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Tasmania’s Energy Reform Framework
Tasmania’s entry to the National Electricity Market on Sunday 29 May, 2005 marks the start of a new electricity era for the State.

This is a major step towards linking Tasmania’s electricity supply to the mainland – a process that will be completed with the commissioning of the Basslink high voltage undersea power cable in April 2006.

This means that Tasmania will be able to sell its clean, environmentally friendly electricity into the national grid – benefiting people and businesses on both sides of Bass Strait.

Joining the National Electricity Market and the completion of Basslink will remove one of the last remaining major constraints to economic growth and development in Tasmania.

These two associated projects are key elements of the Tasmanian Government’s Energy policy Powering Prosperity released by the Minister for Infrastructure, Energy and Resources the Hon Bryan Green MHA in December 2004.

Powering Prosperity

Over the past few years three key projects have been transforming Tasmania’s energy sector. These include:

Tasmanian Natural Gas Project

The Gas Pipeline from Victoria to Tasmania is already supplying major customers, including the Bell Bay Power Station which has been converted from oil-fired to gas.  Natural gas pipelines are being progressively rolled out to industrial, commercial and residential customers.  
Wind

The first two stages of Hydro Tasmania’s Woolnorth Wind Farm have been completed.  The next stage is being planned and wind farms at other sites will be progressed in coming years, subject to commercial considerations and relevant planning approvals.

Basslink and entry to the National Electricity Market

Joining the National Electricity Market and the commissioning of Basslink will bring about competition in the electricity supply industry in Tasmania.  

Tasmanian generators will be able to export electricity across Bass Strait, using Basslink during peak demand periods when the mainland wholesale price is higher.  It will also allow electricity to be imported when the mainland wholesale price is lower.

You can find out more about Powering Prosperity at the Department of Infrastructure, Energy and Resources’ web site at <www.dier.tas.gov.au>.

Tasmania’s Entry to the NEM

Tasmania becomes a full participant in the National Electricity Market on 29 May 2005, ahead of the commissioning of Basslink. 

The reason for this is that the Tasmanian Government wanted a smooth transition to the handover of control of the market operations and system security to the national body. The time gap between joining the National Electricity Market and the commissioning of Basslink is necessary to test the systems and processes required to operate in the market and to give the electricity businesses time to gain experience in trading in the market with limited financial exposure. 
Benefits of NEM Entry and Basslink

Joining the National Electricity Market and linking Tasmania to the mainland by Basslink benefits Tasmania by:

· Providing certainty of energy supply which gives certainty for investors and therefore creates more certainty for future jobs growth;
· Helping to drought proof Tasmania’s electricity system by allowing us to buy energy from interstate;
· Stimulating business growth in Tasmania; 

· Introducing competition and alternative power supplies; and

· Encouraging full development of our renewable energy resources.
The rest of Australia also benefits from:

· Providing a flexible source of electricity to meet peak and fluctuating demands in the National Electricity Market;

· Providing an additional market for non-peak sales; and

· Ensuring a more diverse and secure system in South Eastern Australia.

Competition and Choice

Joining the National Electricity Market and the commissioning of Basslink is a culmination of a process to reform Tasmania’s electricity supply industry that started in 1998 with the separation of the former Hydro‑Electric Corporation into three State-owned businesses.  These are:

· Hydro Tasmania‑the main generator;

· Transend Networks‑the transmission network services provider and system controller; and

· Aurora Energy‑the distribution network services provider and retailer.

Since then there have been a number of other significant changes, including the conversion of the Bell Bay power station to operate on gas.  Upon the commissioning of Basslink, a new State‑owned generator, Bell Bay Power Pty Ltd, will be created separate to Hydro Tasmania.

From 29 May 2005, while Transend Networks will continue to operate the high voltage electricity transmission system in Tasmania, the National Electricity Market Management Company Ltd (NEMMCO) will be responsible for electricity market operations and power system security.  Once Basslink is commissioned, Tasmania’s system will be connected to the mainland, allowing others to enter the Tasmanian market, thereby creating the opportunity for further diversity of supply.

Customers will be given the opportunity to choose suppliers who offer the best price and service in the same way that they can now purchase telephone services from a number of suppliers.  

This will be phased in over the four years between 2006 and 2010 based on the amount of electricity used by customers in a similar manner to that which occurred in other states (refer to table below).

Table 1: Retail Contestability Timetable

	Introduction of contestability
	Electricity consumption
	Annual electricity bill likely to exceed
	Indicative customer type

	1 July 2006
	20 GWh/yr
	$1 000 000 +
	Mineral processors

	1 July 2007
	4 GWh/yr
	$250 000 +
	Food processing plant and multi-storey office complexes

	1 July 2008
	0.75 GWh/yr
	$75 000 +
	Supermarket, engineering workshops

	1 July 2009
	0.15 GWh/yr
	$16 000 +
	Fast food restaurant, service station and large offices

	1 July 2010
	Under 0.15 GWh/yr
	-
	Small business and households*


*Subject to an assessment of the associated benefits and costs.

Safeguards
The existing customer safeguards in the Electricity Supply Industry Act and the Tasmanian Electricity Code will be largely retained.

In particular, the Tasmanian Energy Regulator will continue to be responsible for retail price regulation for small businesses and household consumers as well as distribution network pricing.

It is very important to note that at least until 1 July 2010 Tasmanian households and small businesses will remain on regulated electricity tariffs set by Aurora and approved by the Energy Regulator.

A final decision on whether contestability should be extended to small businesses and households will not be taken until an assessment is made of the associated costs and benefits of doing this.

The Electricity Ombudsman will also continue to adjudicate in disputes between customers and electricity retailers. 

As an additional safeguard Aurora Energy will be the “retailer of last resort” to protect consumers in the unlikely event that a new independent retailer unexpectedly exits the industry. 

Power Prices

The market itself will set electricity prices in the National Electricity Market, and businesses will be able to choose their electricity supplier.

This ability to choose will bring competitive pressure on electricity prices.

Tasmanian businesses will be able to enjoy the same benefits of competition, both in terms of price and service, that apply in other states which are part of the National Electricity Market.

However, as noted above, until retailers are able to compete for different categories of customers, most customers will remain on regulated tariffs set by Aurora but approved by the Energy Regulator.  

Once they have a choice between retailers, customers will be able to remain on regulated tariffs for a maximum of 12 months.  This will provide sufficient time for customers to negotiate appropriate contracts with any retailer that offers them the most suitable terms and conditions.  

A number of industrial customers have existing contractual arrangements that will not be affected by this rollout.

The new arrangements will not apply to the Bass Strait Islands.  Hydro Tasmania will continue to be responsible for the provision of electricity to customers on King and Flinders Islands and the Government will continue to subsidise the cost of electricity to these customers through the payment to Hydro Tasmania of a Community Service Obligation.

More information about retail competition can be found in the publication ‘Retail Competition in the Tasmanian Electricity Supply Industry‑Information Paper‑March 2004’, which can be downloaded from the Energy Markets page of the Department of Treasury and Finance web site at http://www.treasury.tas.gov.au/.
Summary of Changes with NEM Entry and Basslink

Tasmania’s entry to the NEM and the commissioning of Basslink will result in some major changes in how the Tasmanian energy sector operates.  All aspects of the system will be affected, including the areas of generation, transmission and retail.

The table below provides a brief overview of how entry to the National Electricity Market and Basslink will change existing structures and processes in the State’s electricity industry.

Table 3 – Summary of Changes with NEM Entry and Basslink 

Before






After
	Customers must purchase all electricity from Aurora Energy.
	Contestable customers can choose the retailer who offers best terms and conditions.

	All electricity generated by Hydro Tasmania. 
	Other parties can generate electricity in competition with Hydro Tasmania.

	No possibility of interstate electricity interchanges.
	Interstate interchanges occur automatically via Basslink when electricity is more expensive in Tasmania or on the mainland.

	Hydro system vulnerable to drought.

	Basslink will help safeguard hydro system by allowing increased imports when droughts occur.

	Electricity pricing to tariff customers regulated and cost based.
	Electricity pricing based on competitive market arrangements.

	State‑based arrangements for industry regulation.
	National arrangements for industry regulation.


More Information

More information on NEM entry can be obtained from:

Energy Markets Branch 
Department of Treasury and Finance
GPO Box 147B
HOBART  TAS  7001

Alternatively, information is available from the Treasury website at:

http://www.treasury.tas.gov.au/
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