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CHAIR: Good morning, ladies and gentlemen. Thank you so much for your attendance here this
morning. | call this public meeting of the Environment and Resources Committee to order. The committee
conducts this hearing pursuant to the resolution of the Legislative Assembly of 23 April 2009 that
appointed it. The committee has resolved to examine and report on the opportunities and challenges for
the Queensland government associated with increasing the proportion of electricity generated from
renewable energy sources in Queensland. For this inquiry, the committee will consider and make
recommendations on (1) the value for money from the Queensland government's investments in
renewable energy projects for electricity generation; (2) whether the Queensland government should adopt
a target for increasing the proportion of the state’s electricity generated from renewable energy sources
and, if so, what form the target should take; and (3) actions the Queensland government should take to
encourage investment by government owned energy companies and the private sector in producing more
electricity from renewable energy sources.

This is the second inquiry by the committee focused on energy policy and reflects the importance of
reducing the state’s energy consumption and overall dependence on fossil fuels to environmental and
economic outcomes. Energy use in Queensland has trebled over the past 30 years and Queensland’s per
capita energy demand is the nation’s highest. This is not a good record. Moving to a more sustainable
energy base also holds the key for the government to meet its commitment to reduce greenhouse gas
emissions levels by 60 per cent from 2000 levels by 2050. This target is in line with international moves to
mitigate global emissions and climate change risks needed to avoid the most damaging effects of climate
change.

Ladies and gentlemen, my name is Carryn Sullivan. | am the chair of the Environment and
Resources Committee. | would like to introduce my committee and secretary to you. On my right is Julie
Attwood, the member for Mount Ommaney; on my left is Peter Dowling, the member for Redlands; Simon
Finn, the member for Yeerongpilly, gives his apologies although he will be here later; Chris Foley, the
member for Maryborough; Mark Ryan, the member for Morayfield; and Jeff Seeney, the member for
Callide and our deputy chair, is unable to be with us today. He apologises for that. | also introduce my
hardworking research director Rob Hansen and assistant research director Rachelle Stacey.

Today’s proceedings are lawful proceedings of the parliament and are subject to the Legislative
Assembly’s standing rules and orders. Witnesses should have been provided with the instructions to
committees regarding witnesses adopted by the Legislative Assembly, which the committee is bound to
follow. Have any of the witnesses not read these guidelines? Hansard, please note all withesses answered
in the negative.

Under the guidelines, you may object to answering any question put to you on the grounds that the
question is personal or not relevant, or that the answer may incriminate you. The committee will not require
you to take an oath or affirmation. However, we expect our witnesses will respect the proceedings. The
recording of today’s proceedings, except by Hansard, is not permitted. It is our intention to keep to the
times on the hearing program. We will finish at 3 pm, if not before. We have a lot to get through today so to
avoid the need for a further hearing please keep your answers succinct. If you take questions on notice we
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ask that you provide your answers to us by next Monday, which is 2 August. Ladies and gentlemen, would
you please state your names, positions and organisations for the record and, to assist the Hansard staff,
we ask that you state your name before you speak this morning. Would any of you like to make a brief
opening statement to the committee?

Mr Nolan: | might lead off, if that is okay. My name is Dominic Nolan, Chief Executive Officer of the
Australian Sugar Milling Council. The Sugar Milling Council is the peak body representing raw sugar mill
owners in Australia. With us today is Sharon Denny, who works with me at the Australian Sugar Milling
Council; on my left is Mr Gary Longden, a director of the Australian Sugar Milling Council and also
representative of Bundaberg Sugar, with mills in the far north of Queensland as well as in the southern
region; Mr Shayne Rutherford and Mr Mark Moriarty are both from Sucrogen, with mills in the central,
Burdekin and Herbert regions; Mr John Hodgson is from Mackay Sugar, with mills in the central region;
and we also have Dr Jenny Riesz from ROAM Consulting and Mr Euan Morton from Synergies Economic
Consulting who are both, obviously, heavily involved in the area of renewable energy and have contributed
to the Sucrogen submission to this inquiry. We are conscious of time. | would like to provide a couple of
very brief opening comments and a few of the others will also take that opportunity. For the most part, we
would like to get into the question-and-answer type session.

A very brief overview of the Australian sugar industry: we have around $2 billion in raw sugar
revenue and around $1.6 billion plus in raw sugar exports. Employment is in excess of 15,000 people
across cane farms, mills, harvesting and direct support services. There are 4,000 canefarming entities
across 400,000 hectares. There are 25 mills owned by 10 companies in Australia and all but one of those
companies are in Queensland, operating 22 of the 25 sugar mills.

There is no doubt that sugar cane is an iconic Australian agricultural industry. Queensland has a
proud history of growing sugar cane for over 145 years. It is important, in the context of this inquiry, to look
at where the industry is centred and what it contributes. It is certainly not just about revenue and export
dollars, important though they may be. Co-generation is not just good for sugar; it is good across regional
energy and security and supply. It provides the generation of electricity in regional hubs that suffer most
from the vast transmission requirements of taking energy from southern Queensland to northern
Queensland. It is good in terms of securing existing jobs. It is good in terms of providing additional regional
employment and diversification of the Queensland electricity generation portfolio.

The sugar cane industry is based in regional communities and, indeed, in many instances is the
economic hub of regional communities right along the coastal strip of Queensland and extending down to
northern New South Wales. The outlook for Australian sugar and sugar cane derived products is better
now than it has been for many years. There is no doubt about that. It is due to the stabilisation of global
sugar prices, access to price risk management opportunities in a deregulated industry, the rationalisation
and consolidation that has occurred over the past decade and some of the other global sugar market
implications. | have to say that there is a sense of quiet optimism in our industry. There is capital
investment in sugar mills and industry infrastructure on a scale that has not occurred in years and, while
crystal sugar will remain the backbone product for the sugar industry, there is no doubt that investment in
diversified business opportunities such as co-generation of electricity will contribute to the stability and the
sustainable growth of this great industry. Investment in renewable electricity is just one of the opportunities
that is available, but it will not happen on a large scale without government and industry partnership, and a
solid policy platform and a commitment to renewable energy by the Queensland government that leads to
tangible investment.

Sharon Denny is the Manager of Industry Development and Government Affairs with ASMC. She is
going to run through the electricity story for Australian sugar and some of the key factors that impact on
those investment opportunities. John Hodgson, from Mackay Sugar, has been front and centre of the most
significant recent announcement of a co-generation project in the industry. He will provide some direct
comments on the Mackay experience. Shayne Rutherford and Mark Moriarty will provide some comments
from Australia’s largest sugar company, having built and managed significant co-generation facilities in
Queensland. Our two colleagues from ROAM Consulting and Synergies Economic Consulting will
contribute their broad experience around their expertise in this sector. Finally, Gary Longden, who is from
Bundaberg Sugar and is a director of the ASMC, has not only an understanding of the Bundaberg Sugar
operations but also an intimate knowledge of the broader industry. He can speak and is here on behalf of
the other members of the Australian Sugar Milling Council and can provide information and a perspective
on their behalf, given his level of experience and knowledge across the breadth of the industry. With those
few brief comments, | might hand over to Sharon Denny, to run through the electricity story for co-
generation for the Australian sugar industry.

Mrs Denny: Good morning. | am not going to tell you anything that you perhaps are unaware of
here, but | would like to highlight the structure of the Queensland electricity network. It is a 1,700 kilometre
ribbon network, principally fed by generation created in South West Queensland, which feeds into
Brisbane and then flows up to North Queensland. That is actually quite significant and important to the
renewable story, because it creates a high range of transmission losses. We have the highest transmission
losses of anywhere in Australia.
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The result, of course, is that we have a high cost of investment in transmission to meet peak
demand, and that constrains regional development. We have seen some of the real impacts of this in the
development of our key townships in North Queensland to the extent that several regional development
corporations have grouped together and undertaken a modelling exercise that confirms that, and we are
happy to provide that to you at some point if you would like.

The sugar industry is located in critical growth centres for the population and industry. Here we are
talking about Cairns, Townsville, Mackay, Bundaberg and Maryborough. In that context, | would like to give
you an idea of where we sit as an industry. We currently have 355 megawatts of installed generation
capacity through our mills. That is located through those key centres leading up the North Queensland
coast. Right now 185 megawatts of that is export potential.

Unlike other generators, we have the capacity to control when we generate. Having said that, we
have a six-month generation season right now, but some of our mills generate beyond six months of the
year. Some generate up to 40 weeks and for the current projects coming through will potentially generate
50 weeks a year. We have the potential to expand the size of our industry, with a total of 700 to 900
megawatts of installed capacity and with an export potential of 480 to 660 megawatts. The larger project
potential of some of these projects is that they could operate up to 75 per cent of the year—as | have said,
some of them can operate for longer than that—with an 85 per cent to 95 per cent reliability during that
time. To give the committee some idea, that compares with a 35 per cent to 42 per cent variability of some
of the other renewable energy technologies out there.

This level of renewable energy delivery and reliability is unmatched in the renewable energy sector
at this time. However, we cannot begin to recognise the potency of this potential in our current
environment, and that is because, quite frankly, renewable energy is cheaper in southern states. We
cannot compete with wind farms in southern states, but we can compete with wind farms in Queensland
providing there is a transparent market.

That brings us to our next key problem, which is that the vertical integration of major energy
companies in Australia has reduced the competitiveness of the electricity market. There was a time when
we went through the opening up of the Australian electricity market for full retail contestability but what we
have seen emerge from that is this merging of generators and retailers so that a generation company can
make an investment in its own generation and be the retailer that buys it as well. It cuts out some of those
market exposure costs. It means that the pricing is no longer transparent. This is a real problem for us as
we compete in this generation market.

The projects to date in the sugar industry unquestionably have been the lowest hanging fruit. Even
the two most recently announced projects, as you heard Dominic mention before—both the Sucrogen
project and the Mackay project—are still very much about the lowest hanging fruit. | am sure they will talk
to you about those in a moment.

One of two critical factors retarding our future investment is price gap. Queensland needs to find a
way to close the gap between Queensland renewables in southern states. That is the fundamental issue at
stake here. We need to find a way to make greater transparency between these generator-retailer off-take
agreements. As we highlight in our submission, we simply cannot finance projects if we cannot develop a
power purchase agreement. But, if we cannot get transparency on that agreement when we are competing
with a vertically integrated company, we are going to continue to struggle to get these projects up.

There is also a range of other barriers, and they are not the most critical stallers but they are
important to be aware of, too. They are things like capital costs for infrastructure—this is an issue that has
gone on across Australia in every industry—transmission and distribution network costs—in particular
interconnection, and | am sure there will be some questions and an opportunity to discuss that soon—and
regional energy planning, and by that we mean the time it actually takes to get a project up in the
Queensland energy sector.

These are challenges. They are not insurmountable and they are not ones that government does
have not necessarily have a role in either. Ultimately, our message here is that any policy that the
Queensland government might consider to address this gap right now between Queensland renewables
and the rest of Australia has to address these two most critical issues of price gap and vertically integrated
companies with power purchase agreements.

Mr Hodgson: My comments relate to the most recent project that we are currently constructing in
Mackay. It is a $120 million, 36-megawatt renewable electricity plant which will supply about 30 per cent of
Mackay’s electricity. Approval for that project was given earlier this year and we should be commissioning
shortly.

CHAIR: Do you have a completion date?

Mr Hodgson: Sorry, | should not have said ‘shortly’; the end of 2012. We still have another two and
a bit years to go.

CHAIR: Thank you.

Mr Hodgson: That project will employ about 270 construction people on site. Two vital components
contributing to the viability of the project were the 20 per cent RET scheme, which went through the federal
Senate last August, and the $9 million grant that we secured through the Office of Clean Energy. That is a
Queensland Renewable Energy Fund grant. Both of those were critical factors in our project being
approved earlier this year.
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| have listed in our submission some of the obstacles that we encountered while we were attempting
to get this project approved. Capital cost was probably the major item. When we started work three to four
years ago with a reasonably concise specification, the cost was $82 million. Our final sign-off cost was
$120 million. We have found that over the last 20 years the real price of these large construction projects
has doubled in real terms.

Fortunately for us we had the project approved before 1 July this year. Grid connection costs for our
project will be recovered by Ergon Energy—the local network service provider—through annual network
charges. There has been a charge in federal regulations, and those charges will have to be borne by the
project proponent at the time that you go ahead with the project. If that had been the case prior to 1 July, if
these new rules had been in place, our project probably would not have gone ahead.

Another negative for our project is that we had banked on receiving avoided TUOS payments, which
are payments made by the local network service provider to Powerlink, the transmission provider. Until
recently the energy component of those payments was available to large sugar mill projects, but again
there has been a change to the national rules. They are demand only payments now, and our sugar mill
co-gen projects will not be eligible for that.

Power purchase agreements have been another long, arduous journey for us. We did secure a six-
year contract with Ergon Energy, but with wildly fluctuating markets that was a difficult exercise. Certainly
for most sugar mill co-gen projects a power purchase agreement over a significant period is required by
financiers in funding these projects.

Fuel availability is always an issue for renewable projects anywhere in Australia. In the sugar
industry we have good fuel availability during the crushing season. We have to store some of our fuel to be
able to run at least three to four months into the off season, otherwise the projects typically are not viable.
Any supplementary fuel, providing it is cost-effective, whether it be coal or gas, would be a major benefit to
top up and give us a better capacity factor from our projects.

In terms of the scale of the projects, the larger scale projects should be the most viable—just the
size of the project—but you must draw on fuel from surrounding sugar mills. We also found it was a little
difficult to find skilled staff to develop and construct these projects. We are competing, particularly in
Central Queensland, with the burgeoning coal industry. In the resources industry it is very difficult to source
cost-effective labour and materials, and that seems to be getting worse every year.

| have made a note in our submission, and | think it is an interesting point, that the $9 million QREF
grant that we secured last year was very important to get our project over the line. The output from our
project over its 30-year life will be about 6,000 gigawatt hours of renewable electricity. Dividing the
$9 million grant by that quantity gives a price of $1.50 per megawatt hour as an effective subsidy for our
project from the government. You can compare that to feed-in tariffs of over $400 a megawatt hour which is
ongoing.

We have also done some modelling of co-generation and ethanol projects co-located where true co-
generation is happening on a year-round scale. The figures look very interesting. This is the Brazilian
model that they are developing over there where they have co-gen and ethanol side by side. | believe that
will probably give the best economics, but you are bringing another fuel, or another source of energy, into
the equation.

Finally, | turn to Mackay Sugar. We believe we have one of the low-hanging fruits, as Sharon
mentioned before, as far as projects go. It is going to be difficult to get more up. We believe the frameworks
are there and in place for the 20 per cent RET scheme, but extra incentives are needed, particularly in
Queensland, to overcome some of the barriers | mentioned to get our projects up.

Mr Rutherford: | would like to make a few comments on behalf of Sucrogen. Some of you are
probably familiar that Sucrogen is formerly CSR Sugar, the sugar division of CSR Ltd. | think many of you
are familiar with our operations, but | would like to reiterate that we are Australia’s largest biomass
generator. We have a strong track record in this area. In fact, since 2005 our company has invested
approximately $200 million in renewable energy. We have about 170 megawatts of installed capacity, and
we currently export 100 megawatts. We have recently announced a small project in one of our mills in the
Ingham region which we will be commissioning in 2011.

| want to make some brief remarks about our approach to this submission. What we have tried to do
is take a very pragmatic and commercial approach. Project development, whether it is a coalmine, a
sardine factory or whatever, is tough. There are always obstacles and challenges. That is no different from
the renewable energy sector, but fundamentally we have tried to approach this perspective to the extent
that we want to have a share of renewable energy in Queensland—ijust a really pragmatic response to: ‘Is
that going to happen?’ Our view is that there are some real challenges. Our submission outlines the
reasons for those challenges, but in summary, as my colleagues have said, there is, in effect, a structural
economic gap. Sadly, that is a result of our superior coal resources and the fact that we enjoy cheap
electricity prices in Queensland. Our wind capacity factors are also lower, but the net effect of that is that
there is an economic gap in Queensland compared to southern states. What this essentially means is that
the renewable premium that is required for renewable projects in Queensland is almost double that of the
premium that is required in southern states, and that is quite significant. There are a number of second-
order issues which impact renewables, and they probably impact renewables throughout the country.
Some impact wind differently from sugar biomass, but the primary issue is this economic viability gap.
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The other major issue that my colleagues have talked about is if you can close the economic gap
then there are still some market constraints and issues. We operate in the sugar industry. We do not
operate in the electricity industry, and it is challenging to manage the risk on these multimillion dollar
projects, so off-take agreements are very important and critical. As my colleagues have said, the presence
of vertically integrated generator retailers who are also wind proponents does make it challenging to
secure off-take agreements to support projects, which is more or less an issue depending on how you
finance these projects. | think it is interesting to note that most of the sugar industry co-generation projects
in Queensland have off-take agreements with Ergon. To my knowledge, | believe they are the primary off-
taker.

In conclusion, we have tried to put forward some policy options that the government might be able to
consider to address these issues. We think they are very real issues, but we also think there are some
potential policy options that are open to government. Some of my colleagues this morning have indicated
that this is a very complex area and we have to be very careful because there could be unintended
consequences.

| think that when we consider policy we should also consider the potential impact of such policy on
wind and sugar biomass, because some of the policies will impact on those industries differently. We
believe there are some tangible and intangible benefits of sugar industry co-gen. We want to remind the
committee that, if those impacts could be considered along the way, that would be in the industry’s and
Queensland’s best interests. That is all | wanted to say. | do not know whether any of my colleagues would
like to add anything to that.

CHAIR: Thank you very much. You did have limited time to put in these submissions but on behalf of
the committee | wanted to congratulate you on your very detailed submissions. We do have a number of
questions.

Mr RYAN: | just want to explore the interconnection costs a little bit more. | wanted to get your view
on the recent changes to the regulations from a federal perspective and also your view on whether or not
the cost should be borne by the consumer. | think that is where the regulation change came through.
Ultimately, if the cost is recovered through the distribution through the retail arm then that is passed onto
the consumer. Whereas if it is payable upfront by the generator then that forms part of your business
decision as to whether or not you construct the plant. So | just wanted to explore the interconnection costs
a little bit more and get you to give us a bit of an idea about how much the interconnection cost could be as
a proportion of a generation facility.

Mr Nolan: | might ask Sharon to make some general comments then | think there will be some
specifics that some of our company representatives might be able to add to that.

Mrs Denny: In the first instance, | think we should look at those changes. | am not sure whether
everyone is aware of how much they have changed. Initially, we were required to make a guarantee. In
fact, | think the Mackay project got up just before those changes in the legislation came through in terms of
the guarantee.

This guarantee is to ensure that the connection company does not end up with a stranded asset.
The reality is, though, that that asset is not built until the end of the project or close to the end of the
project. If there was a problem with the project it would have been found long before then and you are not
likely to get a stranded asset.

In terms of the cost of these assets | will give you an example. We have a mill in Tully right now that
looked at doing an upgrade. It was a project that was probably only going to cost $20 million to $30 million.
It was going to be a turbine upgrade. There would have been an extra 10 megawatts exported to the grid.
But in order to connect that project to the grid they are looking at $8 million. So, in effect, a project that was
around $20 million to $30 million is now up around $40 million and a quarter to a third of that price is
actually grid connection.

We would argue that, yes, the consumer is picking up the cost at the end but our job is to actually
generate electricity not to fund the network. The other side of this issue is that we are connecting with
Ergon or Powerlink. They are both government owned corporations. More critically, when we do connect
we are located in areas that already have high transmission losses. So when we connect we are actually
helping to cut down those transmission losses. We are increasing energy reliability and security and
lowering the cost of the community service obligations for government. It seems, from our end, that it is
almost a double dip. We are actually helping government to lower its costs and we are paying for the
privilege of supplying electricity into the network to lower the cost.

Mr Moriarty: Whether the costs are paid upfront by the project proponent or paid upfront by the
network service provider and then recovered from the project proponent over time probably does not
hugely impact the viability of the project. It certainly probably makes it more challenging to fund, especially
for the smaller companies. But ultimately the consumer will pay those costs one way or the other. It is not
likely to change the viability of a project by very much for larger projects but it certainly could be more of a
factor in smaller projects.

Mr Hodgson: The interconnection costs for our project were about eight per cent of the capital. As |
said, we did not bear that cost—that is with Ergon. It would vary widely depending on your distance from a
transmission grid.
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Mr Longden: These interconnection arrangements are almost unique for each site. They are not
directly comparable. It does depend on the reticulation network in that region and the capability to
supplement what is already in place versus the complete renewal of the reticulation system.

CHAIR: Can | just get some clarification. There are always people who tell us that we should not be
using our food production to generate electricity because obviously there is a question of supply. In your
industry it is purely only the waste product that is burnt and not the actual product, is that correct?

Mr Longden: That is correct. What we are talking about is the fibrous material in the sugarcane—
the bagasse—which, at the moment, is used in the production of sugar or whatever other material is used
at that facility. To demonstrate the capability, if we crush 30 million tonnes of cane in Queensland we will
produce about 10 million tonnes of bagasse. In fuel energy terms that is about three million tonnes of coal.
That is the value that that would have. It is used relatively inefficiently at the moment.

Mr DOWLING: Following on from that, | refer to your capacity to produce power 365 days a year.
Are there any opportunities for you to partner with other sectors to pick up that shortfall in having product?
During the opening statements someone said that they are able to go beyond the season by a couple of
months. | note that Redland City Council and others have a supply of green waste going to Rocky Point to
help with power production there. We have something that is not yet finished but has certainly been tabled
that poultry litter would be used to produce power. Are there any partner industries in the sugar areas that
might be able to pick up that shortfall? Following that on, what impact would that have on your bottom line
and your capacity to be viable?

Mr Nolan: The short answer is yes. In the sugar industry | think we also recognise that significant
projects going forward would, by and large, be looking at generating beyond the six months of the season
and most of them would ultimately be targeting up around 50 weeks if at all possible. That is really where
the end game lies. In terms of partner industries, Sharon or Gary did you want to kick off?

Mr Longden: There has been some experience with wood waste from the forestry industry.
Certainly in the Bundaberg-Maryborough area there has been experience with that. That is not a
substantial component of the co-generation capacity that is available. Supplementary fuels can certainly
add to what is already available.

Mrs Denny: | think the other thing to add there is that for new projects you need to decide very early
on whether you are going to have a blend of fuels. That fundamentally changes your investment around
your boiler technology. While it is certainly something you want to do, there needs to be a whole
landscaping, if you like, of what is out there as available biomass. Realistically, that means other
agricultural industries or the forestry industry.

The other issue with forestry is that we have to be careful about what timber we take on and use as
not all timber is eligible under MRET. There are often issues. | am not so sure we have seen them in
Queensland, but certainly our New South Wales counterpart has experienced some real issues where their
timber residues were recognised under MRET but not recognised under state legislation. There are those
sorts of complexities that sit there as well. It is actually quite compli