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Recommendations
The Tasmanian Chamber of Commerce and Industry (TCCI) represents the interests of businesses
that operate in Tasmania. Our mission is to help foster an economic environment that encourages
the growth of private enterprise and to provide a range of cost-effective services to business.
Recent energy reforms in Tasmania have focussed on energy supply and reliability. While this has
been largely successful, the focus must now shift to lowest possible costs to consumers, leading to a
more attractive investment environment. This can be achieved by ensuring effective competition: 

in the wholesale market



in retail markets



for control of electricity businesses, and



between alternative fuels and energy efficiency investments.

The TCCI recognises that a number of policy changes have been adopted over the last decade in
Tasmania – entry into the National Electricity Market, Basslink and Tamar Valley Power Station – with
the view to increase competition. The reality is that competition in wholesale and retail electricity
markets has not developed sufficiently enough to deliver choice or assurance of lowest possible
costs.
Many of the recommendations in this submission have major implications for the Government
owned energy businesses. Any critiques herein are aimed at the rules, not the players.
Wholesale & Retail Competition
The TCCI believes that competition issues in the wholesale and retail electricity markets should be
assessed and addressed jointly.
Prima facie there is insufficient competition in the wholesale market in Tasmania to guarantee over
the long term the objectives of effective full retail competition, investment by new entrants in lowemission energy generation, or competition in the wholesale market for electricity for major
industrial consumers.
The TCCI asks the Panel to consider changes to the market structure, regulation and operation of
Basslink, ownership rights of inter-regional revenue units and any other changes that may facilitate
greater participation in the Tasmanian wholesale market.
TCCI supports full retail contestability (FRC). This is in line with the recommendations of the
Tasmanian Economic Regulator, finding in 2008 that FRC would delivery sufficient long term benefits
to justify implementation costs. Even the threat of potential competitor entry can drive efficient
prices and choice over the long term.
Moreover, the TCCI concurs with Tasmanian Treasury (2008): “the very positive message that [FRC]
sends to the broader business community that the Tasmanian Government proactively encourages
competition instead of maintaining legislated franchise, even when there is the potential for the loss
of business from its own government businesses”.
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The Panel has a role in explaining to the public the long term economic benefits of FRC as well as
being clear about the up-front costs.
The Panel should identify the main mechanisms by which barriers to entry in both retailing and
generation can be reduced and competition facilitated. This should be done without unnecessarily
compromising the ability of State-owned energy companies to compete and preserve shareholder
value. This may mean ensuring they are allowed a broad scope to expand their businesses beyond
Tasmania or into non-core areas.
Major Industrials Pricing
The TCCI calls on the Expert Panel to make an assessment of the wholesale electricity contracts
between the major industrials and Hydro Tasmania to provide public assurance as to whether the
prices represent fair market values, being neither nor overpriced nor under-priced.
Appropriate wholesale pricing should reflect the value of the Major Industrials’ flat and interruptible
loads to the Tasmanian network. Commercial sensitivities must be preserved while educating the
public about current energy market practices.
Network Regulation
The TCCI supports the current AER review of network regulation and encourages the State
Government to also support efforts to improve the regulatory environment to deliver lower cost
outcomes for consumers.
The rules and regulatory environment must ensure fair cost outcomes for network users. In
particular, the elements of regulatory return on capital (debt risk premium and equity beta), asset
optimisation and increased scrutiny on forecast capital expenditure by network companies,
benchmarking expenditure and tighter requirements for network companies to challenge AER
revenue determinations in the Australian Competition Tribunal
Alternative Fuels & Energy Efficiency
In Tasmania there has been a strong preference in Government energy infrastructure spending
towards electricity. The TCCI supports the development of natural gas supply in Tasmania because as
an alternative energy source, as it has potential to drive down household and business energy costs
in the long term.
The Panel should evaluate the merits for further investment by Government in the gas roll-out to
homes and businesses. While the TCCI is generally opposed to Government attempts to ‘pick
winners’, natural gas is considered an essential utility in many other states and the incomplete
roll-out poses a distinct disadvantage for Tasmania.
In general, Government energy policy should be fuel-neutral and allow investment to flow to the
lowest cost solutions. For instance, there could be a mechanism for concessions on electricity to be
transferred to grants for gas appliance installation or energy efficiency investments in the home.
There should also be appropriate use of variable electricity pricing, smart meters and smart networks
to drive optimal network costs.
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Governance
Once energy market design reforms have addressed wholesale and retail competition issues,
privatisation of the electricity industry should be pursued. This will promote ongoing market-driven
structuring of the industry through organic growth and takeovers. Privatisation also provides for
optimum levels of governance and sanctions by capital markets. These functions cannot be
adequately or efficiently provided by Government as the sole shareholder.
Privatisation will return capital to the State Government to invest in new infrastructure. Currently,
state-owned energy companies are achieving return on assets of less than the 6.0 percent minimum
return recommended by the Auditor-General (2010). For 2009-10, there return on assets were:
Hydro Tasmania 3 percent, Aurora 1.4 percent, and Transend 5.2 percent. Privatisation will allow the
Government to capture the full commercial value of its investments.
With appropriate regulation, there is no inherent economic need for Government ownership of
electricity businesses. Government should set the rules, but not play in the game. We ask the Expert
Panel to articulate specific justifications, if any, for ongoing Government ownership within any part
of the electricity supply chain, taking into account the ongoing opportunity cost of Government
ownership, being sub-commercial financial returns.
Recent global trends in market structures include the vertical integration of electricity generators
and retailers into ‘gen-tailers’, and retail market convergence of gas and electricity supply. Vertical
integration allows the generators and retailers of electricity to manage the price volatility risk in the
electricity spot market. Under State ownership, businesses are more restricted in their ability to
pursue such structural changes.
Economic theory suggests unregulated natural monopolies are the only businesses Government
should own, if any. So if the Government had a ‘blank sheet’, should it be the owner of two gentailers
(Hydro and Aurora) and a regulated transmission business (Transend) with an unregulated natural
monopoly (Basslink) in private hands, or the reverse? We are not advocating the Government buy
Basslink, but challenging the logic of the current ownership structure.
Furthermore, pervasive conflicts of interest existing within the Government, being both shareholder
and energy policymaker, cannot be fully addressed whilst State cabinet is ultimately responsible for
both roles.
Carbon Tax
The TCCI is opposed to a carbon tax in the absence of international agreement. Such an approach
simply sends emissions-intensive industries offshore with virtually no environmental impact.
The current carbon tax design will particularly hurt small and medium sized businesses that are
exporting or import competing. These businesses do not benefit from changes to the income tax
thresholds designed to shelter low income households from the carbon tax. SMEs are not provided
with transitional assistance like major emitters.
It is noted the national Renewable Energy Target scheme is a material cost driver for all electricity
consumers. This is a highly inequitable scheme that should be abolished.
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Key Issues
Energy Costs and Investment
Energy costs represent a major constraint to business growth. In the TCCI Tasmanian Survey of
Business Expectations for September Quarter 2011, the cost of energy was reported as a critical
constraint to 9 percent of businesses, a large constraint to 11 percent of businesses and a moderate
constraint to 30 percent of business. In the period since June 2007, cost of energy has on average
ranked 6th out of 21 constraints to business.
As a regional economy, Tasmania is dominated by small to medium sized businesses. These
businesses have limited access to debt and equity. Cost pressures such as electricity prices constrain
profit margins, from which most of the capacity to reinvest is obtained.
Moreover, as a key factor of production for many industries, relative energy costs are a core source
of competitive advantage or disadvantage for regions. In order to attract new investors, Tasmania
must have the lowest energy costs possible to overcome other disadvantages such as distance to
markets and a small population.
Reforms to the electricity industry that provide for lowest possible energy costs and consumer-driven
services will be rewarded by greater levels of ongoing business investment into Tasmania,
underpinning jobs growth.

Retail Contestability
A five year timetable to progressively introduce customer tranches was developed by the Tasmanian
Government as shown below. In December 2009, the government announced that it would broaden
retail competition to Tasmanian businesses with electricity consumption above 50 MWh per year or
who pays $10,000 per year in electricity.

Figure 1: Tasmanian retail contestable timetable. (ESI Expert Panel, 2011).
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Contestable customers can choose to stay with Aurora or enter a market contract with another
licensed supplier.
Pros of FRC
 Service improvement & innovation – In addition to price competition, retailers will seek to
differentiate with difference service offerings. This should drive best practice and innovation
in the industry generally.
 Price discipline – Competitive markets represent a more effective mechanism for achieving
efficient outcomes than regulated markets in the long term. Customers also receive the
benefit of accessing wholesale market prices, rather than regulated prices under the
Wholesale Energy Allowance.
 Development of more customised services – Moving from tariff to a contractual basis of
supply would put businesses in the position of negotiating a price and contract under the
terms and conditions that is most suitable to their business.
 Increased competitive pressure on the wholesale market – more retailers bidding for
contacts has the capacity to drive efficiencies in the wholesale market.
Risks of FRC
 Default risk – The current method to address defaulting customers is to disconnect supply
but under FRC, a defaulting customer can transfer to another retailer leaving the original
retailer with fewer cost effective ways to enforce debt.
 Consumer protection – Completive markets may work against smaller consumers because
they may not be aware of consumer rights and obligations under supply contracts with
retailers and the financial and service issues (ICRC, 2002).
 System costs – This is the costs associated with implementing FRC which ultimately will be
passed on to consumers, regardless of the level competition in the market.
 Risk of inadequate entry – This is related to the previous disadvantage in that inadequate
entry could be costly in a state with a small market size.
 ‘Sticky’ customers – This involves customers unwilling to change from the incumbent to new
entrant because it is simply easier to stay with a supplier than with an unknown alternative.
This represents a psychological barrier preventing customers from changing over even
though alternatives may be price competitive.
 Complexity for customers – This arise from all the new information they may need to
absorb, opportunity cost of time to change companies and understanding the new cost
structure that may apply.
The TCCI is of the view that appropriate customer protection regulation and a long term horizon
overcomes the risks associated with FRC and that it should be pursued.

Wholesale Market Competition
There are ten entities licensed to generate electricity in the Tasmanian region of the NEM. This
includes Hydro Tasmania and Aurora Energy (only significant active generators), Roaring 40s and
other generators (Woolnorth Bluff Point Wind Farm, Woolnorth Studland Bay Wind Farm, LMS
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Generation, AGL Energy Services, Cascade Renewable Energy, Paper Australia and Tasmania
Irrigation Scheme).
An important issue is whether Hydro Tasmania has market power to influence the regional spot price
in Tasmania. When electricity is flowing into Tasmania across Basslink, the Tasmanian spot price
must be higher than that in Victoria. A careful assessment must be made of how Tasmania’s market
structure interacts with the NEM rules.
Market bidding strategies in Tasmania have been seen as a concern. The spot price in Tasmania
exceeded $5000 per MWh on 13 occasions in June 2009. The spikes were often driven by Hydro
Tasmania making abrupt and repeated cuts in the non-scheduled generation output (effectively
increased demand) combined with strategic bidding for the rest of its portfolio. See figure 2.

Figure 2: Average weekly prices – NEM (AER, 2009).

This led to administered pricing being applied for four days in June for the first time in Tasmania.
These volatile price spikes affect customers that directly purchase electricity from the market (large
industry customers), potential new entrants and the retailer (Aurora) because of difficulties in
managing demand in the presence of sudden spikes at off-peak time.
The Office of the Tasmania Economic Regulator also regulates certain Frequency Control Ancillary
Services (FCAS), following extreme high prices for raised contingency frequency services in April
2009.
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Basslink
Basslink has been seen as the insurance policy to Tasmania’s constrained energy supply; as a
provider of income generating opportunities by meeting Victoria’s peak period demand; proving
export capacity for new renewable energy generation; and as a medium to introducing competition
into the Tasmanian wholesale market. These last two objectives have not been met to date.
The current Basslink Service Agreement (BSA) involves Hydro Tasmania paying fees to the owner, City
Spring, which owns and operates Basslink, in return for inter regional revenue (IRR) for 25 years.
The right to IRRs generated by southward flows on Baslink must be sold over the counter (OTC) by
Hydro Tasmania and any other interested parties may purchase the right to these IRRs. This implies
that Hydro Tasmania gains control over Basslink. This appears to be a barrier to increased wholesale
competition.
A further issue is the difficulty for retailers in hedging their exposure to the regional spot price if a
contract is with a Victorian generator, as it risks being unable to fulfil their load obligations if Basslink
goes down. Thus, the generator supplying the retailer may have no other choice but to contract with
Hydro to cover this risk as they are the only generator in Tasmanian able to offer enough capacity.

Privatisation
Privatisation of electricity and gas assets has been an important part of reforms to Australian
electricity and gas industries. During the pioneering phase of the electricity and gas supply industries,
most of states provided for electricity and gas through state owned monopolies.
Nationally, the old government ownership formula originally appeared to succeed due to the
economic growth led by mining and agricultural exports; centralised wage fixing spreading benefits
throughout the labour force; population growth through immigration; and tariff protection for
manufacturing industries.
In Victoria, the State Electricity Commission (SECV) and the Gas and Fuel Corporation (GFCV) had
become inefficient and a drain on the energy consumers by the 1980s. The pricing policies favoured
residential and rural customers at the expense of businesses. The SECV was burdened by debt from a
costly expansion of generating capacity.
In 1991, the Industry Commission reported that there were still substantial inefficiencies and stated
that private ownership brings with it the disciplines of the share and capital markets, the sanctions
provided by the possibility of take-over and the risk of insolvency. It also significantly reduces the
scope for interference by governments.
Advantages of Privatisation
 Ability of private shareholders to trade in the equity capital of the enterprise.
 Investment and borrowing programs provide exposure to continuous monitoring by share
and capital markets.
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 Higher sanctions of takeover or merger for inferior performance arising, for example, from
the underutilisation of capital.
 Potential decrease in prices for energy customers.
 Potential supply reliability improvement. That is, fewer residential and small business
electricity consumers getting disconnections because of improved reliability of supply and
meeting expanding demands.
 Providing the government with an increase in fiscal flexibility and higher tolerance of
unforeseen future shocks due to reduced debt and risk exposure (i.e. no reliance on
dividends).
 Productivity gains. There have been large improvements in the electricity sector productivity
since the Kennett Government embarked on privatisation in Victoria. Access Economics
estimated that there has been a more marked improvement than in NSW, in which there had
been little privatisation until recently (Access Economics, 2001).
 There has been a focus on expanding the productivity of existing assets, increasing utilisation
and exploiting the benefit of interconnection of state systems whereas the SECV foresaw the
need for further expansion of coal fired base load generation, and privatised generators
focussed more on gas turbine capacity expansion to meet the peak load generation
expanding.
 Increased innovation in the energy sector, especially in embedded generation and customer
service.
Disadvantage of Privatisation
 Government is relied on to provide a stable market regulation environment in which prices
provide clear signals about supply per demand imbalances. Prospective investors will
potentially bear sovereign risks associated with inappropriate regulatory changes.
 Holding public capital in Government business makes it more difficult for Governments to
spend the funds unwisely for short-term political gain.
 Higher insolvency risk.
Access Economics (2001) estimated that privatisation had generated ongoing annual improvements
of 0.5 percent in Victoria household consumption and GSP, amounting to $500 million and $700
million respectively; and stimulated a 0.25 percent (4,600) increase in the employment.
As economies become more complex, businesses and markets are increasingly quick to exploit
opportunities and there is less rationale for the government to take a direct role in running
businesses and directing investments. It is no longer viable for governments to pursue policies that
run against market outcomes (which, importantly, are unknowable in presence of substantial
government intervention).
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Network Regulation
Australian electricity prices have risen dramatically since the current regulatory arrangements were
put into place in 2006 with the high capital cost of investment needed in electricity networks the
single largest cause. See figure 3 for the real electricity prices in Australia and the seven major
economies.

Figure 3: Real electricity prices indexed in US dollars for Australia and the seven major advanced economies (US, UK, France,
Germany, Italy, Japan, Canada) between 2006 and 2009.

The increase in the prices of electricity has many drivers, including high capital investment in
distribution and transmission. Nationally, network investment over the current five year regulatory
period is forecast at above $7 billion (84 percent) and $32 billion (54 percent) for distribution and
transmission respectively. The AER has attributed these high levels of network investment to the
need to replace ageing assets, electricity load growth and increasing peak demand and higher
mandatory standards for service and reliability.
Network standards
Standards associated with safety, the environment and statutory obligation are a source of network
cost rises.
There have been several states that have adopted higher reliability standards for distribution
networks which require more capital investment to ensure that the higher standards can be
achieved. Reliability increases will come at a cost that will be paid by all consumers with no
opportunity to make their own choices about what they are willing to pay for greater reliability
(Garnaut Review, 2011).
It is noted that the additional cost imposed by the Distribution Network Performance Standards of
2008 is an estimated $2 per customer per year, which appears to provide good customer value
(OTTER, 2007).
Load growth and rising peak demand
Rising customer connections from population growth is another major driver of investment. In
addition, AER indicates that the continued growth of average household energy demand as another
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source for increased needs of distribution capacity. Figure 4 shows the total national consumption of
energy verses peak demand.

Figure 4: National energy demand.

It is peak demand, rather than total demand that drives much of the need for network investment
and in Australia. There has been little effort to discourage peak usage of power through variable
pricing, smart meters and smart grids. Thus, there are opportunities to ease the peak demand
growth.
Infrastructure investment incentives
Some commentators argue there is a confluence of incentives for state owned network service
providers that cause significant overinvestment in network infrastructures because of the low cost of
borrowing and tax allowance arrangements. Furthermore, political concerns about network reliability
may have the potential to overwhelm any countervailing incentives to minimise cost of operation.
Figure 5 for the contrasting costs between Victoria (private network providers) with NSW and
Queensland (network providers in state hands) tends to support this (Garnaut Review, 2011).
Whether the incentives for lowest cost solution are sufficient should be a matter for the Panel to
evaluate.

Figure 5: Real capital expenditure per customer.
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Natural Gas
In 1999, Duke Energy concluded that the Tasmanian Natural Gas Project to be economically and
technically feasible in its study. In 2001, the construction of the gas transmission pipeline from
Longford in Victoria to Bridgewater and Port Latta (via Bell Bay) commenced. Following the
completion of the pipeline the Tasmanian Government entered into development agreements with
Tas Gas Networks Pty Ltd (called Powerco Tasmanian Pty Ltd at the time) for the construction and
operation of the gas distribution network, which is being progressively rolled out to domestic and
small to medium sized business customers.

Figure 6: The gas pipeline in Tasmania from Victoria (GPOC, 2010).

There has been a total of 520.2 GWh of energy delivered to Tasmanian customers directly in the
form of natural gas (excluding electricity generation). Residential, commercial and industrial sectors
also use Liquid Petroleum Gas (LPG) as an energy source throughout Tasmania. This provides new
development opportunities especially industries that needs direct steam or heat for processing and
increased competition as an energy source (GPOC, 2010; Hydro Tasmania, 2009).
The key elements of the Government’s policy framework in relation to natural gas retailing include:
 Full retail contestability from the commencement of natural gas market operations. Currently
there is only Aurora Energy and Tas Gas Retail Pty Ltd in the gas retail market.
 No regulation of retail natural gas prices, with such prices to be determined via competitive
market forces.
 No retailer of last resort.
Natural gas distributors do not have market power because they compete against other established
fuel sources (electricity and wood), even though they may have an exclusive right to distribute
natural gas.
Furthermore, the threat of price regulation acts as a further constraint on distribution prices. The
natural gas distribution market in Tasmania has been a competitive one (pricing determined by
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competition in the State’s energy sector) even with a limited franchise arrangement in place, which
contrasts with most other Australian jurisdictions where the distribution of natural gas is an activity
that is regulated (GPOC, 2010).

Carbon tax
The TCCI acknowledges global concern over possible changes to the earth’s climate. We believe that
industry, governments and the community must continue to understand and systematically address
this issue.
However, many Australian businesses face tough international competition, and not just those
directly exporting, but also manufacturers and service providers who compete against imports.
These businesses will have less capacity to pass on the impact of higher energy costs and their
competitiveness will be affected. To adopt a carbon tax or ETS before world engagement will export
jobs and economic opportunities, particularly in some of our most vulnerable industry sectors.
Policymakers and government need to understand that our competitiveness has been derived from
affordable and secure energy and a pre-emptive carbon tax or an ETS is a threat to both.
It is asserted that carbon pricing is required to regain investor certainty in new generating capacity.
Arguably, however, it has been the ‘on again, off again’ prospect of carbon taxes or an emissions
trading scheme over the past several years that has prevented the required investment in modern
and cleaner generation that could have contributed to lower emissions.
A carbon price under will only deliver the certainty of new investment in economically unsustainable
renewable energy, which is underpinned by subsidies and the extended uptake of more expensive
gas-fired generation. Accompanying this development will be much higher transmission costs as new
infrastructure will need to be built to connect widely scattered renewable and gas generating assets
and again the costs will be sheeted home to energy users.
To consider adding another cost layer in the form of a carbon pricing regime will reduce our
competitiveness and is unlikely to be effective given Australian coal will be exported and burned
elsewhere anyway.
The following principles should be observed:
 Future greenhouse policy should provide recognition for existing clean energy infrastructure and
use, not just for new infrastructure. Tasmanian businesses have financed clean energy
development for decades and should be rewarded for that.
 Market-based mechanisms usually provide a more efficient and least costly means of meeting
Australia’s international commitments.
 Emission trading is a viable option for abating greenhouse gases but more work needs to be
done to develop an appropriate and comprehensive model, taking into account the effect on
trade impacted industries and sectors.
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 There needs to be greater emphasis needs to be placed on the development of adaptive
capacity. That means having a strong and resilient economy.
To ensure that the policy outcomes are strongly focussed on efficiency, the following is also required:
 Use of market-based mechanisms which allow the economy to adapt to emissions-reducing
measures in the most efficient way possible. In contrast, prescriptive applied measures, if
inappropriately applied, may result in minimal compliance, discourage innovation and
rapidly become out of date
 Neutrality of treatment between activities irrespective of whether they are undertaken by
governments, businesses or consumers and regardless of sector or location
 Symmetry of treatment between emission-producing and emission-absorbing activity, so
that equal weight is given to activities which absorb greenhouse gases (such as the creation
of carbon sinks) and activities which reduce the output of emissions.
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Appendix: Electricity Industry Overview
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Electricity Prices
Electricity prices rose on average across Australia by 15 percent for the year to June 2010, with
further significant increases anticipated over the next few years. There are large groups of
households and businesses which will be badly affected by these increases.
The recent increase in electricity prices reflect the move towards cost based pricing, upgrading and
expanding infrastructure to meet demand, and rising costs of inputs. In turn, rising utilities prices
flows through to higher inflation in other goods and services.
More broadly, the electricity, water and sewerage prices increased in the CPI by more than 12
percent while the price of gas and other household fuels up by nearly 10 percent, following subdued
price rises in the 1990s. In comparison the CPI, excluding utility prices, has risen by 2.5 percent over
the same period. Figure 7 shows the utilities price inflation between 1994 and 2010.

Figure 7: National utilities price inflation between 1994 and 2010 (RBA, 2011)

Price components
Standard electricity contract prices are underpinned by three main components: wholesale, network
and retail. The wholesale component (40 percent of total) is the retailers’ cost of purchasing energy.
Wholesale electricity prices in most states are set competitively in the National Electricity Market
(NEM), although the wholesale energy allowance charged to non-contestable customers is set by the
Tasmanian Economic Regulator using a long run marginal cost methodology.
Wholesale natural gas prices are determined in confidential contracts directly between retail firms
and wholesalers.
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The network component (50 percent) is the distribution costs relating to the service to customers
through transmission and distribution networks, which is regulated by the Australian Energy
Regulator (AER) in most states. AER also regulates some gas networks.
The retail component (5-7 percent) consist of the operating costs (meter reading, bill and marketing),
which is regulated in every state except for Victoria, with retail margins generally set one to three
years ahead. As well as recovering costs, retailers are allowed to make a ‘reasonable margin’ (3-5
percent) which makes up the final price of electricity.
Price rise drivers
There is a number of reasons behind the large increase in utilities prices in recent years, which
includes ‘catch up’ for the below average price increases and infrastructure under-investment during
the 1990s, market structure changes, and increasing investment and input costs.
One reason for the large increase in price reflects the increased investment in infrastructure
significantly, especially transmission and distribution networks. This is expected to remain high for
some time. This flows from the need to replace ageing assets, given that a large proportion of the
electricity network infrastructure was built between 1950 and 1970s.
Higher demand for electricity has also driven up the need to expand the capacities of networks to
satisfy demand at peak times (hottest and coldest days of the year), despite the additional capacity
being underutilised during non-peak periods. Peak demand growth is expected to increase faster
than overall electricity consumption growth, meaning that there will higher prices per unit of
electricity sold because the additional costs involved in expanding capacity will not be meet with
increase in electricity consumption overall.
Rising input costs caused by drought in Tasmania led to upward pressure on electricity prices from
early 2007, by reducing supply from the hydro-electric generators an increasing reliance on imported
electricity from Victoria. In combination with high demand (caused by extremely hot weather) this
led to an increase in wholesale electricity prices in the NEM from the decade of average of $40 per
MWh to $50 per MWh in 2006-07. This has eased in recent years.
Rising input costs for generation fuels (gas and coal) has also affected electricity prices in some cases,
although it has yet to lead to a broad-based increase in wholesale prices (RBA , 2010).
Comparative Prices
Tasmanian residential customers pay prices in the middle range of residential prices available in
Australia, while natural gas customers pay prices that are among the highest in the country (OTTER,
2011). Electricity prices remain in the mid-range for average consumption customers and begin to fall
national average prices at higher consumption levels, although it is dependent on the consumption
split between tariffs (light and power and hot water). Tasmanian residential concession prices are
among the lowest available in Australia.
Comparison of interstate electricity prices requires consideration of factors that characterise each
market, because each state’s price reflects the nature of energy market, local cost structures, and
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differing weights placed daily fixed charges, variable consumption related charges and the regulatory
environment. The factors that need to be taken into account when comparing prices in Tasmania
with those of other states are:
 The average residential consumption in Tasmania is higher than in other mainland states due to
the higher space heating load (due to colder weather and poor home insulation) and the low
penetration of natural gas, although there is a high penetration of wood heaters and little
demand for air conditioning in Tasmania.
 Tariff structures vary between the states, with most residential tariffs in Tasmania having lower
variable rate and a higher fixed charge. This leads to average incremental energy rates being
lower than in other states.
 Capacity constrained thermal generation dominates mainland states, with a distinct differential
between off-peak and peak cost of energy. Off-peak retail rates are more competitive than those
offered in Tasmania. Hydro-electric generation dominates Tasmania providing less reason for
significant off-peak and peak price differences.
 Use of renewable energy has increased in other states as a result of incentives offered by
government programs for installation of solar hot water and gas boosted systems. Especially in
Queensland where electric hot water systems are being compulsorily phased out and residential
customers must choose gas, heat pump or solar options for new installations.
 In states where there is full retail contestability (FRC), customers may have access to cheaper
products than the approved standing offers.
These factors shows how difficult it is to draw conclusions from simple direct comparison between
each state’s prices as to total energy costs for different household and business cohorts. OTTER has
produced price curves shown for the most commonly used tariff combinations that uses the
approved residential standing offer of energy prices, as shown below.

Figure 8: Normalised consumption of average residential electricity price per kWh as at 23 January 2011.
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Figure 9: Actual consumption (up to 30,000 kWh per annum national price range) of average residential electricity price per
kWh as at 23 January 2011.

Regulators
The Australian Energy Regulator (AER) is the economic regulator of all electricity networks and
covered gas pipelines in eastern & southern Australia. The AER monitors generator bidding behaviour
and all extreme price events in the National Electricity Market (NEM). The AER also monitors
activities closely to ensure participants’ compliance with the National Electricity Law and Rules (NEL
and NER) in the NEM.
The electricity distribution networks are capital intensive and incur declining marginal costs as output
increases (economies of scales) which give rise to a natural monopoly structure. The AER acquired
responsibility for the economic regulation of electricity distribution (previously the responsibility of
state and territory regulators) except in the Northern Territory and Western Australia in January
2008.
The Australian Energy Market Operator (AEMO) started their operation on July 2009 as the single gas
and electricity market operator in Eastern and Southern Australia. AEMO coordinates a central
dispatch process (matches generator supply offers to demand) to manage the wholesale spot market
as the market operators. Each generator is issued instructions by AEMO to produce the required
quantity of electricity to match demand at all times at the lowest available cost and maintain the
technical security of the power system.
AEMO monitors demand and capacity across the NEM and issue forecasts on demand and supply to
assist participants in responding to the market’s needs. Their aim is to provide better forecasts that
will improve dispatch efficiency, network and security management and pricing. They report on
investment opportunities in electricity and natural gas they also coordinate high level national
transmission planning (AER, 2009).
Tasmania’s regulatory framework is important given emerging roles of gas and new renewable, and
its small market size. The independent Regulator is an integral part of the energy industry reforms
with the Regulator and the Office established effective July 1998.
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The Tasmanian Economic Regulator is the independent economic, technical and safety Regulator in
Tasmania, which was consistent with National Competition Policy (NCP) requiring regulatory function
to be removed from government business enterprises. Tasmanian Treasury has the responsibility for
the administration of the market design aspects of the ESI Act, as well as a number of regulations
made under the ESI Act. The primary purpose of the Act is to promote efficiency and competition in
the electricity supply industry.
The Regulator is also charged with gas regulation responsibility under the Gas Act 2000, Gas Pipelines
Act 2000 and Gas Pipelines Access (Tasmania) Act 2000. Safety matters regarding electricity and gas
are the responsibilities of the Workplace Standards Tasmania and the Director of Gas Safety
respectively and do not concern the Regulator’s functions.
The Energy Ombudsman investigates complaints concerning any service of or relating to the sale and
supply of gas or electricity by an energy entity. The Regulator has a Memorandum of Understanding
with the Ombudsman, and makes available information regarding any systemic issues identified in
relation to industry compliance with the various regulatory instruments (OTTER, 2010).

National Electricity Market
The NEM is a wholesale pool in which generators sell their electricity and the main customers are
retailers who purchases electricity for resale to household and business customers. This market has
no physical location but is a ‘virtual pool’ in which a central operator (AEMO) aggregates and
dispatches supply bids to meet demand.
Market supply is based on the offers of generators to create certain quantities of electricity at a
variety of prices for each of the 5 minute dispatch periods in a day. Generators are required to lodge
offers ahead of each trading day and offers (rebid) can be changed at any time as long as those bids
are made in ‘good faith’. These offers are affected by a range of factors including technology of the
plant. For example, coal fired generators need to ensure their plants run continuously to cover their
high start costs and they offer to generate some electricity at a negative or low prices to ensure
dispatch. Gas fired peaking generators face high operating costs and normally offer to supply
electricity at high prices only.
AEMO stacks the offer bids of all generators in ascending price order for each 5 minute period
dispatch to determine which generators are dispatched so that demand is matched at the lowest
cost. AEMO has managed the operation of the NEM since July 2009. The NEM is a gross pool (all
electricity sold must occur through a central trading platform) but generators can also contract with
large market customers directly.
The AER monitors activities closely to ensure participants’ compliance with the National Electricity
Law and Rules in the NEM. The NEM was design to decrease the risk of excessive market power with
an interconnected transmission grid allowing competition between generators.
The NEM design also reflects the physical characteristics of electricity, in that supply must correlate
with demand at all times as electricity cannot be stored economically. Hence coordination is required
to avoid imbalances that have a potential to damage the power system.
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A wholesale spot price is established every 30 minute periods (trading interval) and is the average of
the dispatch prices of the 5 minute interval. This is the price that all generators receive for their
supply during this 30 minute period and the cost incurred to market customers for the electricity
they use in that period. The spot price is determined separately for each region which accounts for
the physical losses in the electricity transportation over distances and the congestion in transmission
that occasionally isolate certain regions from the national market.
In 2005, Tasmania joined the NEM and was interconnected physically with the market with the
opening of Basslink in April 2006 (submarine transmission cable from Tasmania to Victoria).
Tasmania has been a net importer since its interconnection with the NEM, importing over 25 percent
of its electricity needs in 2008-09 because drought restricted ability to generate hydroelectricity
(AER, 2009). Figure 10 shows Tasmanian’s current electricity industry structure.

Figure 10: Tasmania’s current electricity industry structure (ESIEP, 2011). Note, TRUenergy and Country Energy are not
currently active in the market.

Generators
About 200 electricity generates operate in the NEM jurisdiction. Electricity generated by major
generators in the NEM is sold through a central dispatch process managed by the AEMO.
Demand for electricity varies with time of day of day, day of week and ambient temperature.
Demand tends to peak in winter (cold weather causing an increase in heating requirements) and
summer (hot weather causing an air conditioning loads to drive up). Thus, a reliable power system
requires enough capacity to meet the demand peaks during these times and so there may be times
where a substantial amount of capacity remains idle for much of the time.
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This introduces the need to have a variety of generation capacity (baseload, intermediate and
peaking power stations) that reflects these patterns of demand. Baseload generators tend to have a
high start-up costs and relatively low operating costs, which meets the majority of demand so it is
useful and economical to run them continuously. Peaking generator is the opposite of baseload in
terms of costs (low start-up and high operating costs) and they are used to supplement baseload
during periods of time when prices are high.
Peaking power stations must be capable of reasonable start-up because they have a potential to be
called on to operate with little notice as they may be needed in periods of peak demand or when
issues such as a network outage constrains the supple of cheaper generators (AER, 2009).
State owned enterprises (Hydro Tasmania and Aurora Energy’s Tamar Valley peaking plant) hold
nearly all the generation capacity in Tasmania.

Transmission
Transmission networks transport electricity to distribution networks from generators which in turn
transports electricity to customers with the exception of a few cases where large businesses such as
aluminium smelters are directly connected to the transmission network.
A transmission network includes towers with the wires running between them, underground cables,
transformers, reactive power devices, switching equipment and monitoring and telecommunications
equipment. To minimise the loss of electrical energy occurs naturally, electricity must be converted
to high voltages for efficient transport over long distances.
The NEM in eastern and Southern Australia provides a fully interconnected transmission network
from Queensland to NSW, the ACT, Victoria, South Australia and Tasmania.
The construction of a submarine transmission cable (Basslink) from Victoria to Tasmania in 2006
completed the interconnection of all transmission networks in southern and eastern Australia. The
transmission networks in Northern Territory and Western Australia are independent (AER, 2009).

Distribution
Distribution networks transport electricity from transmission networks to business and residential
customers. A distribution network includes poles, underground channels and wires that carry
electricity, transformers, substations, switching equipment, monitoring and signalling equipment. In
contrast to transmission networks, voltages must be stepped down to lower voltage to be used by
customers safely and most customers need a delivery of 230-240 volts in Australia.
Retailers bundle electricity generation with transmission and distribution services and sell them as a
package (see next section for more information) (AER, 2009).

Retail
At 30th June 2011, there were four licensed electricity retailers in Tasmania including Aurora Energy
(dominant retailer), Country Energy, TRUenergy and ERM Energy Retail. Aurora Energy and ERM
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Power are the only active retailers in Tasmania. Aurora Energy holds an exclusive retail franchise for
all non-contestable customers, being those consuming less than 50 MWh per year.
Australian governments have phased in retail contestability (customer choice) since the mid 1990s;
with a staged timetable introduce customer choice starting with large industrial customers followed
all the way down to domestic customers. Full retail contestability (FRC) is achieved when all
customers are allowed to enter into a supply contract with their preferred retailer. Victoria,
Queensland, NSW, ACT and South Australia have introduced FRC (AER, 2009). The Tasmanian
Government has yet to commit to a timetable for FRC.

Renewable Energy
There are a variety of electricity supply and demand side options that will be a part of the future for
Tasmania, with additional generation capacity potentially provided by natural gas, biomass,
geothermal, solar and wind energy. A variety of distributed generation technologies (including
storage), will also be part of the longer term prospects for Tasmania.
The new renewable energy development in Tasmania will be important in the Tasmanian
Government achieving their target to reduce greenhouse gas emissions by 60 percent below 1990’s
levels by 2050 and to facilitate the State’s policy objective of developing significant renewable
innovations. Thus, becoming a net exporter of renewable and low carbon electricity to NEM
dominated in fossil fuels.
Figure 12 shows estimates of the lifecycle costs of different electricity generation technologies in
Australia. The costs of each option have been converted to a cost per unit of electricity to allow
comparison.

Figure 11: Economic costs lifecycle of electricity generation (AER, 2009).

Hydro generation has the potential to play an important role in contributing to the stability of the
NEM as the variable renewable energy generation increases over time. This could translate into
commercial opportunities for Tasmanian’s hydro generation capacity.

24

Possible disadvantages of renewable energy include barriers such as misalignment of incentives,
capital constraints, behavioural, information failures as well as a number of others. Appropriate
policy approaches will be needed to overcome these barriers and to achieve a higher level of
renewable energy generation (Hydro Tasmania, 2009).
The Australian Wind Energy Forecasting System (AWEFS) was established to forecast the potential
energy produced by major wind farms in the NEM in late 2008. This system allowed the ‘semischeduled’ generator classification to be launched in the NEM and providing intermittent generators
(includes wind farms) the ability to compete in the NEM through the bidding process. The AWEFS and
the semi-scheduled category will assist in the response to the continual renewable generation
expansion at the same time as maintaining the supply security that has been the hallmark of the
energy industry (AEMO, 2010).

Renewable Energy Target
Renewable Energy Certificate (RECs) were created by the Australian Governments as an incentive for
investment in renewable energy and can be earned after you buy and install qualifying Small
Generation Unit (SGU) such as solar panels, solar per wind powered systems and solar hot water
(Queensland Government, 2003).
RECs were initiated by the Renewable Energy (Electricity) Act 2000 (EM, 2010). One REC represents 1
MWh or 1000 KWh generated from renewable energy. RECs can be earned if owners of eligible small
renewable installed on or post 1 April 2001 can earn RECs by taking initiative to create and register
any RECs (Queensland Government, 2003).
The Australian Government has implemented a target of 20 percent renewable energy sourced
electricity by 2020. The current Renewable Energy Target (RET) needs the energy companies to
deliver 9500 GWh generated from renewable energy sources or to purchase RECs from those that
have done so (1 REC = 1 MWh). The 2020 target needs 4500 GWh which means that 45 million RECs
will be generated to meet the target and this requires energy companies to surrender the equivalent
RECs into their holding account to 20 percent of their market share. Electricity producers must buy a
specified amount of RECs each year to surrender to the government and in doing reduce carbon
emissions so that renewable energy will make up 20 percent of Australia’s total electricity generation
by 2020.
A REC can be exchanged for cash assisted by agents or individual trading in the REC Registry. The
value of these certificates is not fixed but it fluctuates with the market condition (Queensland
Government, 2003).
From 1 January 2011 Small-Scale Technology Certificates (STCs) replaced RECs for all eligible SGUs. All
RECs validated that exist on 1 January 2011 became Large Generation Certificates (LGCs) and cannot
be traded via the STC Clearing House but on the LGC market (ORER, 2011). The RET will divide into
Small-scale Renewable Energy Scheme (SRES) and the Large-scale Renewable Energy Scheme (LRES).
Households and small businesses are primary concerned about the SRES as it covers solar PV panels
under 100kW and provide a fixed price of $40 MWh of electricity produced for RECs sold via a REC
clearing house that provides direct support for households taking direct action in reducing emissions.
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The change will simplify and guarantee the Solar Credit rebate meaning that installing solar PV cells
will significantly lower in cost.

Frequency Control Ancillary Service (FCAS)
FCAS are energy related services procured by the AEMO keep the frequency of electricity supply
within a tolerance range 49.9 Hz to 50.1 Hz. It is an ‘insurance’ for breakdowns in the national power
system, such as the loss of a generator (Hydro Tasmania, 2010). FCAS are classified as ‘regulation’
(non-contingent), ‘fast’ (contingent – response of 6 seconds), and ‘slow’ contingent – response of 60
seconds and delayed (contingent – response of 5 minutes). FCAS are bought from generating
companies are separated from the main electrical energy trade.
AEMO buys capacity from generators above their mandatory needs for the reactive power (ratio of
real power to apparent power). Network Loading Control is used to control the flow on interconnectors over the short term limits either by increasing generation levels in the ‘to – region’ to
decrease need to import energy across the inter-connector restoring flow limits if limit is exceeded or
shedding load (reduction in demand) is used to restore flow limits if there is no capacity to increase
generation.
The potential for a power failure (partial to a full power blackout) needs to manage by AEMO making
sure there is sufficient capability in the system to restart. This process is System Restart Ancillary
Services (SRAS). Thus, AEMO enters into bi-lateral contracts with generators who have a system
restart.
The introduction of ancillary services as eight separate trade markets give rise to the requirement for
optimisation since the same physical machinery generates the ancillary and energy services, there
can be a trade off between the reserve and energy capacity that the generator can distribute (The
University of Queensland , 2002; UNSW , 2006).
In OTTER’s 2010 FCAS pricing investigation report, it proposed that Hydro Tasmania should be
required to offer a general FCAS contract designed as ‘safety net’ contract to other Tasmanian
generators, not subject to any special conditions (other than self-provision and new supply sources)
or exclusion. This contract would effectively hedge the FCAS exposure of the contract buyer. OTTER
have noted that the time-weighted average prices for raise contingency FCAS in the mainland
jurisdictions for fast, slow and delayed FCAS was $0.87, $0.51 and $1.04 per MWh respectively for
the period January 1st to 17 December 2010. These prices are a reflection of the dominance of
thermal generating units that are inexpensive sources of the services with an abundance of supply in
contrast to Tasmania which has only one registered supplier and fast raise services not as readily
available from hydro generation. For each of the services above respectively, the average prices in
Tasmania were $12.18, $0.73 and $1.30 per MWh.
OTTER has established a supply price of the declared electrical services that covers the opportunity
cost of foregone revenue in the energy and RECs markets so the interstate or international
benchmarks are not taken into account for the pricing of this service using this methodology as it is
not relevant.
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OTTER has recognised that in Tasmania there is no present competitions for the provision of raise
contingency FCAS to meet the local requirement to the extent that an existing or new generator can
provide the service itself; there is provision for the quantity of the services in the net contract to be
removed. OTTER would consider a revocation of the declaration of the services if a new supplier of
the services were able to remove its dependence on Hydro Tasmania substantially to meet all the
requirements in Tasmania (OTTER, 2011).

Basslink
Basslink was established as a privately funded electricity transmission interconnector allowing energy
to be traded between Victoria and Tasmania to provide opportunities for the local energy market.
Basslink provides an opportunity for Hydro Tasmania to arbitrage energy with Victoria (buy cheap
off-peak and sell expensive peak) and it also provides security against energy shortage risk caused by
prolonged droughts in Tasmania, by offering an additional source of electricity supply. It provides an
extra 480 MW of capacity.
Basslink flows can be very large compared with the size of Tasmanian load, which requires special
arrangements to ensure the stability of the system when Basslink trips. Support for the high level
power transfer is achieved by initiating tripping of contracted generators and loads in Tasmania
following the occurrence of a trip of Basslink or certain critical network elements. The systems which
achieve this are the Network Control System Protection Scheme (NCSPS) and a Frequency Control
System Protection Scheme (FCSPS).
In addition there is a Frequency Controller on Basslink which changes the flows on Basslink in
response to variations in the Tasmanian and mainland system frequencies. This provides a means of
transferring FCAS between these regions and smoothes out the frequency in Tasmania.
Basslink Pty Ltd (owned by CitySpring Infrastructure Trust) currently owns and operates Basslink and
Hydro Tasmania has a long term financial contract with Basslink Pty Ltd (Basslink Services
Agreement). This agreement gives Hydro Tasmania the inter-regional revenues and in return it pays
BPL a relatively fixed facility fee. Hydro Tasmania then uses the inter-regional revenues in its trading
activities in Tasmania and on the mainland.
Hydro Tasmania has the opportunity to sell its renewable energy through Basslink to retailers in
states beyond Tasmania, with Hydro’s trading team monitoring the national market assessing the
best time to sell. Hydro Tasmania prepares a compliance plan (Electricity Supply Industry
Enhancement Compliance Plan) every year for the Tasmanian Government in relation to Basslink
(GPOC, 2010; Hydro Tasmania, 2010; UNSW, 2007).
The economics of the Basslink interconnector is driven by the trading opportunity created by the
difference in prices between peak and off-peak periods in the Victorian region of the NEM, combined
with Tasmania’s flexible hydro generating system.
The net flow of electricity across Basslink is determined by the demand and supply of electricity. In
situations where there is an undersupply (prolonged dry spell and low water levels in Hydro
Tasmania dams) of electricity in Tasmania, there would be a net import of electricity in Tasmania. In
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contrast, during an oversupply (e.g. significant new entry in the generation sector, or the closure of a
large electricity consumer or above average rainfall) there would be a net export of electricity from
Tasmania.
When Tasmania’s energy needs are approximately in balance with supply capability the volume of
electricity imported from Tasmania approximate the electricity volume exported, but electricity
would generally be exported at periods of peak price and imported at low price periods.
In any five minute dispatch period the Basslink’s direction of flow is determined in response to
pricing signals. Even in the situation where there is an electricity shortage in Tasmania, the link might
operate in both directions during a daily cycle. Only in exceptional circumstance will operate for a
prolonged period in one direction. Figure 14 shows how the link would flow over a typical week in
summer and winter.

Figure 12: Basslink flows over a typical week in summer and winter.

Player Analysis
Aurora Energy
Aurora Energy is owned by the Tasmanian Government. It is an electricity generator, distributor and
retailer. Aurora energy is the sole supplier of gas and electricity to household and small businesses
because electricity retail to businesses and homes are not currently deregulated. Aurora also has
business customers in Queensland, NSW, South Australia, the ACT and Victoria. Aurora had enjoyed
success with the Aurora Pay As You Go electricity product in Tasmania and South Australia allowing
customers to pre-pay for electricity packages.
Aurora has built the reputation for developing sustainable energy solutions, provides green energy
deals (creating energy from sources such as hydro, solar, wind and biomass) and the government
accredited renewable energy products varies between 10 to 100 percent GreenPower. Aurora was
also selected to construct the Tasmania section of the National Broadband in 2009 (Energy
Companies, 2010).
Transend Networks
Transend Networks was formed by the disaggregation of the Hydro Electric Commission which was in
anticipation of Tasmania joining the NEM. Transend is a regulated firm that receives revenue cap
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from AER. Transend take electricity from power stations around Tasmania delivering it to Aurora
Energy through their network of 47 substations, nine switching stations and 3650 circuit kilometres
of transmission line. Furthermore, Transend also transports electricity directly to a number of large
industrials customers and to the mainland through Basslink. These power stations are heavily reliant
on hydro generation.
Transend have assets valued at $1.3 billion and has invested more $600 million upgrading and
modernising the transmission system since 1998 (Transend, 2010). The transmission system of
Transend became part of the NEM in 2005 in anticipation of Basslink being commissioned (Grid
Australia, 2008).
Hydro Tasmania
Hydro Tasmania is the predominant electricity generator in Tasmania. Hydro Tasmania (originally
called Hydro Electric Department) was established in 1914 to develop the Waddamana Power
Scheme and oversee the electrification of Tasmania.

Figure 13: Shows Hydro Tasmania’s catchment areas (Hydro Tasmania, 2010).

Hydro Tasmania has 29 hydro power station, numerous lakes and 50 large dams situated through
Tasmania. Catchment areas include Great Lake-South Esk (brown), Mersey Forth (orange), King
(yellow), Yolande (grey), Pieman-Anthony (red), Gordon-Pedder (purple) and the Derwent (light
purple) (shown in figure 11). Currently, Hydro Tasmania’s assets are worth $4.8 billion and have a
generating capacity of 2615 MW (Hydro Tasmania, 2010).
Hydro Tasmania’s operating subsidiaries include Momentum, an electricity retailer in Victoria, and
Entura, a consulting business.
ERM Power
ERM Power was established 1980 as a specialist energy advisory firm that has now grown into an
integrated energy company with areas spanning generation, electricity sales and gas procurement.
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ERM Power has led the development of 29 percent of all generation capacity commissioned in
Australia in the last five years (ERM Power, 2008). ERM Power Retail is one of the four licensed
electricity suppliers in Tasmania (OTTER, 2011).
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Figure 14: Player historic analysis (Tasmanian Audit Office, 2010).
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Figure 15: Player staff numbers
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Major Industrial Consumers
In December 2010, Rio Tinto Alcan (Comalco) signed a long term, baseload electricity supply contract
(take effect from 2015 when the current arrangement expires) for 322 MW of electricity with Hydro
Tasmania that will assist in securing the future of the Bell Bay aluminium smelter and 550 jobs up to
2025.
The Bell Bay aluminium smelter began production in 1955 and now produces approximately 180,000
tonnes of aluminium per year, supplying consumers mainly in Asia. The Bell Bay smelter paid more
than $176 million per year buying goods and services from Tasmanian suppliers, more than $50
million dollars per year in salary to employees in Tasmania accounting for a quarter of Tasmania’s
annual power consumption (ABC News, 2010).
Nyrstar is Tasmania’s largest export producer with approximately 540 employees, 110 contractors,
produces 250,000 tonnes of zinc per year at Risdon. Apart from being a significant employer and the
largest exporter in Tasmania, they are also the State’s second largest power user after Comalco, with
electricity accounting for approximately a third of total costs at Risdon facility.
In 2007, Hydro Tasmania secured a 10 year power supply agreement with Zinifex (as it was then
known) for the Rosebery mine and the electrolytic plant at Risdon after announcing that exploration
at Rosebery mine had increased the known ore resource by 65 percent which means the operation is
likely to increase beyond 10 years.
The Tasmanian Electro Metallurgical Company Pty Ltd (TEMCO), a joint venture between BHP Billiton
Ltd and the Anglo American Co Ltd, is the only manganese ferroalloy plant in Australia. It was built at
Bell Bay in 1962. TEMCO is a major Tasmanian employer, producing 250,000 tonnes of alloy per year
with 80 percent of the production exported to more than 50 customers in 14 countries. TEMCO is the
third large electricity user in Tasmania (BHP Billiton, 2011).
Norske Skog Boyer, situated in southern Tasmania, produced Australia’s first newsprint in 1941 and is
still one of the state’s major employers with over 900 employees. Norske Skog Boyer produces
290,000 tonnes of newsprint and related grade per year, representing about 40 percent of Australia’s
newsprint consumption. Norske Skog Boyer has electricity consumption of 95 MWh (Norske Skog,
2011).
Hydro Tasmania has a long-term financial contract with Rio Tinto Alcan and Nyrstar. It is through
contracts and spot sales in the NEM from which a majority of Hydro’s revenue is earned.
Hydro Tasmania backs these contracts by generating electricity at times of high spot prices and
buying electricity from the market at periods of low spot prices. The ability to back the volume of
retail and wholesale contracts using water in storage, electricity purchases and contract prices drives
Hydro Tasmania’s financial performance. Although spot prices are less significant on for Hydro
Tasmania’s financial performance, they can impact positively or negatively depending on their
contract position and generation at the time (Hydro Tasmania, 2010).
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