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Project 324 Completion Report
9/9/09
Project Title

The role of the National Electricity Market (NEM) in responding to climate change policies in the context of the Australian Energy Market Commission’s (AEMC’s) Review of Energy Market Frameworks in Light of Climate Change Policies.

Project Purpose

The purpose of the project was: 
· to highlight NEM impediments to climate change policies and propose approaches to reducing these, with the aim of increasing the NEM’s ability to positively interact with climate change policies;
· to widen the scope of and provide a different perspective on the current narrow, uni-directional approach that the AEMC’s review is taking; and
· to facilitate a more balanced perspective on interactions between the NEM and climate change policies.
The project was successful in meeting this purpose, as evidenced by:

· successful completion of forum (14 participants)
· successful completion of comprehensive report

· wide dissemination of report to:
· All Energy Ministers

· All Environment Ministers

· All Premiers, Chief Ministers, Prime Minister

· All key regulators

· Media

· Social and environmental groups

· Industry stakeholders

· Participants

· use of the report as TEC’s key submission to the Draft Report of the AEMC’s Review of the NEM in light of Climate Change Policies

· production and wide dissemination of supplementary briefing paper

· production and wide dissemination of two media releases

· TEC Media Release (27 July 2009)
· TEC Media Release (28 July 2009)

· media stories and articles disseminating the key messages of the report, including:

· Sydney Morning Herald, ‘Ministers accused of blocking energy greening
· Courier Mail, ‘Energy Ministers ‘failing to promote clean energy’
· On the Wire (see Appendix A)
· Waste Management and Environment (see Appendix B)
· Climate and Environment Daily ‘Fix National Power Market, MMA report says’ (Appendix C)
· meetings with a range of decision makers, including:
· ACT Minister for Energy and Environment, Climate Change and Water

· Chief Executive of the ACT's new Department of Environment, Climate Change, Energy and Water

· Director-General SA Department of Transport, Energy and Infrastructure 

· and other officials

· Energy Advisor to Martin Ferguson, Federal Minister for Energy

· Advisor to Christine Milne, Federal Greens Senator

· (further meetings are ongoing)

Project Objectives

The objectives of the project were to:
· produce original research that identifies the specific points at which the NEM may be dampening or obstructing the efficient implementation of climate change policies;

· build networking, capacity and consensus amongst consumer groups, environment groups and the clean energy industry on how the NEM can respond positively to, rather than resist, current climate change policies.
The project was successful in meeting these objectives, as evidenced by:
· an effective and wide-reaching report that identified a range of points at which the NEM is obstructing climate change policies;

· the successful completion of the forum;

· ongoing dialogue between consumer groups, environment groups and the clean energy industry on the issue
Effectiveness of the Project
The project has been very successful, as evidenced by:

· the first major discussion in mainstream media about the NEM and climate change 
· significant responses from the offices of Energy Ministers

· significant responses from SCO officials

	Summary of Outputs and Outcomes
	

	Area of Advocacy
	Describe the output(s) of the project
	Outputs Completed?
	Describe the desired outcome(s) for each output
	Outcomes completed?

	Review by the AEMC of Energy Market Frameworks in the Context of Climate Change Policies


	Report on responses from participants on NEM barriers to climate change policies.

Interim report will outline key areas relevant to the NEM and its interaction with climate change policies.

Forum on the NEM and its interaction with climate change policies.

Original research resulting in a report directly relevant to the AEMC review.

Advocacy, including submissions, letters, media releases and meetings with Energy Ministers, Environment Ministers and the Minister for Climate Change and Water.
	Yes

Yes

Yes

· 14 participants 

Yes

Yes, including:

· Letters to all Energy Ministers, Environment Ministers, Premiers, Chief Ministers and Prime Minister

· Meetings with ACT Energy and Environment Minister, SA SCO, Martin Ferguson’s office

· Media releases resulting in several articles (attached)
	Increased networking, increased capacity to advocate and consensus building amongst the DM industry, small consumer and environment groups on this issue.
Increased capacity to argue for the scope of the AEMC review to be widened.

Increased capacity to advocate for better interaction between the NEM and climate change policies in the long term interests of consumers.

In the long term, more effective interaction between the NEM and climate change policies.
	Yes

Yes

Yes

Yes



	Review by the AEMC of Demand-side Participation (DSP) in the NEM.
	Interim report will outline relationship between the DSP Review and the Climate Change Review and suggest ways to improve their interaction.

Forum on the NEM and its interaction with climate change policies will further explore the relationship between the two reviews.

Report will discuss relationship between the two reviews and propose improvements for their interaction.

Advocacy relevant to both AEMC Reviews, including submissions, letters, media releases and meetings with the AEMC.
	Yes 

Yes

Yes – relationship is discussed, however, proposals for improvements for their interaction is not discussed in depth.
Yes – meetings with key stakeholders help to dispel the assumption that ‘the DSP Review is dealing with DM’


	Increased networking, increased capacity to advocate and consensus building amongst the DM industry, small consumer and environment groups on this issue.
Increased capacity to argue for better integration of the two reviews.

Advocate for better outcomes for the two reviews.
	Yes

Yes – but quite difficult to achieve as both Reviews are now in their final stages

Yes



	Network planning, the Regulatory Investment Test, network regulation and the NEM’s treatment of carbon costs under the CPRS. 
	Report on responses from participants exploring the details of how the NEM may be dampening climate change policies.

Forum will further explain these issues and draw on participant expertise to discover further issues.

Original research will result in a proposed approach for the NEM to recognise carbon costs.

Advocacy directed towards the AEMC and the AER on the specifics of carbon costs, utilities and regulation, including submissions, letters, media releases and meetings with the AEMC.
	Yes

Yes

Yes

Yes


	Increased capacity to advocate and consensus building amongst the DM industry, small consumer and environment groups.
Increased capacity to argue on the details of improved regulation in the context of carbon costs.

In the long term, changes to network planning, the RIT, network regulation and the treatment of carbon costs under the CPRS.
	Yes

Yes

Yes – though this will be very long term

	NEL Objective
	Report on responses from participants exploring whether there are high-level contradictions between the goals of climate change policies and NEM policies.

Forum will help with networking, increase capacity to advocate and consensus build amongst the DM industry, small consumer and environment groups on this issue.
Increased capacity to argue for the inclusion of environment and social factors.

Advocacy, including submissions, letters, media releases and meetings with Energy Ministers, Environment Ministers and the Minister for Climate Change and Water.
	Yes

Yes

Yes

Yes


	Network, capacity and consensus building amongst small consumer groups, environment groups and DM providers on this issue.

Increased capacity to argue for the inclusion of environment and social objectives in the NEL.


	Yes

Yes


Summary of Expenses
	Main cost

components
	Application Proposed Amount

(incl-GST)
	Actual Amount (incl-GST)

	Consultant/s
Preliminary research and scope

Interviews

Interim Report

Forum 

Final Report

Sub-total
	7,500

15,000

15,000

1,500

15,000

59,400
	59,304

	TEC
Contact and organise interviews

Attend and record interviews 

Prepare report on interviews

Forum - organise, execute, follow-up

Additional research, editing, co-writing, re-drafting report

Sub-total
	432

2160

1080

1080

-
4039.20
	432

-

-

1080

2160

3672

	Forum 
· Facilitator

· Venue

· Catering

· Projection etc
Sub-total
	3300
	n/c

n/c

278.81

n/c

278.81

	Travel

NGO travel support for forum

· ACTCOSS

· Wesley Uniting Care

Travel for post-report briefings

· Canberra, Adelaide, Melbourne

Sub-total
	4400
	262.20

627.60
938.69

1828.49

	Printing and report distribution 

· Printing (external)

· Photocopying (internal)

· Postage
Sub-total
	2750
	407

200
62.10

632.10

	
	73,889.20
	65,715.40


NB: Project under budget by $8,173.80

Appendix A – On the Wire
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August 2009, edition 21

Putting the Brakes on Climate Action – the Ministerial Council on Energy

Jane Castle Total Environment Centre
Australia’s energy market is at the core of our climate change problem.  By 2020, emissions from electricity and gas are projected to spiral by up to 64% while the national greenhouse reduction target is supposed to descend by -5% to -25%.

Unless the National Electricity Market (NEM) is fixed, climate change policies will be dampened. The new report, Role of the NEM in responding to climate change policies, by McLennan Magasanik Associates (MMA), commissioned by Total Environment Centre concludes that: 

· efficient and clean development is being frustrated by the energy market; 

· even with emissions trading, other market failures present barriers to the entry of renewable and low emission generators;

· there are stark conflicts between the objectives of the NEM and climate change policies;

· the lack of an environmental objective for the NEM has constrained opportunities for demand reduction and energy efficiency;

· energy ministers have not fully exploited their role to provide national leadership so that environmental impacts are integrated into energy sector decision making. 

Total Environment Centre commissioned the report as a part of its response to the Australian Energy Commission’s Review of Energy Markets in the light of Climate Change Policies. The Review provided the potential for a robust debate on the role of the NEM in responding to the challenge to reduce greenhouse emissions.  But, primarily due to the limited terms of reference provided by the MCE, the AEMC has only looked at the effects of the Carbon Pollution Reduction Scheme (CPRS) and the Renewable Energy Target (RET) on the NEM, rather than how the NEM can help facilitate climate change policies.
  

MMA has investigated impediments that the NEM has created to climate change policies and identified points where the NEM may be dampening or obstructing their efficient implementation.
The report has found that:

Emissions trading and the NEM

· Even with the implementation of emissions trading, other market failures are likely to persist in the NEM and continue to present barriers to the entry of renewable and low emission generators. (p. 46)

· While emissions trading will be the major policy instrument in response to climate change, rectifying other market failures that impede the entry of renewable and low emissions generation into the NEM would enable this target to be met at a lower cost. (p. 45)

Renewable energy and embedded generation

· NEM rules do not allow small scale distributed generation and demand side response to directly participate in the wholesale market. (p. 45)

· The market barriers that impede distributed generation, in particular, solar PV, have led to inefficient investment decisions, such as over-investment in networks and underinvestment in distributed energy solutions. (p. 42)

· The NEM is designed to be ‘technology neutral’, assuming that all generation technologies operate on a level playing field. Low emission technologies are disadvantaged, however, as new entrants have to face technical requirements that existing generators did not have to meet, which increases the cost structure of new entrants, which is exacerbated by their higher capital costs.  (p 32)

· The benefits of embedded generation are not fully recognised in terms of network benefits and loss reduction. (p. 47)

Saving energy – demand response, energy efficiency

· The current approach to networks encourages increasing energy sales in the short term and expanding the regulated asset base in the long term, both of which are largely dependent on demand.  This counters any incentive to reduce demand. (p. 27)

· There are no direct pricing signals designed to draw a strong demand side response and the low energy prices that do exist do not provide a strong incentive for demand reductions. (p. 37) Total Environment Centre believes that better price signals are required, accompanied by strong protections for low-income households.
· There is no evidence that the procedures for the National Transmission Planner include relevant support for demand side planning. (p. 33)

· Solutions that lower peak demand or provide distributed generation may be more efficient and environmentally friendly, but encounter significant barriers. (p. 36)

· The cross-ownership of both generators and retailers by individual companies creates a perverse incentive to sell as much energy as possible during times of high prices. This works against efforts to achieve a more efficient level of electricity generation transmission and distribution. (p. 68)

Total Environment Centre is recommending that COAG urgently initiates an overhaul of energy policy to ensure that energy policy goals and the energy market framework are more appropriately aligned with climate policy. 

Appendix B – Waste Management and Environment
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20 August 2009

Column by Jane Castle, Senior Campaigner, Total Environment Centre

Putting the Brakes on Climate Action – Martin Ferguson and Co.

Australia’s energy market is at the core of our climate change problem.  By 2020, emissions from electricity and gas are projected to spiral upwards by between 64% and 106% while the national greenhouse reduction target is supposed to descend by -5% to -25%.

Some states (and even COAG) are starting to tinker with energy efficiency, but unless the National Electricity Market (NEM) is fixed, they will just be hovering around the main game.  The NEM is dominated by polluting incumbents that are encouraged by the market framework to sell more electricity, not less.  Unless this core dysfunctionality is fixed, energy efficiency and renewable energy policies will be dampened.  

The new report, Role of the NEM in responding to climate change policies, by McLennan Magasanik Associates (MMA), commissioned by Total Environment Centre exposes these issues.  It concludes that efficient and clean development is being frustrated by the energy market; that even with emissions trading, other market failures present barriers to the entry of renewable and low emission generators; that there are stark conflicts between the objectives of the NEM and climate change policies; and that the lack of an environmental objective for the NEM has constrained opportunities for demand reduction and energy efficiency.
The report shows that energy ministers have not fully exploited their role to provide national leadership so that environmental impacts are integrated into energy sector decision making. But who are these people at the eye of Australia’s (as yet unnoticed) climate change storm?  They are: Martin Ferguson (Federal); Ian MacDonald (NSW); Patrick Conlon (SA); Peter Batchelor (Vic); Stephen Robertson (QLD); Simon Corbell (ACT); David Llewellyn (Tas); Delia Lawrie (NT); and Peter Collier (WA).  They make up the Ministerial Council on Energy (MCE).  While most of the country has its foot to the floor trying to reduce emissions, the MCE has slammed on the brakes, making fiction of their website claim that they deliver ‘environmental benefits for Australians’.

The problem of contradictory energy and climate portfolios is not particular to Australia: only recently energy and climate policy in the UK was merged under the Department of Energy and Climate Change to reflect “the fact that climate change and energy policies are inextricably linked” and that “Decisions in one field cannot be made without considering the impacts in the other”.  This is just one of many possible approaches to the problem.
However it’s done, the NEM must urgently be overhauled to promote energy efficiency and renewable energy.  COAG must urgently step in and pull some of the few remaining allies of the dirty energy industry from the old school into the 21st Century. 

Appendix C – Carbon + Environment Daily
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28 July 2009

Fix the National Electricity Market, MMA report says

Changes must be made to the way the National Electricity Market (NEM) operates to ensure it doesn't impede action on climate change, says a report by McLennan Magasanik Associates for the Total Environment Centre. 

The report says there has been a "declining emphasis" on environmental objectives since the formation of the National Grid Management Council in 1991. 

It says changes that have the greatest potential to contribute to emissions abatement include ensuring NEM recognition of the environmental and other benefits of local-level generation. 

It also suggests the establishment of an independent network planning body. 
Participants interviewed for the study also called for the inclusion of an environmental objective in the NEM. 

The study was based on interviews with organisations including renewable energy and energy efficiency companies and community groups. 

Total Environment Centre senior campaigner Jane Castle said the study showed Federal Energy Minister Martin Ferguson and his state and territory counterparts were "wrecking Australia's climate change policies by bolstering a system that blocks energy efficiency and renewable energy".
TOTAL ENVIRONMENT CENTRE INC.
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