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ABSTRACT

Overview

In May 2007, the Premier of New South Wales (NSW) announced the establishment of an Inquiry into electricity supply in that State. Fundamental to the Inquiry was the perceived need for additional baseload generating capacity, the identification of the available technologies, carbon constraints, and policy options that would encourage the private sector to undertake the required investments. Although NSW is part of the competitive National Electricity Market (NEM), State-owned generators dominate baseload supply. In addition, the State operates three electricity retailing businesses, has a monopoly on transmission and distribution, and provides price stability for NSW residential consumers through the Electricity Tariff Equalisation Fund. Overall, therefore, the State dominates the industry and, not surprisingly, potential private investors are sceptical that its market roles may be based upon criteria other than the purely commercial. The Inquiry’s report, which was publicly released in September 2007, recommended sale of all State assets in both electricity generation and retail. This paper provides a rationale for that recommendation and addresses some of the subsequent criticisms levelled at that, and other, Inquiry recommendations.
Methods

The Inquiry reviewed a considerable body of work on demand and supply projections for electricity in NSW, and concluded on the basis of these studies that additional baseload capacity would be required from 2013-14. In addition, submissions to the Inquiry were broadly in agreement on the need for and timing of such investment.
The most technologically advanced, commercially viable, options currently available for the next tranche of baseload generation in NSW are combined cycle gas turbine (CCGT) and Ultra-supercritical Coal (USC). A CCGT plant has lower capital costs than USC technology, a shorter construction period, and about half the level of CO2 emissions per unit of power generated. However, the relative fuel cost advantage of coal over gas has, in the past, given coal a distinct commercial advantage for system baseload.

The advent of carbon trading within Australia, however, would offset the cheaper fuel costs of coal technologies to (at present) an unknown extent. This uncertainty tends to make gas technologies the preferred choice for risk-averse investors, given their lower carbon footprint. Reducing coal technology’s CO2 emissions using carbon capture and storage could reverse this situation, but the enabling technology is still under development and is unlikely to be available outside of pilot plants until after 2020.

Recommendations
1. Divest the State of its retail arms.
2. Divest the State of its generation businesses.
3. In the event that the Government does not wish to sell generation, then it should implement an appropriately structured long-term leasing of current generation assets. The State would retain ownership of the assets, with operational and commercial control by the private sector.  

4. Actively monitor the progress of reforms to NSW planning, development approval and environmental licensing process to ensure that proposals for new generation capacity, and associated fuel supplies, are considered expeditiously, and in a cost-effective and predictable manner, without compromising the quality of environmental assessment.

5. Support the planned review of the effectiveness of retail competition by the Australian Energy Market Commission in 2010, and consider the removal of regulated retail price caps at that time, should the review find effective competition in the NSW retail market.

6. Encourage the Australian Government to bring forward the timetable for establishing a national emissions trading scheme. At a minimum it should resolve and announce:

· the national greenhouse gas reduction target and short term caps and associated penalties

· the basis for allocating emissions permits.

7. Develop and implement clear and timely transitional rules for existing State-based greenhouse gas and emission schemes to the national emissions trading scheme (in the event of its introduction).

8. Encourage and support energy efficiency initiatives where possible.

