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The Hon Dr David Kemp

Minister for the Environment and Heritage

Dear Minister

| am pleased to present to you the third Annual Report of the Office of the Renewable

Energy Regulator. The 2003 Report comprises an overview of the third year of operation
of the Renewable Energy (Electricity) Act 2000 and the Renewable Energy (Electricity)
(Charge) Act 2000.

The report focuses on the period from 1 January 2003 to 31 December 2003.

The report is submitted for presentation to the Parliament in accordance with section 105
of the Renewable Energy (Electricity) Act 2000.

Yours sincerely
David Rossiter

Renewable Energy Regulator

April 2004
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Opening Statement
2003 Annual Report

The Office of the Renewable Energy Regulator (ORER)
has been operating for nearly three years and the
Renewable Energy Certificate (REC) internet based

registry for a slightly shorter period since April 2001.

In a remarkably busy 2003 the renewable energy industry
significantly increased generation activity, liable parties
demonstrated even tighter compliance with over 99% of
compliance by REC surrender and the review panel

reported on the operation of the Act.

On the generation side the office has seen increased

REC creation activity, more eligible generator participants
and a renewable energy industry that is rising to the
challenge of the legislated targets. The 2003 calendar
year saw creation of valid RECs increase by over 90%
relative to 2002, with more RECs being created in the
month of December than had been created in both of

the previous years of operation.

Yet despite the high level of activity this year the total

of all the valid certificates created to date only
represents under 5% of the total of about 138 million
certificates needed over the twenty year life of the
Mandatory Renewable Energy Target. Or to put it another
way over 95% of RECs required to meet the current
target period to 2020 have still to be produced.

While 2003 was the third year of operation of the Act,
it was only the second year of surrender of RECs under
the Act when certificates were offered for calendar year

2002 on 14 February 2003. During 2003 approximately
1.19 million RECs were accepted against 2002 liabilities
and for redeeming outstanding liabilities remaining
from 2001.

For 2002 a total shortfall of under 3000 RECs occurred
which is about one quarter of one percent of the 2002
target of 1.1 million RECs, demonstrating the strong
commitment from liable parties to surrender RECs

rather than pay shortfall charges.

Liable parties are to be congratulated on this 2002
result—an improvement on the 2001 figure of over
25,000 RECs shortfall. Further in 2002 liable parties
took advantage of the flexibility mechanism within

the Act to redeem historic shortfalls and reduced the
2001 shortfall by additional surrenders to leave only
slightly over 11,000 RECs in shortfall for 2001. More
opportunities still exist to further reduce both the 2002
and 2001 shortfalls in 2004 and 2005. After 2005 the
three year shortfall redeeming period will end for 2001.
Early indications for 2003 compliance, nominally
commenced on 14 February 2004, are that the
outstanding REC shortfall for 2001 has again

plummeted through use of the redeeming mechanism.

This strong behaviour towards REC surrender being
displayed by the liable parties should increase the
confidence of investors in eligible renewable energy

projects, show that a vibrant market for RECs is here



to stay and ensure the foundations of renewable energy
industry development are secure.

As we enter 2004 the renewable power percentage,

that is the percentage of liable power purchases to
be matched by RECs, is 1.25% up from 0.88% in 2003,
and well on its way towards about 4 to 4.5% by 2010

under the currently legislated target of 9,500
RECs annuall

to the review panel, totalling over 5000 submissions.
We all now share an interest in the review report and

await the Government’s comment on it.

In the interim one thing is clear from the review that
despite the innovative approach put forward by the
Act and the concerns of wider industry at the time




Term
AAT

Accreditation

AEAS

Compliance
date

Compliance

period
EGR
Eligibility

Eligible Parties

kW

kWh

Liability
Liable Parties
Minister

MRET

Meaning

Administrative Appeals Tribunal.

A process of determining if a power station is eligible to participate in the

MRET and contribute to the achievement of annual targets.

Annual Energy Acquisition Statement and Renewable Energy Shortfall

Statement.

Eligible and liable participants must report their electricity generation and
REC creation for eligible parties and surrender of RECs (for liable parties)

by 14 February of the year following the compliance period.

The period, over which each annual target must be achieved, which, except

for 2001, is each full calendar year.
Electricity Generation Return.
The eligibility to create renewable energy certificates.

Parties generating renewable electricity and creating renewable

energy certificates.
Kilowatt—one thousand watts.

Kilowatt-hour—a measure of electricity generation.

One thousand watt hours.

The liability to surrender renewable energy certificates.
Wholesale purchasers of electricity.

Minister for the Environment and Heritage.

The Mandatory Renewable Energy Target, enacted through the Act
and Regulations.

vii



Megawatt hour—a measure of electricity generation.

One thousand kilo wa
The Office of the Renewable Energy Regulator.

Renewable Energy Certificate—an electronic certificate that may be created,

on the internet REC-Registry, by each eligible party for each megawatt hour of
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The Act is supported by the Renewable Energy
(Electricity) (Charge) Act 2000 (the Charge Act), which
provides the level of penalty for the Renewable Energy
Shortfall Charge (RESC), payable where RECs are not
surrendered. This is currently $40 per MWh or REC.
The Act is also supported by the Renewable Energy
(Electricity) Regulations 2001 (the Regulations), which

provide more detailed rule

Senator the Hon Robert Hill. Mr David Rossiter accepted
this role, and will lead the ORER initially for a period
of b years.

The main roles of the Regulator are:

¢ Maintenance of a registry of owners/operators




e Registration of Renewable Energy Certificates

Once a power station is accredited, and it has
generated electricity above its baseline, the
registered person is entitled to create one REC
for each megawatt hour of eligible renewable
electricity generated. Some installations of solar

water heaters may also be eligible for RECs.

Certificates must be created in an electronic form

via the Internet, and are not valid until the ORER

In addition to the duties detailed above the ORER will

assist the Regulator to:

e oversee the creation of valid renewable energy
certificates;
e impose any penalties for non-compliance with the

provisions of the legislation;

e allow the liable parties to redeem any RESCs if
shortfalls are made up within three years;




CHAPTER TWO

Overview of 2003




0Of the 35 applications to be processed in 2003, Of the 21 power stations accredited in 2003,

21 were accredited by 31 December 2003, with the a broad range of eligible renewable energy sources
remaining 14 requiring information or third party were proposed for use, as detailed in the table and
approvals to be provided prior to becoming accredited. graph below.

Summary Statistics for accreditation by fuel source

Accredited by 31 Dec 2002 Accredited by 31 Dec 2003
Bagasse cogeneration 25 21
Black Liquor 1 1
Black Liquor/Wood Waste 1 1
Crop Waste
Food and Ag Wet Waste 2 2
Hydro 68 73

Landfill Gas
MSW
Photovoltaic

Sewage Gas 5 6
Wind
Wind/PV
Wood Waste 2 2
Wood waste/MSW 5

Total Accredited

Summary Statistics for accreditation by fuel source and state

Total to 31 Dec 2003 ACT  NSW NT aLb

SA

Bagasse cogeneration 3 23 1 27
Black Liquor 1 1
Black Liquor/Wood Waste 1 1
Crop Waste 1 1
Food and Ag Wet Waste 1 1 2
Hydro 1 24 6 28 12 2 73

Landfill Gas
MSW

Photovoltaic 3

Sewage Gas 1 6
Wind 4 2 1 3 3 5 18
Wind/PV 1 1
Wood Waste 1 1 2
Wood waste/MSW 5

Total Accredited
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RECs created in 2003 by fuel type
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For Power Stations, in 2003 this ranged from assessing

meter data, through to analysing claimed generation

against applicable Bureau of Meteorology weather data.

In 2003 the ORER continued to pay particular attention

to RECs being created by agents for solar water heaters,

as a large number of the RECs that were invalidated

came from this group. Processes to correctl
model type and seri

The market for RECs

The Act allows for RECs to be transferred. All transfers
of RECs take place on the REC-Registry and are
automatically reported to the Regulator as required
under section 28 of the Act. In 2003 there were 548
confirmed transactions, representing a total of 2,688,418




REC Surrender summary for the 2002 compliance year

Total RECs surrendered as at 31 December 2003

Total RECs surrendered in 2003 against 2001 and 2002 compliance
Total RECs surrendered in 2002 against 2001 compliance

Parties with a 2002 liability

Parties without a 2002 REC shortfall

Parties with a 2002 REC shortfall
Total REC shortfall for 2001 at 31 December 2003
Total REC shortfall for 2002 at 31 December 2003
2002 Liability acquitted by RECs Surrender (%)

1,499,727
1,189,777
309,950
56

48

8

11,243
2,757
99%

Note: Not all shortfalls resulted in the payment of the penalty of $40/MWh, as shortfalls within 10% of the total requirement are carried

forward and added to next year's target.

from 5 companies, indicating the majority of companies

with shortfalls had small numbers of RECs outstanding.

The maijority of annual returns for the 2002 compliance
period were submitted to the ORER by the 14 February
2003 due date. The ORER completed one default
assessment on behalf of a company that failed to
submit a return.

Comprehensive details regarding the 2003 compliance

period will be provided in the 2004 Annual Report.

Electricity Generation Returns

By 31 December 2003 a total of 187 Annual Generation
Returns were received for the 2002 compliance year.

Processing continued throughout 2003.

Field Audits

In 2003 the ORER performed three field audits, with two
relating to the 2002 compliance year and one relating
to the 2002 eligibility year. The audits were performed
to substantiate information provided under the Act, and
to determine whether the Act has been complied with.

Any information provided to the Regulator under the

Act can be audited, and typically this will include
information relating to accreditation, solar water
heater and small generation unit installations,

eligible generation and energy acquisition.

Compliance audits seek to determine whether or not
electricity acquisitions were reported correctly to the
ORER. Eligibility audits seek to determine whether or
not accredited power stations are correctly calculating
and reporting their eligible generation. In addition,
audits also help educate liable and eligible parties
about the application of the MRET.

The ORER has developed a risk assessment methodology
to determine the parties to be audited. This methodology
evaluates potential risk against various factors and the
eventual risk rating is used to select the parties for audit.
The ORER believes that audits provide an opportunity

to establish an ongoing contact with eligible and liable
parties under the Act. The 2002 compliance year audits
were also used to assist in educating these parties in
compliance issues, and to help them in interpreting the
issues relating to the application of the Act, as well as
providing feed back to the ORER on areas where systems

might be improved or clarified.



CHAPTER THREE

Other Activities

Regulation amendments commencing in 2003

Activity

Proposed amendments released

Public submissions closed

Number of submissions received

Federal Executive Council meeting

Amendment regulations gazetted

Amendment regulations tabled in the House of Representatives

Amendment regulations tabled in the Senate

Note: See previous years’ Annual Reports for details of rounds one to four.

Round Five

29 March 2003
28 April 2003
2

28 May 2003
29 May 2003

4 June 2003
16 June 2003

Round Six

11 October 2003
10 November 2003
3

4 December 2003
11 December 2003
10 February 2004
10 February 2004



definitions, revision of the formula for calculating RECs
for small generation units and specifying the Renewable
Power Percentage for 20032

Advice to Industry

The ORER ran a number of public notices in 2003 to
advise stakeholders of proposed amendments to the
Regulations, and to remind stakeholders of the annual
compliance requirements.

their obligations and entitlements under the legislation.
The ORER presented at numerous public fora, provided
phone/email assistance and visited or was visited by,
many stakeholders and interested parties. This extensive
contact and feedback enabled ORER and participants to
refine and develop systems to better align projects with
the requirements, and administration of, the Act.

Working with
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