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Dear Commissioner

Pacific Aluminium welcomes the opportunity to make a submission to the Queensland Productivity
Commission (QPC) on its draft report issued on 3 February 2016 as part of the Electricity Pricing
Inquiry (‘the Draft Report’). Pacific Aluminium owns 59 per cent of Boyne Smelters Ltd (BSL) and
42 per cent of the Gladstone Power Station (GPS). These two assets hold a unique position in the
Queensland electricity sector for two reasons—GPS is the largest power station in Queensland
(1680 MW) with approximately13 per cent of the state's capacity and BSL is Queensland’s largest
single power consumer (~970 MW). BSL is a key contributor to the Gladstone region and the
state. BSL has continued to invest in the smelter over the past 30 years, most recently completing
a refurbishment at a cost of more than A$720 million in 2012, including construction of a new bake
furnace, the replacement of overhead cranes and improvements to the alumina transport system.
This investment extends the technical life of the smelter, improves environmental and greenhouse
performance and increases operational efficiency. As Australia's largest aluminium smelter, BSL
contributes more than $1.4 billion to the nation's GDP, more than half of which is Gross Regional
Product (GRP) in the Gladstone area. The smelter directly employs around 1,000 people and
helps create a further 6,700 jobs across other sectors of the Australian economy. Additionally,
BSL contributes more than $150 million each year to the local economy through salaries and
spends a further $100 million on local goods and services'.

In responding to the Draft Report, Pacific Aluminium has provided comments on those draft
recommendations most pertinent to BSL, as a major wholesale electricity consumer in the
attachment to this letter. In addition, Pacific Aluminium has the following comments on the Draft
Report:

1. Pacific Aluminium notes that the ACIL Allens electricity market forecast commissioned by the
QPC projects that BSL and coal-fired generating capacity the size of GPS will close in 2029.

Global demand for aluminium is continuing to increase and, although the market is currently
depressed due to an excess of supply, the future outlook for the industry remains strong. BSL is
still a large smelter by global standards and is well-maintained and efficient. It is Pacific
Aluminium’s belief that, provided BSL can secure competitively priced electricity, there is every
reason it could continue to compete internationally well beyond 2029.

Accordingly Pacific Aluminium is disappointed that the Draft Report contains no critical analysis to
explain why Queensland, which once has a substantial competitive advantage in the production of
electricity, no longer expects to maintain that competitive advantage into the future. Pacific
Aluminium believes that it is critical for the Queensland Government to understand the drivers of

' Boyne Smelters 2011-2014 Sustainability Report, available from http://www boynesmelters.com.au/
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Queensland's loss of international competitiveness, in particular, the extent to which it is due to
structural changes in the global, Australian and Queensland economies versus due to policy
settings adopted by the Queensland and Australian governments. This knowledge would help to
inform future policy decisions. 2. In the terms of reference for this inquiry, the Queensland
Government sought advice on options that would “place downward pressure on electricity prices”,
yet ACIL Allens forecast that wholesale electricity prices will increase significantly to 2035. This
forecast is against a backdrop of a global marketplace with excess supply of energy and falling
prices. This provides a dismal outlook for Queensland electricity consumers in absolute and
relative terms. It is unclear why the QPC has concluded that Queensland is moving against the
trend.

3. Section 2.1.1 of the Draft Report states, “We note though that some of the most intensive
electricity users have some degree of market power to allow them to generate their own power or
negotiate their own flong term contracts, placing downward pressure on prices.” Pacific
Aluminium’s submission is cited to support this comment. However, we see nothing in our
submission that supports the QPC’s statement that most intensive electricity users have market
power. Indeed, previously BSL has been unable to source competitively priced electricity for a
substantial block of load from the market, and has been forced to reduce production in order to
avoid excessively high electricity prices even at a time when low cost base load generation is idled.
This is not evidence to support BSL having market power in the electricity sector.” As stated in our
submission of 16 November 2015, Pacific Aluminium is concerned that the high level of
concentration in the generation sector is enabling the generators to use their market power to
withhold cheaper coal-fired generation and drive unnecessarily high market prices. Figure 1
demonstrates the quantity of excess coal-fired generation available on 2 February 2016, when
prices in Queensland spiked. This generation was withheld while much more expensive peaking
plant operated.
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Figure 1 Queensland Surplus Generation by Energy Type (2 February 2016)



If you have any questions regarding this submission, please contact me on 07 3028 2090 or email
me at Andrew.horvat@pacificaluminium.com.au.

Andrew Horvat
General Manager Energy
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