CPRS is the centrepiece of an effective, efficient
climate change policy framework. A smooth transition from the current economy to one with a
CPRS and associated price on carbon is critical to achieving the government’s policy objectives.
Transitional assistance is not designed to subsidise emissions from the energy sector—contrary
to the views of some commentators.
The importance of getting transitional design elements calibrated correctly at the outset of the
CPRS cannot be overstated because they bear so heavily on economic, environmental and public
policy outcomes. The introduction of a CPRS sets in motion an economic transformation of epic
proportions and represents the most significant and potentially dislocating policy reform in
Australia to date. The stationary energy sector’s transition is central to the economy’s transition.
Electricity generation is an integral input to virtually all production and consumption activities in
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the economy. It is responsible for about 35 per cent of national emissions and will initially
represent about 50 per cent of the scheme’s coverage.
The challenge to the energy sector is the efficient transformation of the industry to a low
carbon future. When considering the magnitude of this challenge it is important to highlight that,
for the electricity generation sector alone, the reduction in asset values associated with the CPRS
are expected to be in the order of $A10 billion to $A20 billion based on NGF modelling. The
requirement for new investment in electricity generation capacity is expected to be in the order
of $30 billion to satisfy expected growth and demand on a business as usual basis. Private equity
already faces significant merchant risk in the national electricity market. Debt markets are
currently constrained more than usual because of the global recession.
The purpose of transitional assistance is to ensure energy sector investors, existing and new,
large and small, are financially able and willing to make the investments necessary to achieve an
efficient transition in the face of these challenges. Fundamentally, transitional assistance ought to
avoid financial impairment of existing generation assets and their owners. It should avoid
sovereign and regulatory risk and the associated costs facing new assets and their owners. It
must minimise risks to security and reliability of supply in the national electricity market and,
ultimately, must maximise the cost-effectiveness of the CPRS and achieve its policy objectives.
Incumbent investors have already commenced their transition toward a low emission future with
performance improvements on current assets and growth strategies for investment projects.
These include substantial investments in low emission generation technologies. Poorly calibrated
transitional assistance, at best, will delay these investment projects and their benefits to the
Australian economy. At worst the capital behind these investment projects will be diverted
offshore to less risky, higher yielding investment projects.
There are critical transitional issues not adequately addressed in the white paper. The NGF
supports the establishment of an Electricity Sector Adjustment Scheme or ESAS. However, the
quantum of assistance is significantly lower than the amount required to achieve the
government’s policy objectives. This assertion is supported by the Commonwealth Treasury’s
own modelling. This found the negative impacts on the generation sector to be significantly
higher than the level of assistance proposed for the ESAS fund. The ESAS fund has been
established for a period of five years based on impacts on the generation sector over a 10-year
period. However, the transition towards low-emission future is likely to occur over a period of
decades. As such, the NGF believes that the ESAS should provide additional assistance based on
longer time frames to ensure the government’s policy objectives are met. Such a solution would
not put unnecessary stress on the government’s existing allocation of permits and auction
revenue. It would be in keeping with the predicted lead time for development of new
technologies, generally beyond 2020.
It is unfortunate that much of the public commentary around the ESAS is characterised by the
assertion that the public is subsidising electricity sector emissions. The ESAS fund is designed to
ensure that sovereign risk does not result in investment drying up as investors perceive the sector
as too risky relative to other opportunities. The government must ensure that the assistance to
coal fired generators is commensurate with asset value loss to avoid creating regulatory risk.
This loss damages existing businesses and will therefore threaten future investment. Related to
the effectiveness of the ESAS and the viability of existing coal fired generation assets are the
credit and working capital implications of the CPRS presented in the white paper. The
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requirement to purchase permits at auction to cover the carbon liability is substantial and
onerous. Other CPRS design features in the white paper, such as those relating to auction design,
can be improved upon to minimise this burden. This will help to ameliorate the risk of adversely
affecting the investment environment.
A cautious approach to determining transitional assistance is required. Treasury modelling
conducted for the white paper is optimistic in its assumptions about the potential impact of the
CPRS on existing assets in the coal fired electricity generation sector. The potential costs of
poorly calibrated transitional assistance require that a conservative or insurance approach be
taken in the interests of the energy sector and the community. The Commonwealth government
commissioned three different models from MMA, ACIL and ROAM to examine the wealth
impacts of a CPRS on the coal fired electricity generation sector. It should be noted that
economic modelling of the electricity generation sector is highly sensitive to fuel costs, demand
growth and the volume of international abatement credits. MMA results were the lowest in terms
of the negative wealth impacts on the coal fired electricity generation sector, followed by
ROAM, with ACIL reporting the highest negative wealth impacts.
But it appears that only one of these models, MMA, was used as part of Treasury’s broader
modelling of the CPRS impact. It seems that little if any sensitivity analysis was conducted,
emphasising the need for caution when designing a public policy response to such significant
issue. Moreover, it is not made clear in the white paper exactly how the government derived the
quantum of assistance under the ESAS, $3.5 billion in real dollars, from the range of modelling
results presented in the white paper. The NGF has engaged Intelligent Energy Systems or IES to
conduct a further assessment of the white paper modelling results. The IES market based
modelling was strongly consistent with results from the ROAM and ACIL models and suggests
that the MMA modelling is based on highly optimistic assumptions. IES estimated a negative
wealth impact of $12 billion. This is well in excess of the $3.5 billion proposed in the CPRS
white paper.
To be specific, the NGF believes that the following improvements can be made to the white
paper on the CPRS. Firstly, derive the quantum of assistance using more conservative modelling
and assumptions such as those of ACIL, ROAM and IES as opposed to MMA, which is the clear
outlier. The ESAS should be redesigned to deliver transitional assistance over more than 10
years to reflect the needs of long-term infrastructure investment. Secondly, the government must
ensure that the assistance to coal fired generators is commensurate with asset value loss to avoid
creating regulatory risk. Thirdly, the white paper should provide greater certainty on how any
clawback provision on windfall profits will be applied. Fourthly, the design of the scheme must
ensure that CPRS option design rules enable a deferred payment option for the purchase of
permits with future vintages at auction.
I will sum up. The NGF supports a well-designed CPRS as the centrepiece of an effective,
efficient, climate change policy framework. In doing so, it also believes that a smooth transition
from the current economy to one with a CPRS and associated price on carbon is critical to
achieving the government’s policy objectives. However, as currently designed, the CPRS fails to
address a range of critical transition issues. This will undermine the attainment of the Australian
government’s policy objectives.
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Thank you to the committee for its attention. We look forward to discussing these issues with
you. My colleagues are here to answer your questions.
CHAIR—Thank you, Mr Boshier. Summing up your opening statement, I guess it is fair to
say that you do not think that the government has the balance right between having a scheme
that is environmentally effective, economically responsible and ensuring our energy security
moving forward. Is that a fair assessment of what you have just said in your 15-minute opening
statement?
Mr Boshier—I am going to invite Paul or Carlo to respond from the points of view of their
companies and of the NGF.
Dr Simshauser—From a policy perspective, for us the CPRS is the right framework to do it
in. The issue that is probably of greatest concern to the National Generator Forum’s members is
the actual task of structural adjustment facing the sector and whether there is a sufficient
framework in place to ensure that what is envisaged occurs in fact. It really goes down to the
quantum of that Electricity Sector Adjustment Scheme and, in addition, to some of the
uncertainty associated with the clawback provisions that are proposed to exist within that
scheme.
CHAIR—If the government were to go ahead and implement this scheme as it is currently
proposed in the white paper, what would that mean in terms of the capacity of your members to
help ensure energy security in Australia moving forward?
Dr Simshauser—Probably one of the major risks that faces the generation sector is their
ability to operate as a going concern without impact on their balance sheets—the equity and the
debt capital employed within their structures. By way of background, the power industry is the
third-largest user of debt finance in the world; No. 1 is governments, No. 2 is the banking sector
itself, No. 3 is the power industry. It is just the nature of our industry; it is the most capital
intensive. Under an emissions trading scheme or carbon pollution reduction scheme, at the outset
businesses will be required to undertake an annual revaluation of their assets to ensure that their
books and records are in order and are a fair representation of the business as it currently stands.
As you are probably aware, under the Corporations Act in sections 295, 296 and 297, directors
have a legal obligation to make sure that their profit and loss and balance sheets fairly reflect the
business and, if they fail to do so, under certain sections of the Corporations Act they are held
personally accountable.
So each of the businesses will be focusing very carefully on what they believe the future value
of their business will be in a post emissions-trading environment. If you find a business in a
position where they believe their assets need to be downgraded and they are not offset
sufficiently by the Electricity Sector Adjustment Scheme, there is a risk that those facilities will
have difficulty refinancing debt going forward. At the extreme, if they found themselves in a
position where their net liabilities were greater than their assets, it could place one of those firms
in a fairly precarious situation.
CHAIR—And if that were to happen, what would be the end result of that?
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Dr Simshauser—At the extreme you would basically have insolvency practitioners in there
running those assets with a view to either winding up or selling the assets for whatever they
could. The implication of that, at the extreme, is you would have a situation where equity has
completely lost all of its funding and the banks that financed those assets are getting cents in the
dollar returns. I will come to one of the difficulties there from a system stability point of view. I
ask you to allow me a bit of latitude here, Chair.
CHAIR—Yes.
Dr Simshauser—Under ordinary circumstances in the electricity market, if you have a period
with very low electricity prices the same can ultimately happen. I guess the difference is this.
Historically, when there were low prices and a power generator experienced a degree of financial
distress, there was always a view that prices would come back and sooner or later you would end
up recouping the better part of your investment. With a carbon pollution reduction scheme, you
are actually creating a liability by producing and under certain circumstances it may be better for
the power station itself to be wound up and closed down. Again, that is an extreme example. I
guess it is going to take large movements in asset values to do that, but that is a risk that will
ultimately sit out on the horizon.
In a standard commodity market you would have new entrants coming in and filling those
gaps. One of the issues characteristic of power generation is that there are lead times in the
development of power stations and in their construction. For a standard peaking gas turbine that
might be anywhere between three and four years while for a baseload gas turbine that might be
in the order of somewhere between five and seven years. So it is important, in terms of structural
adjustment, that we make sure that any potential gap is closed—if that makes sense.
CHAIR—You essentially said in your opening statement that you expect the demand for
energy to continue to grow moving forward and if one of your member businesses were to fall
over that would reduce supply or that would put pressure on the supply of energy moving
forward. Potentially there is a serious issue here, isn’t there?
Dr Simshauser—There is an issue around reliability of supply.
CHAIR—I am conscious of the time so I ask that we keep the answers reasonably short and
tight because my colleagues will want to ask questions as well. You mentioned that Verve
Energy and Griffin Coal are associate members. Presumably that is because Western Australia is
not part of the national grid. Can you explain to us any regional variation in terms of the impact
of a CPRS as currently designed on energy security on a state-by-state basis?
Dr Simshauser—Sure, Chair. The main difference between the east coast and west coast
markets is that the east coast grid is classed as an energy-only market where you are only paid
when you produce power. In Western Australia you have a capacity and energy market so that
even when you are not producing you are still paid for being available, so to speak. In some
respects that makes it a less risky market design as to a sudden shock to the operating regime.
However, I think that, while the capacity payments are technically sufficient to maintain
generating capacity online, fundamentally if one of the generators in that part of the world found
it uneconomic to remain in service there would be a similarly large increase in price in terms of
its impact on the system and that would potentially have the same effect.
FUEL AND ENERGY
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CHAIR—Is it fair to say that Western Australia is more exposed than the eastern states that
are part of the national grid in terms of ensuring energy security moving forward? They are
really responsible to ensure their own self-sufficient energy generation moving forward based on
a particular coal and gas mix.
Dr Simshauser—There is no doubt that keeping system security in Western Australia is a
much tougher proposition because of its geographic isolation.
CHAIR—So any additional pressure from the CPRS as proposed in the white paper would
have a particularly heavy impact on energy supply moving forward in Western Australia?
Dr Simshauser—There is probably a balance. One of the offsetting characteristics would be
the fact that they do have a capacity payment mechanism there which should provide for that. I
guess that is why Western Australia went down that path of capacity payments. They recognised
it was an isolated system so they put that extra degree of comfort in there. As to whether that is
sufficient to offset any risks associated with the CPRS, I would probably need to go away and
get back to you on that.
CHAIR—That would be appreciated. I come to my final questions at this point in time. You
received a briefing on Treasury’s modelling for its ETS proposal in October last year—is that
right, Mr Boshier?
Mr Boshier—We will ask Dr Schaap to deal with that.
Dr Schaap—We received informal advice on the Treasury modelling. We never met formally
on the actual modelling part with Treasury.
CHAIR—Did you go to a presentation that Ms Meghan Quinn from Treasury gave to the
climate change industry roundtable in October last year in Canberra?
Dr Schaap—Yes, that is correct.
Mr Boshier—Yes, I attended that.
CHAIR—So you attended that?
Mr Boshier—Yes.
CHAIR—So as a result of that briefing you had quite a series of concerns that you wanted to
raise with Treasury?
Mr Boshier—That is correct.
CHAIR—Can you describe to us what happened?
Mr Boshier—Yes. We wrote to Treasury about those concerns.
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CHAIR—Before you went, did you try to phone them?
Mr Boshier—Yes, we tried to make contact; yes we did.
CHAIR—Did you ever get a return phone call?
Mr Boshier—I think Treasury was very busy at the time. We did not manage to get through
very easily at first.
CHAIR—Have you had a reply to the matters you raised?
Mr Boshier—Yes, we have.
CHAIR—Can you outline in a few sentences what the main concerns that you raised with
Treasury at the time were? Perhaps you would conclude by saying whether those concerns have
been adequately addressed.
Mr Boshier—Our concerns were that the Treasury modelling was very optimistic in its
assumptions. For example, it had assumptions about the amount of imported permits that could
be used, so up to 50 per cent of emissions permits could be imported. We were not so optimistic
in our assumptions. We queried the capital cost assumptions with Treasury. We queried the
modelling approach by MMA in terms of their understanding of the competitive nature of the
market. We questioned their understanding of the gas industry. There were at least half a dozen
concerns. We felt that the demand side response had been overstated. We do not see any sort of
evidence that consumers are cutting back their consumption. We expressed all of those things in
a quite long letter to the Treasury. Treasury did respond to our letters on these matters. We were
not completely happy with the response, but we did get a response. They said, ‘Well, that is the
assumption of that modeller, MMA.’ Part of our evidence today is to say that there are other
modellers, respected modelling houses, with different views. They are just as respected but their
views are different. We are trying to put those on the table here with you today.
CHAIR—Thank you, Mr Boshier. We have one follow-up question from Senator Xenophon.
Senator XENOPHON—My follow-up question is this. In the assumptions paper, one thing
that struck me was that reference was made to the capital cost of a supercritical coal plant with
carbon capture storage. It was said that by 2020 the cost of that per megawatt would be cheaper
than that for an ordinary coal fired plant. I do not know if you are familiar with that particular
assumption: in other words, something with all the bells and whistles with CCS would be
cheaper. Are you familiar with that? Can you explain that to me?
Dr Schaap—That does not concur with our information. We have got extensive data on the
capital costs of existing, new and prospective plants. The capital costs of a carbon capture plant
on coal fired systems would be significantly higher.
Senator XENOPHON—Yes, but there was an assumption made in the Treasury paper that
the capital cost of such a plant would be cheaper than that for an ordinary coal fired plant.
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Dr Schaap—As Mr Boshier pointed out, there were many optimistic assumptions in the
Treasury paper. That was one of them.
CHAIR—We will go to Senator Hutchins.
Senator HUTCHINS—Thank you, Chair. I would like to thank the gentlemen before us for
coming along today. I am interested in the cost of power that we have at the moment. I wonder if
you could outline to the committee how the retail price of energy is funded at the moment. How
is it regulated? Are you getting back what you invest? I will have some questions to follow up
those. In a number of the submissions that we have received the price of energy and the
regulation of it are mentioned significantly.
Mr Botto—Can I just start off at basically a very high level by demonstrating how a
consumer’s bill is made up. It is made up effectively of two parts. One is the transport and
network costs, which are regulated because that is a natural monopoly. The other part is what I
would call the commodity cost. The proportion is approximately fifty-fifty. I know Clare Savage
from the ESAA is speaking after us and she has a few things to say in this area. The commodity
area is reflective of the costs of producing power, and right now there are a couple of things.
First of all, it reflects the wholesale cost of electricity, which is regulated at a state level except
in Victoria, which has just recently removed price caps from retail prices. In terms of the
wholesale area, that is the area that will be impacted by a CPRS. That is where the carbon cost
will factor into the price of electricity paid by the consumer. That is the first impact.
Of course, given the nature of the regeneration that is required to deliver low- or zeroemission energy, such as wind turbines, they are not currently located in the same places where
the bulk of the electricity is produced in Australia, which is in the large coal-fired centres. As a
consequence, there will be costs associated with the transformation of the transmission system as
well. The transmission system needs to transport the new power source to the load centres. So
there will also be an impact on transmission costs which, as I said, are regulated. That is a
thumbnail sketch of how the bill is made up. There will be a direct impact in terms of carbon
costs to the commodity and there will be an indirect impact to the cost of transporting the
commodity as a result of changes to the transmission system.
Dr Simshauser—In looking at the supply chain, the wholesale market is a largely deregulated
market. There are obviously rules of engagement around the way in which generators participate
in the wholesale market, but their ability to pass that on will basically come down to their own
competitive position. As you go further down to the consumer end, in all bar Victoria there is a
regulatory regime in place on a state-by-state basis. Obviously under the CPRS it will be pretty
important if it is going to achieve its objectives to make sure that, whatever carbon is actually
passed through in that wholesale market, the price signal goes down to the consumer end to
ensure that the right sort of behavioural signals are teleported, so to speak, to the consumers.
Hopefully they will do their bit over time.
Senator HUTCHINS—So currently state governments, except for Victoria, have control of
price regulation for energy?
Dr Simshauser—Correct.
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Senator HUTCHINS—So what you are putting to me is that, because we are moving the
wholesale market into the Commonwealth area, in essence, down the track the Commonwealth
will be responsible for regulating energy prices?
Dr Simshauser—The state governments have certainly thus far have retained control over
those regulatory price settings—barring Victoria, who has allowed it to open up to the market
itself. In my experience with the state regulators and certainly the state governments, I do not see
much of an appetite to pass that regulation across to the federal government or to the market
forces such as in Victoria.
Senator HUTCHINS—But if the Commonwealth is setting the CPRS and that has the impact
on the wholesale price then effectively the decision by the Commonwealth government is going
to impact on the price of energy in someone’s household, isn’t it?
Mr Botto—It will impact on the cost of energy. Whether ultimately that cost is passed on to
the consumer is a function of whether the retail price is allowed to reflect that increased cost. As
Paul has said, the imposition of the CPRS is a federal policy position but, right now, in most of
the states of Australia the maximum price paid by the consumer is managed by the states. So we
have to make sure that there is an ability to pass on the cost reflected in the price that is allowed
to be charged. From our point of view as a national generator forum, our concerns here is our
ability to pass on the costs in the wholesale market, and for a large number—
Senator HUTCHINS—Which will be set by the Commonwealth’s decisions.
Mr Botto—Yes, through the introduction of a cost on carbon. The issue here—
Senator HUTCHINS—What I am trying to get at is: currently we do not determine the price
when someone turns on their lights or air conditioning. We do not do that at the moment, but
inevitably we are going to be looking at a situation down the track where a decision by the
Commonwealth is going to affect someone’s electricity bill or gas bill.
Mr Botto—Yes, it will. The carbon cost is a new cost, and as a consequence the commodity
cost will end up increasing.
Senator HUTCHINS—Under the scheme that is being floated, we could actually be making
a determination about the cost of someone’s energy in their household.
Mr Botto—That is correct.
Senator HUTCHINS—We may well have to look at that in Treasury outcomes over the next
few years.
Dr Schaap—Our modelling and Treasury modelling are fairly close on this. The wholesale
price of electricity under the current proposed scheme will roughly double by 2020 and will
probably triple by about 2025.
Mr Botto—If you use the rule which was given before, which is that 50 per cent of the bill is
made up by commodity, you can effectively say that a doubling of the commodity price will end
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up being a 50 per cent pass-through in terms of the total bill. If the commodity increased by
$100, the consumer would basically see an increase of, say, $50 from that point of view, because
of the proportion of the bill that is made up by the commodity. That gives you a bit of an
understanding from that point of view. That is the economics of how the carbon price will be
passed through. The concern of the sector here is that there may be other costs through the
inefficient delivery, the inability to pass through costs. That is what we were talking about
earlier. What I mean by that is that the coal-fired sector, in particular, which is currently a very
low-cost producer, does not usually set the commodity price for electricity. But that is the sector
that will bear the burden of the costs of carbon. As a consequence, that sector will have a margin
squeeze, and the coal-fired sector produces 80 per cent of the power in Australia. That is the
sector that will be squeezed in margin. When we talk about value loss, that is where the value
loss is coming from, and that is where the transitional support is trying to help us out.
If that is not dealt with properly, the companies that own those coal-fired sectors will have an
impact on their balance sheets. Those are the very companies that are making the transformation
into a zero or low-emission future. So you want to maintain the health of those companies in
their balance sheets to ensure new investments in new generation, and that is why we are
concerned about the quantum of transitional support—to ensure that the companies that own
those coal-fired generators can make the transition properly. If they do not, then you may put in
jeopardy new investments for low or zero emission technology and, as a consequence, the costs
of energy will increase even further—simply through that inefficiency.
Senator IAN MACDONALD—Just following up on that, and also following up Dr
Simshauser’s responses to the chairman: when you were talking about companies going into
liquidation because their balance sheets were wrong and their profit-and-loss accounts were
wrong, wouldn’t you normally just put up your prices so that you do not have to go into
liquidation?
Dr Simshauser—That is correct, Senator. In my response I was taking it to the extreme. We
often look at the industry cycle with the CPRS in three basic phases. In the first phase, would
you actually expect a generator to hit bankruptcy, insolvency, and close down immediately? I do
not think so.
Senator IAN MACDONALD—Of course not.
Dr Simshauser—I think what you would see is that prices would rise very materially.
Ultimately, though, you would expect, if the market works, you would have new entrants coming
in—new lower emission and zero emission technologies, be it gas-fired, wind and so on. When
they start arriving, that is when you are likely to see some of those larger plants start to face—
Senator IAN MACDONALD—There is going to be a long lead in time, I think you said,
before that might even happen—if wind, for example, could ever compete with coal plus a
carbon tax.
Dr Simshauser—If you think about the short term as a two to three year period, and then the
next period as a four to maybe eight year period, then that is when you start seeing entrants
coming in. In that first period, though, there is a sort of side issue which is a material issue for
our country—that is, if you are in a position where generators are fighting for survival, so to
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speak, there is a risk that they will stop participating in the electricity derivatives market and
providing contracts to retailers in order to gain as much exposure to those higher prices and to
get as much as they can before they eventually glide out. There is a systemic risk around that.
Senator IAN MACDONALD—I come from North Queensland and we have power
blackouts all the time. You mentioned the disincentive to invest. That then becomes a political
issue, of course. Governments cannot afford to have the generators shutting down or not being
able to reinvest, particularly as you run into a state election. I cannot see that you are not going
to be able to whack up your prices quite substantially so that you can stay in business—so that at
least we can turn on our air conditioners in the north, and in Canberra at the present time.
Wouldn’t that be a commonsense extrapolation of what you are saying?
Mr Botto—It would, and in fact the Treasury modelling by the government shows that prices
do increase significantly. But there are two drivers here. Injecting the carbon cost into the
commodity is one driver. What Paul is suggesting is another mechanism, which is potentially
one associated with distressed generators—depending on the level of transitional support—being
exposed more to the spot market and creating greater volatility, which I would characterise as an
inefficient cost increase.
CHAIR—If you could keep your answers reasonable tight.
Senator IAN MACDONALD—I just have one final question. I appreciate that you are
involved in gas, coal and other generators and that none of your members are nuclear generators
at the moment, because that is not possible in Australia, but does your organisation have a broad
policy view—talking about carbon emissions and carbon taxes—that the future has to lie in
uranium to address greenhouse gasses without these taxes being imposed upon it? As I said, I
appreciate that you come from different and competing sectors, but as a broad policy, does your
forum have a view on that?
Mr Boshier—No. We do not have a policy on uranium or on nuclear power. That has not been
discussed at all at forum meetings. It is, as you rightly say, illegal at the moment at a federal and
a state level, so we just have not gone there. Many of the models that have been used have it as
an option, but we have not discussed it.
CHAIR—Thank you. Senator Joyce.
Senator JOYCE—On page 32 of your submission you talk about the percentage increase due
to a $20 and $50 carbon price. Stanwell in Queensland would have a 334 per cent increase and
Hazelwood in Victoria would have a 2,967 per cent increase. These percentage increases would
imply that that capital is almost redundant and has to be replaced, if we go forward with that
type of carbon modelling. Would that be a fair analogy?
Mr Botto—Yes, ultimately. That is the purpose of a CPRS—to put a cost impost on the
highest producers of carbon to ultimately have them shut down sooner than business as usual.
Senator JOYCE—That would also imply that you would expect that if someone is going to
replace it they are going to expect a return on investment after debt, aren’t they—otherwise they
are just not going to bother starting?
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Mr Botto—That is correct. They will have an incentive to invest in generation assets that do
not bear a high cost.
Senator JOYCE—Since money is transferable around the world and we live in a global
economy, and there is not the return on investment in Australia, then the logical thing is to invest
somewhere else in the world, isn’t it?
Mr Botto—This is a transitional issue. Our companies will build generation that provides a
return because we are in a competitive market and we will build renewable or gas-fired
generation if that is the signal that we receive. The issue for us is that many of our companies
have invested in good faith in high-emitting assets and the policy that we are basically seeing
creates a carbon cost. We want to transition from a world where there was no carbon cost into a
world where there is one and to survive that transition as companies. We want to be the ones that
invest in those new technologies. Those new technologies, as we said earlier, will bring a higher
cost to electricity, but that is a choice that it is being driven through policy.
Senator JOYCE—If the whole plant has not been replaced but fundamentally what makes up
the plant is replaced, over what time frame is that usual capital turnover within the plant
allocated, in the natural course of events?
Dr Simshauser—I think the easiest way to answer that would be to say that the current
average age of the Australian plant stock is about 25 years. Gas-fired generating plants tend to
run for 30 years, coal-fired plants for 50 years and hydroelectric schemes pretty much forever
and a day, but call it 100 years. If you are taking a weighted average of that, obviously our
system is very biased towards coal in its current form. So you would say, on average, that there
is probably 25 years worth of useful life remaining for the whole fleet.
Senator JOYCE—It would have been completely outside your perception of what your capex
budgeting requirements were that the government would apply a tax that would bring about the
expected turnover of that plant in a year or two years. Some of these plants are pretty recent, and
yet this whole scheme is going to insist on a complete capital turnover at the front-end. That cost
will have to be worn by someone. There are only two choices: either the cost will be worn by the
consumer, or the consumer will turn off the light and you will go broke. Which one do you think
is going to happen?
CHAIR—It is a pretty concise proposition!
Mr Botto—I would not describe it in such a binary way. The life of the assets is significantly
reduced, and that is the issue for us in terms of the reduction in cost. Our companies will build
new plant, driven by price and driven by our ability to attract capital. As a consequence, unless
we get transitional support and can operate and attract capital, we cannot build new plants. But
the plants that we will build will end up being more costly to the consumer.
Senator JOYCE—I would like to finish with one question on that final idea. On page 41 you
looked at applications to financiers and their liability to look at you; have you already had to
book a contingent liability for a proposed ETS?
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Mr Botto—We are going through a process right now where we are talking with our auditing
firms around this process and different companies have formed different views but, by the time
we see legislation pass, we will have to have done it. Others look at the certainty of that
legislation passing. So our minds are turned to that very issue right now.
Senator XENOPHON—Given the time constraints, these questions are on notice. Firstly, are
price effects, with respect to electricity prices, dependent also on the design of the scheme? I
have seen some modelling in relation to the proposed Canadian scheme where the price effects
are quite different in the way that that scheme operates. There is less revenue churn. Secondly,
how will compensation for lost value improve generators’ incentive to invest in new generators?
Thirdly, are you saying that you can avoid liquidation or pressure on your industry by raising
prices by as much as carbon costs? And, if that is the case, if there is nothing to stop generators
from pushing prices up, why would you need compensation? Further, what difference would it
make to the operation of the CPRS if you did receive compensation? And will a lack of
compensation adversely affect the operation of the national electricity market in any way?
Finally, we saw in California in the 1990s—where there was an investment lag because of a
number of regulatory issues—brownouts and blackouts. Do you think we are headed for that
unless we get the design and the transition right? All those questions are on notice.
CHAIR—Thank you very much for your assistance to the committee today.
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[9.50 am]
SAVAGE, Ms Clare, Acting Chief Executive Officer, Energy Supply Association of
Australia
STIRLING, Mr Ian, Chief Executive Officer, ElectraNet, Energy Supply Association of
Australia
CHAIR—I welcome Ms Savage and Mr Stirling from the Energy Supply Association of
Australia. I invite you to make a brief opening statement and then the committee will ask
questions—the emphasis being on ‘brief’. Could I ask you to keep it between five and 10
minutes maximum so that we can ask as many questions as possible. Thank you.
Ms Savage—We were told it could be between five and 15 minutes, but I will try to make it a
little shorter than I had planned. The genesis of our opening statement is really around investor
confidence. The Energy Supply Association of Australia represents 43 electricity and natural gas
businesses in Australia. The chief executives of those businesses formulate policy with us and
we prosecute that on their behalf. So we represent electricity generators with all forms—coal,
gas and renewable; electricity transmission and distribution businesses; electricity retailers; gas
distribution businesses; and gas retailers. So we take a whole-of-sector, whole-of-industry
approach. These businesses own and operate about $120 billion worth of assets, they employ
49,000 people and they contribute $14½ billion dollars directly to Australia’s GDP.
We are focused on investor confidence. We support an emissions trading scheme because we
think it will assist investor confidence for the sector. The points that we want to raise with the
committee today are really just around some of the issues that we think need to be resolved with
the CPRS before it is implemented to ensure that investor confidence can be delivered for the
energy supply sector.
The investment challenge for the energy supply sector, even without a carbon pollution
reduction scheme or expanded renewable energy target is significant. We would expect that there
would be an additional $13 billion worth of investment in generation over the coming decade,
with considerably more investment required in electricity and gas networks over the same
period.
Investor confidence is critical to the continued secure, safe and reliable supply of
competitively priced electricity and gas. As you know, in recent years there has been much
debate around whether or not costs should be applied to Australia’s greenhouse gas emissions.
Many commentators, including the Ministerial Council on Energy’s Energy Reform
Implementation Group have observed that the cloud of uncertainty has inhibited investment in
the energy supply sector.
Those that have invested in baseload generation capacity have chosen the only baseload
generation capacity technology that could be profitable in the current market, which is coal.
However, this investment has ensured that consumers have continued to have access to reliable,
competitively priced electricity. In recognition of the threat uncertain greenhouse policy can play
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on energy sector investment, ESAA has since February 2004 called for a single national
greenhouse gas emissions policy for the Australian economy, including an emission reduction
target for 2050. The states and territories started a process in 2004, the National Emissions
Trading Taskforce, looking at the design of emissions trading scheme. In 2006, ESAA became
the first industry association to proactively advocate for an emissions trading scheme, outlining
11 critical design features at that time. We have actively participated in both the state and
territory process, and the former Prime Minister’s task group on emissions trading to articulate
an efficient, effective and equitable emissions trading scheme that would promote investor
confidence for our sector and ensure a smooth and orderly transition for the energy supply sector
and the broader economy.
With the election of the Rudd government, ESAA welcomed the federal government
commitment to a cap and trade emissions trading scheme. However, to deliver the much-needed
investor confidence for the energy supply industry, there are a number of critical design elements
that need to be considered and which are outlined in our joint submission on the CPRS green
paper. We have provided a copy of that submission to senators today, and we have also included
a copy of a submission that was requested by senators on our outstanding issues with regard to
the CPRS white paper.
The electricity and downstream gas industry currently produces over 35 per cent of Australia’s
greenhouse gas emissions and will be significantly impacted by the introduction of the Carbon
Pollution Reduction Scheme. However, ESAA still considers that the implementation of a welldesigned emissions trading scheme is a critical measure for ensuring investor confidence in the
energy sector. With both the CPRS and an expanded renewable energy target, that investment
challenge for our sector increases threefold, with over $33 billion in generation investment
required over the coming decade and significant new investment required in network
infrastructure.
We support the CPRS as an efficient price signal for the cost of greenhouse gas emissions and
to ensure investor confidence in the energy sector. However, there are four critical issues that I
want to discuss today that must be resolved if investor confidence is to be ensured. The first two
are adequate structural adjustment assistance to coal-fired generators, as discussed by the
Generators Forum in the previous session; and 10 years of firm scheme caps and a 10-year
rolling gateway to ensure there is sufficient information for investors to commit to long-lived
capital assets and deliver a lower emission energy supply system. To ensure generators can
manage their working capital requirements and get access to sufficient credit, we believe the
government should continue to work with the industry to develop an appropriate deferred
payment mechanism for the permits. Ultimately, for the scheme to be successful and to deliver a
lower emission energy supply system, retail price regulation must be removed. Efficient prices
are necessary to provide the appropriate signals for new investment. Without full cost passthrough the viability of retailers and the entire energy supply industry is at risk.
I would like to quickly talk about each of those four issues in turn. The first one is adequate
structural adjustment assistance to coal-fired generators. Reducing Australia’s emissions by over
20 per cent at 2020 compared with what it would have been under business as usual, which is the
government’s five per cent target, while also implementing a 20 per cent renewable energy
target, will require fundamental change to the entire energy supply system in what is in
infrastructure terms a very short time frame. Therefore, early efforts to shift from business-asFUEL AND ENERGY
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usual growth will need to be significant. Modelling for ESAA by ACIL Tasman suggests that
6,700 megawatts of mostly coal-fired generation capacity in the national electricity market will
have to close prior to its business-as-usual life. This is about 15 per cent of our current
generating capacity on the eastern seaboard. In addition, 15,000 megawatts of gas-fired and
renewable generation facilities will have to be constructed to replace these closed facilities. This
amounts to a third of Australia’s existing installed capacity.
ESAA welcomes the government’s recognition in the white paper that coal-fired generators
will be strongly affected by the CPRS and that to ameliorate this risk of adversely affecting the
investment environment the government should provide direct assistance to existing coal-fired
generators. Both the states and territories process and the former Prime Minister’s task group on
emissions trading recognised the importance of assistance to the industry to recognise asset
value loss and secure future investment for the sector. However, insufficient assistance in the
transition to the CPRS could have serious implications for the short-term viability of the
electricity markets due to the financial distress of a number of generators. Insufficient assistance
would also send a poor signal to future investors about the government’s willingness to make a
substantial policy change and strand electricity assets in the process. This could significantly
undermine investor confidence in energy markets and result in a reduced number of potential
investors in the Australian energy sector for future developments, including in low-emission
plants. Higher rates would apply to any new investments that did occur due to increased risk
premiums.
The electricity and downstream natural gas industry will provide the government with over
$55 billion in permit revenue over the first decade of the scheme. While the white paper has
proposed $3½ billion of assistance, it is insufficient and considerably lower than the consensus
of modelling results—which includes two sets of government modelling results—which suggest
around $10 billion of assistance is required over 10 years. It should be also noted that for many
coal-fired generators, the loss in asset value extends well beyond the first 10 years of the
scheme. In particular, for some coal-fired generators, the most significant asset value loss will
occur in the second decade of the scheme. But these losses have been ignored by this
assessment. To ensure a smooth transition to a low-emission economy and to secure future
investment in a lower emission energy supply sector, those generators that suffer significant
value reductions as a result of the introduction of the CPRS should receive adequate structural
adjustment assistance.
Investor confidence in the energy sector is also dependent on the ability to confidently
determine a clear view of future greenhouse gas emission prices. To date, this has not been
possible, but the introduction of the CPRS is intended to rectify this. However, the CPRS
proposal to only commit to five years of firm scheme caps is disappointing. ESAA recognises
that the setting of scheme caps and gateways requires a balance between economic efficiency
and policy flexibility to allow the government to respond to the challenges in scientific
knowledge and international commitments. However, five years is an inadequate time frame for
planning long-lived capital intensive investments. ESAA considers that at a minimum annual
scheme caps should be set for a 10-year period that is extended by one year each year. The
government’s position of a 10-year gateway is supported, as it then makes for an effective 20year view of the scheme caps and gateways.
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The government is the only entity that can commit Australia in international negotiations and
therefore it is the government that should bear the risk of future scheme caps and/or gateways
being inappropriate. The industry should not be expected to bear this risk. If the government
enters an international agreement that requires it to reduce emissions below the scheme caps or
gateways it should purchase—
CHAIR—Do you have much further to go?
Ms Savage—No. It should purchase the required additional abatement on the international
market.
Electricity generators in terms of permits and the auction design will be required to purchase
and surrender about 200 million permits annually and the electricity generation sector could
need to hold well in excess of $10 billion worth of permits to maintain their current three- to
five-year ahead hedge positions. This is a significant increase in working capital requirements
and we therefore welcome the government’s commitment to work with the industry to look at a
deferred payment mechanism.
Retail price regulation I would say is one of the most critical issues for the CPRS as well as
structural adjustment assistance to the generators. The regulation of retail electricity prices poses
significant threat to the efficient operation of CPRS and the viability of retailers. For the scheme
to operate efficiently and provide least cost emission reductions, consumers must be exposed to
the cost implications of greenhouse gas emissions. Retail price regulation would prevent retailers
from passing on higher wholesale energy costs in a timely manner. Retailers could experience
significant losses and be unable to contract forward with the remaining generators, forcing their
eventual exit. Systemic failure or financial distress among major retailers would increase
volatility and risks in the energy market and undermine reliability and security of supply. The
government has acknowledged this risk but has deferred this issue to the Ministerial Council on
Energy. The ESAA has strong reservations about this approach. For the CPRS to operate
efficiently and provide least-cost greenhouse gas emission reductions consumers must be
exposed to the full cost implications of greenhouse gas emissions.
CHAIR—Thank you, Ms Savage. You started quite soothingly by saying that your
organisation supports an ETS as an appropriate policy framework to reduce emissions, but then
you list a plethora of significant concerns about the design of the scheme as proposed by the
Rudd government. Let us assume, listening to your opening statement, a worst-case scenario that
the government will go ahead exactly as it is now proposed in the white paper, which is the only
assumption we can make. In two sentences, what would that mean for your members and for
energy security across Australia moving forward?
Ms Savage—I think the two critical issues have got to be structural adjustment assistance to
generators and I think the National Generators Forum previously outlined the issues that
generators will face, that there is a risk in the short term of financial distress and premature
retirement of plant. In the medium to longer term there is a risk of threatening the investment
going forward, which means you get insufficient investment—
CHAIR—We are probably at cross-purposes. I understand what you think the government
should do to fix it. What I am trying to understand from you is, assuming the government is not
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going to fix any of the things that you think ought to be fixed, what is that going to mean for
energy security across Australia moving forward? Are we still going to have enough energy
supply to meet demand?
Ms Savage—We will have enough energy supply to meet demand provided there is sufficient
investor confidence.
CHAIR—But what you are saying, listing a plethora of concerns that you have raised, is that
investor confidence is quite at risk. Is that a fair statement?
Ms Savage—It is fair to say that without the changes to the CPRS as we have outlined we
think investor confidence will be challenged.
CHAIR—You talk about financial organisations in financial distress. You talk about a series
of pretty serious things. Let us assume the government is not going to take on board what you
are saying, so you are going to have energy suppliers in financial distress, possibly falling over.
What is it going to mean for energy security across Australia moving forward?
Ms Savage—If retailers are unable to pass on the full cost of their supply then you cannot
expect them to remain profitable and to remain in business. If you do not have retailers
supplying customers then certainly energy supply could be challenged. If you do not have
sufficient investment in new technologies to replace the existing plant then energy supply will be
challenged. So we would expect that the security of Australia’s electricity supply is dependent on
the changes being made to the CPRS.
CHAIR—Thank you. Is there any regional variation in that from your point of view? Are
there some states that are more at risk than others, given the structure of the energy network, the
electricity network?
Ms Savage—There are generation differences in different jurisdictions because of the
different technologies. The retail markets are the same, with the exception of Victoria, where
there is no retail price regulation.
CHAIR—So you are saying the impact is going to be the same, irrespective of where we are
in Australia.
Ms Savage—We have not analysed the individual regional impacts.
CHAIR—You have calculated how many permanent electricity generators across Australia
we will need. How many permanents will we need?
Ms Savage—The electricity generation sector currently emits almost 200 million tonnes of
greenhouse gas each year, so if that were to continue it would be 200 million tonnes. As we meet
the target it will reduce across the period.
CHAIR—What is the cost of that?
Ms Savage—Across 10 years we estimate it is about $55 billion.
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CHAIR—You call for retail price regulation to be removed so that the full costs can be passed
through. What would that mean to the electricity consumer down the end? Have you modelled
that?
Ms Savage—Both the ESAA and the Treasury modelled the full pass-through to consumers.
That results in a 25 per cent increase in retail prices, but it does not include the increase in retail
prices from the new network investment.
CHAIR—We have heard that the Treasury assumptions are quite optimistic. Is that a view
that you share?
Ms Savage—The Treasury assumptions are optimistic around how much the generators will
be able to pass through to consumers. But, in terms of looking at the retail end of the market,
they make the assumption that there is full cost pass-through.
CHAIR—The government is putting the proposition forward that a five per cent reduction in
emissions as a target is a low target. Do you share that view? Do you think it is a low target?
Ms Savage—The ESAA feels that a moderate target is what is required to ensure a smooth
transition to lower emissions.
CHAIR—What is your definition of a moderate target?
Ms Savage—That is for the government to decide, but we would recognise that a five per cent
reduction is actually a 20 per cent reduction of what business as usual would have been.
CHAIR—So do you think a five per cent reduction—which you think is a 20 per cent
reduction—is a moderate target?
Ms Savage—It is a significant challenge for the industry, but it is lower than 10, 20 or 15 per
cent.
CHAIR—Okay. That is the relativity. But ‘significant challenge’ does not sound very
moderate to me.
Ms Savage—I think reversing Australia’s greenhouse gas emissions growth was always going
to be a significant challenge for our sector. It is a challenge that we are prepared to meet, but it
will still be difficult and does still require assistance throughout that transition.
CHAIR—Just to sum up, at this stage you do not think that the assistance offered by the
government through the CPRS, as proposed in the white paper, is sufficient?
Ms Savage—No, it is not sufficient.
Senator HUTCHINS—The chair was asking about the increase. You are saying that you
believe that there will be a 25 per cent increase in the price of someone’s household use of
electricity as a result of this scheme. Is that correct?
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Ms Savage—That is correct. But that does not take account of what will need to be invested
in the electricity and gas networks as well.
Senator HUTCHINS—It could be higher?
Ms Savage—It could be higher than 25 per cent, yes.
Senator HUTCHINS—This is a Commonwealth decision.
Ms Savage—Yes.
Senator HUTCHINS—You were here earlier when I was asking the NGF about that. It
would be a decision by the Commonwealth to, essentially, set the price of electricity.
Ms Savage—It is not a decision by the Commonwealth to set the price of electricity; it is a
decision by the Commonwealth to set a component of the electricity prices. The ESAA considers
that, if there is going to be price regulation, it should be done under a nationally consistent
framework and administered by the national regulator to ensure that full cost reflective pricing is
passed through to consumers. But the first best option is always to remove retail price regulation
and to allow competitive markets to operate, because that is how you get the lowest priced
energy to consumers.
Senator HUTCHINS—Except in Victoria, where there is no regulation and they could not
supply energy last week.
Ms Savage—I think last week was a fairly extreme set of circumstances, but it does
demonstrate how tight the supply and demand balance is currently.
Senator IAN MACDONALD—You say things are challenging. For the Australian public,
who are trying to understand this, as I am, if there is a retail price cap and it does not allow the
producers to make a profit, what is going to happen?
Ms Savage—You cannot sit on one end and let everything else rise on the other end.
Senator IAN MACDONALD—Exactly. Unless there is an increase in the retail price,
nobody will have any electricity because no-one will be able to afford to do it—that is, unless
governments do it as a loss-making public enterprise.
Ms Savage—We do see it as a very significant concern, because the viability of the energy
market is at stake.
Senator IAN MACDONALD—I guess I can leave it there. I am just concerned. You say
these things are a challenge, but they are more than a challenge, aren’t they? If your
recommendations are not followed, we are really going to be in a situation where we do not have
electricity—we do not have power.
Ms Savage—I think that governments will ensure that we have electricity.
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Senator IAN MACDONALD—Well, we are hoping that this inquiry and other pressure will
make them do that. But, if they do not, as it now stands under the white paper, we are not going
to have any power. Is that right?
Ms Savage—We will continue to have power, but we will need to find mechanisms for
supplying it and we will see prices rise.
Senator IAN MACDONALD—Who is going to continue to produce power at a loss?
Ms Savage—There are government owned retailers in some jurisdictions that continue—
Senator IAN MACDONALD—We will go back to the old days of governments running the
power industry.
Ms Savage—It is important for the state governments to separate out what they consider to be
social policy and energy policy. If they are concerned about electricity prices then prices should
be set at such a rate that there can be a reasonable rate of return for retailers and everyone
throughout the supply chain—
Senator IAN MACDONALD—Of course.
Ms Savage—and then they should be directly subsidised through—
Senator IAN MACDONALD—I know all that, and let us hope that is going to happen. But
unless you and others lay it on the table as it really is, it is not a challenge—it is a disaster facing
Australia.
Ms Savage—And we will continue to prosecute this issue with the state and territory
ministers as well.
Senator JOYCE—I have three questions. You talked about the modelling that was proposed.
I find it not surprising in the least that the modelling, as you dig down into it, tends to not be the
same as what you have seen in the white paper and the green paper. Is that basically your
contention there?
Ms Savage—Are you talking about our modelling?
Senator JOYCE—Yes.
Ms Savage—Our modelling was done by ACIL Tasman and it is actually broadly consistent
with what you see was done for the government by both ACIL Tasman and ROAM Consulting.
The only difference is with McLennan Magasanik Associates.
Senator JOYCE—So what is the correlation between your modelling and the Labor
government’s modelling? Are they within a bull’s roar of one another?
Ms Savage—Well, the government has actually undertaken three sets of modelling. Two of
those sets of modelling are consistent with our modelling, yes.
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Senator IAN MACDONALD—The one that the government has accepted is the one—
Senator JOYCE—Is the one that is not—yes, that is right.
Ms Savage—I think, in fairness to the government, they have put forward all three sets of
modelling in the CPRS white paper. How they have made their decision is unclear, and that is
what we are interested in understanding.
Senator JOYCE—I just want to go to another thing—and it is probably backing up what
Senator Macdonald said earlier—about comparable forms of power delivery. There is obviously
a move away from coal to alternative sources. Can you suggest to me an alternative source of
power that could take the place of coal and the time frame it would take to get it online?
Ms Savage—Are you talking about just conventional coal technologies?
Senator JOYCE—I am talking about any technologies. If there is something out there that
could replace the current coal technology, what is it and how long would it take to come online?
Ms Savage—The ESAA is fuel and technology neutral. But you would be aware that a gas
fired plant can work as baseload. You can get combined cycle units that would run as baseload
capacity and take the place of coal.
Senator JOYCE—The whole of coal capacity within what number of years?
Ms Savage—I do not think it needs to replace the whole of the coal capacity under what is
proposed.
Senator JOYCE—I will be more succinct. We know when the ETS is supposed to be coming
in. It is going to arrive around the middle of this year. How long after that would there be a
comparable form of power delivery at an affordable rate to the Australian people?
Ms Savage—’Affordable’ is a subjective observation, but our modelling suggests that it can
be achieved. You can retire 6,700 megawatts of plant and you can build 15,000 megawatts of
plant in a 10-year period—
Senator JOYCE—Ten years. This is happening in six months.
Ms Savage—Is it going to happen in six? I do not think it needs to happen—
Senator JOYCE—The ETS will.
Ms Savage—You do not need to actually have the changes on day 1.
Senator JOYCE—The other thing is this: do you think this has the capacity to put pressures
in the marketplace so as to bring about a centralisation in the delivery of power—only certain
entities will survive and we will start heading in Australia towards a monopoly power provider?
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Mr Stirling—I do not believe that is true. We have a competitive market. The competitive
market works pretty well at the moment.
Senator JOYCE—But will they survive with the pressures that the ETS will place on them?
Mr Stirling—They will survive over time with adjustment. That is the reality. The adjustment
comes—
CHAIR—But the adjustment right now is inadequate, as you have said.
Mr Stirling—That is correct, but we foresee that the adjustment has to be increased. They will
still survive; they will just survive unprofitably—
Ms Savage—And there will be new entrants.
Mr Stirling—which will mean that they will start to leave the industry. They will not
undertake what they need to do or new entrants will come in.
Senator JOYCE—See, I am a little old bush accountant. When people say ‘you will survive
unprofitably’, my advice to them is to go somewhere else.
Mr Stirling—That is true, but they will do it over time, because they are going—
Senator JOYCE—Go somewhere else?
CHAIR—Being propped up by state governments?
Mr Stirling—Only a limited amount of the generators are state government owned. A
significant number of the generators are privately owned.
CHAIR—But, if the whole thing falls over, if some of your members fall over, who is going
to pick up the tab? Senator Joyce is quite right: you can only operate unprofitably for a certain
period of time. Somebody has got to pick up the tab.
Ms Savage—Our expectation is that new entrants will enter the market, provided there is still
confidence in the market going forward, and those new entrants will comprise part of the new
portfolio. That might be existing investors that redirect their assets into new investments; it
might be new investors coming into the market.
Senator JOYCE—How can you prove to a new investor, if you are saying that your return on
investment is not apparent, that they should invest hundreds of millions of dollars in a market
where they do not get a return? What would possess them not to do the sensible thing and go and
invest somewhere else?
Ms Savage—I think the issue is that the return on investment is not there and will not be there
for current investors because of the introduction of the Carbon Pollution Reduction Scheme and
a carbon price, but new investors who have got lower emission generation technologies—and
higher costs—will be able to enter the market and pool prices will rise. We have discussed that.
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So they will still be able to make a profit, but the timing in which they can enter the market, and
their ability to act and invest confidently if other assets have been stranded, is what is at
question.
Senator JOYCE—So they will invest confidently as long as the consumer pays a premium
far in excess of where they currently are?
Ms Savage—Well, they pay the true cost of electricity.
Senator XENOPHON—Is a price effect dependent in part on the design of any scheme? I put
a question on notice to the National Generators Forum that I have seen modelling that, if you
adopted a Canadian type scheme—
Ms Savage—Are you talking about baseline and credit?
Senator XENOPHON—Not necessarily baseline and credit—looking at energy intensity, you
could still have a reduction in greenhouse gases but without the same price effects. Is that
something that is being considered?
Ms Savage—I am not aware of anything. My understanding is that, if you apply a cost to
greenhouse gas emissions, then that cost effect should be the same regardless of how you apply
it.
Senator XENOPHON—So are you saying that the price effects would be the same?
Ms Savage—That would be my intuitive understanding of it, yes.
Senator XENOPHON—In terms of investments, I think the National Generators Forum said
that there could be a hit of between $10 billion to $20 billion of their asset values. Surely that
would have to translate in terms of investment in the future for generation. So there will be a
problem, won’t there, with transition as things currently stand?
Ms Savage—It is our view that significant asset value loss, if it goes unrecognised, will
impact on investor confidence in the sector.
Senator XENOPHON—Which means less generation capacity.
Ms Savage—If it does impact on investor confidence, then, yes, less generation capacity.
Senator XENOPHON—But in its current form it will impact on investor confidence, won’t
it?
Ms Savage—In its current form—inadequate assistance to coal-fired generators—it could
impact on investor confidence, yes.
CHAIR—It could or you think it will?
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Ms Savage—It could—which is the same, I think, as thinking it will. You cannot know.
CHAIR—On the balance of probabilities, how probable do you think it is that investor
confidence is going to be seriously impacted?
Ms Savage—I have not done any probabilistic assessments, I am sorry.
Senator XENOPHON—We saw what happened in California in the mid- to late 1990s,
where there was that transition of not having investment because of a number of regulatory
matters—
Ms Savage—Including retail pricing.
Senator XENOPHON—Including retail prices. Do you see that scenario playing out in a
similar way in Australia?
Ms Savage—We certainly see that maintaining retail price regulation and not allowing the full
pass-through of cost to consumers could result in similar sorts of things as you saw in California,
because that was cascading retail failure.
Senator XENOPHON—Going back to this issue of design: I am surprised that you say that
you do not see any difference in price effects. In terms of the modelling I have seen—
Ms Savage—Intuitively I do not.
Senator XENOPHON—Intuitively. Can I just invite you to look at that, because I would
have thought scheme design would be pretty critical in determining price outcomes.
Ms Savage—When we first came up with a policy position of supporting an emissions trading
scheme, we considered various models, including a baseline-and-credit scheme, including a tax
on emissions, including an emissions trading scheme. It was the view of our association that the
least-cost way of delivering greenhouse gas abatement was through an emissions trading
scheme.
CHAIR—Just picking up on this issue of investor confidence: in the current economic
climate, leaving the CPRS aside for a minute, what is the investor confidence in your industry
like at present?
Ms Savage—We are actually, on the network side, seeing some significant challenges because
the Australian Energy Regulator has recently made a draft determination that it will reduce the
return on investments for network assets. We see this as a considerable issue because, with the
CPRS and expanded renewable energy target, we need significant new investment in networks.
But Ian might like to talk a bit more about that.
Mr Stirling—I am also the chief executive of a network company in South Australia. One of
the consequences of CPRS and the expanded RET scheme is that there seems to be a
presumption that the networks will be there when they are required. In Australia, transmission
networks—which are what I am part of—are probably a tenth of the whole industry. We
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represent about $12 billion of the $120 billion. We are going to be investing about $8 billion on a
business-as-usual basis over the next five years, and we will probably spend $8 billion in the five
years beyond that. With the implementation of a RET—renewable energy target—and a CPRS,
the RET side in particular will probably require additional investment of about $4 billion to $5
billion to accommodate an improved national interconnector market. The question about whether
or not that investment will take place is going to depend on the rate of return. The Australian
Energy Regulator, as Clare just mentioned, has put out a draft determination that in fact cuts the
rate of return by about 20 per cent.
CHAIR—Are you saying that investor confidence in your industry is under pressure already
anyway?
Mr Stirling—Yes.
CHAIR—The CPRS, as it is proposed, is going to put additional pressure on top of that?
Mr Stirling—Yes. And then you have got the global crisis, of course.
CHAIR—That is a serious threat to investor confidence in your industry, is it not?
Ms Savage—This also reflects on the absence of a CPRS. Our industry has also been under
threat from investor confidence, because in recent years investing in coal has been difficult when
you think there is the threat of a CPRS. The uncertainty that happens when you do not have an
emissions trading scheme is worse, in some sense.
CHAIR—I understand that point but it all comes down to whether it is going to be a well
designed CPRS—whatever the definition of well designed is—or whether it is going to be
something that is rushed in to meet a particular deadline.
Senator HUTCHINS—What was the body that cut the rate of return?
Mr Stirling—The Australian Energy Regulator, which is the federal regulator—part of the
ACCC.
CHAIR—Does that apply to the whole nation, including Western Australia?
Mr Stirling—It does not. It applies to the NEM, the National Electricity Market, which is
southern and eastern Australia.
CHAIR—It is not a truly national market, is it?
Mr Stirling—No, of course not.
Ms Savage—We actually represent the Western Australian businesses as well. The energy
regulatory authority in WA has Steve Edwell, who also sits on the Australian Energy Regulator.
CHAIR—I just make the point that a national electricity market that does not include Western
Australia is not truly national. It is a parochial point—indulge me. The issue of investor
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confidence really comes to the crux of it, because you are talking about how the CPRS could
result in your member businesses becoming potentially unprofitable over a period of time. You
are hopeful that new investors will come on board, but they may not because if it is unprofitable
and if there are all these other challenges and this comes on top of it, and the government does
not heed your concerns, potentially you will not have new investors coming in. What is that
going to mean? If you do a risk assessment you have to try to assess the worst case scenario.
What would that mean to energy security across Australia moving forward?
Ms Savage—The absence of an emissions trading scheme has significant impact on
investment going forward, and a number of people have observed that and commentators in the
energy supply industry. So, from that perspective, we need to have the confidence and the
certainty around what the price on greenhouse gas emissions is going to be, and the CPRS will
deliver that with adequate assistance, which we hope the government will recognise in its draft
legislation. With the removal of retail price regulation and with adequate scheme caps and
gateways, we think it will be a good emissions trading scheme that will enable the right
investment signals for the sector.
CHAIR—When you say that the absence of an emissions trading scheme causes a risk as
well, are you saying that any emissions trading scheme is better than no emissions trading
scheme?
Ms Savage—I would have to think about the design of the ‘any’ that you are talking about.
CHAIR—I take it that the answer is no.
Ms Savage—Investment in the last five years has been very difficult in this sector without an
emissions trading scheme.
CHAIR—If you had the choice between implementing the emissions trading scheme as
currently proposed by the government by 2010 without amendments or getting the design right
by 2011-12—however long it takes to get the design right—what would be your preference?
Ms Savage—It is important to get a properly designed emissions trading scheme, but it is also
important to have it implemented as soon as possible.
Senator BUSHBY—Following on from that, the reason investment is difficult to attract in the
absence of a CPRS is not because, in the overall scheme of things, if people were not already
talking about a CPRS, there would be no attractiveness in investment; it is the actual uncertainty
created by people talking about it that is creating that disincentive for investment.
Ms Savage—That is right, yes.
Senator BUSHBY—That is probably important to understand as well: it is the fact that we
are talking about, or on the threshold of, going into something that is putting people off rather
than any other factor.
Ms Savage—Yes.
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Mr Stirling—And, frankly, if we had not been talking about it, people would still be worried.
The reality is that, if we said, ‘There’s no scheme,’ people would still be worried because they
would expect one to come five years in the future. Do you know what I mean?
Senator BUSHBY—Yes.
Mr Stirling—It is the whole international flavour of it.
Senator BUSHBY—The industry is looking for certainty—
Mr Stirling—Yes.
Senator BUSHBY—rather than a CPRS in itself.
Ms Savage—We would go for confidence over certainty, but yes.
Senator BUSHBY—Confidence in knowing what you are going to have to do—basically an
absence of sovereign risk as to what might be imposed upon you in the future.
Ms Savage—Yes.
Senator IAN MACDONALD—If you switched over to uranium, you would not have to
worry about any carbon emissions.
Ms Savage—ESAA is fuel and technology neutral, Senator.
Senator JOYCE—Obviously not!
Senator BUSHBY—Coming to the question I wanted to ask, we heard earlier this morning
that electricity generation is the third highest industry in the world in terms of debt financing,
after government and banking itself. Given the current tight credit market as a result of the
global financial situation and the potential squeeze on returns that you have been talking about
this morning, how easy is it for investors in the industry to attract credit? Credit providers are
getting far more picky about where they put their money and, if the industry is looking at not
being able to generate particularly good returns, particularly in Australia with our changes to the
white paper, are banks lining up to offer you money or are they going the other way?
Ms Savage—I do not have a business, but my understanding is that my members are finding it
increasingly difficult, and our chief executives will be meeting to discuss this issue in March. Ian
has a business so he might wish to add further to that.
Mr Stirling—There is no doubt that it is tougher than it was a year ago and it was tougher
than that the year before that. It is a deteriorating situation.
Senator BUSHBY—Has the impact of the CPRS as proposed in the white paper improved?
Are your members finding it any better or because of the confidence—
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Mr Stirling—I do not believe that at the moment the CPRS is factored into the margins we
are seeing from financial institutions.
Senator BUSHBY—I imagine if any of them watched our discussions on the potential future
returns, they may start doing that.
Mr Stirling—Some of them are also starting to consider those issues—but not all of them.
Senator BUSHBY—But it is not going to have a positive impact on the—
Mr Stirling—Absolutely not.
CHAIR—On this point, in the absence of a global agreement, if investors do not have to carry
similar costs in jurisdictions outside of Australia when investing in energy, what is that going to
mean in attracting investment in Australia as opposed to seeing investment go into other
jurisdictions overseas?
Ms Savage—You have to recognise that if you have an emissions trading scheme in Australia
and the existing investors have been adequately compensated for their asset value loss then you
actually create a positive investment environment for the Australian energy industry compared to
other jurisdictions, because overseas there is not a cost of carbon and they do not know when
that might come into play. Here they would see the framework, they would see legislation in
place, they would have a confidence in and an understanding of what was happening to carbon
prices in Australia and they would know that, where there were changes to that or sovereign risk,
the government would recognise that through adequate assistance.
CHAIR—You always put in the proviso ‘subject to adequate assistance’—you cannot assume
that. I guess my question is: assuming that there is no adequate assistance and no global
agreement, what is that going to mean in terms of investment in energy supply, and will it not
ultimately force the Commonwealth or government at any level to pick up the tab?
Ms Savage—I think at this stage we are still trying to work with the government to ensure
there is adequate assistance so that that sort of situation does not take place.
CHAIR—But that situation is quite a possibility, isn’t it?
Ms Savage—Without adequate assistance, as I have said throughout this committee hearing,
we think investor confidence will be challenged.
Senator JOYCE—Just on one of the things you said. If you have an emissions trading
scheme, and to quote you, in which ‘existing users are compensated’ then what you have created
is a trade barrier to new entrants. You would have all the people in the system with a protection
mechanism against competition and that in itself, if there is a rationalisation in the industry,
would bring about centralisation, which would further exploit the consumer.
Ms Savage—I do not think that is actually what would happen. What we are proposing is that
the assistance would recognise the asset value loss. So the assistance would bring them closer to
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where they might have been before which is the same place that new investors come from. So it
actually creates a level playing field in terms of new investment.
Senator JOYCE—How can you do it with existing plant? They have the existing
amortisation on plant. They are at a definite strategic financial advantage compared to someone
coming into the market against them.
Ms Savage—All those factors are taken into consideration when they calculate the asset value
loss.
Senator JOYCE—I think the whole thing is ridiculous. What do you have in mind if you
want compensation for existing users that is greater than what is currently proposed?
Ms Savage—We think there are two sets of modelling results that the government
commissioned itself and that the government would probably feel more comfortable using those.
Both of those suggested it should be around $10 billion, noting that the split between brown and
black coal was roughly 4½ billion to brown and 5½ billion to black.
CHAIR—Has the government given you any indication that they will reconsider the level of
transitional assistance to your industry?
Ms Savage—As you would know, Senator, parliament only resumed today and the white
paper was put out in the middle of December last year, so we are still talking to the government.
CHAIR—That is still a while ago.
Ms Savage—We are still talking to the government.
CHAIR—So the answer is no; they have not given you any indication yet that they will give
you additional transitional—
Ms Savage—They have not indicated they will not.
CHAIR—Do your members share your confidence in terms of investor confidence moving
forward?
Ms Savage—Our members determine our policy position so our members are concerned
about—
CHAIR—Are your members as relaxed as you are about investor confidence moving
forward?
Ms Savage—I did not know that I appear relaxed.
CHAIR—You seem comparatively relaxed, given that a lot of investment could go overseas
and given the government may not give your members adequate compensation.
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Ms Savage—I think we see this as a significant issue, which is why we have appeared today
and have made two submissions to the committee on this issue. We are trying to work with the
government and the opposition to come up with the best level of assistance that can ensure
investor confidence going forward.
CHAIR—As a Senate committee we want to help you in achieving a better outcome. The
more arguments that you put forward on the record will help you achieve a better outcome for
your members.
Senator IAN MACDONALD—For reasons we all understand, you skated around earlier
questions. The chair asked what if there was no change? You kept answering, ‘We hope there
will be change.’ So do we. We think the current scheme is a dog of a thing and we are all
working as you are to try and change it. I wonder if you could take the chair’s questions on
notice and give us a written answer. If there is no change—
CHAIR—Could you be a bit more direct in terms of giving us some pointers. Picking up
Senator Macdonald’s point, I understand why you are looking at the best-case scenario but you
also have to look at the worst-case scenario and assist us in assisting you and your members.
Ms Savage—We will take on notice the question—
Senator IAN MACDONALD—We are not asking you to enter into the political debate, but if
there is no change we would really like to know where your sector of the industry is headed.
Ms Savage—The counterfactual can be difficult to quantify because you have to then assess
what you think individual investors might make in terms of a decision around Australia but—
Senator IAN MACDONALD—From what you have told me, if I were an investor I would
be heading offshore as quickly as I could.
Ms Savage—We will take the question on notice and we will come back to the committee
with our views on what the counterfactual might be.
Senator JOYCE—One final thing. How do your members feel about retail price regulation?
Ms Savage—We feel that retail price regulation should be removed.
Senator JOYCE—Completely?
Ms Savage—Yes.
CHAIR—If it was removed, as you would like to happen, the cost impact of a CPRS would
be passed on in full to consumers.
Ms Savage—Yes, as it should be.
Senator HUTCHINS—Which you favour being in excess of 25 per cent from what is in the
current bill?
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Ms Savage—Yes.
Mr Stirling—For retail prices?
Ms Savage—Yes.
CHAIR—Thank you very much, Ms Savage, for your contribution to the committee.
Ms Savage—Thank you.
Proceedings suspended from 10.34 am to 10.52 am
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HITCHENS, Mr Michael, Chief Executive Officer, Australian Industry Greenhouse
Network
WATTS, Ms Emma, Research Officer, Australian Industry Greenhouse Network
CHAIR—Welcome. I invite you to make a brief opening statement and then the committee
will ask some questions.
Mr Hitchens—Thank you, Chair. I wrote to the committee on 23 January in response to a
couple of questions that were asked on notice by the committee. I do not intend to make a
detailed opening statement, but would just note that, in that letter, we raised six main points.
Firstly, in relation to the targets and the design features that lead to an emissions price in
Australia, the AIGN has a number of concerns that are spelt out in that letter. Secondly, the
proposed program for the treatment of trade exposed industries does not deliver the
commitments that were made that trade exposed industries would not be disadvantaged under an
emissions trading scheme. The third point is in relation to the strongly affected industries. You
had before you this morning the ESAA and the Generators Forum, and I guess they would have
covered that in far more detail than I did.
Fourthly, in the design of the emissions trading scheme that the white paper has put forward,
there is quite range of governance and other issues to do with rights of appeal to regulators’
decisions and ministers’ decisions that I think are going to be very important when we come
down to the detailed design. Fifthly, whilst we have the white paper going into detail about the
design of the emissions trading scheme, we do not yet know enough about the sorts of policies
that will be used to promote investment in innovative technology that the emissions trading
scheme itself does not give, at least initially, enough impetus to. These are R&D issues.
Lastly, one of the key reasons to have an emissions trading scheme is to do away with the
plethora of federal and state schemes that are imposing costs on industries, and I cite for
example the renewable energy target scheme that is going to be introduced or increased. Unless
they are removed, the notion that we can get an efficient emissions trading scheme in Australia
is, I think, problematic.
CHAIR—Thank you very much, Mr Hitchens. Before we get started and to put your evidence
into context, your members include exporters across a range of sectors—like Rio, Alcoa,
Chevron, Woodside and CSI. Is that right?
Mr Hitchens—Yes. Principally, the network is just that. It is a network. Its main members are
in fact other industry associations. We have 14 other industry associations who are members, and
we also have 21 companies who are members. Those companies are generally members of other
industry associations that are our members.
CHAIR—But the companies I have just mentioned are members of your organisation?
Mr Hitchens—They are indeed, yes.
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CHAIR—In the current economic climate, Rio Tinto is cutting jobs and Alcoa has announced
that it is deferring investment in some previously planned expansion. Clearly, a lot of your
member companies are under significant pressure in the current economic climate. Is it fair to
say that the scheme, as currently proposed, if it is not amended, according to the suggestions you
have made, will put significant additional pressure on those companies?
Mr Hitchens—I think that is undoubtedly the case, particularly for the trade exposed
industries. The proposals that are in the emissions trading scheme—in the white paper—do not,
as I said, fully offset the competitive disadvantages that those Australian companies will face.
That will have an impact on both jobs and investment in those industries in Australia.
CHAIR—You presumably have had discussions with the government along those lines.
Mr Hitchens—AIGN ourselves have discussions with the government in the sense that we
deal primarily with industry departments. We do not, if you like, come up here on the hill and
talk to politicians. That is not our role. As I said, we have 14 industry associations who are our
members. That is their role.
CHAIR—In your submission on the green paper, you state that key indicators of success for
the ETS in the transition period are economic efficiency, environmental effectiveness and
equitable burden sharing. Do you think with the ETS, as proposed in the white paper, that is the
case?
Mr Hitchens—No. There are improvements that could be made on all three of those aspects.
Let us take economic efficiency first. I already mentioned in my introduction one of the key
points is this. If we are going to have an emissions trading scheme, we need to make sure it is the
principal measure that is in place and that we do not have other federal and state measures trying
to do the same thing—causing duplication and overlap. The second main point about economic
efficiency in this context is that, unless the competitiveness of the trade exposed industries is
properly offset, investment will go elsewhere. That is inefficient in a global sense, not just in an
Australian sense. If the best place to have the investment is here then that is where it ought to be,
not somewhere else. That obviously links very closely to the environmental effectiveness of
these schemes. Again, we are talking about global emissions here. That is what is important. If
the most efficient place to have them is in Australia then that is where they ought to be.
Finally, on equity, there are two aspects. You have already heard from the electricity
generators. They have a great deal of concern about having to pay more than others. As an aside,
I happen to be a New South Wales resident.
Senator HUTCHINS—It’s a great state!
Mr Hitchens—It is a great state, indeed. I, as a resident, am an owner of electricity generation
assets that are going to suffer a significant asset value loss. As a citizen of New South Wales, I
am not sure why I should pay more than somebody in WA or wherever.
The other aspect of equity is to do with the trade-exposed industries. We are talking here about
industries that really cannot, in the main, pass on the costs that will be imposed on them—that is,
shareholders and a whole lot of other people. These companies are not just big business. These
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companies are owned by shareholders; they are also made up of a lot of small to medium sized
businesses. I think the current design of the scheme imposes a great deal more cost on those
people in that manufacturing area than it does on you and me as ordinary citizens.
CHAIR—By imposing a great deal more cost, is it the case that, in the absence of a global
agreement, we will see jobs exported overseas into jurisdictions where they do not face similar
costs? Is that where you are coming from?
Mr Hitchens—I would like to split my answer into two, if I may. It is much clearer—that is,
whether it is going to be here or not be here—in the case of new investment, because that
investment can make its own decision now, based on what it sees in front of it. That is no doubt
the case. For existing investment, it is not so black and white. Let’s take, for example, the
plastics and chemicals manufacturers, of which there are a great deal, particularly in Victoria,
supplying car parts. They already work on very slim margins. They will face much higher energy
costs, both in electricity and gas in particular, and any increase in their costs can quickly make
them uncompetitive. It is very easy for the car industry to say, ‘Okay, we’ll go and get that part
from Thailand, Taiwan or Korea’ or wherever. Unless those other countries are facing similar
costs, then those manufacturers will lose jobs eventually.
CHAIR—Finally, in your submission, admittedly on the green paper, you say, ‘10- to 15-year
budgets and gateways are too short to support management of risk in bankable investment,
including research and development.’ Can you just flesh that out a bit for us?
Mr Hitchens—It goes somewhat to the efficiency question you asked. One of the key reasons
why industry is interested and indeed supports a well-designed emissions trading scheme is that
it gives you the possibility of creating a forward price. When you are making an investment in
any of these areas—electricity generators, LNG plants or whatever—typically, they are talking
about 20- or 30-year investment horizons that are bankable. Twenty years is probably the
shortest time that a bank will give you money to invest $3 billion or whatever in the case of a
generator—$20 billion now for LNG plants. What you are trying to do is get this forward price
from the market to enable you to make better decisions on your investment. It does not give you
certainty; it gives you a framework to manage that uncertainty. The opposing proposition is: let’s
just have a tax. That does not give you the forward price. It does not give you a way of managing
the uncertainty about the forward price. That is why we argue for as long a time frame as
possible. One of the key reasons why the Kyoto protocol is a failure is that you cannot invest in
five-year chunks.
CHAIR—Thank you.
Senator HUTCHINS—You said the Kyoto protocol is a failure. Would you like to expand on
that statement? Equally, the Australian Industry Greenhouse Network is a very sexy title. Can
you tell the committee whether or not your network has challenged a number of the assumptions
that underlie the Garnaut report, the Stern report, the government’s direction? Or has the network
just accepted, as it seems to me, that whatever has been put in, say, the Garnaut report, the Stern
report and the IPCC report et cetera is a fact of life—we accept it, we will get on with life and
deal with it.
Mr Hitchens—You mean in relation to climate change itself?
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Senator HUTCHINS—Yes.
Mr Hitchens—The science of it.
Senator HUTCHINS—Yes.
Mr Hitchens—Let me just come back to the first one, which was the Kyoto protocol.
Senator HUTCHINS—Which probably goes into the others as well, in a way.
Mr Hitchens—In a way, I guess. My statement about the Kyoto protocol was from the point
of view that it is an international agreement that is attempting to set the framework for individual
countries to meet their commitments to reduce emissions. There are a couple of levels on which I
have a problem with the Kyoto protocol. I have already mentioned the one about the five-year
time horizons, which are really not at all conducive to business investment decisions across the
board. Whether we are talking about renewables or anything else, you really do need time frames
that are quite a lot longer. For that reason, we will get some sort of international agreement that
is a little bit better than what we have now, in the sense that we are likely at least to get to 2020.
That will give us eight years. Another 10 would be terrific, but that is probably a little way off
yet.
The second reason that AIGN believes that the Kyoto protocol is a failure is that it does not
encourage countries to join it. It has some quite onerous conditions in it for failing to meet your
commitments. There is a very big stick in the Kyoto protocol. AIGN’s view is that international
agreements that are trying to get more people in are better off not having sticks. As an example,
Canada has no hope at all of meeting its Kyoto commitments. There is just no way it can. Is the
international community really going to punish Canada in the way the Kyoto protocol says? I
hope not, because if it does I am sure the Canadians will say, ‘Well, that does not look like a
terrific thing to rejoin.’ So we need an international scheme of some sort that encourages more
people to join it. I do not have a particular answer to that other than to say that you have to have
incentives to join rather than sticks. I will leave it there. There are other things about the
protocol, but—
Senator HUTCHINS—You may wish to send us a more detailed response. That is up to you,
of course.
Mr Hitchens—Sure. The second part of the question was to do with the science.
Senator HUTCHINS—Yes.
Mr Hitchens—I think the easiest thing for me to do—and we can send this to the committee
if you like—is to read from AIGN’s principles. These are principles that were arrived at in
December 2002, so they have stood a fair test of time. They say:
Australia should make an equitable contribution, in accordance with its differentiated responsibilities and respective
capability—

and that is a phrase that comes out of the UNFCCC itself—
FUEL AND ENERGY

FUEL ENE 38

Senate

Monday, 2 February 2009

to global action to reduce greenhouse gas emissions and to adapt to impacts of climate change.

I think that statement makes it fairly clear that, as far as AIGN is concerned, we accept the
science that comes from the UNFCCC.
Senator HUTCHINS—Thank you.
Senator IAN MACDONALD—Regarding Cement Australia and the Cement Industry
Association members of your group, during the break I had a look at their Gladstone plant,
where they have just put on hold an $800 million extension because of this Carbon Pollution
Reduction Scheme proposal. The industry organisation was telling me that it is effectively going
to add a price of about $20 a tonne to Australian produced cement. Are you aware of those
figures?
Mr Hitchens—Not the detail of those figures, no.
Senator IAN MACDONALD—Does that sound about right?
Mr Hitchens—I think that would be based on an Australian CO2 price of $25 a tonne. Let me
just say that the propositions that are in the white paper at the moment about design that lead to
an Australian price of $25 a tonne are really quite problematic. The white paper says that we are
going to accept the international price. The international price prior to the recession—and we all
hope that we get out of it in the next couple of years—would say that we are going to start off at
something like $40 a tonne CO2. So I think that is probably a conservative estimate on the part
of the cement manufacturers.
Senator IAN MACDONALD—And that is when they are getting back 90 per cent or more in
permits—free permits as I understand it.
Mr Hitchens—Only part of their operations will get 90 per cent—that is, the clinker part of
the operations. The actual cement part of the operations may or may not get 60 per cent.
Senator IAN MACDONALD—The thing that really concerns me is that I am told that
among the big Australian cement producers there are currently two competitors—one in
Queensland and one in Western Australia—who actually import all of their cement from
Indonesia. My understanding is that Australian cement producers will now be required to sell
their cement for $20 a tonne more than the two competitors in Australia who import directly
from Indonesia. Does that sound right to you?
Mr Hitchens—It sounds right. I do not know the detail but it is an example of the general
case. Where you are an importer of cement or clinker or, as I said earlier, car parts and you are
facing an increase in your costs and the price of your product is controlled by the price of
imports, you have no way of recovering that cost.
Senator IAN MACDONALD—I am very concerned about this. I am perhaps being a bit
parochial, but it is an industry that operates in an area where I come from. It currently employs
200 to 300 people; it was going to employ a lot more in this expansion. But the company cannot
continue to compete against current competitors who are able to sell their cement at $20 a tonne
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cheaper than they can. It is an awful situation. If I am wrong somewhere in my assumptions, I
would like your expertise to indicate to me that I am worrying unnecessarily.
Mr Hitchens—No, I do not think you are worrying unnecessarily. I cannot give you an
answer on your specifics, but the general proposition is the case. Of course, it is worse for those
industries that will get no assistance whatsoever.
Senator IAN MACDONALD—Yes, indeed. I am not quite sure how well resourced you are.
Mr Hitchens—We are it.
Senator IAN MACDONALD—Between the two of you, have you made any assessment of
the impact of the CPRS—given that it is in accordance with the white paper—on nonmetropolitan Australia?
Mr Hitchens—No, sorry. We have not. We do not normally do much modelling of our own.
Typically, it is our members. We have done some very small pieces, which we sent to the
committee late last year and which I think we provided to Dr Fisher, who, as I understand it, is
doing some work for the committee as well. The short answer is no.
CHAIR—That work was publicly released this morning, by the way. You might like to get
yourself a copy.
Senator IAN MACDONALD—I have not had a chance to read Dr Fisher’s report. Has he
gone into the impact of this on regional Australia? As Australians, we are interested in the impact
on Australia, but it seems to me from my limited knowledge of just your members that a hell of a
lot of your members are employers in the non-metropolitan parts of Australia. The scheme
means big things to the Australian economy generally but it will have a disproportionate impact
on regional Australia if it goes ahead as currently proposed.
Mr Hitchens—No, we have not done any work on that, but I am fairly certain that our
members have.
Senator IAN MACDONALD—I was just going to say that, if Dr Fisher has not done that,
could you suggest to me which of your member institutes might have done that?
Mr Hitchens—Yes, we can come back to you on that. I can remember two. In fact, I am fairly
sure that one of the companies has done some regional work. I will come back to you on that.
Senator IAN MACDONALD—There are companies like Xstrata, Cement Australia, NAFI,
Wesfarmers and CSR.
CHAIR—Quite a few of the organisations that you have just mentioned, Senator, are
appearing before the committee as well. Also, we have sought specific advice from regional
organisations.
Senator JOYCE—I want to go to section 11, ‘Trade exposed industries’, on page 105 of your
report. Have you done any comparative analysis on what the purchase of carbon permits will
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mean to the Australian dairy processing industry, for instance, as opposed to the dairy industry in
other countries, such as New Zealand, that are seen to be part of the emissions trading scheme? I
use the example because I have just had discussions with the dairy industry, and dairy in
Australia are going to get about 25 or 30 per cent of their permits for free but New Zealand,
which is our major competitor, will get 90 per cent of them free. How can we possibly sustain
ourselves in the marketplace if these are the sorts of fundamental imbalances we are creating for
our own industry?
Mr Hitchens—I am sorry, but it is the same answer that I gave to Senator Macdonald. We
have not done any specific industry-by-industry analysis. We leave that to the industries
themselves to do. But your general proposition is quite right that, wherever we create this
competitive disadvantage in Australia, that will be a source of lost jobs and lost investment in
those industries.
Senator JOYCE—For instance, in regional Australia we have areas such as the abattoir
industry which will be a trade exposed industry and which will be at a fundamental competitive
disadvantage in a global market. The sugar industry will be at a fundamental competitive
disadvantage. The dairy industry will be at a fundamental competitive disadvantage. We are
starting to go through all the major industries that are in regional Australia. The malting industry
will also be at a fundamental competitive disadvantage. Where do we stop? What industry in
Australia won’t be at a fundamental competitive disadvantage if this scheme goes forward?
Mr Hitchens—The short answer is: those that are not trade exposed—that is, those that are
not exporting and not import-competing. There is a stack of industry in that.
CHAIR—But they may face higher import costs.
Mr Hitchens—They will. But if they are not competing against anybody then they are okay.
CHAIR—Except the consumer at the end of the process will not be okay.
Mr Hitchens—I think we all have to remember that, at the end of the day, unless the
consumer is paying then this scheme is not working. That is the nature of the beast.
CHAIR—I guess the question that this committee is trying to ascertain is: how much does the
consumer have to pay for what environmental impact? Is the scheme going to be
environmentally effective and economically responsible? At the end of the day, how much do
consumers have to pay for what reduction in global emissions?
Mr Hitchens—I cannot answer the specifics of that, but let us take the white paper and the
two targets that the government has nominated in relation to the white paper—that is a minus
five per cent in 2000 emissions by 2020—as effectively a unilateral commitment. It would be no
more than a continuation of the parties that are part of the Kyoto protocol, plus probably the US.
So no other countries are involved. We are principally left with us, European countries, Canada,
Japan, New Zealand and the USA. That is minus five per cent on that sort of basis—nobody else
in. What that does, according to the government’s own modelling, is impose on Australia a
wealth loss that is far greater than the Europeans, the Canadians, the UK and the USA are going
to accept. I agree entirely with the white paper’s proposition that what Australia should do is
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take on a level of commitment that is commensurate with advanced countries taking on
reductions comparable to Australia. That is the objective phrase that is used in the white paper.
CHAIR—It is rhetoric.
Mr Hitchens—It should not be rhetoric. It is a very good objective, but at the moment the
white paper is committing Australia to something that is far more expensive than those
comparable advanced countries.
CHAIR—So what you are saying is that it makes the aspirational statement but it does not
follow it through in terms of the way the design is put together.
Mr Hitchens—That is right. In the case of minus 15 we do not know the answer to that
because the government has nominated that as its maximum commitment for 2020 but it is
dependent on a comprehensive and coordinated global agreement that would presumably cover
all advanced countries. By ‘advanced’ the Australian government uses the definition that
essentially says all of those countries that have a GDP per head greater than the Ukraine. That
adds to the existing Kyoto set of countries another 40 countries in the world many of whom
would cover our competitors including China, Korea and Taiwan and a whole lot of others, all of
the Middle Eastern countries for example, which do very well out of oil, Singapore and a whole
range of countries. If we could get all of those advanced countries in a global agreement then
that would be what we are looking for.
Senator JOYCE—I have two questions, Mr Hitchens. What happens if in the future other
countries decide to come on board but in a form completely in variance to an emission trading
scheme as devised by Australia. For example, if they were to say, ‘We are going to have tax
incentive deductions for increase in capital expenditure that is more carbon efficient’, what
would happen to all the people in Australia who have gone out and bought carbon permits?
Mr Hitchens—I do not think that is of great concern. One of the things that AIGN does
support is that once a country has taken on whatever commitment it is prepared to take on then,
within its jurisdiction, it should be allowed to meet its commitment in any way it likes. The fact
that that does not lead to some international global trading scheme I do not think is of huge
importance other than that it is quite important for Australia to have a trading opportunity with
other countries that are likely to have very much lower abatement costs than we are. Every piece
of modelling any of us have ever seen for 15 years on this says that Australia’s abatement costs
are generally higher than everybody else’s.
Senator JOYCE—Finally, have you done any research as to, with the world’s concern about
global warming, what price people are prepared to pay as a premium for a product that they can
verify as having a carbon abatement quality to it. If someone has a bag of sugar here and a bag
of sugar here, what tolerance are they willing to accept in an increase in the bag of sugar
supplied by someone who has a carbon abatement program or is there just no tolerance and, if
the price is dearer, they will buy the cheaper bag of sugar.
Mr Hitchens—I have not seen any research of that nature. The only example that we can cite
I suppose are in Australia, for example, what are Australian citizens prepared to pay now for
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green electricity and how many of them are prepared to pay. The answer is: not a great deal and
not very many.
Senator JOYCE—Would it be a fair analogy to say that since 60 per cent of our rural
produce is exported if it is not competitive overseas, people will buy the cheaper product?
Mr Hitchens—I do not think I could make such a generalisation. I think it is the case that
organic producers for example are able to command some sort of premium. They are an example
of people who can make a separate niche in the market but that is unlikely to be the case for
broad bulk products of any sort. It becomes a very niche thing.
CHAIR—Going back to one of your previous answers there were a lot of ifs in terms of
things such as, ‘If there is global agreement, if there is appropriate recognition of emissions
intensive trade exposed industries.’ We are a fair way down the process now. There has been a
discussion paper, there has been a green paper, we are now in the white paper stage. Presumably,
what we have on record now is what the government intends to proceed with at the pointy end of
the process. Would you agree?
Mr Hitchens—Yes.
CHAIR—Certainly as a committee, we really have to work on the assumption that what is in
the white paper now is what is going to happen. In summing up your evidence today, do you
think that, if the government proceeds on the basis of what is in the white paper today, it is an
environmentally effective and economically responsible way of moving forward without any
further adjustments? And, with what we currently know about the likelihood of a global
agreement et cetera, do you think that this is an environmentally effective and economically
responsible way of moving forward?
Mr Hitchens—I will not give you a yes or no answer—
CHAIR—I did not expect you to.
Mr Hitchens—because—and I mentioned this right at the beginning—the problem is that we
are not comparing the white paper with nothing. If you were to say to me that the alternative
policies that industry will face in Australia, by the states and the federal government, would be at
no cost to emissions at all, versus the white paper, I think the answer would be: yes, no cost. But
that is not the alternative. There is no doubt that in Australia we will have policies, both at the
federal and the state levels, to reduce our emissions. So the question becomes, if I may say so:
are we getting close to something that is reasonably economically efficient, relatively
environmentally friendly and fairly fair? I think the answer to that is no. I think we have a way to
go yet.
CHAIR—Have the government given you any indication that they are prepared to go away
yet?
Mr Hitchens—I cannot answer that question. As I said, I do not speak directly to politicians,
if you like. I do have relationships with industry departments, and of course industry
departments cannot go beyond government policy.
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CHAIR—It is of pretty serious concern. We are at the end of a pretty lengthy process—we are
at the pointy end—and you are saying to us that your concerns are still so significant that you do
not think it is environmentally effective enough, economically responsible enough or that it
sufficiently recognises the challenges of your membership.
Mr Hitchens—I should have gone on to say that my membership is talking directly to
ministers and to the opposition and is trying to get a better outcome.
CHAIR—Presumably, the membership are talking to you. What are they saying to you about
their level of concern?
Mr Hitchens—We have a very broad membership. As a generalisation, they are concerned.
They believe that significant changes need to be made across the six areas that I mentioned at the
beginning.
CHAIR—As there no other questions, thank you very much for your contribution to the
committee.
Mr Hitchens—Thank you.
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[11.29 am]
BLYTH, Mr Andrew, Chief Executive Officer, Energy Networks Association
GLEESON, Mr Hugh, Chief Executive Officer, United Energy Development, Energy
Networks Association
CHAIR—I welcome Mr Blyth and Mr Gleeson from the Energy Networks Association. Do
you have any comment to make about the capacity in which you appear today?
Mr Blyth—The Energy Networks Association very much appreciates the opportunity to
participate in today’s Senate committee hearing. I am the Chief Executive Officer and the
company secretary of the Energy Networks Association. Mr Gleeson is the CEO of United
Energy Multinet Gas, former chairman and current director of the ENA. Mr Gleeson’s operations
are based in Victoria.
CHAIR—I invite you to make a brief opening statement and then the committee will ask
questions.
Mr Blyth—By way of background, ENA is the peak national body for Australia’s energy
networks, which provide the vital link between gas and electricity producers and consumers. We
represent gas distribution and electricity network businesses on economic, technical and safety
regulation and national energy policy issues. As outlined in our submission to the inquiry, the
ENA has expressed its concerns that the CPRS setting should not have an negative impact on
energy supplies while there is not a concerted credible global effort to address climate change
that includes developing nations such as China and India. The ENA does welcome the white
paper’s initial commitment to the lower five per cent reduction target, while remaining open to
further cuts pending the outcomes of international developments. This flexibility mitigates the
significant risks of the transition involved to the energy sector. Flexibility is essential to
maintaining a robust and secure electricity supply, considering the significant investment and
critical infrastructure that will be required to facilitate the move to greener energies, particularly
accounting for the current economic downturn. The events of the convergence of CPRS
implementation with the current global financial crisis have meant energy network businesses
face a less certain business environment than at any time in the past 20 years.
Recent developments have reinforced the ENA’s concerns that the events outlined pose a
major threat to obtaining the investment necessary for the development of the energy network
infrastructure needed to facilitate the government’s climate change objectives. Recent events in
Victoria and South Australia threaten many more Australians unless urgent action is taken to
secure billions of dollars of much needed energy infrastructure investment. Australia’s energy
networks have recently been tested to their limits by sustained heatwaves that have broken
weather and energy demand records, and as existing energy grids strain under these pressures
whilst doing a reasonable job, global financial conditions are restricting access to the capital
necessary to build and upgrade energy infrastructure. In addition, a recent decision by the
Australian Energy Regulator has proposed to reduce investment incentives by over $350 million
a year, risking the ability to build or reinvest in energy infrastructure. The decision also risks
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undermining the achievement of the government’s 20 per cent renewable energy target and wider
climate change policies. More blackouts will happen unless urgent action is taken by energy
ministers this Friday to agree to an independent assessment of a recent decision by the national
regulator—a decision that will make it much more difficult for ageing infrastructure to be
replaced by new, stronger and smarter energy networks. Fifty billion dollars of further
investment in national and local energy grids is necessary to meet Australia’s carbon reduction
goals. If this does not occur, we all face an increased risk of sweating out decades of long hot
summers. We know it is going to get warmer, and we have to prepare for that. This last week has
been a warning to us all. We need to act today to climate change-proof our networks and to be
climate change ready.
The energy network sector is frustrated by the proposed statement released by the national
energy regulator. This frustration flows from the fact that this decision does not appear to
recognise real world business conditions and the future calls that are to be made on networks to
play a significant role in broader national policy objectives. In Australia’s new system of energy
regulation, the Australian Energy Regulator is given the critical task of setting an assumed cost
of capital or rate of return on investments made in networks. They will have profound
implications for how utilities invest in essential infrastructure with asset lives of 30 years or
more. The AER’s draft statement fails to recognise the key business conditions for energy
networks in the current financial environment are fundamentally different from the past and are
likely to remain so for some time. Through its draft proposals, the Energy Regulator is
effectively signalling a view that Australia needs lower levels of energy infrastructure
investment than previously. The pending decision on rates of return represents the first critical
test for the AER since it assumed full responsibility for energy regulation last year. As senators
can appreciate, the International Energy Agency has recently stated that power sector investment
over the period 2007 to 2030 is $13.6 trillion. Just over half is required for transmission and
distribution networks. In other words, there will be intense competition for global capital over
the next decade.
The AER’s proposed approach has the effect of aggressively reducing investment incentives in
the face of the global financial crisis and a strong need for investment in resilient energy
networks. The proposed approach would also have wider consequences for urgent national
policy goals. The decision is inconsistent with federal and state government policy initiatives
promoting stronger national investment in key infrastructure. In fact, the AER decision was
handed down just a day before the release of the Commonwealth’s major infrastructure package
which included new investment allowances to increase the attractiveness of capital infrastructure
investments. Again I remind senators that the AER’s decision would lower investment incentives
by around $350 million per year, effectively counteracting the federal government’s desire to
renew investment in nation-building infrastructure.
Professor Garnaut recognised networks would be integral in connecting renewable energy
sources where there is currently no infrastructure in place. It is clear that the cost-effective
implementation of a whole range of climate-change policies will rely on attracting new
investment capital in robust, flexible and smarter networks. One of the lessons of the global
financial crisis is that it is dangerous to put decisions important to the community’s wellbeing in
the hands of those who do not bear the cost of being wrong. In the energy sector, it is consumers
and investors who will face the unintended consequences of any regulatory errors, be they
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through blackouts, higher prices or the loss of investment capital. As the Prime Minister said at
the launch of the Carbon Pollution Reduction Scheme white paper on 15 November:
Given the scale of investment we will see in our energy sector as we move to the low pollution economy of the future, a
secure investment environment in the electricity sector is critical.

In closing, investors who are asked to fund Australia’s energy networks and put their capital at
risk have a right to expect regulators to take a realistic, market centred view of the current cost
of capital. This should be based on direct evidence rather than abstract models. They should also
have access to efficient mechanisms to quickly correct incorrect decisions that have the potential
to harm the community’s interests. If this does not occur, we all face an increased risk of being
left to sweat out decades of long hot summers and paying for someone else’s errors. Thank you
for allowing us to outline our concerns to you this morning.
CHAIR—Thank you very much. In a passionate way you have essentially outlined a range of
challenges that the energy sector is facing already. Leaving the CPRS aside, that is a fair
summary. Are you saying that the ETS, as it is currently proposed in the white paper, is going to
add further pressure to an industry that is already under pressure and that there is a need for
adjustments to the design as it currently is on the table?
Mr Blyth—It may help if I outline the work that we have been involved in in the development
of this white paper. We focus on the areas of electricity line losses and the methodology to
calculate fugitive gas emissions. You received evidence earlier today from Energy Supply
Association of Australia. They have been heavily involved in working through that with
government policy officials. We work with whatever the government policy of the day is. Should
there be problems that come up along way, we hope that the system is flexible enough that
changes could be made to address those problems. It is no different than what we have
experienced. We are moving from state based regulation, where we had existing arrangements of
energy regulation in each jurisdiction, to a national model. That has occurred over the last five to
six years.
We have now had the first real test of the Australian Energy Regulator. We believe that the
system is designed so that we have that flexibility to raise these issues. Appropriate mechanisms
need to be there if we are going to have an effective regulatory model, and that would apply also
for any scheme we have with emissions trading. So we focus on those particular aspects for our
sector—our calculation of electricity line losses and fugitive gas emissions—but there is also a
recent report from S3 Advisory which says that the issues of CPRS and RET have added a little
bit to that investment uncertainty.
CHAIR—Are you saying that as Energy Networks Association you do not have a formal view
on the design of the CPRS?
Mr Blyth—I will ask Hugh Gleeson to comment on that.
Mr Gleeson—Essentially, the design of the CPRS has not been our focus. We are not traders.
We will not be trading emissions under the CPRS other than fugitive gas emissions, which are
relatively minor in the scheme of things for the trading. The issues for us are the outcomes and
the policy objectives of the CPRS—that we respect those policy objectives—but they will have a
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significant impact on the networks that we need to provide. They will significantly change the
flow patterns of electricity in the country, depending on the new forms of generation that evolve.
Their location, their type, their nature will have significant impacts on—
CHAIR—Can you quantify that for us?
Mr Gleeson—I cannot, I am afraid. This is really new territory we are moving into, as we
start to understand how the responses of the market play out over a period of time as to the
change in balance between the different generation sources and, then, where they will be located.
No doubt we will have a level of embedded networks, very localised generation that we will see
evolve over time, as well as new green generation which will evolve in, probably, remote
locations. So we will need to connect new generation in new areas. We will also find ourselves
in a situation where our networks which were essentially designed at the low level for one-way
flow, from the major sources of generation to the home or office, will be in a two-way flow
environment where there is generation embedded at very local levels throughout the network.
We need to be able to cope with this and to change networks that were designed and built over
many, many decades to enable them to do something that they were never intended to do in the
first place, in essence—and that is the challenge that we face. We believe that will come
regardless of the finer points of the CPRS. Regardless of the finer points of the trading scheme,
it is the outcomes that are being targeted that will have the impact on us and that we need to be
ready for, and so we are really identifying that change in environment and the other issues that
have occurred in parallel in terms of changes to regulatory settings, and identifying, in essence, a
mismatch between the two.
CHAIR—But you said in your submission that, as a result of the CPRS, there would be an
increase in our energy network costs, especially construction. How does that work itself through
the system? What I am hearing you say, ‘Okay, we’ll cop an increase in costs but essentially we
will just work with whatever comes out of the government process,’ but if you want to survive
over the long term you have got to be able to pass those costs on somewhere. Can you just take
us through how that works from your point of view.
Mr Gleeson—We are recognised as monopoly businesses. The businesses are regulated by the
Australian Energy Regulator; we go through price resets every five years. Essentially, the
efficient capital expenditure that we incur is recognised by the Energy Regulator, and we are
allowed to earn a rate of return on that over time. I do not think we have a concern that—
CHAIR—Is that why you are relaxed—because, essentially, as your cost structure increases,
the regulator will allow you to recoup more?
Mr Gleeson—The regulator will allow us to recoup those costs; that is right. So I suppose that
is why we are relaxed in terms of the overall policy, the fact that it is going to change, the service
that we have to provide—
CHAIR—Do you think your consumers are relaxed?
Mr Gleeson—I think that, whilst there will be a cost impact on consumers that comes from
the changes to the electricity network over time, I think that is a low cost relative to some of the
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other costs that come more directly from the trading scheme. So, to that extent, we step back and
leave the policy decisions to others.
CHAIR—It is a very hands-off approach, and I understand where you are coming from. If
you are a monopoly operator where the regulator essentially tells you that you can charge more
because your costs have increased, you are in a reasonably comfortable position as far as your
viability is concerned. Going back to your opening statement, you mentioned a $50 billion
investment required to bring your members up to the level required under CPRS. That is a pretty
sizeable figure. How are regulators going to say, ‘Yep, $50 billion; will you now spread that
across your customer base?’
Mr Blyth—The $50 billion is a figure that we have highlighted to you. It is the cost to move
our infrastructure from the 1950s. We recognise that there is a need to modernise Australia’s
energy infrastructure. Our senators from Victoria and South Australia know only too well the
impact of that over the last week. I think we need to start realising that there is a cost associated
with putting that infrastructure in place. It is supporting a trillion-dollar digital economy, and we
need to recognise that there are those energy demands that are projected by all sorts of
organisations, pushing out to a doubling of the energy demand. That is a figure that we have
been providing in the discussions about this decision that we have had with energy ministers
over the last couple of months. We need to recognise that this is investment that we secure from
overseas investors. It might be timely to remind senators that, in fact, this sector is still a mix of
private and public owned and operated.
The flipside, if I can quickly tell you—I am happy to table a report from a financial investor
group—is the figures that we have here, showing that, the day after the regulator’s decision was
handed down, those listed companies on the stock exchange had somewhere between 10 and 12
per cent wiped off their value. That has an immediate impact on mum and dad shareholders and
also on superannuation funds. We have been able to get the New South Wales Treasury to put in
a submission opposing this decision, because they are concerned that a conservative estimate for
their revenue is somewhere between $850 million and $1 billion. The significance of it is—
CHAIR—I may be a bit slow. I am just trying to understand this. Perhaps because Western
Australia is not part of the national grid I do not really understand—
Mr Blyth—You are not alone, though.
CHAIR—I am just trying to understand you. On one hand you are saying the regulator has
essentially ‘done the wrong thing by us’. On the other hand you are saying, ‘We’re not worried
about the impact of the CPRS because the regulator will look after us.’ Can you explain to me
how that works?
Mr Gleeson—First of all, the various inputs into the $50 billion are business-as-usual type
investments that are needed for replacement and connecting new customers and new growth. It
is the impact of climate change itself, to the extent that we have different weather conditions,
that our networks have to cope with out there.
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CHAIR—In your opening statement I am pretty sure that I heard Mr Blyth say a $50 billion
investment was needed to cater for the impact of the CPRS. The way you are pitching it is a bit
different.
Mr Blyth—That $50 billion is what is required to modernise our infrastructure—
CHAIR—Irrespective of whether there is a CPRS or not.
Mr Blyth—Yes.
Mr Gleeson—It will include both the ongoing investment that we would be making
regardless of the CPRS. It will include the investment that we need to make as a result of climate
change, peak year loads and greater air conditioning demand. Also embedded in the total amount
that we have to spend will be a reconfiguration of our networks to cope with the change in the
distribution of generation as a result of climate change policies.
CHAIR—Let me rephrase the question: would you be able to give us a figure—perhaps on
notice—for how much additional investment is required that is directly related to the flow-on
implications of the CPRS as it is currently proposed in the white paper?
Mr Blyth—I hope to be able to do that very soon, because we are having some work to assess
that undertaken right now by Parsons Brinckerhoff Australia. It has been complex. What isn’t?
It’s economics. We are working to get that report, and we would be more than happy to provide
that to you and other senators to help with your work.
CHAIR—Thank you very much. I very much appreciate that. Just a final point: you are
saying that, whatever the cost is—whether it is $10 billion, $20 billion, $30 billion, $40 billion
or $50 billion—you are confident that the regulator that you so passionately criticised for his
recent decision is going to come to the rescue. You say they will make sure that the fee structure
that you are able to apply through your businesses is going to be adequate to ensure that there is
an appropriate return on your investment. The consumer is going—
Mr Gleeson—There are two components to that. The first is the allowance of the level of
capital spending required. We have confidence that the processes there will recognise efficient
spending. It is our job to make sure that our spending is efficient, consistent with policies of the
day. We are comfortable that that capital spending will be allowed and we will be able to recover
from that. Our issue, though, is that the level of return that is being proposed by the regulator in
its most recent decision will not be adequate to actually incentivise that investment. We see that
we will have real issues actually raising funds and being able to get a return to our debt and
equity providers sufficient for them to actually invest. We do have a concern, but not so much in
the acceptance of the type of spending that is needed given the forward conditions that we
foresee.
CHAIR—Let us just close on this point, from my point of view. The regulator does not
change his mind. He continues to proceed on the basis that is currently emerging. What is the
consequence?
Mr Gleeson—It is difficult to predict at this point in time, particularly—
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CHAIR—That is not a very convincing argument for him to change his mind, is it?
Mr Gleeson—We are dealing with risk and uncertainty here. In an environment of risk and
uncertainty, there is real potential that we are not going to be able to raise sufficient funds to
actually fund the investment needed going forward. So what we will end up with is, if that plays
out as we think it has every chance of playing out, that our networks will not go through the
renewal programs that are intended. The businesses will be looking towards capital rationing
rather than capital investment and, whilst there is obviously going to be some necessary
investment we cannot avoid and that we will be able to fund, we will be in a capital-rationing
mode. In a capital-rationing mode, there is much less chance that we are going to be ready for
when the wave of spending that is needed hits. There will be delays. We will be taking higher
risks in these networks. There is every chance that, if there are significant changes in the
generation profile that they community and the market want in terms of its response to the
climate change incentives coming through the emissions trading scheme, we will be
overwhelmed by that and we will not be able to provide for it when the time comes. Given that
we are dealing with a very different environment in the future, at this stage we are not well
positioned to predict how difficult it is going to be to actually change the networks from their
previous type of design to meet the needs of the future.
CHAIR—But the end outcome from the public’s point of view could well be more blackouts,
no air-conditioning in 45 degree heat et cetera.
Mr Gleeson—It could be. It also could be that better generators are queued up to respond to
the emissions trading scheme but have trouble connecting to the existing networks, which are
not really designed to cater for them.
Mr Blyth—That is very important for a senator from South Australia, with the wind
generation capacity there and hot rocks, the new fuel source out of South Australia, as well. If
we do not have that network infrastructure there, we just cannot transport that new energy source
to homes and businesses.
CHAIR—How realistic is it to get the network infrastructure there with the current
framework?
Mr Blyth—This is the thing. The activity would be just replacement and maintenance rather
than spending any time on R&D and the innovation work that is required to actually modernise
the network. So it is something that we need to bear in mind. I try to stress that with my
colleagues in the renewable sector: yes, you might have a wind farm where it is windy, but
people do not live there. It has to travel vast distances—thousands of kilometres sometimes. The
research that we would like to do in that area is about reducing the loss of that electricity power
between point A and point B. It takes money to do that, so you are going to have some of those
risks. What you have is government, industry and consumers wanting to go one way together.
You have a regulator who has a decision that is running in the opposite direction. It is a
partnership; there is no doubt about that. It is a significant sector. It is equal to the coal sector in
value and it is the third highest construction activity sector in the country. It is just that people
put their head down, tail up and off they go about their business—but they do know when the
lights run out.
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Senator HUTCHINS—Can you explain to the committee what has got the association so hot
under the collar that the decision the AER made has got to be reviewed by the ministers on
Friday?
Mr Blyth—I think it is a sense of frustration that has occurred. I have not actually put this to
my former chairman but I have never seen my members as animated as they have been with this
decision in the time I have been in this role. This is an industry which, as I said before, just gets
on with the job. It puts its head up for a price review at five years, gets it knocked off and goes
off and does what it can to fix those problems that occur. The frustration is coming through in
that it is a decision that is dismissive of the current global financial crisis. In his statement it is
rather a fingers-crossed punt that the global financial crisis will blow over in two years. I am
sure the Prime Minister and the Treasurer and the federal energy minister would hope that that is
the case but I am not sure if anyone else is actually prepared to make that bold prediction. We are
hearing from people that this is actually worse than the Great Depression. That was 11 years. I
will not waste any more time of the Senate on that, but this is the real world and companies have
to go and source global capital.
Senator HUTCHINS—Exactly what have they done? They have said, ‘You can’t put your
price up, you can’t go overseas to get this money’?
Mr Blyth—The rate of return that is being offered is lower than what is existing now. In fact,
you will find that investors will not place their money in this sector because they can put it
somewhere else. They are the cold decisions they make. Boards are doing that assessment right
now. I have members who have overseas investors who are on the phone daily asking for
updates. Most importantly, the Asian investors have asked why this has happened. This is a
sector that in most cases provides certainty for investors. These are 30- to 40-year asset lives that
we are talking about here. The decision as it stands is one that we are asking that this Friday
energy ministers put on the agenda and that it goes off for an independent assessment. At the
moment there are no checks and balances on this decision, and that is what has got us hot under
the collar, that we have an opportunity to improve the national model that we operate under. At
the moment an independent assessment is not available on a multibillion dollar decision. You
have got the regulator reviewing his own work. He is basically saying, ‘Come and find where I
was wrong on the original decision.’ We have been doing that. Our submission goes in today.
But we have been talking with state energy ministers around the country and we have been
drawing attention to the consequences of this. In your home state, as I say, the New South Wales
Treasury has put in a submission totally opposed to the decision that has been handed down.
Senator HUTCHINS—So the consequences are clearly lack of investment. What might be
the immediate ones for, say, consumers?
Mr Blyth—Lack of investment, lack of jobs. We are talking about the renewable energy
sector also suffering as well from this. Not wanting to be a spoiler in any way whatsoever, the
sector actively participates in moving to be climate change proof, climate change ready. But
there is a cost attached to that. I do not get into arm-waving exercises, I only approach people
when there is a real problem, and this is real.
Senator HUTCHINS—This morning—I am not sure whether you were sitting here earlier—
the regulation of prices for energy has been raised by each submitter, saying that there should
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essentially be less regulation. Why would any government entertain an idea to have less
regulation of, say, energy prices considering how important they are to individual consumers? In
your submission, you argue that there is a requirement for more flexible price-setting
regulations.
Mr Blyth—I think you would be familiar with the fact that we have moved from the statebased regulatory model to a national model and to support a national economy. There are
reviews underway in terms of looking at full retail contestability and certain jurisdictions are
moving to that slowly. But we are obviously wanting to make sure we have the most efficient
and effective operating environment and that flows right through generation, transmission,
distribution and retail—it is the full mix. It is customers in the end that are the focus of this. So
there are a number of those reviews underway. What we talk about is the fact that the objective
that was set out by energy ministers some years back was to have the most efficient energy
market operating, and there are elements to that that still need to be addressed. I think it is
important in this context that customers, we believe, are being ignored by this regulatory
decision at this stage.
Mr Gleeson—The businesses that we represent are the poles and wires businesses and the
pipes businesses in gas. We are the monopoly infrastructure providers and we recognise that we
need to be regulated. We have some issues from time to time with the regulations and, certainly
at the moment, we have some issues in terms of the decisions. I think some of the other people
who would have been in front of this committee will be talking about end-consumer prices. That
involves both the energy commodity prices and the network prices. Certainly in an environment
where new policies are being initiated about providing price signals through to end-consumers to
change consumer behaviour and looking for a dynamic market which can flow those right
through the chain and can take on board the new policy initiatives and have them come through,
government regulation of the end price is likely to actually constrain those policy outcomes. So,
when we are dealing with the commodity prices reflecting through the impact of carbon trading,
constraint at the end price point will actually undermine some of those policy initiatives. I would
not be surprised if that is what is being suggested by others, and I certainly support that view.
But in our part of the sector, the poles and wires business, we recognise that we are a regulated.
We are not objecting to being regulated.
Mr Blyth—It is actually ‘light-handed’ regulation, Senator, if I can add that to your list as
well.
Senator HUTCHINS—We have been told that, with the introduction of the CPRS, there may
be in excess of a 25 per cent increase in retail energy costs for consumers. Do you see the
Australian Energy Regulator as being the body that would be setting costs for the introduction of
the CPRS?
Mr Gleeson—It is my understanding—and I may be a little bit out of my league but hopefully
I can point you in the right direction—that the agreements between the governments, through the
ministerial energy policy, have ultimately set up a structure where most of the regulation is
handed to the Australian Energy Regulator. But to the extent that retail price regulation is to
continue—and that is a point of debate in itself—I believe it is still going to be done on a state
basis.
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Senator HUTCHINS—There was a Sydney Morning Herald article on the 17 January with
the by-line: ‘Our addiction to cheap coal is under pressure as debate rages and business tries to
profit from alternatives’. In terms of our cost per unit of retail energy per household, how do we
compare with other OECD countries? Do we have relatively cheap energy at the moment,
compared to, say, the United Kingdom or the US?
Mr Blyth—The competitive price has always been a strength of doing business in Australia. I
do not have our exact location on that OECD chart—
Senator HUTCHINS—Would you be able to provide something to us in writing?
Mr Blyth—I think I have got something on that; I have definitely got something. I think we
offer a reasonable price for electricity, and that has been one of the attractive elements of
securing that overseas investment. We are obviously talking about attracting the big businesses
here—aluminium and expanded operations. Up until now that has been BHP and Rio. Those
sorts of businesses rely on the energy price. It is certainly something that was highlighted in the
2004 energy paper, where Australia ranked No. 1 for sovereign risk—and that was a very good
indicator that businesses felt comfortable doing their business here in Australia. I will be happy
to provide that chart for you.
Senator HUTCHINS—Thank you.
Senator JOYCE—Basically, in summary, you are saying that you are happy for regulation in
a monopoly position because a monopoly has the capacity to produce supernormal profits. So
you see a regulator has a role there. But there is a viable market at the retail level. What would
you say the proportionate number of players is at the retail level?
Mr Gleeson—I am from Victoria, and in Victoria there has been over time some 20 or so
licensed retailers. I do not know if there are 20 active licensed retailers at the moment, but
certainly there are five or six very active retailers. I think Victoria has the highest level of
competition in the world in electricity retailing. Other states are at different parts of the
spectrum. Victoria started first and is furthest ahead in that process. The states are at different
places in that competition path. Some of that is impacted by state government policies as to how
much those have really enabled competition to occur. But, when the shackles have been taken off
and it has been given a bit of time to run, it has been very competitive, yes.
Senator JOYCE—If we look at electricity and people think about it, what is the actual
percentage of electricity in the market that actually drives everything that is to do with work,
with industry—whether that is in offices running computers, running farm sheds or running steel
mills? What is the portion that is electricity and what is the portion that is other forms? Do you
have any of that sort of detail before you?
Mr Gleeson—Are you asking what portion of the energy market in industry is electricity as
against gas, coal or other fuels?
Senator JOYCE—Yes. Even if gas or coal produce electricity, what portion—when it is
finally delivered to the workplace—is electricity as opposed to another form?
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Mr Gleeson—I do not have that answer at my fingertips.
Mr Blyth—I do think there is something in the white paper that describes it. But I have that
table as well. I think you will find that it is coal producing the majority of that for electricity. Gas
is interesting. If I may take the committee’s time for a second on this. One company that felt the
brunt of that decision by the regulator—and I spoke before about the share price taking a hit—
was Envestra. Envestra is Australia’s largest gas distribution business. It is based in South
Australia and operates in four jurisdictions. Its share price took an enormous hit, yet gas is
actually the transition fuel to a low-carbon economy. It will need that investment money to help
build that infrastructure. Again, this decision runs counter to government policy. It does not seem
to stack up at this point in time, using the common sense or pub test. But, as for the percentages,
I would rather not mislead you. I will get that information for you. Gas is certainly increasing as
a fuel source within the energy market.
Senator JOYCE—You also talked about modelling. There is always the question about
modelling. As they say, ‘Garbage in, God’s own truth out.’ In any of this modelling, do we have
the capacity to go back and get the empirical data to back up the premise of the model and to say
that the model works or does not work? Or, at this point of time, is the model based on a premise
of philosophy rather than empirical data?
Mr Gleeson—Good modelling no doubt does exactly what you are suggesting. It should test
against the empirical data. One challenge we have facing us is that we are going into new and
uncharted waters. Aspects of the modelling and components of the modelling no doubt can be
verified in that way, but overall we are going to a renewal of energy consumption and energy
sources that are different from where we have been before. We are looking at consumer
responses that are in a world that we have not seen before. So it is very difficult to understand
how the market and the consumers will respond and difficult to see how, with the incentives out
there, the technology will evolve driven by those incentives. It is difficult.
The we have is that we are somewhat further down the chain in the modelling. The first level
of modelling is telling us, as to the extent that we are changing out our generation in the future,
what sort that might be. You then get to the point of where it might be. That is the next level,
which is harder to anticipate again. To get down to what impact that will have on our networks is
a level of complexity again. We are a few steps down the chain, so it is difficult and we are not
able to come up with instant answers. We have to start thinking differently. We need to get smart
people involved in doing the planning and forecasting and in responding to what is happening
out there in the market as things go forward.
Senator JOYCE—Models are there to create a belief in certain outcomes and sometimes to
guide towards certain outcomes. We know this model is guided by an anecdotal belief in the
household tolerance of the price of power, but does the model to the best of your knowledge give
any guidance as to the competitive nature of Australian industry, what its tolerance is and what it
can accept?
Mr Gleeson—I believe it does. We are essentially talking about price elasticity and how
people’s behaviour will change when prices change. My view is that our understanding of the
price elasticities in industry is in fact better informed than our understanding of what happens in
households. Based on current information, people in industry will make rational investment
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decisions based on comparing the costs of alternatives and they will maximise their profits by
looking at the alternatives. Consumers’ behaviour is never quite as simple as that. A lot of it will
be based on consumers’ desire to be proactive in responding to climate change even if it costs
them more, which is very hard to predict.
Senator JOYCE—So you are saying we are far more informed about the elasticity of demand
and industry’s desire to stay in the marketplace. What is the tipping point or juncture at which
the electricity provider says: ‘The returns aren’t there. Therefore I’ll make an alternative
decision with my shareholders’ money and invest where I can get a more prudent return’—and
that may be in Canada.
Mr Gleeson—Again, all of these things are hard to predict. That is the one which is closest to
us right now and which we have been talking about today, but even then we are in substantial
change out there in the economic community. We can only point directionally as to how things
might occur in the future. Certainly we are seeing right at the moment that the returns that are
being offered and the availability of capital are challenging energy businesses and utility
businesses that need to source new funds for new investment in infrastructure. So we are at a
very difficult time right at the moment.
Senator JOYCE—What do you believe the industry generally accepts as a required return on
investment—what would you have to bang on a prospectus to raise the money to build a major
project? All the super funds out there are looking for somewhere to take their money. They are
extremely concerned about the vagaries of the financial markets and are going to put a greater
risk weighting on investment than they would have before. What would you look for in a return
on an investment to be able to say: ‘If I got that return on an investment I’d have the ability to
underwrite this project. I think the money would flow in in such a way as to get it going’? What
is the sort of ballpark figure you are looking at?
Mr Gleeson—Unfortunately that is a very difficult question to answer. The answer varies
markedly depending on the risk assessed in a particular sector or industry, with figures ranging
from round 11 per cent up to 20 per cent or more. It varies markedly depending on the actual
proposal in front of the investors at the time.
Senator JOYCE—Does the government under this model have the capacity to, regardless of
what you put on the prospectus via the regulator, completely tip your analysis upside down by
re-regulating price such that your biggest risk is not global warming or the global financial crisis
but possibly a certain person in a certain office changing the regulation in such a way as to make
you unviable?
Mr Gleeson—That is exactly right. In our business in the network centre, we certainly assess
our largest risk as regulatory risk. Multinet Gas, which is a gas distribution business and one of
the two businesses that I am involved in, has had a major program of renewing the old gas
infrastructure that has been there for many decades now. That is a long-term program; it has been
running for five years now. A recent regulatory decision cut the returns and has had the impact of
cutting our credit rating and has had the impact of us having to wind back that program to only
doing essential renewal, rather than the proactive renewal that looks to the future. So we have hit
that tipping point. Exactly what you have described has occurred in that instance.
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Senator IAN MACDONALD—How many of your electricity distribution members are not
government owned?
Mr Gleeson—I think it is about fifty-fifty.
Mr Blyth—It is roughly fifty-fifty.
Senator IAN MACDONALD—And the energy ministers who are making the decision this
Friday are their shareholders?
Mr Gleeson—In the case of the government owned ones, that is right.
Senator IAN MACDONALD—So you would feel fairly confident that their might be some
sympathy?
Mr Gleeson—We certainly do not think that they can avoid hearing about this issue. It is
certainly something that we encourage anybody who has contact with those ministers to get on
the agenda. You cannot have a discussion about greenhouse policies, which is on the agenda, and
have these policies dismissed, if you like, and not even be factored in. We are asking that it is
accommodated this Friday.
Senator IAN MACDONALD—I am from Queensland and I am worried about the
distribution networks up there being all government owned. They pay a dividend of better than
100 per cent of their profits to the state government. As a result, according to the union—with
which on this occasion I agree—we have been having power blackouts up in the north because
the lack of maintenance and that is because of a lack of money. All of that means that there are
significant problems for the Queensland government if they are going to be curtailed on the
extent of their pricing. Is that correct?
Mr Blyth—That is right. That is where we have been making that point to New South Wales,
Queensland and Tasmanian jurisdictions in particular about the impact of the loss of revenue and
the decisions that they will have to make about other areas where taxpayers’ money is spent.
That is the point that we have been making quite clearly and we are hoping that ministers, even
if they push their flights back by an hour on Friday, will discuss. We need to make sure there is
has an independent assessment of it, otherwise we will find it very difficult to actually deliver in
a number of areas. We are talking about looking at projects line item by line item. Harsh
decisions will have to be made.
If I may add to a response from Mr Gleeson to a question from Senator Joyce, we have
actually asked Treasury if they would be good enough to provide the energy regulator with some
modelling with more recent information about the impact of the global financial crisis so as to
assist the regulator in reviewing his own work. We have also suggested that the Treasury do
some modelling based on scenarios of this transmission investment not occurring and what the
impact of the economic and social wellbeing of Australia will be.
CHAIR—Thank you. A final question from me: going back to the impact of the CPRS
specifically, how many additional power stations will have to be constructed as a result of the
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CPRS as it is currently proposed? You would be assessing it, because there are obviously the
network ramifications from that as well.
Mr Blyth—I would prefer to take that on notice and consult with my colleagues who are in
the generation business. If I may just say we are essentially fuel neutral deliverers of energy, if
you like. So whether it is wind or solar, we are there, but it needs that investment to make it up.
CHAIR—Sure. But you quite appropriately pointed out earlier that wind farms in locations
where there are no people is one thing; you need the networks to transport it. Clearly, if there is a
requirement for additional power stations, similarly there will be network implications as well. If
you could take it on notice and answer on a state by state basis, perhaps.
Mr Blyth—Yes. I am happy to do that. Off the top of my head, I have been referring to
information about the number of wind farms needed to meet the renewable energy targets. Four
times the number of wind farms are needed to what we have now. That is a significant
investment. The same advisory report I mentioned earlier—the S3 advisory—talks about the
need for $23 billion to be invested to meet the renewable energy target. If we have a capital
market that is now drying up—
CHAIR—That is under the renewable energy market, and that is interesting, but I am also
interested in power stations more generally, so that would be much appreciated.
Mr Blyth—Certainly.
CHAIR—Thank you for your assistance to the committee.
Proceedings suspended from 12.20 pm to 1.37 pm
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BEASLEY, Mr Burt, Acting Executive Director, Australian Coal Association
MORRIS, Mr Peter, Director, Economics, Australian Coal Association
SCOTT, Ms Samantha, Director, Policy and International, Australian Coal Association
CHAIR—Welcome. Do you have any comment to make on the capacity in which you appear?
Mr Beasley—I am the Director of Technology and Innovation for the Australian Coal
Association but I am also here today in the capacity of Acting Executive Director.
CHAIR—Thank you. I invite you to make a brief opening statement and then the committee
will ask some questions.
Mr Beasley—Thank you for the opportunity to appear before the committee today. We note
that you have already received evidence from the Minerals Council of Australia and the
Australian Industry Greenhouse Network, which discussed overarching issues regarding energy,
fuel and the Australian Carbon Pollution Reduction Scheme. We would like simply to focus on
the issues for the coal industry, including low emissions technologies and the impact of the
CPRS on the coal industry and its international competitiveness.
The Australian Coal Association represents Australia’s black coal mining industry. Coal is
Australia’s largest commodity export, earning over $40 billion in 2008. Australia is also the
world’s largest exporter of coal, exporting over 250 million tonnes in 2008. The black coal
industry employs over 30,000 Australians directly and a further 100,000 indirectly. It provides
57 per cent of our electricity generation. When we add in brown coal, that figure rises to over 80
per cent. Coal therefore underpins the security, reliability and comparatively low cost of
Australia’s electricity supply. In turn, this supports the competitiveness of Australian industry
and provides affordable power for Australian households.
Coal is a large regional employer, contributing to the social fabric of the nation, including
through the underwriting of significant rail and port infrastructure as well as social infrastructure
in regional and more remote communities. The industry will provide over $4 billion in royalties
to state governments in 2008-09 and contribute over $2.5 billion in direct and indirect taxes.
The Australian coal industry has long accepted the science of climate change. It acknowledges
the role that reducing emissions from coal fuelled power can play in addressing climate change
globally and is investing substantially in viable solutions. The deployment of carbon capture and
storage technologies is the only principal means of cutting emissions from coal, lignite, gas,
diesel and other fossil fuel based power generation. It also has applications in other industrial
processes, such as iron and steel, cement and metal manufacturing. The role of these
technologies is particularly significant at a global level. The International Energy Agency
projects that global demand for coal, driven principally by China and India, will grow by two per
cent a year to 2030. These rapidly growing economies have made it clear their priority is to raise
the living standards of their people and to rely on coal in pursuing that objective. It is really
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important therefore that we have available for them the technology to capture and store the CO2
that they generate.
Australia has a leadership role in this field—in developing the technology, demonstrating it in
Australia and, as part of our contribution to the international effort, helping to disseminate it
globally. An emissions trading scheme alone will not accelerate the early deployment of lowemission technologies, and complementary measures to support investment in R&D are an
essential part of a comprehensive and effective climate change response. Moreover, Australia has
over 100 years of demonstrated black coal resources and significant reserves in lignite and gas.
As low-emission technologies relate to areas in which Australia has substantial resource
endowments, R&D therefore also represents an important investment in sustaining the value of
national assets.
The coal industry has welcomed significant government commitments to funding lowemission technologies in Australia, with further commitments anticipated. The industry is
playing its part through practical action under its COAL21 initiative and the voluntary $1 billion
COAL21 fund demonstrating the technical and economic viability of the major low-emission
coal technologies.
I would now like to focus briefly on the CPRS white paper. The two key issues flowing from
the imposition of the CPRS for coal are the impact on the industry’s international
competitiveness, given that the price of carbon is unlikely to be borne by our major competitors
for many years, and the inadequate treatment of mines uniquely attached to power-generating
plant—so-called ‘captured coal mines’. In particular, we are concerned at the white paper’s
decisions to exclude the coal industry from emissions intensive trade exposed, or EITE,
arrangements and not to provide transitional assistance to captured coal mines.
With respect to exclusion of the coal industry from EITE arrangements, the coal industry is
eligible for a 60 per cent allocation of permits under the white paper methodology, yet the white
paper goes out of its way to exclude coal. The principal reason for this is the wide dispersion of
emissions by mines, with some having relatively low fugitive emissions and others relatively
high emissions. The white paper is concerned that including coal as an EITE activity would
provide those with lower emissions with a windfall gain. The ACA submits that this claim does
not provide sufficient or sound justification for excluding Australia’s largest export industry,
particularly as the industry is eligible under the same rules that the government has applied to all
other activities. The issue of dispersion can be easily addressed through an allocation rule that
avoids the potential for windfall gains to mines with relatively low fugitive emissions.
We further submit that the proposal in the white paper to establish a technology fund for coal
industry emission abatement and a transitional assistance scheme does not address the industry’s
international competitiveness exposure. Nor does it address the longer-term impact on future
investments in jobs in Australian coal mines that will have to compete with overseas mines not
facing similar costs.
With respect to energy security and the treatment of captured mines, the white paper does not
provide a solution to ensure an allocation of permits where CPRS cost pass-through is not
possible or restricted. It prefers to leave this to the market. In Australia, some electricity
generators own their own coal mines; others buy coal from nearby mines under short- or longFUEL AND ENERGY
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term contracts. There are some 10 captured mines in Australia supplying the majority of their
production of thermal coal to the domestic power industry under long-term contracts. The
prospect of these mines being able to renegotiate long term, up to 20-year, commercial contracts
with power generators to allow pass through of the impacts of the CPRS on their costs is
considered unlikely. The current design of the CPRS will place significant financial stress on
these mines, with subsequent implications for asset owners and for Australia’s energy security.
To address these two areas of concern the coal industry is seeking fair treatment. It should be
included in the trade exposed emission intensive arrangements as the best way to address the
risks to the international competitiveness. In short, the same rules that apply to the rest of
industry should apply to coal. And on equity and energy security grounds, permits should be
allocated to captured coal mine owners where cost pass-through is restricted or unavailable.
Where pass through is available, fully or partially, then the generator should be compensated
under the electricity sector adjustment scheme.
I welcome the opportunity to answer the committee’s questions. I would be pleased to respond
to questions on technology and my colleagues will respond to questions regarding the CPRS.
CHAIR—Thank you very much for that opening statement, Mr Beasley. Does the Australian
Coal Association represent the interests of all coal producers?
Mr Beasley—We represent the interests of the black coal industry. We are not involved with
the lignite brown coal industry, but all the black coal industry, yes.
CHAIR—Could you geographically identify that for us?
Mr Beasley—Certainly. The majority of our members are Queensland and New South Wales
black coal mining industry and we do have members in Western Australia.
CHAIR—Having listened to your opening statement, is it fair to say that, if our overarching
policy objective with a scheme like this was to do something that was environmentally effective,
economically responsible and ensure our energy security moving forward, you do not think the
government has found the right balance yet?
Mr Beasley—As per our opening statement, we focus on two key areas. One is technology.
And there are certainly moves happening there to prove up the technologies. Then, in the areas
of the CPRS, I guess it is particularly the transitional arrangements where the Australian Coal
Association has concerns and would like to see some changes made.
CHAIR—You are very constructively focusing on ways the government could improve the
CPRS, I guess. We are at the pointy end of the process but we have gone through a long process
with discussion papers, green papers and white papers and legislation is about to be introduced.
So we are pretty close to where the government is likely to end up. By all accounts, there is not
going to be much more room to move. If you want to strengthen your capacity to get your
arguments across and convince the government and this committee that there is a need to make
the changes you are suggesting, you might want to help us paint a picture as to what would
happen if those changes are not made. In that context, could you just flesh that out for us a bit?
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Let us just assume that the government proceeds on the basis of the CPRS as it is currently, what
will that mean in terms of nuts and bolts?
Mr Beasley—I will start by discussing very briefly the technology side of things and then
perhaps pass over to Mr Morris to talk more about the CPRS side. On the technology side, the
ability of a value of carbon to help drive technology implementation is a significant plus.
However, we made the statement in our opening comments that that will not be enough to drive
the early implementation of technology. So, clearly, we believe that we need additional action to
drive the early implementation of technology.
CHAIR—What you are saying is you need additional transitional assistance. But, if this
additional transitional assistance is not forthcoming, what will it mean for jobs in the coal
industry, what will it mean in terms of all those flow-on consequences that you have touched on
but have not quantified?
Mr Beasley—For that, I might pass over to Mr Morris to comment further.
Mr Morris—There is no doubt that, unamended, to take account of the trade exposure of the
coal industry there would be an impact. It is a cumulative impact on top of the fact that we are a
commodity industry—that is, over the course of a commodity cycle, which could be seven, eight
or 10 years, where the price does fluctuate, we are essentially a price taker. We take the price on
international markets.
To get an idea of the impact in a general equilibrium sense it is useful to have regard to two
recent studies. I think the committee is aware of one, which the Australian Petroleum Production
and Exploration Association undertook last year in the context of the green paper proposals. That
study examined three different trajectories. One was to look at a nil reduction by 2020 but a
reduction by 2050 of 60 per cent of Australia’s emissions. The other two were to look to 2020 to
have a reduction of 10 per cent or 20 per cent all on the same trajectory of a 60 per cent
reduction in the future. What that showed was that, for the 10 per cent reduction scenario by
2030, in fact the LNG sector had a 33 per cent reduction in its growth against business as usual
and the black coal, thermal and metallurgical sectors had roughly 34 per cent for thermal against
the business-as-usual case—so, in other words, a reduction in demand for coal.
CHAIR—What does that mean in terms of jobs lost in the coal industry?
Mr Morris—Clearly, international and, indeed, national coal companies have to have regard
to the net present value of their investments and their ongoing earnings in the short, medium and
long term before interest and tax. The other study I was going to refer to is the one undertaken
by ACIL Tasman that looked at a range of minerals activities including four coal mines in
Queensland. They looked at the impact of the green paper proposals on four coal mines, which I
will focus on. Each of those showed that there would be changes in the life expectation of those
mines and there would be a shortening of the lives and possible closure depending on the
scenarios adopted. In other words it is difficult, without looking at general equilibrium analysis,
to be definitive, but in general terms these models, one a general equilibrium model and the
other one looking at case studies, are suggesting that there will be an impact. That impact is
cumulative on top of increased royalty payments and price.
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CHAIR—How much?
Mr Morris—As I said, the APPEA one that I referred to had a 34 per cent reduction in
production—
CHAIR—That is a 34 per cent reduction in production?
Mr Morris—against business as usual.
CHAIR—I am trying to get to the end point. I appreciate all the studies and all the processes
and all the information that you rely on, but I am trying to get a sense of what the impact on jobs
in terms of numbers of jobs in the coal industry will be if the CPRS proceeds unamended as it is
currently on the table.
Mr Morris—We do not know without doing the analysis.
CHAIR—Do you have an estimate?
Mr Morris—No, we do not know the actual effects, but we do know that it will be a
significant cost impost on the Australian coal sector which will not be borne, at least initially, by
our international competitors, and that will clearly mean that people will be looking at
investments in Australia—as they do anyway. We would expect that the cumulative effect would
be a reduction in investment and also a reduction therefore in jobs.
CHAIR—But you make generic statements without actually quantifying it at this point.
Mr Morris—No, we are unable to do that at this stage.
CHAIR—But it will cost jobs.
Mr Morris—It will cost jobs, but we have to recognise that it is the cumulative effect of that.
I should add an important point. The Australian Petroleum Production and Exploration
Association estimates were based on an error. That is, they assumed that the Australian coal
industry, under the green paper assumptions, would actually get some allocated permits—some
free permits. In fact, we are not eligible. We would not have been eligible under the green paper,
and the white paper proposals exclude us. So the point really is that, because of our trade
exposure, the whole purpose of the emissions-intensive trade exposure arrangements are to have
in place some protection for the transition period as we move towards a global price. Once we
have a global price on carbon, there is not an issue. The difficulty is the transition.
CHAIR—How likely do you think it is that we will have a global price on carbon in the near
future?
Mr Morris—We think it will be some considerable time before we will see the major
developing countries, in particular, come on board. The important thing for Australia is to
contribute towards getting an outcome that will be eventual international agreement. At least
initially, it would be desirable to have all major emitting countries having a price on carbon, and
that most importantly includes the United States, which now has a new administration, but also
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China, which is the largest emitter in the world. The likelihood is that the developed world will
have to take a lead.
As the Productivity Commission has pointed out to various inquiries, there is no point in
Australia getting ahead of the game. What we have to do is make sure that we are doing
something that is consistent or calibrated with what is happening internationally.
CHAIR—In terms of emissions, how does our coal industry in Australia compare with
equivalent coal industries in countries like the United States and China?
Mr Morris—We understand it is fairly comparable. The direct emissions from coal—black
coal in Australia—are fugitive emissions, and they are methane, typically. The fugitive emissions
content in coal is really God-given. It is just the nature of the resource. So you can have two
similar resources in different locations, and one is highly fugitive emitting and the other one is
not. In Australia we know that we have some areas where there are very low emissions, and we
have some mines in regional areas where there is coal that is mined with very high emissions.
That is similar across the world.
CHAIR—You represent black-coal producers. The compensation package to the coal industry
overall, 85 to 90 per cent according to some studies, is going to brown coal, and the leftovers are
going to the black coal industry. Can you comment on that, as an association representing the
black-coal industry? Is it a matter of the pie being too small, or is it a matter of the formula
spreading the compensation being inadequate? What sort of changes do you think ought to be
made?
Mr Morris—We think it is inadequate, and it is not equitable with the way in which the white
paper is treating all other industries in Australia. The black-coal industry is being given a
package, but it is outside of the emissions-intensive trade exposure arrangements—even though
black coal does meet the threshold of 1,000 measured in terms of CO2 per tonne—
CHAIR—If you were included in the emissions-intensive trade exposed industry framework,
would that fix all of your concerns?
Mr Morris—Yes, it would largely address our concerns.
CHAIR—What would be the cost impact of that? Have you got any sense of that?
Mr Morris—The current arrangements proposed—$750 million in the package for coal—is
roughly akin to the black-coal industry being given a 30 per cent allocation of permits. The white
paper proposal is that for industries such as coal, which are above that 1,000 metric, would get
60 per cent, so it would be roughly a doubling of that cost.
I would make one other point, and that is that the importance of coal being in that EITE
arrangement is that it is for the long term. It is restricted to five years under the $750 million
package; whereas if we are getting EITE assistance then that assistance is calibrated with what
our international competitors are doing.
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Senator HUTCHINS—In your opening statement, Mr Beasley, you talked about how we
have affordable power in this country. I have seen some articles referring to the idea that our
obsession with cheap coal needs to be terminated. How do our energy costs associated with coal
compare with, say, Europe or North America?
Mr Beasley—I have seen studies of average prices of Australian electricity compared to the
world scene. Generally, the cost of electricity to consumers, be they domestic consumers or
industrial consumers, is at the lower end of that range of costs. The studies that I have seen
recently show that Australia is generally in the bottom two or three of a large number of
countries around the world.
Mr Morris—That reflects our comparative advantage. We have very significant resources.
Because a power station, if it uses coal, likes to be sited very near a coal resource and very near
water, we do have a very significant advantage in terms of transport costs.
Senator HUTCHINS—Fair enough. We have had evidence given to us this morning from
some of the associations that they believe that, with the introduction of the scheme proposed in
the white paper, there may be an increase in excess of 25 per cent in domestic retail costs for
energy. Is that a view you would agree with?
Mr Beasley—The work that we have done has been primarily looking at the technologies
themselves. I guess we have left it to others to work through that supply chain to a final point of
total electricity price. We would look to the National Generators Forum, ESAA or organisations
like that to really look at the total price.
Senator HUTCHINS—As a result of the introduction of the scheme that is being proposed
now, what do you think the price of a tonne of coal may go up to? What do you think it may end
up at?
Mr Morris—Therein lies the rub. The price of coal will not really be impacted. The price of
coal is determined on international markets, so the fact is that we are not a profit-maximising
industry as a commodity industry. We are a cost-minimising industry, so there is an impost here
that we do not share with another competitor that would lead to a reduction in the bottom line
rather than us being able to put up a higher price on our product.
Mr Beasley—In terms of the technology development process, while the cost of the coal into
a power station might not vary significantly, the cost of the technology that allows you to capture
and store the CO2 will obviously see some capital cost and operating cost increases in the power
generation sector. At this point in time, the actual cost increases are not really known. The
technologies are still to be proven at a commercial scale, and that is exactly the process that we
are trying to facilitate through the COAL21 Fund and through the development and
demonstration program that we are putting in place.
Senator IAN MACDONALD—I thought this would be in your submission but I have not
been able to find it. If it is there, perhaps you could point it out to me. Could you just tell me the
number of people you employ in the coal industry in Australia, particularly in Queensland.
CHAIR—That was in the opening statement.
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Senator IAN MACDONALD—Oh, was it really? I was not here for the opening statement; I
am sorry. Could you tell me what it is just in Queensland, if I could beg your indulgence to just
repeat that.
Mr Beasley—I do not have the Queensland numbers with me. Certainly the Australian
numbers that we talked about earlier are 30,000 directly employed in the industry and a further
100,000 indirectly. That is the black coal industry.
Senator IAN MACDONALD—I come from North Queensland and Townsville, and I am
particularly interested in the Bowen Basin where there are five, six, seven or eight towns that
rely entirely upon the coal industry. Where would I be able to get the figures for just the Bowen
Basin? Is that available somewhere?
Mr Beasley—Probably Queensland Resources Council would have access to those numbers.
Just to help you with the overall numbers—we are talking here black coal industry—30,000
people in Australia. It is probably fair to say that about 60 per cent of those would be
Queensland based because about 60 per cent of Australia’s black coal production comes out of
Queensland. That is a starting number, anyway.
Senator IAN MACDONALD—In answer to the chairman, I heard you address this, but I
want to try to pin it down a bit. If this goes through as it is, your industry—or certainly the
companies involved—must have some contingency plans on what they can afford to operate and
what their staffing is going to be next year and in five years or 10 years. Is that not available? Or
hasn’t the work been done?
Mr Beasley—We certainly have not collected or collated that sort of data. That is very much
up to companies, on a company by company basis, to determine their own views on that.
Certainly we have not sought to and do not have that sort of collated data.
Senator IAN MACDONALD—Who is our chief competitor in the world market?
Mr Morris—In terms of thermal coal, it is Indonesia. In metallurgical, it is the United States
and Canada.
Senator IAN MACDONALD—Let me take Indonesia on the assumption that Indonesia is
going to do nothing about carbon emissions—perhaps it is an heroic assumption, but it is one
that I can make—and that this white paper scheme does come into effect and it affects you. What
cost is that? What is that going to do to your competitive advantage over Indonesia? I appreciate
that we still have good reserves, good infrastructure et cetera, but would we still be in the race?
Mr Morris—We will be impacted quite clearly. If I could answer the question by analogy,
Indonesia stole a march on Australia between 2002 and 2007-08 and won market share from us.
They were in fact the major volume beneficiary of the very strong demand for coal over that
period. The reason was we had export infrastructure bottlenecks. We could not supply enough
coal, as you would well know, from Queensland into the international market.
Senator IAN MACDONALD—When I fly down here every week, I see the ships sitting out
there.
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Mr Morris—Indeed. So, by analogy, that means that if we have an impost in Australia like
bottlenecks that Indonesia does not face—or other countries like Colombia and South Africa,
which are also very major thermal coal producers with significant resources, and potentially
there are many other countries because coal is abundant and it is mined in over 100 countries
around the world—then it is clear that there will be an impact. But it is cumulative, because
obviously when you invest in capital infrastructure and mines, you have to have regard to your
market and your resource and transport costs and all other costs.
Senator IAN MACDONALD—I am trying to do this from an inexpert point of view. Quite
clearly price is always going to be an issue for the Japanese or Chinese or whoever buys our
coal. If you are being effectively taxed a certain amount that Indonesia is not being taxed then
you cannot be price competitive. Is that right?
Mr Morris—That is exactly right, yes.
Senator IAN MACDONALD—Has anyone done the figures on the extent of taxing
uncompetitiveness? Perhaps you did this before I arrived?
Mr Morris—Yes, as I mentioned, there have been a number of general equilibrium studies to
look at various industries.
Senator IAN MACDONALD—Can you give me a figure though?
Mr Morris—Yes, and they certainly show that there would be a reduction in coal. For
example, the Treasury modelling to 2020 on various assumptions sees that there is a reduction in
coal production in Australia. Consequently, there will be employment implications.
Senator IAN MACDONALD—Correct me where I am wrong in this very simple layman’s
thought: if you are being taxed, but Indonesia is not, and you are selling into the same markets,
they are going to buy the Indonesian coal and not yours. It does not matter how good yours is—
and you are telling me Indonesia’s is not much worse than ours—is that right?
Mr Morris—Yes.
Senator IAN MACDONALD—So in simple language, why would the owners, the investors,
the shareholders continue to operate coal mines in the Bowen Basin or anywhere else in
Australia? I am particularly interested in the Bowen Basin.
Mr Morris—They will, because with capital investment—and we are talking about billions
and billions of dollars—you cannot turn investment on and off like a tap. But, clearly, if you
have a price impost in Australia for the production of coal that our international competitors do
not have, there will have to be a reassessment of that investment and the life of the mine and its
productivity performance. So there will be implications for different mines in different ways.
That is why it is difficult to get a handle on.
Senator IAN MACDONALD—Of course, but you are saying to me that we could still
manage to sell coal at a profit because of the huge capital investment that is there—

FUEL AND ENERGY

Monday, 2 February 2009

Senate

FUEL ENE 67

Mr Morris—We will have to. It is locked in. We saw that in the nineties. We had negative real
returns in some years. Because you have such huge investment—you have borrowings and so
on—that you have to keep mines running for a period, but it will lead to changes.
Senator IAN MACDONALD—But there is only a limit to which you can go running at a
minimum profit, if not a loss.
Mr Morris—Absolutely, yes.
Mr Beasley—I think the area of impact is probably twofold. The first is on those less
profitable or less commercial mines. They will be the first ones who will have to face the
decisions about whether to continue in operation or not. The second area of impact is on any new
developments.
Senator IAN MACDONALD—Yes, of course.
Mr Beasley—The competitiveness of a new project proposal for mining in Australia will
obviously be impacted.
Senator IAN MACDONALD—I guess I can ask this to our next witnesses as well, but are
you in regular discussions with the unions about the long-term impact that emissions trading will
have on the industry generally?
Mr Beasley—We certainly have ongoing discussions with union groups. Some of the unions
are represented in our COAL21 group—not in the fund itself but in the group who were at the
core of setting up the COAL21 Fund. So we have had union involvement in that and we do have
ongoing discussions with unions. I would not say they are extensive, but certainly those
discussions do happen.
Senator IAN MACDONALD—You are the experts in this field, but, knowing the
infrastructure and the towns and the people who are supported through the Bowen basin coal—
not only in the basin but in Mackay, Gladstone, Townsville and Mount Isa—I think that the
impact of this tax on the industry could devastate the whole of Northern Queensland. Point out
to me if I am wrong on that statement. I wonder whether your association is taking the workers
whose jobs will be at risk into enough confidence in dealing with the issues. It would seem to me
that they should be your best allies in this. I suspect they probably are. We will hear that from the
next witness.
Mr Beasley—Certainly, there has been ongoing contact and we encourage that. I will come
back to the technology question for a moment. The ability to develop improved technologies
which will allow us to burn coal and manage the CO2 emissions is obviously critical to the
longer term viability of the industry. The technology program that we have put together is all
about facilitating, trying to accelerate, the demonstration—
Senator IAN MACDONALD—The decision with that place up in the Bowen coalfields that
did not continue the money for the carbon capture would not have been great news to your
association, would it? Didn’t I read about that last week?
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Mr Beasley—I am not sure which one that was.
CHAIR—I have some questions on the carbon capture and storage technology. In a few highlevel sentences, can you tell us where the technology is currently at? CSIRO have told this
committee in evidence that they cannot give us a time frame as to when it might be
commercially available. Can you give us a bit of a perspective, from your point of view, as to
where it is at and how likely it is to come on stream within the time frame envisaged in the white
paper?
Mr Beasley—There are four key technology areas that we are looking at. Three of those are
technologies that allow you to capture the CO2 and the fourth is in the area of storing CO2 in
geological strata under the earth. The three capture technologies are quite different. We believe
that all three of them need to be pursued at a demonstration level so that we can understand their
costs and their longer term viability. Of those three capture technologies, the oxyfuel technology
is currently being demonstrated at a project in Queensland, the Callide Oxyfuel Project. It is 30
megawatts, so it is not a full-scale generating facility, but it is a reasonable scale. That will be
operating in 2012.
With the gasification technology—IGCC, as it is quite commonly talked about—there are
proposals for a demonstration program in Queensland that have a target date of about 2015. That
might be in the 2015 to 2017 period, depending on just how long it takes to get those projects
running.
In post-combustion capture, which is the third of those capture technologies, there are quite a
number of relatively small pilot plants being built and operating around Australia, one in New
South Wales at the Munmorah power station. There are several in Victoria on brown coal, but the
technology can be used with either brown or black coal.
CHAIR—And the fourth?
Mr Beasley—The fourth is the storage technologies. There is a large amount of work being
done through Geoscience Australia and the state geological surveys to assess and prove up
storage right across Australia effectively. That work is ongoing. It is quite lengthy work. Our
estimates are that it will probably be somewhere in the 2015-17 period before—
CHAIR—That is very ambitious, isn’t it? From everybody else who talks to us about storage
technology, the most enthusiastic and optimistic estimate I have heard so far is within 10 years at
the earliest. You are shaving a few years off.
Mr Beasley—Remember what I am talking about is—
CHAIR—Storage.
Mr Beasley—Storage and capture. What I am talking about is the ‘first of a kind’
demonstrations.
CHAIR—Rather than commercial scale.
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Mr Beasley—Commercial scale will obviously follow behind that. If you are looking at
potentially a 10-year period or thereabouts for the early commercial operations, we would
certainly agree with that being a likely time frame—
CHAIR—Is there anything that the government could do today that they are not doing to
bring that time frame forward?
Mr Beasley—Certainly the contribution of funds to those early demonstrations is vital.
Industry is, through the COAL21 Fund, putting money on the table for that. State governments
and the federal government are certainly active in those areas, and I guess we would encourage
all of them to continue that and to try to speed up the availability of that funding.
CHAIR—You say they are active. So they are interested but they are not putting enough
dollars behind it. Is that what you are saying?
Mr Beasley—A lot of those technologies are at a feasibility study stage at the moment, so
there is funding available for that. When they reach the point of needing funding commitment,
certainly the dollars in some of those projects can be quite large.
CHAIR—So there is nothing more the government can do today? From your point of view,
the government are doing everything they can do to facilitate the earliest possible
implementation time for carbon capture and storage technology. Is that right?
Mr Beasley—We would certainly like governments, state and federal, to commit funding to
the large-scale demonstrations. We realise that there is a process that needs to be gone through to
achieve that, but certainly we would like to see that commitment.
CHAIR—Thank you very much, Mr Beasley. Thank you for the contribution of the Australian
Coal Association to our committee.
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[2.19 pm]
CROFTS, Mr Brad, Environmental Economist, Australian Workers Union
HOWES, Mr Paul, National Secretary, Australian Workers Union
Evidence was taken via videoconference—
Mr Howes—The AWU has a number of key priorities in the fuel and energy sectors relative
to the terms of reference of this inquiry. Every job in energy (inaudible) is important to us and
the AWU will be doing everything in its power to retain these jobs for the future, to maintain the
living (inaudible) standards of our workers and the health (inaudible) for the future of our
children. In fact, most AWU members who work in regional Australia are also on the frontline of
(inaudible) employed in industries like (inaudible) bauxite and iron ore mining. We have been
consulting (inaudible) to ensure the impact of the introduction (inaudible) fair and in capital
cities (inaudible) understand the concerns of (inaudible) families in regional Australia.
We have probably the most (inaudible) production (inaudible) methods in Australia. If oil and
gas resources are going to be constructed (inaudible) or energy products are going to be
produced anywhere in the world in the future, we want to ensure that they are extracted, refined
and generated in Australia. That does not mean that we stand still. We have been working with
industry and government to ensure the environmentally friendly management is made possible
wherever. It is in our collective interests. Transitional assistance made available under the
(inaudible). We will continue to work very closely with the federal government on (inaudible).
We will continue to work closely with CPRS to ensure the timely implementation of the
(inaudible). (inaudible) concerned will apply particularly to the impacts on the emission
(inaudible), where the (inaudible) where the risk (inaudible). By increasing the scale and scope
of transition (inaudible) and applying realistic targets and making future (inaudible) international
progress, the government white paper has made (inaudible) in this direction.
Our goals in 2009 are to promote bipartisan (inaudible) principal on the government white
paper to ensure the best possible outcome for Australia from (inaudible) framework, prior to the
commencement in 2010. We do not subscribe to the view that having made gains for our
industry even worse in the white paper that we now give up in the wake of (inaudible) before we
have a chance (inaudible) playing field (inaudible). (inaudible) climate change will not
(inaudible). Policies need to (inaudible) responding to the crisis, including (inaudible) monetary
policy.
The AWU has argued that as part of the response to climate changes when adequate
infrastructure is provided to support (inaudible) energy supplies in the future, including through
carbon capture and storage and renewable energies such as geothermal and solar (inaudible).
Access to the energy (inaudible) work is the key (inaudible) service our industries. Incentives for
our oil refining and LNG sector are important (inaudible). Biofuels will also be an increasingly
important part of the mix (inaudible) production to ensure that incentives are in place to
maximise production. That will be good for our primary producers and our energy (inaudible).
The AWU is working with industry and regional communities to ensure that rather than laying
FUEL AND ENERGY

Monday, 2 February 2009

Senate

FUEL ENE 71

off workers, mines and processing facilities under extreme pressure be placed wherever possible
on a care and maintenance schedule to be ready to be brought back on stream as quickly as
possible (inaudible). Workers will be retained and gainfully employed in the interim elsewhere.
We do not subscribe to the view that (inaudible) services should be giving a free kick to other
producers by cutting back and shutting down production and propping up (inaudible) prices for
other foreign producers to enjoy. The AWU is keen to work with the government to explore all
options to retain workers in the sector during this difficult period (inaudible) to ensure adequate
investment and supportive policies such as infrastructure provision and access to facilities in
remote communities. The role of Infrastructure Australia is important in this regard and the
AWU has been an active supporter of this effort. Again, the emphasis is about laying the
groundwork to maximise returns from the recovery (inaudible) by easing the risk of overreaching to the immediate term issues.
Finally, the AWU believes that in view of rapidly moving (inaudible) vital work (inaudible) be
considered by government earlier (inaudible) October deadline for reporting back to
government. Tomorrow outside parliament we will see some street theatre by green groups
attacking the government’s current CPRS plans. Here in Queensland at our national conference,
we will be discussing climate change issues. After the discussions we have, I hope to release a
new AWU discussion paper called ‘Over the ETS horizon: impact of the global financial crisis
with the introduction of the emissions trading scheme: an AWU policy paper’.
CHAIR—Thank you very much, Mr Howes. I note your generally supportive comments on
an emissions trading scheme as a vehicle to address climate change. Is it fair to say that at this
stage you do not think the government has got the balance quite right with the Carbon Pollution
Reduction Scheme as proposed in the white paper?
Mr Howes—In December when the white paper came out, I thought the balance was right. To
be honest, the situation that I am confronting is vastly different now to what it was (inaudible). I
am very pessimistic about this year in my sectors. Whilst I do think the policy framework of the
CPRS is right during the good times, I think it is important that during the Senate’s deliberations
on the legislation that thought is given to how we best assist companies that are in severe
financial distress at the moment, regardless of the carbon price once the ETS is introduced
(inaudible) scheme.
CHAIR—Are you saying that in the context of the global financial crisis, it is even more
important to be cautious and considered in the way we move forward in the short and medium
term?
Mr Howes—In the face of the global financial crisis, it is important that we provide
(inaudible) which means that we have to have a policy framework put through the parliament as
soon as possible so companies are expected to know what their customer’s liabilities will be in a
short period of time. That being said, tomorrow our national conference will be debating policy
solutions to support particular industries that are being adversely (inaudible) by the global
financial crisis (inaudible) while also having a heavy loss under the CPRS.
CHAIR—You may well have touched on this in your opening statement when we were not
able to hear what you were saying. From your point of view, is the transitional assistance
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inadequate, as it is currently on the table, and how do you feel it ought to be improved across
relevant sectors of the economy?
Mr Howes—We have been pretty public and clear on this. We think the design of the white
paper strikes the right balance. It certainly addresses a lot of the concerns we had with the green
paper. We would be disappointed if it was not (inaudible) which we would have liked to have
seen. We would like to have seen a bit more support for the (inaudible) sector and we would also
liked to have seen (inaudible) sector. We understand that this was (inaudible) and a balancing act
between the demands of the environment and also (inaudible) industry. We had advocated very
loudly for the incorporation of phase 3 emissions and compensation for phase 3 emissions,
which was not granted.
The situation we are confronting now is a bit different. We are now confronting a crisis in the
steel sector and in the aluminium sector, and it is a crisis that in our thinking is unprecedented.
As long as we have been making steel here in Australia, since 1921, we have never had a
situation as bad. That is why I think we need to look at other mechanisms, once the CPRS is
enacted, to protect the sector.
CHAIR—Do you think that, given the impact of the global financial crisis on jobs and the
economy, the government should consider delaying the starting date of its proposed emissions
trading scheme?
Mr Howes—No. We need certainty and we need to know what the outcomes are going to be.
It is actually quite (inaudible) sitting down with companies (inaudible) financial future and we
do not know what the financial liability on a carbon price is going to be. What I do think is
needed, and this is (inaudible) in terms of mechanisms to do that, (inaudible) provide a strong
mechanism to allow companies who are severely affected by the global financial crisis to
possibly have a quarantine or an additional application just for the period of the financial crisis
being in existence.
CHAIR—So you are saying, even if it is going to cost additional jobs, as long as we have
certainty about the jobs it is going to cost then it is okay?
Mr Howes—No, I did not say that. I said—
CHAIR—We are in the context economically where a lot of your members are looking down
the barrel of losing their jobs and, if the emissions trading scheme is not pitched right—and
Treasury did not model the impact of the current economic circumstances on the proposed CPRS
design—it could well put on additional pressure, and that is consistent with the evidence that we
have had from other witnesses this morning. When does the government make a decision about
whether 2010 is an appropriate deadline or whether it would be more appropriate to delay the
implementation, given the state of the economy?
Mr Howes—I have said consistently for the last 12 months, as long as I have been the
secretary, that I do not believe that a single member of mine needs to lose their job because of
the advent of the CPRS. I do not accept that the work that my members do is bad for our society.
They may be working in polluting (inaudible) producing (inaudible) that our society requires and
needs. I agree with you, Senator—I do think there needs to be additional Treasury modelling. We
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were not overjoyed with the Treasury modelling, and we raised our concerns about it both
publicly and privately with the government. I think a framework needs to be put into place as
quickly as possible so we do know what the liability is going to be. In terms of (inaudible) go
forth to give(inaudible) specific (inaudible) are being adversely affected by the CPRS, the union
will have an official position tomorrow on that. I do not want to have a situation, when I am
being asked to force (inaudible) down my member’s throats, (inaudible) some of my members
have (inaudible), and on the other hand (inaudible) those companies (inaudible) we have the
mechanism. But I do think it is important that we provide certainty for business and we
understand where we are going forward.
CHAIR—You mentioned that there is a need for certainty and to proceed with a scheme as
quickly as possible. ‘As quickly as possible’ does not necessarily mean locking yourself in with
an arbitrary political deadline; it means proceeding when you know that the scheme is right and
economically responsible, including in terms of the impact on jobs. You mentioned your
criticism of Treasury modelling, and the Treasury modelling did not assess some of that. Don’t
you think it is important for Treasury to be asked by the government to assess this in a bit more
detail and a bit more thoroughly so that, when we do go down this path, we go down it with our
eyes wide open?
Mr Howes—Absolutely. We support the government asking Treasury to do more modelling
on the impact of the ETS on various sectors. The reality is that [inaudible] modelling was done
previously and we are living in a whole different world now.
CHAIR—But if the modelling comes back and says that it puts additional pressure on jobs
and more people will lose their jobs, contrary to your perception in December that that would
not be the case, wouldn’t it be the responsible thing to adjust both the starting time and the level
of emission target being pursued?
Mr Howes—I would not know what the Treasury modelling is going to say. There are a lot of
things going on this year—
CHAIR—Can I interrupt you for a second. You might not be aware of this and we might want
to reconvene at a later stage when we have got a better connection and you might be able to
appear in person perhaps. But the committee commissioned a peer review of the Treasury
modelling, which essentially went into some detail with an overall conclusion that the Treasury
assumptions are very optimistic and downplay the economic impact in Australia of the proposed
emissions trading scheme. I suggest you might want to review that. That is the basis on which I
say it is quite likely that if Treasury has got another look at this that they will come back with
different conclusions. Our connection here is very difficult. I have one question that I was keen
to explore with you which is sort of related to some statements you have made in the past, and
that relates to the question of nuclear as an energy source to address the government’s stated
objective of reducing global greenhouse gas emissions. Can you tell us what your current
position is on that?
Mr Howes—My position on nuclear power is the same position I have always had, which is
that I believe it is important when we are addressing the energy security of the nation that we put
all options on the table. We have one-third of the world’s uranium here. If we look around the
world at the expansion that is going on in China, South Africa, Sweden and France to make
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nuclear power part of their climate change solution, I think it should be at least investigated.
Whether it is a source of power that is a stopgap measure in between our carbon intensive power
sources now and new things like wind and solar et cetera I am not sure. To me it is something
that needs to be debated and thoroughly investigated. I have never changed my position on that
[inaudible].
CHAIR—I am going to leave it here. I do hope that we might have an opportunity to meet
down the track in a more, shall I say, understandable fashion.
Senator HUTCHINS—Mr Howes, you have expressed concern about the potential impact of
the introduction of the CPRS on jobs. We have had submissions from I suppose you would call
them green groups that suggest that in fact there will be green jobs created as a result of the
introduction of this scheme and that will overcome the job losses that may occur with the
introduction of the scheme. Does the union have a view on whether that may be an accurate sort
of observation or otherwise?
Mr Howes—I do not accept that my members have brown jobs, non-green jobs. Aluminium is
used by many people as part of new technologies, lighter cars and lighter vehicles. Polyethylene
is used in the construction of water tanks. I do not think that the products that my members
produce are bad. I actually find it offensive when, as they do on a regular basis, environmental
organisations categorise the dedication that my members have in building a better country as a
negative thing. In terms of so-called green jobs, you can see there is potential for the expansion
of new jobs in new industries, such as alternative fuel sources, carbon capture and storage and so
on, but I do not accept that a single one of my members needs to be put out of work for Australia
to live up to its obligations in addressing climate change. My members produce materials that
are in demand today, will be in demand in 10 years time and will be in demand in a hundred
years time. I would rather have those products and materials produced in Australia, and have
new technologies coming in, than have them made overseas. Frankly, the Greens and the mob of
people who will be out the front of parliament tomorrow do not understand the offence they
cause. Hundreds of thousands of decent, hardworking Australians believe that they have done
the right thing in opting for their careers (inaudible).
CHAIR—What you have just mentioned there goes to the crux of it, doesn’t it? If other
countries around the world do not have the same cost of carbon imposed on their industries
then—it might be a bit grey in terms of existing operations—I would put it to you that there is a
significant risk that new investment will go into those jurisdictions rather than finding its way
into Australia and the industries your members work in. Wouldn’t you agree?
Mr Howes—I would never (inaudible). In our submission to (inaudible) we advocated for a
floating cap because we believe (inaudible) to provide a framework for future investment
growth. (inaudible) it is not what we would have written—
Mr Crofts—It is better than the green paper.
Mr Howes—But we think it is a massive improvement on the green paper and we think it is a
balance. That is why I believe the government has put in that range of targets—a target on the
basis of an international agreement and a target (inaudible) and that is exactly what we should be
doing.
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CHAIR—This is a bit of a detailed question, but do you think the $53,000 per annum
threshold—where the government’s means test cuts off in terms of compensation for low-income
earners—is appropriate or do you think it should be higher?
Mr Howes—It is not something I have looked into in detail, to be honest. I actually do not
have an opinion.
Mr Crofts—To the extent that it is targeted at the lower income categories, it appears
appropriate.
CHAIR—Did you say that you think it is appropriate?
Mr Crofts—Yes, to the extent that it is a targeted measure.
CHAIR—And people who earn more than $53,000 do not require some of that assistance?
Mr Howes—We have always advocated for more assistance for industry, to be honest. It has
always been our—
CHAIR—Some of your members would fall into the category of people that would earn more
than $53,000 per annum and will not be able to—
Mr Howes—The majority of my members earn more than $53,000.
CHAIR—That is what I thought, but I did not want to be presumptuous. You mention that
your members produce products that will be needed in 10, 20 and 50 years, and that is quite
right, but people will have to pay significantly more for them, which I guess is why there is a
transitional arrangement. I was just interested in whether you thought the $53,000 threshold,
where the government’s means test cuts off, was an appropriate threshold. Thanks for that.
Senator IAN MACDONALD—I have a lot of questions that I would like to ask but I am
simply not able to hear you. I am only getting every third word so I am finding this a waste of
time for both of us. Thank you very much for your submission. Thanks for making the time
available; I know it is not convenient for you today. We are meeting in Sydney on 19 February
and in Brisbane on 20 February and, hopefully, we might be able to get you or some of your
representatives at one of those hearings so we can actually carry this on in a way that might be
productive to both of us. I have one question that I just want to clarify. I thought you said that
you were making a decision at your conference tomorrow which had a bearing on the things that
we are inquiring into. Did I hear you correctly?
Mr Howes—That is correct. Tomorrow we will be making a decision re-evaluating the white
paper and state of the crisis which is (inaudible) of our members.
Senator IAN MACDONALD—Okay. That perhaps reinforces my suggestion that we would
be better off speaking to you when we could actually hear you, perhaps on the 19th or 20th. The
secretariat of course will be in touch to see if some convenient arrangements can be made.
Mr Howes—Thank you, Senator.
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CHAIR—You might be aware that following the global financial crisis playing out that our
government, the Australian government, has expressed concern that some countries are using it
as an excuse to return to more protectionist economic and industry policies. Are you concerned
that through the emissions trading scheme the Australian government is any effect doing
precisely the opposite and in the context of protection more protectionist policies are emerging
in countries like the United States and that could well end up being a double whammy in terms
of Australian jobs?
Mr Howes—It is a concern, Senator. When I am going around the country at the moment
(inaudible) looking at aluminium refineries that have ramped down their capacity in New South
Wales (inaudible) and you hear about large-scale construction jobs in Queensland being built
with Indian steel and Brazilian aluminium I start to think that maybe we should be using
taxpayers’ dollars to support industry. In terms of the impact on the (inaudible—ETS?) and the
ETS impact on the policies of the United States and their jurisdiction, once again it is a
(inaudible) that I would like to go into more before I give you a definitive answer. As you can
appreciate, it has been quite a busy year for us. We have not had much time to—
CHAIR—We appreciate that. These are developments that continue, as we speak, and will
continue to emerge over the months ahead. Thank you very much for your contribution to the
committee. I do hope that we will have an opportunity to meet face to face. It is an important
subject. It is an important subject obviously for Australia but also for your members, so thank
you for your contribution today.
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[2.55 pm]
PASCOE, Mr Owen, Climate Change Campaigner, Australian Conservation Foundation
BROADBENT, Ms Gail
Conservation Foundation

Helen,

Sustainable

Transport

Campaigner, Australian

CHAIR—Welcome. I now invite you to make a brief opening statement and then the
committee will ask some questions.
Mr Pascoe—Thank you very much for your time today. We do appreciate the invitation to
come and address you on what will be a very important matter this year and which certainly has
been very important for a number of years. I would like to start with a brief overview and a
reminder of where the Australian Conservation Foundation is coming from, to say what we have
been campaigning on in terms of climate change, and then to give our views on the Carbon
Pollution Reduction Scheme, which I understand to be the main area of interest today.
The Australian Conservation Foundation was established in 1966. Sir Garfield Barwick was
the first president—a rather famous figure. We have been successfully campaigning to protect
iconic areas of Australia for over four decades now, including areas like the Franklin River and
the Kakadu area in the Northern Territory. We have been campaigning to prevent dangerous
climate change for over 10 years now—since the time before the Kyoto protocol—and we have
been, in the last couple of years, advocating for increasing the amount of renewable energy in
Australia and looking for other solutions such as energy efficiency and better public transport
but also the introduction of an effective emissions trading scheme.
We do a lot of work in public outreach, most recently through the Climate Project, which is Al
Gore’s climate change leadership program. We have trained 250 people as volunteer climate
change presenters who have been giving a version of Al Gore’s An Inconvenient Truth
presentation throughout Australia. We were happy to announce in October last year that we had
reached over 200,000 Australians through that program. So we have spoken to over one in 100
Australians about the impacts of climate change.
The Carbon Pollution Reduction Scheme, as outlined in the white paper, does not constitute an
environmentally effective emissions trading scheme. We do not support the introduction of the
scheme as it currently stands, due to the number of major flaws. The principal concern with the
Carbon Pollution Reduction Scheme and the government’s policy in regard to climate change is
the weak target set to reduce our emissions by the year 2020. As no doubt you are aware, the
government has set a medium-term target range to reduce emissions by five to 15 per cent by the
year 2020. The Treasury modelling and the work of Garnaut lined up those targets with a global
agreement to stabilise emissions in the range of 510 to 550 parts per million. As Professor
Garnaut has pointed out, a 550 parts per million outcome would be expected to lead to the
destruction of the Great Barrier Reef and other coral reefs as we recognise them today. We
would see temperatures increase by around three degrees globally. We would see MurrayDarling Basin production decline by over 20 per cent, and we would have a very high likelihood
of triggering an irreversible melting of the Greenland icesheet. By setting that weak target—the
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five to 15 per cent target range—we are supporting an international agreement that would
ultimately lead to those catastrophic impacts.
We hope that you would agree with us that it is in Australia’s national interest to see an
effective international agreement on climate change that protects the Australian economy as well
as Australia’s natural icons, such as the Great Barrier Reef and the Murray-Darling Basin. In
order to do that, the UN Intergovernmental Panel on Climate Change has advised that developed
countries as a group need to cut emissions by between 25 and 40 per cent by 2020. Australia
should be supporting that internationally. We would like to see our government protecting
Australia’s national interest by advocating a target within that range, and that would actually
only be an interim step—an international agreement leading to an agreement of around 450 parts
per million, which would still see significant impacts on the Great Barrier Reef. If we actually
wanted to protect the Great Barrier Reef, we would need to reduce emissions well below that.
Unfortunately, the way the Carbon Pollution Reduction Scheme has been proposed not only
sets that weak medium-term target but actually locks it in. It prevents us from seeing how the
international negotiations progress, from seeing what happens internationally, from seeing what
technological solutions come to the forefront and from being able to improve over time. It locks
that in by requiring the government to purchase international permits from the budget, from
taxpayer funds, if we decide at a later time to accept a target that is more in line with the science.
There are two major flaws that I will quickly highlight beyond the targets. The first one is the
lack of the ability of the Australian public to contribute to reducing emissions beyond the
national target that is set. For example, if a householder decided to install solar panels on their
roof after the Carbon Pollution Reduction Scheme came in, that would not deliver one kilogram
of greenhouse gas reduction beyond the national target that has been set. It would only serve to
reduce the cost of the Carbon Pollution Reduction Scheme. We think that is a serious flaw that
needs to be addressed and can be addressed by a better designed system.
The second major flaw which locks in the weak target and locks us into not contributing
effectively to an international agreement is the excessive compensation to large polluting
industries. Professor Garnaut has highlighted that currently we would see in 2010 about 25 per
cent of the permits under the scheme going to emissions intensive trade exposed industries. If we
were to move to the 15 per cent range, by 2020 we would see 65 per cent of permit value
transferred to those emissions intensive trade exposed industries. That would lead to a situation
which would be very difficult to achieve because of the burden that would place on the sectors
that do not have the adjustment assistance that the emissions intensive trade exposed sector
would get. So essentially it again locks us into lower targets and not doing our proportionate
share of the global agreement by the year 2020.
As you are probably aware, the handouts that are proposed under the Carbon Pollution
Reduction Scheme are large—over $3 billion a year. On top of that are handouts to coal fired
power stations. The Australian Conservation Foundation commissioned an analysis of exactly
which companies and which equity holders would benefit from those handouts. By far the
biggest winner would be Rio Tinto, receiving over $600 million a year by the year 2015 to
continue business as usual. Other significant winners would be Alcoa, Woodside Petroleum and
power stations such as Hazelwood, Gladstone and Bayswater. Those sorts of handouts prevent us
from making better investments in things like energy efficiency and public transport. The way
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that system is designed to actually increase over time the more ambitious we get with our target
means that we are again locking ourselves into failure and not contributing our proportionate
amount to an effective global agreement that would protect Australia’s economy and natural
icons. That is the summary of our views on the Carbon Pollution Reduction Scheme white paper.
CHAIR—Thank you. Do you have any additional comments, Ms Broadbent?
Ms Broadbent—Not specifically at the moment. I will wait for your questions.
CHAIR—No worries. The benefit of your evidence is that you are very clear. A lot of the
witnesses that we hear from might have a private view but are very cautious in the way they
express it. Your evidence at least has the benefit of being very clear cut. You do not support the
introduction of the scheme as it currently stands. You raised a range of impacts if it does not get
amended, such as that the Great Barrier Reef will continue to be at risk. Is 25 to 40 per cent the
sort of target range that you think Australia should commit to irrespective of what other
jurisdictions do? Should we do that unilaterally?
Mr Pascoe—Our position is that we should move unilaterally to cut emissions by at least a
third by 2020 and be willing to move higher than that as part of an effective international
agreement. Moving up to 40 per cent is part of it.
CHAIR—If we were to do that in the absence of a global agreement and in the absence of
other countries acting at the same speed, have you got access to any modelling or evidence—you
talked about the importance of the science—that would indicate to you how much global
greenhouse gas emissions would be reduced as a result?
Mr Pascoe—The way we articulate that is really to say that it is in Australia’s national
interests to achieve an effective international agreement. In order to bring about circumstances
where an effective international agreement might come in, we would like to see our government
advocating for targets that would be part of that effective agreement.
CHAIR—I understand that, but policymakers who are responsible to get the right balance in
terms of a scheme that is both environmentally effective and economically responsible have to
weigh these things up. The chances are that if we were to commit unilaterally to a 25 to 40 per
cent target, others would not act at the same speed. I guess my question remains: if that were the
circumstance, would that solve the challenges faced by the Great Barrier Reef?
Mr Pascoe—You certainly do need an effective international agreement to help protect the
Great Barrier Reef. That is certainly true.
CHAIR—So we certainly do need an international agreement. But let me ask an additional
question. Is it conceivable that we might actually be putting the Great Barrier Reef at more risk
if we were to move unilaterally, forcing jobs, industries and sectors of the economy offshore
where they would generate more pollution than they would in the Australian context?
Mr Pascoe—I think that does get into quite a hypothetical circumstance.
CHAIR—Is it?
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Mr Pascoe—Australia would not be acting unilaterally. The EU and the UK are moving on
greenhouse targets. The US is starting to move on greenhouse targets. We are seeing countries
around the world act. We are seeing China do a lot to invest in renewable energy. There is action
happening worldwide already.
CHAIR—I never suggested in any of my statements today, or ever, that there is no action in
other jurisdictions. But if we were to commit to a 25 to 40 per cent target range, it would be fair
to say that it would go well beyond what anybody else—all of the relevant jurisdictions—has
committed to in black and white.
Mr Pascoe—The EU does have a target of 20 to 30 per cent, and we have the UK with a
target of, I believe, 26 to 32 per cent.
CHAIR—Are we comparing apples with apples, or are we mixing up our targets?
Mr Pascoe—There are a variety of ways in which you can compare different targets, based on
different criteria. One is on a per capita basis, which the government has highlighted. We do not
see that as an equitable way, but you can compare not only on the scale of change that you need
in your country but also on your capacity to pay and, very importantly, on your contribution to
historical emissions. Australia has a very high contribution.
CHAIR—The thing is: from the coal industry, to the gas industry, to all sorts of people who
express concerns about the current scheme in terms of how it will impact on them, if other
jurisdictions compare to similar targets, they are not worried, because it keeps a level playing
field. You have said yourself that international agreement is important. Don’t you think that we
ought to make Australia’s commitment to such targets contingent on such international
agreement?
Mr Pascoe—No, I think that we should be willing to move unilaterally and start moving in
that direction. I think we will get an agreement at Copenhagen and we will start moving in the
direction of protecting the globe from climate change.
CHAIR—But if we did get that agreement—let’s go with the best case scenario that you are
hoping for—the problem would be solved, wouldn’t it? If some of the major jurisdictions were
to commit to a comparable 25 to 40 per cent target, that would take a lot of the pressure out of it.
But what if that is not the case? Do you think that Australia should still proceed?
Mr Pascoe—If we were in a situation in three or four years time and there was absolutely no
hope of an international agreement and we had actually abandoned hope of protecting the globe
from dangerous climate change, the hypothetical question then would be, should Australia
continue to reduce its emissions or should it focus on adaptation, protecting its coastal regions
and things like that? That would be an appropriate time to think about that. However, I think we
need to act on the basis that it is in Australia’s national interest to see an effective agreement and
then we should start moving in that direction.
CHAIR—Do you agree that the challenge we ought to address in a policy sense is reducing
global emissions as opposed to domestic emissions?
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Mr Pascoe—I think they go hand in hand.
CHAIR—You were nodding and Hansard cannot pick up nodding. Was that a yes, but?
Mr Pascoe—I do not think you can say we are contributing to an effective global agreement
without effective action to reduce national emissions.
CHAIR—This is a question that is a roundabout way going to the design issues. The energy
industry puts forward an argument that we are able to reduce emissions globally even though we
might have a relating increase in emissions domestically. For every tonne of emissions in
Australia to produce LNG which we export to China we can save 5½ to 9½ tonnes of emissions
in China, globally. For every tonne of emissions to produce LNG in Australia that is exported to
Japan we can save four tonnes of emissions in Japan. So the logic is that, even though there is an
increase in emissions domestically, it will result in a reduction in emissions globally. If we are all
focused on the goal that we want to reduce greenhouse gas emissions globally, it sounds like a
good thing. What is your view on that?
Mr Pascoe—I think there are accounting issues obviously there about whether you are in a
zero sum game. If you have a world where only Australia and Japan exist and you are exporting
the LNG, are the total emissions of Australia and Japan going down or going up? I think those
sorts of things would need to be considered. There are things that Australia can do in terms of its
exports through exporting technology and exporting cleaner technologies such as wind power
and solar power to the world which would reduce emissions. LNG could be an effective source.
China replacing a coal-fired plant with an LNG plant would be a potential reduction in
emissions, but I think probably what you would see is China developing the coal plant and the
LNG plant, so you would not actually have, in terms of what the atmosphere sees, a total
reduction in emissions. It is very important that every country does contribute to this problem
and that we do not simply say, ‘We’ll just let other countries do this,’ and not do anything in our
own country.
CHAIR—You can see what I am saying, though. I think everybody agrees—I am not sure
everybody agrees but by and large there is an overwhelming view that we ought to reduce
emissions. I would contend that we ought to reduce emissions globally. Can you see the
argument where reducing emissions globally is more important than what happens in Australia
domestically?
Mr Pascoe—I certainly understand where you are coming from and in terms of protecting the
environment global emission reductions is what is important. As I was alluding to before, I do
not see a way forward that global emissions can reduce without every country, particularly
wealthy countries such as Australia, reducing their emissions and by leading by example. It is
also an issue in terms of our future prosperity that if we are moving to a low carbon future do we
want to be the country that is 20 years behind in terms of technology because we have let
everybody else develop those clean, green industries while we have continued only to have
production in certain sectors. It is important for our country and our future export potential, our
future prosperity, that we develop renewable energy industries in Australia, that we develop
more of those industries of the future.

FUEL AND ENERGY

FUEL ENE 82

Senate

Monday, 2 February 2009

CHAIR—Are you aware of any modelling anywhere of the government’s white paper CPRS
as it currently stands on what impact it will have on reducing emissions globally? I have not
found any, so I am interested.
Mr Pascoe—I have not seen anything specifically of that nature.
CHAIR—It has been very difficult to pin the government down on this. Do you agree with
the general proposition that we have to get the balance right between a scheme that is
environmentally effective and economically responsible?
Mr Pascoe—That balance would probably mean different things to different people.
CHAIR—Yes, but do you agree with it?
Mr Pascoe—Yes. I certainly would, particularly if your definition of ‘economics’ includes the
social costs and the environmental costs of climate change.
CHAIR—Do you think that the current global financial crisis changes anything in terms of
what is or what is not economically responsible?
Mr Pascoe—My understanding of the Treasury modelling is that the economic impacts of
addressing climate change are relatively minor. I believe the figure is 0.1 per cent of GNP per
capita per year out to 2050. The global financial crisis will obviously have a bigger impact on
that. So you will be reducing off potentially an economy that is already growing slower or
reducing. However, all the evidence we have seen from Stern to Garnaut has showed very
clearly that the benefits of addressing climate change far outweigh the costs.
CHAIR—Where can you see that very clearly? I have been looking for where it says that very
clearly. I would be very interested if you could point us to where it says that very clearly.
Mr Pascoe—Sure. It is in Professor Garnaut’s report. The statement I am calling to mind is in
his Targets and trajectories paper. I do not have the quote in front of me; I apologise. I can take
that on notice and get back to you.
CHAIR—That would be great. In terms of the global financial crisis, you mentioned the
Treasury modelling. Treasury did not model any possible impact of the global financial crisis
because they took the view that they had concluded what was a lengthy exercise and did not
want to reopen it at the time. Do you think that the government should have another look at what
the impact would be economically in the context of the global financial crisis?
Mr Pascoe—My understanding of the Treasury briefings that I attended on the matter—and I
am certainly not here to defend the government—was that they considered the global financial
crisis to be a short-term issue and very difficult to model within the exercise that they were
undertaking.
CHAIR—I agree with you that that is what they are saying, but the problem that I have with
that statement is that that is what Treasury are saying; it is not what Mr Rudd and Mr Swan are
saying. I do not know whether it is because it is rhetoric to scare people or whether it is a
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genuine concern, but it is fair to say that the Prime Minister and the Treasurer are talking about
1930s-type Great Depression economic circumstances. So it is pretty difficult for some of us to
reconcile that rhetoric over there with ‘it won’t really have an impact’ over there. It is one of the
things that I struggle with personally.
Mr Pascoe—I understand that. From our perspective, what we saw as the major fault of the
Treasury modelling in the way that it was presented is that it did not actually balance the costs
on the economy of reducing emissions with the benefits of avoiding climate change. That is only
in Garnaut’s work.
CHAIR—I agree with you. I asked the question because of the statement—again, a political
statement—that ‘the benefits of early action far outweigh’ et cetera. The government cannot
point us to any work that the government has done as opposed to a review that was started by the
then opposition on whether that has actually been verified with sound government organised
economic modelling.
Senator HUTCHINS—The ACF has commissioned a report on what might be the impact of
the scheme on a number of Australian industries, have you not?
Mr Pascoe—That is correct. I can table an analysis by financial advisers Innovest on the
actual dollar figures on what they modelled would be the payments—
Senator HUTCHINS—Pain?
Mr Pascoe—through the adjustment measures proposed under the white paper.
Senator HUTCHINS—Would you be able to briefly outline to us what some of this pain
might be?
Mr Pascoe—Yes. I will pull up a couple of figures. The analysts did this as a bottom-up
model, taking some of the figures that were in the green paper and applying them to different
facilities around Australia and looking, under the criteria that had been outlined, at who would
be eligible for payments. Some of the findings were that, among the biggest white paper winners
would be Rio Tinto—receiving over $620 million a year in 2015; Alcoa; and Woodside
Petroleum—with over $109 million in 2015. On top of that, the payments to power stations
under the electricity sector adjustment scheme would see the Hazelwood power station in
Victoria receiving over $990 million over five years, $152 million for the Gladstone power
station in Queensland and $131 million for Bayswater in New South Wales.
Senator HUTCHINS—What I was getting at, Mr Pascoe, was this. The foundation—and I
am not sure if it is in this paper—has costed what the impact of the introduction of this scheme
might be on, say, the aluminium industry, on the agriculture industry and on cement industry. Is
that in that paper?
Mr Pascoe—No, that is not. This is about the adjustments.
Senator HUTCHINS—But there is a paper that has been done by the foundation, I am aware.
I cannot give you the reference at this stage. I understand it said that, say, the aluminium industry
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was looking at an extra cost of about $1 billion by 2010. Are you familiar with what I am
referring to?
Mr Pascoe—I am sorry.
Senator HUTCHINS—I am reading from a document that refers to an ACF report that has
outlined what the impacts of the introduction of the scheme might be. That paper is saying that
this is what these people are going to get as a result of compensation.
Mr Pascoe—That is correct.
Senator HUTCHINS—I understand that the foundation has another paper which outlines the
impact on export related industries, like the ones I have just nominated of aluminium, agriculture
and cement.
Mr Pascoe—I am sorry if I am overlooking something that has been worked on by one of my
colleagues, but I am not aware of the figure.
Senator HUTCHINS—I will try to get a copy of the paper and we may ask you to comment
on that.
Mr Pascoe—I am happy to take that on notice. I am not aware of any work that we have done
that has specifically looked at industry impacts. We may have quoted from a report from the
Treasury modelling or something else at some stage. I apologise.
Senator HUTCHINS—I will find a reference.
Senator IAN MACDONALD—Thank you for your submission and for coming along. As
always, the ACF is to the fore. I was surprised to hear that Sir Garfield Barwick was your first
president. It went a lot to the left after he left, obviously! I am from North Queensland, and there
are two issues related to climate change which greatly concern me. One is the Great Barrier
Reef, a great icon and a huge employer up our way. The other is the Bowen Basin coalfields, a
huge employer. If the government followed the ACF’s submission and increased our target to—
what are you saying? Is it 25?
Mr Pascoe—We are calling for the government to increase the target to between 30 and 40
per cent.
Senator IAN MACDONALD—How would the Great Barrier Reef be more likely to be
protected if that occurred?
Mr Pascoe—We would see a move like that as putting the Australian government in a
leadership position and giving ourselves the ability to argue internationally for an effective
international agreement based on stabilising emissions in the atmosphere at a level that would be
safe for the Great Barrier Reef. We would still require an international agreement. But we think
we have a moral responsibility, and also it would be in Australia’s national interest to move to
that position and argue for other countries to step into that effective agreement.
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Senator IAN MACDONALD—So you would concede that Australia doing that in advance
of anyone else would not make one iota of difference to the Great Barrier Reef?
Mr Pascoe—As I noted before, there are countries already moving. But, yes, without an
effective international agreement we will not get the outcomes that we are looking for.
Senator IAN MACDONALD—But if it went high in advance of the rest of the world it could
destroy that other area that concerns me—that is, the Bowen coalfields and all the mining towns
and the jobs of workers and working families that that supports. Do you agree with that?
Mr Pascoe—We certainly do not want to see anyone put out of work, no. But, yes, the coal
industry is a big part of the problem when it comes to climate change. Burning coal world wide
is one of the big issues and Australia does export a lot of coal and employ a lot of people in
coalmining. However, we need to recognise that, if we are going to have a safe and stable
climate, we are going to have to move to other fuel sources.
Senator IAN MACDONALD—The world has to. I think we all agree on that. The world
should do this but whatever Australia does—with, what, 1.4 per cent of world emissions—is not
going to make one iota of difference to climate change, is it?
Mr Pascoe—I would respectfully disagree, Senator. Australia is one of the highest per capita
emitters. We are one of the world’s biggest economies.
Senator IAN MACDONALD—So statistics and figures, but I mean as to the actual changing
of the climate of the world by Australia with its less than 1.4 per cent of emissions. Increasing
the target from 25 to 35 per cent is really not going to make one iota of difference to the
changing climate of the world, is it?
Mr Pascoe—I would argue that it would make a difference in terms of our ability to move
towards an effective international agreement.
Senator IAN MACDONALD—We can argue. Certainly we do not actually have to do it to
argue the case. I am not sure how technical you are but do you know why the Great Barrier Reef
is suffering at the moment?
Mr Pascoe—My understanding of the science and I would not claim to be a reef scientist,
although I do have a science degree, is that there is a number of impacts that climate change has
on the Great Barrier Reef. The most important ones are rising sea temperatures, which affect the
ecology of the coral, its ability to—
Senator IAN MACDONALD—Can I stop you there?
Mr Pascoe—Yes.
Senator IAN MACDONALD—I have got an answer on notice from questions that I asked at
estimates of the Bureau of Meteorology that explain to me that the sea temperature for the years,
I think, 2002 to 2006 were 23.5. My figure might not be accurate, but the thing is this: in the last
18 months it has actually been a half per cent lower than that so actually the sea temperature is
FUEL AND ENERGY

FUEL ENE 86

Senate

Monday, 2 February 2009

cooling, according to the Bureau of Meteorology. So does that mean that the barrier reef is
perhaps not quite in the danger that we thought it was?
Mr Pascoe—I have not seen the figures that you are referring to, but I understand it is
important to note not just average temperatures but local effects.
Senator IAN MACDONALD—I mention it because it is on the public record. It is a Senate
estimates committee answer whereby the bureau actually gave me that figure, which made me
start to think. I talk a lot to the tourism operators up there, people whose livelihoods depend on
the good reef, and they tell me it is about water quality and run-off, not sea temperature or sky
temperature. But I guess that is an argument for people more scientific than us.
Ms Broadbent—I would like to add a little bit about the reef. I think what you need to look at
is this. You have talked about temperatures in the last 10 to 15 years. That is only a very short
period of time. You have to look at long-term averages. It is all going up. You might get a
temporary lull because of currents or whatever on a local effect. But I think you would find in
the long term that it is all going up. The coral is affected because inside each little animal there is
algae. The two have to live together, and you get coral bleaching with an increase in
temperatures. So coral bleaching from an increase in temperatures is what is causing the
problem. As you say, it goes up and down and up and down. But the fluctuations are looked at in
the long term and it is all definitely going up.
Senator IAN MACDONALD—I remember when the world was covered in ice and certainly
we have had climate change since then.
Ms Broadbent—Come now! You’re not that old, Senator!
CHAIR—You would be surprised!
Senator IAN MACDONALD—It is an interesting thing—and I am conscious of the time, Mr
Chairman. I always admire such passion. Do you have a concern about Australia, if we were to
adopt your targets, being out in front of everyone else? We would substantially ruin our own
economy, which means all the money we put into research on the barrier reef and everything else
that we might do to try to help the environment in the broad would all be to no avail because we
would not be able to afford it because the country would be broke. So you don’t see it that way?
Mr Pascoe—I have not seen any evidence to say that starting on that pathway towards a lowpollution economy would actually ruin our economy. Actually moving towards new technologies
can actually bring on productivity benefits and lead to improvements in significant sectors of the
economy. I agree with you that the economy is important and of course we do not want to see
people out of work and we need to have a robust economy in terms of building a sustainable
future and have that economy based on a sustainable footing. However, if we do not get the
climate change problem right then the economic impacts of climate change in the future will far
outweigh, in my view, any costs that we would be suffering in the short term.
Senator IAN MACDONALD—I agree with that concern, but Australia accounts for less than
1.4 per cent of emissions. I know we lost 400 or 500 jobs in Gladstone just the other day from an
expansion of the cement works there. We are still going to get the cement in; it is still going to be
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made in Indonesia, where they have no controls at all. The atmosphere will be worse off, there
will be greater greenhouse gas emissions, so it seems that leading the way is a strange argument
to take. We are not helping the environment. We are not helping greenhouse gas emissions. But
you have a different view of it?
Mr Pascoe—Absolutely. We have a moral responsibility and a responsibility to future
generations to lead and do everything that we can to get an effective international agreement.
CHAIR—On that point, what price do you think the Australian people ought to pay
individually so that we can take the moral high ground even if we are not going to make a
tangible difference in reducing global greenhouse gas emissions? When does the cost to
individual Australians become too much to bear in order for us to be able to take the moral high
ground if we are not actually achieving any tangible outcome? That is really the crux of the
issue.
Mr Pascoe—I would not want to put a dollar figure on it. I think it is important not to see this
issue as—
CHAIR—Do you agree there is a tipping point? Do you think there comes a time when, from
a cost benefit point of view, it becomes immoral to force families to take on a cost that does not
actually achieve a tangible outcome just so that we can feel warm and fuzzy about what we are
doing?
Mr Pascoe—I would certainly not want them to be doing things just to feel warm and fuzzy; I
would want them to be doing things that were actually leading towards an effective international
agreement. It is very difficult to balance though. In An Inconvenient Truth, Al Gore shows a slide
which has a set of scales. On one side of the scales is the planet and on the other side are gold
bars. Trying to weigh up those two choices is not actually possible.
Senator BUSHBY—Are you arguing that there should be a balance, or are you arguing that,
in pursuit of addressing the great challenge that climate change appears to pose to the world, no
price is too high?
Mr Pascoe—That is a hypothetical question.
Senator BUSHBY—You said we had a moral obligation to future generations to address this
challenge.
Mr Pascoe—Yes.
Senator BUSHBY—If you take that to its logical extension then obviously you would try and
create the most favourable and economically responsible outcome that you can. But, in doing so,
no price is too high—if that is the best you can do then you accept it?
Mr Pascoe—No.
Senator BUSHBY—If you have to do it to deliver the outcome we are talking about?
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Mr Pascoe—Yes. If we look at the whole world of economic, social and environmental costs
then I do not think there is a situation where no price is too high. I think you do need to balance
the greatest good for society.
CHAIR—I am going to ask you a question and I suspect that I know what your answer will
be. If the goal is to reduce emissions and save the Great Barrier Reef and do it in an
economically reasonable fashion, what do you think the role of nuclear energy should be?
Mr Pascoe—The Australian Conservation Foundation does not support nuclear power and it
does not support uranium mining. We believe we are much better off investing the substantial
resources that go into nuclear energy internationally into renewable energies.
CHAIR—So you are saying that we ought to take nuclear energy off the table no matter what,
even though it might—
Senator IAN MACDONALD—Save the Barrier Reef.
CHAIR—save jobs in Australia at the same time as reducing emissions globally. As I
understand it, that is what we all want to achieve. Is it ideological or positional? Is there a
scientific basis to it?
Mr Pascoe—With due respect, I think it is false to say that we have a choice between nuclear
power, which saves the world, and the loss of the Great Barrier Reef. I do not agree that that is
the choice we are facing.
CHAIR—If we want to save the Great Barrier Reef by reducing greenhouse gas emissions
globally and there is a more economically responsible way of doing it, shouldn’t we at least
consider it as an option?
Mr Pascoe—With everything the Australian Conservation Foundation advocates, we put a
broader sustainability viewpoint on that. So, no, we are not willing to trade between those sorts
of choices. We believe that the impacts of the nuclear industry in Australia have been significant
and that Australia does not benefit from having a nuclear industry.
Senator BUSHBY—I believe you mentioned earlier in your answer to Senator Macdonald
that Australia has one of the highest per capita emissions. But isn’t it true that one of the reasons
we are proportionately disadvantaged against a lot of European countries, Japan and others,
when you are looking at per capita emissions, is the fact that they actually have nuclear power
industries? If you are going to take the attitude that you have taken to considering nuclear power
as an option to help address the climate change challenge—and you point out that Australia is
per capita one of the worst polluters in terms of CO2 equivalent gases in the world—surely when
you do that comparison between Australia and other nations you must take into account the fact
that they have nuclear energy, which you also say is a no-no. Do you do that when you say that
we are one of the worst per capita polluters?
Mr Pascoe—If you were comparing Australia and Denmark, which has a massive wind
industry, you would also have to compare that.
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Senator BUSHBY—But wind is on the table for us and it is on the table for them. Nuclear is
not on the table for us, according to you, but it is over there, and that gives them an advantage in
terms of meeting their Kyoto targets but it does not for us because you are saying we cannot look
at that as an option.
Mr Pascoe—I would agree that we do not believe we should be looking at the nuclear option.
In the choice for a wise investment of our dollars, we should be looking at renewable energy
technologies. Australia has one of the most coal dominated electricity sectors in the world.
Senator BUSHBY—It does, and that is one of the reasons that, per capita, we do not compare
that well with other nations. One of the reasons the other nations do compare well against us is
that they do have nuclear energy, which is a low emitter of CO2 equivalent gases.
Ms Broadbent—My understanding of the nuclear industry and why we have not gone on that
pathway until now is that, apart from not wanting to use nuclear fuel because of the damage it
could cause in the long term, when the economic costs of decommissioning are added to the time
and cost it takes to put in that industry it does not stack up economically. Apart from our other
objections—
CHAIR—That is a different question.
Ms Broadbent—You do have to include decommissioning costs.
CHAIR—Okay, so you are now going down the economic path. The question—
Ms Broadbent—No, it is just an addition to what Owen has said.
CHAIR—The question I asked was whether it should be considered as one of the options on
the table. Your perspective may be a bit different to Mr Pascoe’s statement, but he was
absolutely adamant that the Australian Conservation Foundation does not support nuclear
energy, no matter what.
Ms Broadbent—That is right.
CHAIR—Technology changes and economic dynamics change. If our objective is to reduce
greenhouse gas emissions as effectively and economically as possible, should we consider
nuclear as one of the options? I understand that you are saying no. I do not want to get into a
debate now on the economics of nuclear because that was not the purpose of my question.
A lot of people are putting a lot of faith in carbon capture and storage technology. Do you
think, from the Australian Conservation Foundation’s point of view, that is a viable technology?
Is it something that you would support if it were to become available on a commercial scale?
Mr Pascoe—Our view on carbon capture and storage is that it may, at some point in the
future, play a role in reducing emissions. However, we do not believe it can provide the solution
in the time frame that we need to be reducing emissions to the level that we need. We do not
support public funding, government funding, of carbon capture and storage programs.
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CHAIR—Why don’t you support public funding for it? If it were able to be a viable solution
sooner and reduce emissions sooner, why would you not support public funding?
Mr Pascoe—We do not believe it is a wise investment of government funds. We would rather
see those funds directed towards truly sustainable technologies like wind, solar and geothermal.
Senator BUSHBY—Coming back to industry that is emissions-intensive trade-exposed: in
response to a question from Senator Cormann regarding the relative competition between
Australian industry and industry elsewhere, you mentioned that was a bit hypothetical. But we
have had a lot of evidence before us as a committee, and I have seen a lot of evidence in other
areas, that there is a significant risk of carbon leakage if carbon costs are imposed on our
industries, whereby goods that are produced by Australian industry then become uncompetitive
and they get produced in China, India or other places where they might have other competitive
advantages already. As a consequence, gases that we were producing would be produced in other
countries, often in a less CO2 equivalent manner than we produce per widget. What is the
Conservation Foundation’s view on carbon leakage? It is not hypothetical; as I said, we have had
a lot of evidence that there is a real risk. What is your view on that?
Mr Pascoe—Just to clarify, I thought it was a bit hypothetical to consider a world in which
Australia was the only one acting. But, in terms of the idea of carbon leakage, I think there is a
lot more talk about it than there is evidence of it. The evidence I have seen out of the EU, where
carbon leakage was raised as a significant issue in their emissions trading debate, is that, after
the fact, there has not been any strong evidence of carbon leakage—and there is a reference I
could provide to some earlier studies. Basically, the local factors of production, the need to
transport and all the other decisions that go into siting a plant far outweigh whether a company is
going to up and move because of the introduction of a carbon policy in a country. My
understanding, in terms of the impact of carbon leakage, is that you really have to make an
assessment as to whether it is actually a viable option for that plant to move to another country.
And, from a purely environmental perspective, you also have to look at the other country and
actually work out whether that production would be more or less emissions intensive than a plant
in Australia. For example, even a new plant in China might have more renewable energy
powering it, with newer technologies, and so may be less emissions intensive per unit.
Senator BUSHBY—Well, I will give you an example. Representatives of the cement industry
appeared before us—and some of my figures may be wrong, as they are from memory. Although
there is the potential for a company in Australia deciding, ‘We’re not competitive here; we’re
going to uproot ourselves and set up in China,’ we are not necessarily talking about that. I think a
bigger risk is that a company operating in Australia in a competitive environment where it is a
price taker, such as in the cement industry, in competition with producers in China, South Africa,
India and other places finds that, with the additional cost imposed as a result of a CPRS of some
sort, it no longer can compete. Using the example of the cement industry, in terms of the
production of clinker, the first part of the cement production process, we already have clinker
being imported into Australia. As a result, there will be no future investment in new technology
for clinker in Australia because it is cheaper just to bring it in from overseas. The worst thing
about all of this is that the production of clinker in China is up to seven times less CO2
equivalent efficient than it is in Australia, where we are one of the world leaders in terms of
emissions per tonne of concrete produced.
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So that is the situation I am more worried about, where our guys basically go out of business.
They let the plant run out its useful life and do not reinvest in or update it as they go and, over
time, what they produce is substituted by stuff that is made elsewhere, somewhere they are not
subject to a CPRS, and that, probably, per widget produced, or per tonne of cement in this case,
puts out more emissions. Obviously, that is not good for solving the climate change challenge
that we face.
Mr Pascoe—Yes. That is true. Our response to that is that you do need to look at individual
cases on their merits. We are not saying that there is absolutely no chance that it would ever be
anything like carbon leakage, but, again, there is more talk about it then there is evidence—
Senator BUSHBY—With respect, I do not agree with a lot of what is in the government’s
white paper, but a soft start would allow industries like that to see what happens, to wait until the
other, major competitor nations have similar schemes. Competition would actually minimise the
emissions from that industry worldwide, because you are not shifting more of it to the less
efficient places, so that is good for the climate change challenge. Your proposal to bring it on so
hard and so fast would not allow that to happen and it would force many of these industries
offshore, allowing their competitors to succeed, and the net effect would not be for the good of
the world.
Mr Pascoe—I would imagine that the effect is not so much about the speed of how quickly
you act but whether that carbon leakage issue is actually an issue at all. In our submission to the
green paper, we said that we could see a reason to provide some assistance, up to perhaps 10 per
cent of the permit value, to some of those emissions-intensive sectors, particularly around the
protection of jobs and workers and communities, but that protection, in terms of the transparent
and good use of public funds, should be based on transparent and publicly available information.
This industry data could be absolutely correct, and I am not saying that it is not correct; however,
in order to provide the hundreds of millions of dollars that we are to an industry to help offset
that potential competitiveness effect, we really need to see the data and to see that the major
factor is actually the carbon price that has been introduced. Is that the main factor here? Is it the
difference in labour rates in different countries? Those sorts of issues I do not think have been—
Senator BUSHBY—There are a whole host of factors. The cement industry is an excellent
example. I am quite sure that the labour costs of people who work at a cement factory in China
are a lot lower but nonetheless, through a number of efficiencies that the cement industry has
been through over the last 15 years, it finds itself in a position where it is just competitive in
Australia. Most of the cement in Australia is made in Australia but not all of it; some of it is
imported. If you actually shift the balance that they have managed to get themselves to by
making a lot of tough decisions and improving not only their economic efficiency but also their
emissions efficiency—and they do not have a lot more room to move because they have already
done the hard work—then you are going to upset the balance and that is going to lead to plenty
of cement being made around the world, and that will come here from places where they have
not done the hard yards in terms of improving their emissions efficiency. Given that the whole
point of all of this is to reduce global emissions, it just does not make sense if, by making
decisions in Australia, you are actually increasing emissions in the overall scheme, even if it is
within one industry.

FUEL AND ENERGY

FUEL ENE 92

Senate

Monday, 2 February 2009

Mr Pascoe—No, certainly. The point of this is to reduce emissions globally and the point of
this is not to put people out of work. We hope that the good companies that have been out
there—and, let’s face it, companies have had over 15 years of notice that governments are
dedicated to taking action on climate change and it is only now we are actually getting to the
pointy end of that—the companies that have moved forward and have looked at new
technologies and have invested in green jobs—
Senator BUSHBY—They are the ones who are going to suffer the most because they have
got the least fat to actually be able to make adjustments now and they are going to be subject to
all the same carbon prices. If you look to the white paper, I would be very pleased if you could
point out to me where it actually rewards those industries that have taken the hard decisions over
the last 10 or 15 years and increased their emissions efficiency—how they get rewarded as
opposed to those industries that have been lazy and have not. If it is in there, I would love to see
it but, as I understand it, they will be subject to the carbon price just the same as industries that
have not, and they have far less fat and far less scope to be able to improve their emissions
efficiency and to move forward.
Mr Pascoe—I think there is some common ground here, because the companies which
actually have reduced their emissions have a lower carbon cost. But with regard to the handouts, for example, let us look at the pulp and paper industry. It looks as though people who are
using virgin wood products and producing virgin paper will get hand-outs, but those who are
recycling, those who are doing the right thing will not get those hand-outs. You are giving
money to the companies which have not moved to green technologies, which have not moved to
improve their technologies—
Senator BUSHBY—Which does not make any sense.
Mr Pascoe—Definitely. We need to support those industries which are creating jobs that will
be going into the future and the sorts of technologies and skills which we can export around the
world. We think there is a major potential in green industries, renewable energy and recycling.
Senator BUSHBY—But there is a big difference between rewarding industries which, for
some ideological reason, people see as green and, say, the cement industry, which is an excellent
example. It remains very emission intensive; it puts out many emissions. But compared to what
it did in Australia 15 years ago, it has improved by a huge amount—50 per cent fewer emissions,
but it still puts out a lot, because it started with a lot. That will not be viewed as a green industry
looking forward. The cement industry puts out far too many emissions for you guys to accept it
as a green industry, but it has done an awful lot in terms of improving its emissions output and
that is not, as I understand it—and I would be very happy to be shown otherwise—reflected in
the way that the proposed CPRS will apply to it.
Mr Pascoe—Sure. My understanding of the white paper—and I may be wrong—is that the
cement industry is likely to be compensated under the—
Senator BUSHBY—To some extent, but only the clinker side of it—not the cement
production side of it, which has fewer emissions. It presents them with all sorts of challenges,
which ultimately means we will just be importing finished cement product, once this thing takes
place.
FUEL AND ENERGY

Monday, 2 February 2009

Senate

FUEL ENE 93

Mr Pascoe—I would agree it is a major challenge, but it is definitely a question of looking at
the evidence that is actually available and assessing what difference the Carbon Pollution
Reduction Scheme will make to all the global fundamentals, what difference that assistance
package will make and will that assistance package result in the outcomes we are looking for?
Will it change the outcome at all? Is the assistance going to see a company invest more in
Australia, create a new plant, invest in jobs or will it see it take the money and give it to
shareholders?
CHAIR—I would like to thank the Australian Conservation Foundation for their assistance
and all the witnesses who have given evidence to the committee today.
Committee adjourned at 3.50 pm
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