Mounting
expenses
in store

for energy

Keith Orchison

ESPITE the global financial crisis,
the Australian domestic . energy
industry is well down the road to
spending more than $100 billion ih
the next decade in pursuit of supply
reliability and a smaller environmental
footprint. Even allowing for inflation, it is by
far the largest level of energy industry capltal
expenditure in the country’s history.

Leading the charge, to the surprise of
many focused on the greenhouse gas
emissions of power stations, are not the
generators but the netwark businesses, half -
govemment-owned that are already outlay-
ing about $35 billion a year and have plans.
in train to spend as much as $60 billion
between now and 2020,

The biggest budget Belongs go the coun-
try’s largest network operator, Energy-
Australia, owned by the NSW Government
and unhapplly in the headlines at present
because of power blackouts in . central
Sydney. It has spent $3 billion on capital -
works in the past five years and says it will -
need to contribute another $16 billion by
2020 to meet growing demand and to
replace aged assets, some 50 years old.

Most of the expendrture will oceur on the
eastern seaboard, home of the national
electricity market and of nearly 90 per cent
of the power load, but. the stand-alone
network in Western Australia requlres a
substantial budget, too. .

Operator Western Power, owned by the
WA Government, spent $1 billion augment-
ing and upgrading the system last financial.
year, at the height of the minerals boom, and
has projected continuing spending at the rate
of $2 billion annually until 2012,

The Energy Networks Association, a
Canberra-based tobby group for the coun-
try’s power and gas delivery businesses, fays’
that, nationally, energy distribution and
high-voltage electricity ~ trarnsmission . busi-
nesses are spending moré than $6.2 billion a
year in operating the systems, reinforcing

and expanding them, and undertakmg: !

greenfield extensions.. . - .

The need to address'global § warmmg issues
also is starting to loom large in the networks’
budgets. A recentiy released study for the
association by consulting firm Parsons
Brinckerhoff claims that network - costs
related to climate change will run- to
$25 billion during the next five years, the
largest part of which will go on expanding
power systems to accommodate the fast-
tsing use of airconditioning. Parsons Brin-
kerhoff says the networks will need to
increase capital expenditure by $1.2 billion to
reduce energy lost over the 857,000km of

cables linking homes, hospitals, schools and-

businesses to power generators.

Projections by leading transmission busi-
nesses, including TransGrid, Powerlink

Queensland, ElectraNet in South Australia -

and Tasmama s Transenid, that they need to
devote $16 billion to capital works in the next

decade do not include the. est1mated ¢ost'of©

connecting a large tumber of new. wirid

farms and other zero-emissjon generatlon to:
. power grids when the Rudd Government' 5
i new renewable . energy - target’.is" 1mple~ i
i mented Itis- predrcted that.-the targett will .
‘ of

| power’ generanon .betwe ]
! ﬂuctuatemdely_ becaus itis.

ability: 'of ‘olde '1g Z

"+ - new policies. Projections 1
" lion to more than $40 bill
. (One;of the unknown factors is. whether

federal and state gove_ ment wﬂl go ahead
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with rolling out a revolutlon in househo[der
metering - to : enable Custoiners.: o bétter
manage their électricity use and supp]rers to
intervene during extreme demaiid to reduce
| consumptron “The cost 'of :the ‘smart-meter
' rollout is éstimated at $7.5 billion.(This doées
i not include- ‘high-cost - IT . investents: by
‘ retaders to make full use of the system) LI
“Apart front the cost of wind farms < the
129MW set of turhines: Roarmg 40s plans to
. -erect™ at ' Musselfoe” Bay!'on Tasniania’s
northeast  cost will:*cost : $230 -million -—
| companies such as Ongm Enefgy, Santos and
! TRUenergy, .the Australian’ subsidiary - of
; Hong Kong-based China: nght & Power,
. have large gas-fired dévelopments in train in
. Victoria, NSW and -Queeniland,: mvolvmg,
when fully commissioned diiririg the decade,’
capital.outlays totalling about 310 bitlion, ; i
Oné . of .the. biggest- qies marks

; Austrahan electnc1ty Sipply s
| clean-coal'generation-can be”
i marketby 2020. - .

Environmentalists and maiiy mdustry ana-"

- lysts consider this unlikely, given the state of

technology - developmient, “althiough ~ inter-.

/1 national giant General Electric has offered to

build a 1000MW carbon | dloxrde—capture
ready coal plant for $3 biltion. This does fiot
cover infrastructure. for- cafrying the green-.
house gas to ‘buirial in deep, geologxcal tes, -
nor the on-site costs of sequestration. s
It. has been estimated ‘that: buddmg, a
government-owned, . common;: : cafrier .CO,
pipeline to take Latrobe Valley gases from the
brown coal generators to disused wélls in the
Bass Strait would cost at least $200 million.
Finding ‘the necessary. .capital for’ these

capltal projects ‘presents, deve[opers “with .
serious hurdles, but 0rlgm Enetgy, -chief
executive Grant King argues that the globa]
financial ¢ erisis will he seen as a blrp by 2030..
King says heis still able to invest billions. of
dollars Although there is less capltal avail- .
able, energy compames “yith strong balance
sheets can access it, albsit at a higher ‘cost, he
says. Firms with h1ghly geared baldnce sheets
will have problems pursuing development he’
says, “*but Origin can find ways to invest for

the long term. The ¢utrent cu‘cumstances dre

largely irrelevant to major decisions we wﬂl
make on capital investment.** -

itting- .
| ‘genierators to continue peratmg'under ‘the*
nge from $25 brl—,"

The key 1ssue today, he argues, is for
govemment — especially .the federal Gov-
ernmeént — to make carbon policy’ decisions
to #avold the' problems of actmg slowly” on
global warmmg s

- Failute to make' good pohcy dec1s1ons now,

* he- says, ‘will “affect - investment - decxsrons

" #Governtent needs to'set ‘the. direction ‘of

' change’by placing a"cost:on- carhon. But:it*

- mist balance purity of policy with’ pragmat—'-

ism. It needs to-appreciate the strandmg nsks '

. for.power plants with very long liyes.**
“The.:ENA' -echoes —this: radvice' in’ |1ts

7 submlssmn to the Senate select comrmttee on:
l climate change The trafisifion-to. emissions :

tradmg, AF says, mustsavoid . giving -rise to -

- energy- supply insecurity. A poorly desrgned_

tradmg scherie.could create investor uncer-.
ith “consequent negatlve impacts oh
ergy—enabhng 1nfrastructure mvest—




