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Dear

Mr Sam Haddad
Dírector General
Deparfnent of Planning and lnfrastructure
GPO Box 39
SYDNEY NSW 2OO1

Plannlng and Assessment Gommission Review of Goalpac Gonsolidation Proiect

We are writing to you with respec{ to the Coalpac Consolidation Project, which is
cunently under consideration and review by the Department of Planning and
lnf¡astucture.

Both the Deparûnent of Trade & lnvestment and NSW Treasury wishes to note their
strong support of thls project due to lts strategic importance to NSW energy
capabilities, as well as itc proiect-opeclfrc economic benefits.

This includes no obfection to the pro¡ect from agencies within our cluster such as
the Department of Primary lndustrles (lncorporating NOW Fisheries, Forest and
Agriculture). We also understand the EPA has no obfection.

BACKGROUND
As you are awere Coalpac Pty Ltd has sought approvalto consolidate the operations of
its Cullen Valley and lnvincible coalmines to expand the project area and to increase
production to 3.5 Million tonnes per annum (Mtpa) fo¡ 21years. The approval was sought
to enable the company to access additional coal reserves to enable the mines to continue
operations past February 2013.

Following a review of key impacts of the proposal by the Planning Assessment
Commission (PAC), Coalpac prepared a Prefened Project Report (PPR) which modified
the proposal based on the recommendations of the PAC.

There are a number of broader strategic issues of State and regionalsignificance which
go beyond the narrow consideration of the Goalpac proposalwhich need to be carefully
considered.

The key íssues are:
o lmpact on coal supply in the Lithgow region and in particular coal supply to the

existing power stations (Mt Piper and Wallerawang)
. Potential impaots on eledricity prices
. The introduction by the PAC of e new constraint relating to bt¡ffers around rock

formations without assessing the broader economic implications
o Serious flaws in the previous PAC assessment of the economic benefits of the

project with the PAC attaching "lrtfle weighf to the economic assessment
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r PAC's implicit assessment of placing a high value on nonquantified
envi ronmental im pac{s.

Additional information on these issues is attached.

ln early March 2013 the Cullen Valley and lnvincible coal mines were placed on care and
maintenance, resulting in the loss of 107 direct jobs and the potentialfor a total
employment impact of 500 direct and indirect jobs.

strategíc conoequences to the State of this project not proceeding,
sk exists for future NSW energy security, especially in regards to
and Wallerawang Power Stations. Very limited options exist for

sourcing replacement coal to supply these generators if this project does not proceed.
The viability of both generators, but particularly Wallerawang, isdependent on access to
localdomestic coal at competitive pdces. The closure of Wàllerawang Power Station
would result in the loss of a further 200 jobs as well as likely constraints on polver
production from Mt Piper.

Mt Piper and Wallerawang Power Stations cunently source most of their coal suppty from
either Centennial Coalorfrom Coalpac. ln2011-12 Goalpac supplied nearly 2S%-ot aL
coal used in these power stations. The permanent closure of the Coalpac m¡nes would
result in CentennialCoalhaving a virtual monopoly on coal supply to these generators.
This would come at a time when some of the Centennial Coal contracts are starting to
wind down and would increase the negotiating power of Gentennial Coal in ft¡ture coal
pricing contract negotiations and may result in future supply being priced closer to export
parity prices.

This would be expected to lead to further electricity price increases and be out of line with
NSW Government policy with respect to lower eleciricity pricing for consumers.

The estimation of electricity price impacts requires complex modelling and is necessarily
imperfect, however coal supply @sts, which is the main variable costfor polver stations,
could potentially increase ftom the cunent level of around $S0/tonne to a possible
$70/tonne.

The precedent of basing a recommendation on curtilage in the assessment process has
wide ranging implications for further approvats for other operating mines and for the
development of proposed coal projects in the Lithgow region.

Should the Coalpac proposalnot proceed there would be significant State and regional
economic consequenoes. The projac{ estimates State economic contributions of $27S
million in annualdirect and indirect regionaloutput, $133 million in annual direct and
indirect regionalvalue added, $48 million in annual household income, 51g direct and
indirect jobs; and overthe 21 year life of mine, $43g million in royalties and localcapital
investment in the greater Lithgow area of $122 million.

Lls1ly, we would ask that the PAC take into consideration the tenets of the cunent Mining
SEPP amendments during their evaluation even Íf it has not yet been gazetted.

Yours sincerely,

D0---'ì 1ñ'/(^t*Lr*rt^
Mark I Paterson AO
Director General

ìo .8. f 3,

Philip Gaetjens
S W Treasury
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Attachment - Additional I nformation

lmpact on coal supply in the Líthgow region and in pañicular coal supply to the
øxistíng powør stations (Mt Plper and Wallerawang)

The PAC Review has given inadequate weight to Mt Piper and Wallerawang power
stations' heavy dependence on the localcoal supplies from the Cullen Valley and
lnvinoible coal mines as well as the Centennial coal mines. ApaÉ from a relatively small
supply from the Pine Dale coal mine, there are no other economic sources of coal supply
to these power stations. Centennialwould increase its market power over the local
electricity generation in the event this Project did not proceed. ln the future, this could
push up offer prices for coal supply at Mt Piper and Wallerawang stations and reduce the
volumes on offer.

The economics of the power supply industry are complex, but the base load coal fired
power stations were sited with the intention of accessing their local coal supplies. The
approval of the Coalpac proposal raises public policy issues that go well beyond the
private commercialinterests involved. The PAC Review gives inadequate weight to these
issues.

ln the absence of competÍtion, in this case in coal supply, the economíc efficiency of the
,market is impaired, leading to higher total cost outcomes through inefficient consumption
and resource allocation decisions. Maintaining competition is therefore an important
aspect of good economic policy.

The very first commitment under the National Compact on Regulatory and Competition
Reform is to promote competition through effective oversight of, and support for, well
functioning markets (http://www.coag.gov.au/sites/defaulVfiles/Signedo/o209ompact.pdf).

Potential ímpacfs on electricity prices

Coal pricing is the main variable cost for the Mount Piper and Wallerawang power
stations and as bidding prices are driven by coal prices, therefore Mt Piper and
Wallerawang's place in the merit order is targely determined by coal prices. As a
consequence, lower coal prices leads to overall lower power prices,

lf the Mt Piper and Wallerawang power stations are forced to pay higher prices for coal as
a result of no Goalpac contract to help in their negotiations then these generators may
need to pay around $1.00/GJ more for their coal which would increase costs ftom around
$SO/tonne to $7O/tonne. This increases the short run marginal cost (SRMC) of electrici$
from these generators by around $1O/MWh.

The introduction by the PAC of a new constralnt relatlng to buffers around rock
formatlons without assessing the broader economlc lmpllcations

This has sÍgnificant state wide economic implication which may not be consistent with
Government policy.

The existing mines within the Lithgow region of the Western Coalfield cunently provide
direct employment to over 1000 people and many times this number indirectly in mine
and non mine related service industries,

There are also five coal project proposals in the region namely Neubecks Creek, Boulder,
Wolgan Road, Running Stream and lnglenook, and these proposals could provide
opportunities for medium term growth or at least sustain employment within the LÍthgow
region.

A decision to recommend refusal of the Coalpac Consolidation Project on non technical
grounds could place in jeopardy the long term security of jobs within existing mines and
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the employment and other social and economic benefits that would be derived from the
development of new proposals.

Coal mining has traditionally been the economic backbone of the Lithgow region and
setting a precedent on a new aesthetic environmental consideration could be devastating
for the economic future of this district.

Senrous flaws in the previous PAC assessmon| of the economic benefíts of the
projectwith the PAC aftaehlng "llttle welght" to the economÍc assessmenf

The PAC found that the economic assessment of the Project grossly overstated the reat
financial benefits of the Project and as such should be accorded litfle weight.

However in Treasury's view, the economic assessment report presents an economic
evaluation of the Coalpac project that is basically sound and does not "gross/y oyersfafe
the real fínanoial benefifs' as claimed by the PAC Review. lt therefore should be given
proper weight in the Project assessment.

PAC's ímplicit assessrnetttof placing a hlgh value on non-quentifled envlronmental
impacts

ln reaching the conclusion that the Coalpac proposal should not be allowed, it appears
the PAC Review is lmplicitly placing a high value on the nonquantified environmental
impacts. This'high'valuation is contentious and as it is criticalto the overall PAC
judgement on the Project, further scrutiny and analysis/quantification of the impacts
seems warranted, particularly given the PAC's discounting of the economic benefits.
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