To: Jackson, Ryanfjackson.ryan@epa.gov]}

From: Fannon, Frank
Sent: Mon 7/17/2017 9:43:16 PM
Subject: FYI

article on Finkel review and issues.pdf

Ryan —

The article attached might be of interest.

Also, http://www _financeminister.gov.au/. Mathias was involved in the G20 deliberations with
the PM.

The Ambassador is on vacation this week and next. Recommend we coordinate an introduction
after he returns.

Regards,

Frank

Frank Fannon
BHP Billiton
1455 Pennsylvania Ave, NW

Suite 610
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mailto:RyanOackson.ryan@epa.gov
http://www.fiiiancemiiiister.gov.aii/

Washington, DC 20004
Office: +1 202 383 4440
Direct: +1 202 383 4441

E: frank.fannon@bhpbilliton.com

W: www.bhpbilliton.com

This message and any attached files may contain information that is confidential and/or subject of legal
privilege intended only for use by the intended recipient. If you are not the intended recipient or the
person responsible for delivering the message to the intended recipient, be advised that you have
received this message in error and that any dissemination, copying or use of this message or attachment
is strictly forbidden, as is the disclosure of the information therein. If you have received this message in
error please notify the sender immediately and delete the message.
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Prices are rising and so is
the confusion over policy
JUDITH SLOAN

CONTRIBUTING ECONOMICS EDITOR

My gu&ss isthat Environmentand Energy Minister
Josh Frydenberg dossn't know whether to laugh or
cry. Heisin the middle of trying to sort out a series
ofenergy problemsthat are notofhismaking but
that arecausing substantial peinto businesses
aneh mm@mm
Fri W‘W@@k retail electricity pricesfor
muwmmw [ rise by between 1S per centand
20 percenting ”mwt of theeasternstates. Retail gas
pricesalsowill rise by a slightly lower percentage.
We already h&v@ een residential power
disconnectionsrise by 140 per cent in the past six
yvears. We should expect many mored immrm&mi&m
For businesses, th ea»;mmm isworse; they are
facing even steeper rises in their power b ch For
those operationsthat umgmdlmcﬂy their annual
gas billswill be two to three times higher “thw last
year. That's if they can secureany deal in the context
ofashortage of domesticges.
inthe meantime, the debate about securing the
threewb;eﬂ%?mmgy polic y—affm rclabi h%y
relishility and sustainability (achieving emissions
f *dummm}—m ”&‘{ inues (o provokesty umgmd
conflicting views, i aludmg’%mmg politic
commentatorsand energy providers.,
Cﬂ onesi d@mﬁtﬂ@d@mm is the assertion that
sing electricity pricesare not related to the increase
mn@ p@%tmt onof renewableenergy but are the
result of risinggas prices. The proponenisof this
argumen Hpoi int out that

BIECTICITY PFICE INCTeases
have been higher in
Giueensiand, which has
very little renewable
energy, than inSouth
Australia which hasa lot
{closeto 50 per centofits
generating capacity ).

But the fact electricity
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generation ishighly concentrated in Quesnsland in
the hands of two very large government-owned
COTpOn m onsisoverlooked in thisargument. me
has bee hﬁw@m ng is that the: lwm&mmf

have beengaming the systemby cashing in ol MW-?
large pricespikes in thesystern that are the result u‘f
there being more w ey nokronouspower. [nthis
way, the companiesare delivering record divi iends;
back to the Queensland goverr *mer it

Note also that inesstern Australia, at least, there
isanationalelectricity market and across time
regional pricesconverge to the national average.
Thereis nowhere to hide, inother words

Ontheother side of the debate, rising electricity
pricesaresesn as the result of too much subsid wd
renewable energy which, in combinationwith low
d@mwm hasdriven f‘He&p reliablesourcesof
electricity generation out of business. Since
icity pricesareset by“the narginal provider ate
r;;ce:}'mmﬁ mmdgm increasi mgryﬂmt rrarglingl
provider, the &mgz cw?gem isfeeding into higher
wholesaleelectric city prices.

Moreover, domesticges pricesare rising inpart
because the renewable energy target excludes ges as
asourceofelectricity generation. The ges
companies, ineffect, have been forced to seek out
other marketsfor their product overseas astrategy
sanctioned by the al and Queensland
governments. While this led to the development of
some new fields at the time, the subseguent
moratoriums placed on explorationand exploitation
of coal-seamgas by several stateand territory
govern
of gas has come close to agrinding halt.

Tobesure, what happens to retail electricity
prices is complicated and note that wholesale prices
formonty lessthan half of ﬂw mmt Thereareother
cost pressuresin thesystem, including in relation to
U 'mm issionand distr 'but'm but also the less-than-

mpetitive retail sector.

So where does this leave Frydenberg who, inall
likelihood, wants to avoid mm&l with ‘mmiaﬁm
about the causes of rising electricity prices? Mind
ym 1, he has already picked a fight with Queensland.

Hischallenges are severalfold:

e Hewanis Victoriaand NSW, ir
their effective moratoriumson t
onshoreges fields.

* Hewants the statesand iwr”mr'%w agreetothe
federal government'sdecision to abolish limited
merits reviews that are used r}y“thcm wrms%m and
distribution companiesto overturnthe decisionsof

the Australian Energy Regulator.

e

articular, to lift
e develop f”(?(ﬁ{?‘{w?
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15 Jul 2017
Weekend Australian, Australia

Gisentia.mediaportal

Author: Judith Sloan « Section: Inquirer « Article type : News ltem « Audience : 227 465
Page: 15 « Printed Size: 746.00cm? « Market: National « Country: Australia

ASR: AUD 24,362 » Words: 1870 » Iltem ID: 810707071

Licensed by Copyright Agency. You may only copy or communicate this work with a licence.

Page 2 of 3

* He wants the states and territories to abandon
their own renewsble energy targels.

o Heweanis the statesand territoriesto endorse all
the recommendationsof the Finkel review on
snergy security, save the core proposal of a clean
BNBrgy target.

Ifyouare thinking he's got Buckley's, you

Continued on Fage 149

New supplies
of gas have
come close
to grinding
to a halt

Energy poverty

=

Continued from FPage 15

wouldn'tbe wrong. Infact, the
threat to Frydenberg isthat the
statesand territories will
decide togo italone with thelr
ownclean energy targetand
hang what the federal
government decides.

Recall thatthe CET M'pu lates
abenchmark for theemissions
intengity of electricity generation
by Izﬁww[ ichgen emm rewould
receive proportional certificates
according to their emissions
iv‘“‘rwmziw. Wind, hydroand solar
photovoltaic would receivea full
certificateand mt erge @*&W‘s&;
with ernissions intensity bel
the benchmark would receive
fractionsof certificates
according to the gap betwesn
their emissions intensity and
the benchmark.

Given the federal
governmentscommitment to
mest our Parisemissions
recuction target (26 per centlo
28 par centby 2030 from the
bam@f?(}(w} andapplyingthis
tothee icity sector,a CET
wouldspin @ff continuing
subsidisation of renewable

energy, but with somescopefor
relatively low-emissions
alternativessuches gasor
possibly su pew tical m&t
generatorstoplayarn
ifabenchmarkof @O(}Kg of
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COyequivalent per megawatt
hour were chosen, for example,
gas would make ngraﬂw and
possib Iyw mecoal But given the
reduction inemissionsfromthe
sector needed to meet the target,
inpractice the adoptionofa CET
is notvery different from the
continuationofahi ngr RET,
particularly if gas prices remain
high.

inother words, itisthe
emissions reductiontarget for
the sector and not the chosen
benchmark that iscritical to the
operationofaCET.

Now, some fecderal Liberal
politicians have twigged to this
factand tisonereason there is
considerable reluctanceon the
partofthe pﬁrty room o endorse
the CET as recommended in the
Finkel review. That renewable
energy will make up 42 per cent
of themix (lower ifsmall-scale

solar PV isexcluded) in 2030 is
another reason for their

h% tation.
Why has the renewable
wrgywcw which is known

for sskillsof political
persuasion otherwise Known as
rent-seeking, beenso quiet inthe
pastseveral monthe? (The wind
“drought” that affected one of
the leading wind farmoperators,
Infigen, has been another resson
to lay low, wind, itwould seem,
can be even more unreliable
‘thz&m Wﬁ} mmpmy BESUIMEs.)

\quic
dww—*t B argumet "r‘{ that
palicy paralysisis contributing to
k of investment in electricity
neration (although not inthe
eneweablespace, it must besaid),

which in turn is leading to higher
prices.

However, it was only two
yearsago {m‘i thenenvironment
minister Greg Hunttold us the
renegotiated RET “will notbe
reviewed until 2020. This will
givethe renewableenergy
industry thecertainty it needs
togrow.”

Recall that the RET
continues on *zhmwMM%Z%
Moreover, given the claim that
renewable energy sourcesare
now cheaper than fossil-fuel

generators, it isnot clearwhy
they Qwhmld be any need to
make morechanges to the
regulatory framework int mmot
ofthe RET tofurther subsidise
renewable energy.
Indeed, as long as renewable

energy generatorsare required
to provide steble back kuprto
their offerings, there isastrong
rase that the regulatory
settingsshould remain steady
toachieve the optimal level

and type of least-cost investrment
ingeneration—thatis letthe
RET takes itscourseas was
intended.

How should the federal
government react fsomeofthe
states decide togo italone by
settir 1@ up theirown CET?Such
actionwould be superimposed
of M”&@ targetsthat individual
statesand territoriesnow have
i relation to renewable
energy penetration and their
aspirationof bei mg} “carbor-
neutral” by 20560.

Itshould be noted that the
impactof the present suiteofgo-
it-alon emi ciesof thestatesand
territoriesis already distorting
the market, particularly by way
of the reverseauctions that
provide the winning renewable
energy provider with secure
ceshtlows for long periads (most
of theprasent investment
projectsin renewableenergy are
being driven by these reverse
auctionsyand direct taxpayer
funding for storage. Examplesof
thelatter | miummhw world's
biggest battery inSouth
Australia, cost unknown, and
somesmaller developmentsin
Victoria.

[f thissounds like a mess, you
wouldn't bewrong. Whether
some of the states could or would
runwith a CET underpinned by
certificates @»u\wiwr While

South Australia assisted the
development of its renewable
energy sector by various

interventio ong——ay roll
mmw wtions, easing planning
approval processes— the reality
is that most of the renewable
investment in that state has been
driven by the national RET and
the attendant encouragement

I
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r;s rovided through renewable
energy certificates,
Thebotiom line is that energy

policy inth 1immWy has

reached the point of cetastrophe.

Faced with cripplingelectricity

pricesand uncertainsyste
reliability, there isstill no
agreement about the appropr
directionof policy into the
future. ifanything, the
divergencebetween the federal
government and somestate
governmentsisaswide asever,

And all the talk of dernand-
side messuresissimply code for
asking people (and businesses) to
desist from using power wher it
isactually appropriatefor them
to do so —durin Q’E& heatwave,
for instance. Thisisnota
featureofakirst errd
developed economy.

In the meantime, well-heeled
householdsare subsidisedto
gpend up big to install solar PV
with battery backup, meaning
that the cost of operating the grid
isshared acrossa smaller
number of participants. This
drives up pricesfurther for those
wh can least afford m pay. They
call itenergy poverty inEurope;
expect that term to become
cornmon parlance here.

For Frydenberg, hisbest hope
isthat domestic Qz‘m pr
tofall by virtue of the restrictions
onexporisandsome regulatory
changesaffecting pipeline
operation. But therecarnbe no
guarantees.

Gassuppliesare not
something you can simply switch
on 'md off. And unlike hard rock
mining, gas requiresan ongoing
r;)mgram@fd rilling to replace
expiring wells,

Without strong financ e}}
incentives, the Australia
gw&mmwﬂ may find mm sorme
f‘:zfthwg%mmmmm*'wp(y
decidethat it isessier o pick up
their batand ball and go home.

The bottom line
is that energy
policy in this
country has
reached the point
of catastrophe

17¢cv1906 Sierra Club v. EPA - 6/22 Production

BILL PAIN

Annual retail electricity price increase,adjustedforinflation
%
17

15 SYD MEL BNE ADL AUS
13 .

1
9
7.

08 09 10 22 B ® 1B 1B 7B

POWER DISCONNECTIONS
Number of households cut off

000s

45 wa\f|C wmNSW wee QLD w=SA

30

20

10

A
A
I

0 r : . : -
2009-10 10-11 n-12 1213 1314 1415 1516

Source: ABS Australian Energy Regulator, Victorian Essential
Services Commission, WA Economic Regulation Authority

ED_001523_00002783-00003



	5

