[image: image1.jpg]Center for,

RESOURCE SOLUTIONS I




Overview of the Mandatory Renewable Energy Target in Australia

February 2002

_________________________________________________________________________________________

General principles

The Government’s renewable energy target places a legal liability on wholesale purchasers of electricity to proportionately contribute towards the generation of an additional 9,500GWh of renewable energy by 2010.

The measure will apply nationally, with all electricity retailers and wholesale electricity buyers on eligible grids in all States and Territories contributing proportionately to the achievement of the measure.  

The measure will be implemented through the Renewable Energy (Electricity) Act 2000 and the Renewable Energy (Electricity) (Charge) Act 2000, supported by the Renewable Energy (Electricity) Regulations. 

Coverage

The measure applies to grid-based power applications.  For administrative efficiency, a specified size cutoff has been nominated for coverage.  Electricity sales on all grids of over 100 MW installed capacity will be “liable.”  Grids are defined as any network of transmission and/or distribution lines that connect a generator to an end-user.  Any new grids of over 100 MW capacity, or grids growing beyond the threshold level, would be covered once this threshold is reached.  The Renewable Energy (Electricity) Regulations provide more details about how to calculate the installed capacity of a grid.

Liability

The measure applies to all wholesale electricity purchasers on “liable” grids (as defined above).  A wholesale purchase of electricity is a purchase directly from the electricity pool or from a generator.  Where the generator sells directly to an end user, and the end user is not required to be specially registered for this to occur (under the National Electricity Code), the generator will be deemed to be a notional wholesaler and be the party responsible for holding renewable energy certificates against that sale.

Self-generators, including off-shore operations on the North West Shelf, will be excluded as liable parties under the measure, except to the extent that they make wholesale purchases.  The Renewable Energy (Electricity) Act 2000 defines ‘self-generators’.  Self-generation occurs where a direct link can be demonstrated between the generation and use of electricity by the same party.  Specifically, where a party generates electricity and consumes that electricity within 1 km of the point of generation, or delivers that electricity from the point of generation to the point of use on a transmission/distribution line which operates solely for the purpose of transferring electricity between those two points.  

Allocation of Liability

Parties will be proportionately liable for meeting their share of the measure.  For example, if a liable party purchases 10% of the liable electricity in the country, they will need to meet 10% of the interim target level for that year.  The renewable power percentage, specified in regulations each year, is the process for determining the actual number of renewable energy certificates which must be surrendered each year to discharge a liability.  

Meeting the liability

Liable parties will be required to make their own arrangements to meet their obligation under the target.  Liable parties would need to annually surrender renewable energy certificates to the Regulator equal to their requirement, with renewable energy certificates expiring as a result of this process.  Liable parties could either develop their own contracts with renewable energy generators to acquire renewable energy certificates or trade in renewable energy certificates at a price negotiated by individual parties.

Liable parties can only surrender renewable energy certificates for which they are the registered owner against a liability.  A central registry of renewable energy certificates is being established to support this requirement.  All parties trading renewable energy certificates must ensure that the renewable energy certificate registry is also updated to reflect a change in ownership or these certificates will not be valid for use against a liability. 

Meeting the target - phasing

The measure will be phased in by specifying a number of interim targets, over the period 2001-2010.  Interim targets have been set to ensure that there will be consistent progress towards achieving the 9,500GWh target by 2010 and that all of the investment does not occur in the final years of the scheme.  

Interim targets will be enforceable.

	Year
	Required additional GWh

	2001
	300

	2002
	1100

	2003
	1800

	2004
	2600

	2005
	3400

	2006
	4500

	2007
	5600

	2008
	6800

	2009
	8100

	2010-2020
	9500


The 2001 target will apply for the period 1 April to 31 December.  These dates only apply to the year 2001.  For all other years, the target will apply for the 1 January to 31 December period. 

Liabilities will not be incurred for electricity purchased on or after 1 January 2021.

Renewable energy certificates

Renewable energy certificates will be created on the basis of accredited renewable energy generation arising from the operation of eligible renewable energy generation assets (using eligible fuels – see below) that deliver renewable electricity to a grid, end point user or directly to a retailer or wholesale buyer. Some installations of solar water heaters may also be eligible for renewable energy certificates.  Renewable energy certificates may be traded in financial markets that are separate from the physical National Electricity Market (NEM), so that there is no interference with the operations of the NEM and non-NEM markets.

Eligible generation assets will earn certificates on the basis of their renewable generation from 1 April 2001 (not retrospectively).  Each renewable certificate is equal to (or in the case of solar water heaters, equivalent to) 1 MWh of renewable generation available at an agreed measurement point.  Owners of renewable energy generation assets will hold the renewable energy certificates in the first instance, until traded among liable or third parties.

Liable parties will be required to surrender renewable energy certificates equivalent to their total liability in that year.  Renewable certificates remain valid until surrendered (ie. certificates can be banked for use in future periods, although borrowing certificates will not be permitted).

Eligible renewable energy sources

The following technologies/sources will be eligible under the measure (where used for electricity generation, or in the case of solar hot water, where displacing electricity):

· hydro;

· wind;

· solar;

· bagasse co-generation;

· black liquor;

· wood waste;

· energy crops;

· crop waste;

· food and agricultural wet waste;

· landfill gas;

· municipal solid waste combustion;

· sewage gas;

· geothermal-aquifer;

· tidal;

· photovoltaic and photovoltaic Renewable Stand Alone Power Supply systems;

· wind and wind hybrid Renewable Stand Alone Power Supply systems;

· micro hydro Renewable Stand Alone Power Supply systems;

· solar hot water;

· co-firing;

· wave;

· ocean;

· fuel cells;

· hot dry rocks.

Notes and Qualifications:  As appropriate, developments or projects will be subject to local environmental requirements/regulation.  Where electricity is produced from a combination of renewable and fossil fuel energy, the fossil fuel contribution will be netted out.  Solar water heaters can be included where the installation leads to a positive greenhouse gas benefit and where the fossil fuel contribution is netted out.  Fossil fuel electricity consumption in pump storage hydro will be netted out.  Renewable installations off-grid will also be eligible to contribute towards meeting the target (ie eligibility is not determined by grid).

Fossil fuels and fossil fuel derived waste products will not be eligible under this measure, including:

· coal seam methane, waste coal mine gas and other coal or natural gas based products;

· waste heat from cogeneration;

· electricity production from cogeneration based on fossil fuels;

· non-biomass component of co-firing or wastes.

Eligible Renewable Energy Generators

Those eligible renewable energy generation assets commencing commercial operation on or after 1 January 1997 will be able to earn certificates for all electricity provided to the appropriate measurement point, following accreditation by the legislation.  Other (pre-existing) renewable generation assets (defined as in commercial operation prior to 1 January 1997) will only be eligible to earn certificates from existing generation assets where they can demonstrate an increase in output from those assets above a relevant historical baseline.

Measurement of the existing level of renewable generation at 1 January 1997 is required, so that quantification of any increases above this level that might be eligible as ‘new’ generation can be established.  The level of existing renewable generation will be determined through an averaging process.  Averaging over a three year period applies unless a case can be made for an alternative or more statistically representative period to be applied or the Renewable Energy Regulator considers that a more statistically representative period should apply.

Incentives for compliance

The penalty for non-compliance is set at $40/MWh.  Penalties will be redeemable if the shortfall is made up within the next three years. 

A leeway of up to 10% will be allowed in the meeting of targets.  Where a shortfall is outside the 10% leeway, the whole shortfall will incur the penalty.  However, the total amount of an individual target missed in one year (including the 10% leeway) will need to be made up over the next three years for the penalty to be redeemed.  Shortfalls occurring within the final three years of the scheme (2018-2020) will need to be made up prior to the measure ceasing for the penalty to be redeemed.

Extension of the measure to 2020

To ensure that the measure is implemented in a cost-effective manner, and to provide investment certainty up to 2010, all retailers and large buyers will be required to maintain the 9,500 GWh of new renewables between 2010 and 2020.

The target would be allocated to liable parties each year in the same manner as to 2010 and incentives for compliance would also remain in place until 2020.  This would not require growth in renewable generation in the period from 2010 to 2020 (although generation lost from plant closures may need to be replaced requiring additional capital expenditure), but would maintain the value of certificates to 2020 and ensure that contracts negotiated near to 2010 were not prohibitively expensive. 

Measurement of progress

A range of measurement points have been specified in order to reliably determine:

· the annual liability for retailers and wholesale buyers;

· renewable certificates assigned to renewable generators and displaced electricity; and

· progress towards meeting the target.

A range of measurement points are required in order to adequately cater for the differences in applications of the different renewable technologies (ie. large generators dispatching to a pool, remote applications powering a mini-grid, solar water heaters displacing electricity).  For small renewable energy generators and solar water heaters, certificates may be deemed, based on location, the type and capacity of the system, system load and availability.  

Role of Regulator

A Regulator will be established to ensure that the requirements of the measure are met, including enforcing the legislation through imposing penalties and conducting audits.  Other roles of the Regulator include:

· accrediting renewable energy generators and determining baselines for existing generators;

· ensuring that renewable energy certificates are validly issued;

· maintaining a list of liable grids;

· tracking the creation and trade of renewable energy certificates; 

· assisting liable parties in determining liabilities; 

· retiring RECs for compliance purposes; and

· other administrative procedures as required for the effective operation of the measure.

The Office of the Renewable Energy Regulator has been established by the Government to support these roles.  A number of these functions will be carried out by contractors to the Office of the Renewable Energy Regulator.

Review processes

A review to assess the efficiency and effectiveness of the implementation option will occur two years after the introduction of the measure and be conducted by an organisation independent of the Regulator.  This review will include consideration of:

· the extent to which the Act has:

· contributed to reducing greenhouse gas emissions; and

· encouraged additional generation of electricity from renewable energy sources; 
· the extent to which the policy objectives of this Act have been achieved and the need for any alternative approach; 

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

· the level of penalties provided under this Act; 

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

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

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

· the level of the overall target and interim targets.  

The report of the review will be tabled in Parliament.  
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