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Introduction

As stated in our previous submission, Comalco Aluminium (Bell Bay) Limited is a
major stakeholder both in Tasmania and the Tasmanian electricity system.  

We are the largest single user of electricity in the State, with a take of pay contract to
2014 for 286 Megawatts.  Our consumption is equal to the same amount as the entire
City of Hobart.

While Comalco has no immediate plan to become an active player in the electricity
market, the long-term availability of secure electrical energy at a competitive price
and quality is fundamental to the viability of our business, and indeed to our future in
Tasmania. 

It is therefore appropriate that we offer comment as a follow up to the Pre-
Determination Conference, held in Hobart on 6th September.
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Summary

It is our strong view that there are important and significant benefits to Tasmania that
flow from physical connection to the National Electricity Market. 

We have identified some of these benefits as including:

 The promise of competition, including customer choice in generation and
potentially the retail sector

 Increased security of supply
 Reduced sovereign risk
 Access to additional electricity supply for Tasmania and Victoria
 New opportunities for the State including the potential for large scale

development of wind resources and increased availability of Renewable
Energy Certificates

 New generation opportunities and access to interstate markets

We therefore urge the ACCC to authorise Tasmania's proposal and to recognise the
extent that it can potentially transform Tasmania's energy sector and future economic
development prospects.

Should Basslink (physical connection to the NEM) not proceed then it is difficult to
see how Tasmania can facilitate a market and provide customers with any form of
competition.  From a supply perspective, Natural Gas brings with it much needed new
generation and opportunities for existing industries and new investment, but this does
not necessarily translate to the introduction of competition.  Without Basslink there
appears to be only a duopoly situation on offer, not competition.  

It is also our view that the scale of wind development is dependent upon Basslink.
Should Basslink not proceed then it is difficult to see what incentive a duopoly with a
surplus of energy and a small customer base would have to develop additional
generation.   We also believe that  Basslink and access to other markets can mitigate
the threat to Hydro Tasmania of the arrival of a large scale gas generator and this will
create additional opportunities for diversity and growth in Tasmania's energy sector.

While we would argue that the proposed NEM Entry Framework is not perfect, we
believe it is probably close to the best that can be achieved in the current energy
environment

Tasmania needs to join the National Electricity Market and cannot continue to remain
isolated.

Comalco therefore requests that final authorisation of the Tasmanian Framework
proceed with full ACCC oversight, and that the ACCC undertake a full review 12
months after implementation.  Such a review is necessary to  ensure that the promised
benefits and outcomes are delivered. 

In providing our support to the amended framework, we reserve the right to seek
amendments where it can be proven that the promised benefits and outcomes have not
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been delivered, and/or where it can be shown that there is opportunity to further
enhance the framework in the future.
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ACCC Review of Draft Determination

Comalco supports in principle, the amended proposal for Tasmania's entry to the
National Electricity Market, as it appears in the Draft Determination.

As the ACCC is aware, Comalco raised a number of concerns with the ACCC
concerning the original framework proposal and the significant market power of
Hydro Tasmania under that framework.  

We are satisfied with the changes negotiated between the ACCC and the Tasmanian
Government and we believe the amendments go a long way towards alleviating our
concerns.

We note that during the Pre-Determination Conference, some presenters called for a
further disaggregation of the Hydro.  Comalco does not support a splitting up of the
integrated hydro generation system at this time, and the comments expressed in our
submission to the Garlic Review remain current.  We are happy to make this
submission available to the ACCC, but can summarise our concerns as follows:

 We have difficulty understanding how the current monopoly generator can be
effectively disaggregated into more than two entities.  A third entity (comprising
Derwent King) may be feasible although it is our opinion that the storage is too
small.  Any number of greater than three entities appears to us to be completely
unworkable.

 Hydro Tasmania report that they currently achieve availability efficiencies of
around 95%.  If this is correct it is difficult to see that disaggregation can deliver
the level of efficiency gains required to offset the considerable additional costs
incurred with the split.

 A disaggregated hydro system may generate less energy than an integrated system
and it would need to be demonstrated that any net benefit also compensates for
this loss.  If a net benefit cannot be guaranteed then as a price taker we would be
extremely concerned if any additional costs incurred were imposed on consumers.

 Some of the generating assets in Tasmania are considerably aged and may at some
time in the future require refurbishment.  A significant refurbishment akin to
recent shutdowns at Poatina and the Gordon may have a far greater impact on the
security and reliability of supply if the Hydro is disaggregated and if the economic
consequences of meeting contract energy obligations at the time were crippling
for the particular entity.

 We would also question how the existing Major Industrial Contracts would be
assigned to multiple generators.  Apart from a security of supply perspective
which is fundamental to our business, given the variance of contract terms and
volumes we would be concerned that vesting a contract or part of a contract does
not deliver an unfair advantage to any particular entity.
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As a principle Comalco supports disaggregation, but it is our view that when one
drills down into the detail as part of an assessment, the risks and increased costs
appear to outweigh any potential benefit.  Comalco will continue to monitor this issue
and reserves the right to change its opinion as the Tasmanian Electricity Market
evolves over time.

In relation to the Basslink import sell down arrangements, we will reserve our
judgement until we can see the outcome of the Auction process. 

In relation to the Basslink Import constraint, currently defined as " 300MW or other
capacity approved by the System Controller", we understand that any party can secure
load shedding and approach the System Controller for an upgrade with the
involvement of Basslink Proprietary Limited (BPL).  However, while it is clear that
the agreement of Hydro Tasmania is not required in this instance, and that the
approval of the System Controller will be required, it is not clear whether BPL have
the right to disagree or prevent an increase in the import limit.   We see this as an
issue that requires clarification in the final approval process.


