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SUBMISSION ON UNDERWRITING OF NEW GENERATION 
 
The Australian Industry Group (Ai Group) welcomes the opportunity for a short 
submission on the Commonwealth’s proposals regarding federal support to 
underwrite new investments in power generation. 
 
Ai Group’s members are businesses of all sizes across Australia. Some are 
involved in energy supply but the vast majority are energy users. Their interest in 
affordable, reliable and clean energy is strong. Eastern Australia is presently 
experiencing very high prices for electricity and gas; there are greater threats to 
reliability over time; and we are falling short of our economy-wide emissions 
reduction goals. In other words, we are failing on all elements of the ‘energy 
trilemma’ identified by the Finkel Review, despite the considerable progress 
underway on energy market and policy reforms in recent years.  
 
There is currently a strong wave of investment in renewable energy, initially 
inspired by the national Renewable Energy Target (RET) but now also supported 
by a tight market and the emerging corporate power purchase agreement (CPPA) 
market. This new generation is likely to loosen the market, reduce the volume of 
power supplied by gas generators with high and rising fuel costs, and reduce 
prices; the futures price curve supports this expectation. However, uncertainty 
over national energy and climate policy greatly exacerbates the underlying 
uncertainty of investment in a market undergoing fundamental changes to 
technology and business models. This uncertainty has deepened following the 
abandonment of the National Energy Guarantee (NEG) Emissions Obligation. 
Investment beyond the RET is likely to be lower and slower than it should be if 
there is no improvement in policy uncertainty. 
 
The Underwiting New Generation Investments Public Consultation Paper (the 
Paper) raises several important questions: the need for and scope of this 
proposal; the risks involved in providing support, and how to manage them; the 
merits of various alternate mechanisms for supporting generation investments; 
and the appropriate criteria and settings to manage any mechanism.  While the 
Paper is technology-neutral, other Government statements suggest that 
investment in new or upgraded coal fired power stations is a particular focus, and 
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that legal guarantees for such projects against future Federal or State climate 
policies may be considered. This submission will consider all these questions. In 
brief, our conclusions are: 
 

 An underwriting program may have merit, but presents significant risks to 
the public purse (and therefore the burden of taxation) and the integrity of 
the electricity markets that need careful management. 

 The implementation timeframe envisaged in the paper is too aggressive. 
The Government should take adequate time for full consultation and 
careful design, and not attempt to finalise contracts in the first half of 2019. 

 The design and administration of any program should be closely 
coordinated with the Energy Security Board and subject to strong 
independent governance. 

 A program is more plausible as a solution to the narrow market failure 
identified by the ACCC than to the wider challenge of energy and climate 
policy uncertainty. Agreeing durable efficient and scalable policy 
frameworks remains a better solution to the latter. 

 
 
Is there a case for an underwriting program? 
 
Some form of underwriting program is potentially a good idea. The ACCC report 
on competition in the retail electricity market identified a case for a narrow 
program: in theory groups of industrial customers should be able to secure lower 
prices and increase competition by jointly contracting to bring new generation and 
new competitors into concentrated markets; but in practice it is difficult for users 
to commit to contracts that are long enough to support affordable debt finance for 
such new entrants.  The recent SACOME-led buyers’ group in South Australia 
ran a successful tender to attract a new entrant, but the time and effort involved 
was considerable and many initial buyers dropped out along the way (though they 
may eventually re-join). Making this kind of initiative easier should provide some 
benefit to all users in concentrated markets, though it would be unlikely to result 
in large number of projects – there are many other challenges beyond the 
duration of contracts, such as the difficulty of ensuring that participants with 
diverse loads all genuinely benefit and are not cross-subsidising one another.  
 
There is also a case for a wider program that aims to counteract the uncertainty 
that is holding back investment and increasing costs across the market. One form 
of underwriting, Contracts for Difference (CfD), has been employed around the 
world by private customers, electricity system operators and governments, and 
has demonstrated the potential to deliver generation projects at remarkably low 
costs. The most recent example is the Victorian Government’s reverse auction 
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for CfDs to underpin 900MW of renewable generation at strike prices a little over 
half of current wholesale market prices. CfDs and similar instruments reduce the 
market and financial risks facing project developers, leaving them to concentrate 
on delivering projects on budget and operating them efficiently. Lowering their 
risk reduces finance costs and encourages investment. 
 
 
Risks of an underwriting program 
 
There are several potential problems with an underwriting program.  
 
First, overall risk is not reduced but transferred from a project developer to their 
counterparty – in the current case, the Commonwealth. Government may be in a 
better position to bear some risks, and can structure their portfolio of agreements 
and other hedges to manage exposure. However, if this is done poorly, the 
Commonwealth might face significant financial consequences. These costs will 
ultimately lead to higher taxes, lower spending on public priorities, or higher debt. 
 
Secondly, shielding a generator from risk can make it unresponsive to market 
and policy pressures. A generator with a guaranteed price for its output may not 
need to worry about the state of market demand or the needs of the system. That 
can potentially be managed by careful design of the terms on which underwriting 
is provided. However this intensifies the next problem. 
 
Thirdly, an underwriting program risks replacing the current market-led paradigm 
for generation investment in the National Electricity Market with central planning. 
By defining the requirements for how much generation is needed, its 
characteristics and location, an underwriter is designing the future electricity 
system. Central planning plays a greater role in other electricity systems and 
these hybrids can be effective, but the planning function must be acknowledged 
and executed competently to meet the actual and dynamic needs of the electricity 
system and its users. Otherwise underwriting risks delivering cheap individual 
projects that sum to an expensive and poorly integrated system. 
 
Finally, a program that provides special treatment for some generators may have 
the effect of dissuading investment outside the program. Underwritten projects 
would impact transmission congestion, marginal loss factors, bidding strategies 
and price outcomes. Under some underwriting models, government top-ups 
would encourage generators to bid the market floor price at all times to guarantee 
dispatch. The immediate reaction may be for other investors to pause their own 
decisions and projects pending better information. Unless the scope or scale of 
the program is strictly limited, in the longer term investors may not see the point 
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of progressing projects unless they are underwritten. 
 
The ACCC recommendation sought to navigate these problems by providing a 
low price floor of $45-50 per megawatt hour that would be unlikely to expose the 
Commonwealth to much financial risk, and which would effectively protect the 
debt associated with a project while leaving equity at risk and hence a residual 
incentive to follow market need; and by making support conditional on 
commitment by commercial and industrial customers, a demand-led rather than 
centrally planned approach. These features sharply limited the likely scope of the 
program, but made it unlikely to do harm. 
 
The options presented in the Paper depart substantially from the ACCC 
recommendation and carry much greater risks. 
 
 
Program objectives 
 
The goal of the ACCC recommendation was to improve energy affordability by 
increasing competition from new entrants in concentrated markets. It focussed 
on generation projects able to contract at a firm price because this is what 
commercial and industrial customers prefer. It was silent on emissions because 
it was proposed in the context of the NEG Emissions Obligation, which the ACCC 
(and Ai Group, and most other stakeholders) supported. 
 
The program considered in the Paper is quite different.  
 
While it does aim to improve price outcomes through new generation, it is not 
focussed on increasing competition: incumbent market participants are eligible 
for support if they offer cost-reflective contracts to industrial customers.  
 
The inclusion of an explicit objective to increase electricity system reliability does 
not seem necessary, since the Government is already pursuing the Retailer 
Reliability Obligation (RRO). The RRO, which Ai Group supports, is likely to be 
adopted by COAG Energy Council in December and would support reliability by 
ensuring that there is retailer demand for contracts backed by dispatchable 
generation and demand response if and when these resources are projected to 
be in short supply. Together with the Reliability and Emergency Reserve Trader 
(RERT) function of the Australian Energy Market Operator, reliability should be 
well covered.  
 
It is also important to consider the sources of reliability that may be important. 
The emerging electricity market is one where non-dispatchable energy from 
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variable wind and solar generation is cheap and plentiful; flexible dispatchable 
energy resources are essential to respond to variations in demand and renewable 
output; and inflexible baseload generators will be increasingly unviable, losing 
volumes or accepting low prices when operating constantly but physically unable 
to play a more profitable responsive role. In this context flexibility is much more 
important to system reliability than mere dispatchability.  
 
The abandonment of the NEG Emissions Obligation and lack of any replacement 
raises the question of whether an underwriting program should include an 
emissions objective. Given the challenge of proliferating and muddled 
assessment criteria, addressed below, it would be best for the Government to 
adopt a comprehensive policy framework outside the underwriting program that 
addresses emissions in the electricity sector and values abatement or prices 
emissions appropriately. In the absence of this, a second best would be to give a 
merit weighting to projects with lower emissions associated with a given energy 
service. 
 
 
Mechanism options 
 
The paper canvasses many possible mechanisms for an underwriting program, 
though at an embryonic level of development that limits the feedback we can 
provide. 
 

 Floor price. This is the mechanism suggested by the ACCC, and if set at 
a low level it would suffice to underwrite the debt of a project while leaving 
equity at risk. This would limit Commonwealth risk and maintain incentives 
for projects to meet market needs. However, a higher floor price set to 
potentially cover a project’s full costs would lose these benefits, without 
the offsetting financial upside to the Commonwealth of a symmetrical CfD 
with transfer payments for above-strike-price revenue. 

 Contract for difference. A CfD would likely be set at a strike price reflecting 
a project’s full costs, shielding it from market pressures and placing great 
importance on the design of the contract and procurement process to 
target real and dynamic needs in the market and take the role of a central 
planner. 

 Cap and collar. This mechanism would require a price range 
encompassing the full costs of a project, moderating the requirement for 
central planning by leaving room for the project to make more money 
through following market need if available prices are above the collar price 
but below the cap. This comes at the cost of potentially higher costs for 
the Commonwealth, since the gap between cap and collar reduces its 
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upside relative to a CfD. 
 Government loans. This mechanism would not offer project risk reduction 

equivalent to the other mechanisms unless the Government was prepared 
to forgive the debt in the event of non-performance, and/or to offer a deeply 
concessional interest rate, both of which would expose the 
Commonwealth to high risk without the highest levels of scrutiny and 
ongoing monitoring. The Clean Energy Finance Corporation (CEFC) has 
operated successfully to bring on a portfolio of projects with different levels 
of risk and innovation, but much of its impact has come from the comfort 
its involvement provided to a wider finance sector previously unfamiliar 
with clean energy investments. The modest concessionality offered by 
CEFC has been effective in the context of the guaranteed market created 
by the RET. 

 Capacity payments. This mechanism could be effective at targeting 
support to flexible low-utilisation assets that may find reliance on 
unpredictable short-term spikes in wholesale prices too risky. On the other 
hand, if poorly targeted it would simply constitute a buffer to protect 
inflexible assets from market conditions. In any case, a capacity payment 
would be a dramatic departure from the current energy-only design of the 
NEM (and unnecessary in the capacity-based Western Australian market). 
Extensive discussion of market reform over the past few years has 
demonstrated that there is presently no critical mass of support for a move 
to a capacity market. 

 
The choice of mechanism depends to some degree on the objective pursued. On 
balance, the ACCC’s low floor price mechanism is the best fit for the objective of 
increasing competition by new entrants while maintaining the integrity of the wider 
market. 
 
 
Eligibility Criteria 
 
The Paper proposes several criteria for establishing project eligibility that merit 
comment. 
 
Criterion a) is an important limitation on the kinds of project that may be 
supported: all must provide a firm financial product to their industrial customers. 
There is some room to doubt whether this firmness needs to be achieved within 
a project and its contractual arrangements; some of Ai Group’s large energy using 
members have made their own arrangements to manage residual risks while 
signing separate contracts with projects that did not provide a fully firmed product. 
However, the overall approach in the criterion – technology neutral and open to 
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all forms of physical and financial firming – is sensible and positive. 
 
Criterion d) provides that supported projects must be unlikely to result in an 
increase in overall electricity sector emissions that takes the sector above the 
level of 26% below its 2005 emissions levels by 2030. This is an inadequate 
approach to integrating emissions and energy policy.  
 

 Judgments about whether an individual project would result in a sectoral 
breach may be extremely difficult, requiring guesswork about future 
capacity additions and subtractions across the electricity sector. These 
guesses will be opaque to proponents and provide little guidance to 
government. 

 Electricity assets typically operate for many decades and emissions 
targets for 2030 – twelve years away – are not an adequate basis for 
consideration. The Government is committed, under the Paris Agreement, 
its 2017 review of climate policy and its response to the Finkel Review, to 
develop a long-term emissions strategy in 2019-20. This strategy would 
provide a better basis for judgments about eligibility. 

 Australia’s current Nationally Determined Contribution under the Paris 
Agreement is an economy wide commitment. There is no specific sectoral 
commitment regarding electricity, and no reason to think that applying a 
pro-rata -26% target to the electricity sector is sufficient or efficient. There 
are strong arguments that deeper reductions in electricity emissions are 
cheaper and more practical than pro rata reductions across more 
challenging sectors. 

 
As argued above, a sectoral or economy wide emissions policy framework would 
be greatly preferable. In the absence of this, it would be better to make emissions 
intensity a merit criterion, though this would further complicate the already 
confused assessment process. 
 
Criterion e) represents a dramatic change from the ACCC proposal, which would 
have limited support to proponents with less than 10% market share in the 
generation sector of the relevant NEM region. The Paper proposes an alternative 
option whereby incumbents with dominant market share could be eligible if they 
contract most of the project’s capacity to supply C&I customers “at a price that 
reflects cost”. Setting aside the looseness of this language, broadening the policy 
to support existing dominant generators would do nothing to enhance competition.  
 
 
Merit Criteria 
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The Paper proposes a dozen potential merit criteria for assessing projects. While 
we have specific comment on individual criteria below, overall a large number of 
criteria would be a serious barrier to the effective, rational and fair operation of 
an underwriting policy; but the more a policy moves towards central planning, the 
greater the pressure for complex assessment. 
 
Multiple criteria raise weighting problems. They risk confusing applicants and 
increasing the time and expense required to prepare an application. They can 
also confuse administrators, create a vague enough process that government 
choices are arbitrary (or perceived to be so) and reduce accountability. 
 
As discussed above, if the design of a support mechanism shields supported 
projects from the price signals of the NEM to some degree, protecting the public 
purse, the stability of the NEM and its efficient long-term development requires 
that the assessment and administration of the support program take on a centrally 
planned character. That requires taking full account of the detailed state of the 
system and its expected future needs, leading to the multiplication of assessment 
criteria.  
 
Another difficult tension is between risk reduction and additionality. Government 
would naturally like to minimise the likelihood that supported projects fail or 
impose significant costs, leading to greater priority for projects that require or 
request the least support. However, government would also naturally like to limit 
support to projects that need it and would not have happened anyway.  
 
This tension could be resolved under some mechanisms by setting a volume and 
characteristics of capacity that will be supported and encouraging projects to 
compete to offer this at the lowest level of support or lowest guaranteed price. 
But a heavy move to central planning likely entails such detailed and 
geographically varied requirements that a simple ‘lowest cost’ reverse auction 
approach becomes very complex. 
 
With respect to individual criteria: 
 
Criterion a) (arrangements to supply creditworthy C&I customers) is appropriate, 
though a tight test for C&I creditworthiness may reproduce the risk aversion by 
financiers that the ACCC deemed a market failure. 
 
Criterion b) (estimated future viability with support) is reasonable, but necessarily 
depends on assumption-laden projections of the future state of the energy market 
and the marginal costs of new generators. Scenario analysis would be needed. 
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Criterion c) (impacts on price, including consequential retirements of existing 
capacity) needs to be considered, but is extremely challenging to assess. It is 
even more dependent on modelling approaches that are even more contingent 
and have historically been deeply inaccurate. Nonetheless, consequential 
shutdown is critical to consider: forced oversupply will not sustain itself, and 
marginal old thermal generators can easily be pushed into early retirement, 
particularly by generators that compete with the same business model of 24/7 
baseload operation. 
 
Criterion d) (reliability and security) is important to the system as a whole but as 
argued above it is unclear that they need to be separately considered given the 
likely implementation of the Retailer Reliability Obligation and other reliability 
reforms. If they are included, operational flexibility should be the focus. 
 
Criterion e) (impact on investment conditions) is likely to be impossible to 
demonstrate in an application or with regard to a single project. This vital issue 
pertains to the underwriting program as a whole. 
 
Criterion f) (generation is additional) is problematic. Additionality is a troublesome 
concept in any context, involving guesswork about a fundamentally unknowable 
hypothetical business as usual scenario. Who is to say that if one project is 
supported another fully private project might not stall as a result? Furthermore, 
extending the program from the ACCC’s greenfields scope to brownfields 
upgrades of existing plants seems on its face to reduce the additionality and pro-
competitive nature of the program. 
 
Criterion g) (future need identified by the market operator) is relevant, but the 
specifics of the need may be complex and difficult to translate into criteria that 
allow for deep bidding competition. 
 
Criterion h) (project would not proceed without Commonwealth funding) is 
another form of additionality and may be more trouble to establish than it is worth. 
 
Criterion i) (timeframe/certainty to implement) is probably better addressed 
through requirement definition by the procurer (when is capacity needed?) than 
by a less prescriptive open scope for applications. 
 
Criterion j) (cost or financial risk to taxpayers) is vital but as well as the market 
and modelling uncertainties noted above, an assessment requires consideration 
of multiple scenarios for future Commonwealth policy, which may be difficult for 
any given government to fully acknowledge.  
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Criterion k) (ability to leverage support from other sources) is ambiguous. Is the 
availability of financial support from States and Territories a positive, reducing the 
risks of Commonwealth support, or a negative, because multiple uncoordinated 
layers of subsidy risk supporting inefficient investments?  
 
Criterion l) (progress on approvals) is important, since planning, environmental 
and network approvals can easily trip up a project. Given the time and cost of 
some of these processes, an applicant confident enough to substantially progress 
them prior to confirmation of underwriting support may not pass an additionality 
test. 
 
 
Administration 
 
The Paper is not particularly clear on how an underwriting program would be 
administered and governed. It appears that proposals will be considered by the 
Department of the Environment and Energy, with possible ad hoc appointment of 
outside experts on certain matters, and decided on by the Minister for Energy 
with, presumably, Cabinet consideration. This raises several concerns. 
 
Integration with energy market planning and governance is critical. While the 
Paper refers to taking account of needs identified by AEMO, the proposed 
mechanism is not in any way integrated with AEMO, the Australian Energy Market 
Commission, the Australian Energy Regulator or the Energy Security Board as a 
whole; or, for that matter, the ACCC, which may advise on competition issues. 
Given the potential for design an operation of the underwriting program to 
substantially change or undermine the design and state of the electricity market, 
it would be crucial for any program to be developed and administered with the full 
involvement and approval of these bodies. The ESB was established to tie 
together energy reforms into a coherent and strategic whole, following too many 
disconnected and myopic interventions.  
 
Given that an underwriting program could result in long-term Commonwealth 
liabilities with a net present value of billions of dollars, a strong governance 
arrangement is essential for the actual and perceived integrity of the process. 
This should involve an independent board to consider proposals and no scope 
for a project to be approved without a favourable board recommendation. The 
Energy Security Board could be given this role with the consent of the COAG 
Energy Council. The ACCC also suggested the CEFC as an appropriate body to 
administer a program; they have a strong record on returns, efficient 
administration and integrity, and this is worth considering. 
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Finally, the Commonwealth would appear to need a new legislative basis to 
underpin commitments of this sort. The Williams (1) and (2) decisions established 
important limits on the Commonwealth’s ability to spend money without a specific 
legislative basis. While more or less elaborate legislative and regulatory 
authorising structures are conceivable, the Government should clarify its 
proposals and ensure adequate opportunity for scrutiny of any choice. 
 
 
Underwriting coal and indemnifying against future policy 
 
While the Paper is technology neutral, Government comments suggest the 
program may be particularly focussed on new or upgraded coal fired power, and 
willing to consider indemnifying supported plants against future government 
climate policies.  
 
The viability of new coal generation in Australia has been much discussed, with 
market participants and most other observers concluding that new plants have 
an unattractively high levelized cost of energy even at high utilisation; significant 
risk that utilisation is much lower in a market increasingly shaped by renewables 
and fast flex generation; and significant risk of higher costs and early retirement 
because of the need to reduce Australia’s greenhouse gas emissions.  
 
On the other hand, there has been much less discussion of the viability of 
upgrading existing coal fired generators, either to extend their lives (which may 
raise similar issues to new build) or to make them capable of operating more 
flexibly, with faster ramp rates and lower minimum output. It is unclear whether 
and for how long flexing up old coal may be competitive with other sources of 
flexibility, such as gas, pumped hydro, demand response and batteries. But such 
an approach may allow these plants to perform a useful role in a changing market 
by operating at low capacity and targeting much of their generation for times when 
spot prices are high due to swings in demand or the absence of other generators. 
 
The specific design and ambition level of future climate policy make a very big 
difference to the risk of generation investments. In 2017 Ai Group analysed the 
net present value (NPV) to an investor of four hypothetical new coal, gas, solar 
and wind generators, each sized for lifetime energy output equivalent to a 2 
gigawatt coal plant, considered under eight scenarios for future climate policy.1 
These varied by ambition of policy; whether policy offered sticks, carrots or both; 
and whether a plant was included in the future policy or excluded for being built 

                                                 
1 Further discussion at https://blog.aigroup.com.au/why-the-fuss-about-climate-policy-certainty-for-the-
electricity-sector/  
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before the policy was introduced. We showed that the value of a project can vary 
enormously based on these variables, with even solar and wind plants facing 
serious uncertainty. 
 

 

Figure 1 - investor NPV of new generation varies hugely with policy scenarios 

Our strongly preferred solution to this uncertainty is for all sides of politics across 
the Commonwealth and the States to agree an efficient, pro-competitive, stable 
and scalable framework for integrating climate and energy policy. Even following 
the collapse of the National Energy Guarantee and several previous efforts 
towards an agreed outcome, the logic of a durable and effective national policy 
framework remains compelling.  
 
In the absence of such a framework, government can try to support investment 
by guaranteeing it against policy risks. But this support may be very expensive, 
difficult to sustain and insufficiently credible to attract investment.  
 
In 2017 Ai Group released a policy paper considering many of the issues relating 
to the viability of new coal and the advisability of contracts to support.2 This 
assessed new coal, not upgrades, and a CfD structure rather than the other 
mechanisms also being considered by the Commonwealth. The analysis remains 

                                                 
2 Tennant Reed, Will a contract make the difference? Government policy and new coal power stations 
(September 2017) 
http://cdn.aigroup.com.au/Reports/2017/Working_paper_Will_contracts_make_the_difference_Sept2017.
pdf  
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very relevant to considering the risks and dynamics involved in new coal, and 
indeed a technology-neutral mechanism. The paper concluded:  
 

This paper suggests that a coal CFD is not a good idea.  A CFD approach 
for any technology needs caution, since government would be taking on a 
central planning role that it may be neither fully committed to nor ready to 
execute competently.  CFDs for any technology risk undermining new non-
CFD investment.  The terms of a coal CFD in particular would have to be 
generous to manage the major risks such a project faces, but such 
generosity may make it less likely that the resulting contract will credibly 
be honoured.  The financial risks taken on by government would be 
substantial, and the additional benefit for affordability, security, reliability 
and emissions is ambiguous.3 

 
The paper estimated the NPV of government liabilities for guaranteeing several 
possible generation investments under three illustrative scenarios: 
 

 Scenario A, where no climate policy for the electricity sector is ever agreed, 
and government aims to meet its commitments through purchase of 
domestic and international offsets (using estimates of aggressive global 
carbon paths needed to limit warming to the primary Paris Agreement goal 
of less than 2°C). 

 Scenario B, where a Clean Energy Target (CET) policy aims at a 26% 
target, providing a modest incentive to low emissions generators and 
modestly suppressing wholesale prices. 

 Scenario C, where a CET aims at deeper reductions consistent with a 
global 2°C outcome, providing a bigger incentive to low emissions 
generators and a deeper suppression of wholesale prices. 

 
In each scenario government provides a guarantee against the impacts of climate 
policy, whether by topping up all explicit costs or penalties imposed by any level 
of government, or by replacing the revenue that a project may lose because 
wholesale prices have been competed down by lower-emissions generators with 
carbon revenue streams. The cost of this guarantee can be substantial.  
 
In Scenario A, the net present value of fully offsetting the lifetime emissions of a 
new 2GW High Efficiency Low Emissions (HELE) power plant would be 
$17.5 billion, and more than $1.3 billion annually by 2030. The cost would be 
lower if global abatement costs turn out to be lower than estimated (likely), or if 
governments decide not to fully price or offset emissions (difficult to reconcile with 
avoiding dangerous climate change). If these costs were realised it is more likely 

                                                 
3 Ibid p29 
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that government would pay to close the generator early than continue bearing 
escalating carbon costs. 
 
In Scenarios B and C, the government’s costs to top up revenue for a black coal 
HELE generator facing suppressed wholesale prices would take the NPV of 
government liabilities to $4-$7 billion.4   
 

 

Figure 2 - Potential government liability for selected new generator guarantees 

 
 
Timeline and next steps 
 
The Paper proposes an extremely aggressive timetable to finalise a program and 
issue a Request for Proposals due in March 2019. Implicitly this is to allow 
finalisation of contracts prior to the Federal Election expected in May 2019. Given 
the low level of detail currently available, the wide scope of possible design 
options, and the severe risks of poor design to the public purse and the integrity 
of the electricity market, we strongly recommend that the Government slow down. 
Strong consultation with energy stakeholders and coordination with the Energy 
Security Board and its constituent energy market institutions is essential and 
cannot be rushed.  
                                                 
4 Ibid p 19-21. Based on levelized cost of energy estimates from the Australian Power Generation 
Technology 2015 report. CO2CRC, Australian Power Generation Technology (November 2015) 
http://www.co2crc.com.au/wp-content/uploads/2016/04/LCOE_Report_final_web.pdf. This is for a 
greenfield project with high utilisation, no carbon risk and export-reflective fuel costs in the order of 
$4/GJ. Incorporating carbon risk produces a higher number but these risks are dealt with separately in an 
underwriting context; lower numbers have been proposed based on a brownfield site with a fully captive 
mine, but are implausible. See Chapter 3 of the Ai Group policy paper for detailed assessment of cost 
estimates. 



 

  15

 
We note that the Victorian Government’s CfD policy took more than two years to 
develop a program, hold auctions and finalise initial contracts. The ACT took 
18 months of policy and legislative development before holding the first 40MW 
auction in its contracting scheme. Pushing a quite distinct Commonwealth 
process to deliver contracts in less than six months would increase the risk that 
the program fails. An underwriting program could prove to be a good idea, 
particularly if developed along the modest lines proposed by the ACCC. But it is 
unlikely to be effective, efficient or responsible if pursued in a crashing hurry.  
 
For any questions about this submission, please contact our adviser Tennant 
Reed (03 9867 0145, tennant.reed@aigroup.com.au).   
 
 
Yours sincerely, 
 
 
 
 
Innes Willox 
Chief Executive 


