City of Onkaparinga
Agenda for the Council meeting to be held on 6 September 2011

11.1

Confidential Futurtec Project - Negotiation Update
This report advises Council on the outcomes of the negotiation process for the development
of Futurtec’s Meyer Road Precinct and Renewable Energy Precinct and seeks direction on
the next steps.
This is an update on a previously reported project, concept or issue.
General Manager:

Bruce Williams, General Manager Projects & Services

Report author:

Brian Fitzpatrick, Project Leader

Contact number:

8384 0522

Attachments:

1. High level negotiation outcomes (1page)
2. Comparison of options (1 page)
3. Summary of analysis (NPV) (1 page)
4. Unescalated NPV (1 page)
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5. Unescalated carbon tax NPV (1 page)

Executive summary

1.1

Topic
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6. Grant funding NPV (1 page)

Context
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This report advises Council on the outcomes of the negotiation process for the
development of Futurtec’s Meyer Road Precinct (MRP) and Renewable Energy
Precinct (REP) and seeks direction on the next steps.
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At its meeting on 19 May 2011 Council approved the Southern Adelaide
Renewables Consortium (SARC) as the preferred respondent resulting from the
request for proposal process with negotiation outcomes to be presented to Council
in September 2011.
A subsequent report was presented to Council on 5 July 2011 where it resolved to
note SARC’s exclusion of the biomass facility from their proposal for the REP land.
The negotiation process has been completed with the majority of key project
objectives being met. However, as further investigations and analysis has been
conducted alternate project options have emerged. These options each with
different financial and economic implications are presented in this report for
Council’s consideration and determination of next steps.
1.3

Financial implications

1.3.1

Project budget
The Futurtec project is funded through the Climate Change Response Fund with a
2009-10 budget of $100,000 a 2010-2011 budget of $304,612 and a further
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$100,000 allocated in 2011-2012. A total of $315,000 has been spent as at August
2011 with an additional $11,054 committed.
1.3.2

Project implementation
The financial implications of the project implementation is dependant on which
option the Council decides to progress as discussed in section 3.4.2 of this report.

1.4

Suggested outcome
It is suggested that Council consider this item in confidence. Section (ii) 90(3)(k) of
the Local Government Act 1999 is suggested as the most appropriate to use for this
purpose.
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This item is presented as a confidential item as it details the subject matter of an
ongoing tender process including the development of the Futurtec project. The
possible implications of not considering this item in confidence could reasonably be
expected to compromise an ongoing tender process.
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That Council consider the project options outlined in this report and determine its
preferred direction.

1.

That:
a.

EA

Recommendation(s)

under the provisions of Section 90(2) of the Local Government Act
1999 an order be made that the public be excluded from attendance
at the meeting in order to consider in confidence this item.
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That should the original Futurtec proposal be supported, Council approve and
delegate its authority to the CEO to finalise an ‘in principle’ Heads of Agreement
document that will enable SARC to apply for the Renewable Energy Fund grant and
that further detailed negotiations be progressed.

2.

a.

the Council is satisfied that it is necessary that the public be excluded
to enable the Council to consider the information at the meeting on
the following grounds:

b.

Section 90(3)(k) tenders for the supply of goods, the provision of
services or the carrying out of works;

c.

accordingly, on this basis the principle that meetings of the Council
should be conducted in a place open to the public has been
outweighed by the need to keep the information or discussion
confidential.

That Council:
a.

approve the Futurtec project proceeding with Southern Adelaide
Renewables Consortium, Contract Number 10070 based on the
1.4MW solar plant and Meyer Road Precinct outcomes noting they
presented a commercial proposal that addressed the key criteria of
the project objectives, and
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b.

delegate its authority to the Chief Executive Officer to finalise
negotiations on a Heads of Agreement, acknowledging that the
project will proceed and exiting will only be possible under certain
requirements not being met, and

c.

receive a further report that provides the outcome of SARC’s
Renewable Energy Fund grant application and ongoing negotiation
outcomes for consideration to enter into a binding contract with
SARC to implement the Futurtec project.

OR
That Council abandon the current negotiations with Southern Adelaide
Renewables Consortium and further investigate alternative options for the
Meyer Road Precinct and Renewable Energy Precinct land.

4.

That the matter of the Futurtec Project - Negotiation Update having been
considered in confidence under Section 90(3)(k) of the Local Government
Act 1999 an order be made under the provisions of Section 91(7)and (9) of
the Local Government Act 1999 that the agenda item 11.1Confidential Futurtec Project - Negotiation Update and minutes of the Council, including
any attached documents relating to discussion of the subject matter be
kept confidential until the procurement process is complete and legal
documents executed.
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Discussion

3.1

Strategic context
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Key factors
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The Futurtec project concept is a foundation project within our Climate Change
Strategy 2008-2013 and forms part of the Southern Adelaide Economic
Development Plan making it a key direction for us over this 5 year period. The
project aims to:
identify an alternative land use (other than open space) for the former landfill
site and its adjoining buffer land at Lonsdale.

redevelop the landfill site and buffer land by creating a new destination in low
carbon industries comprising of a REP and an adjoining MRP on the site in the
short and medium term.



facilitate a nationally and internationally recognised leadership project which
establishes a renewable energy generation complex and a clean-tech
employment base as a partnership approach with the private sector, State and
Commonwealth Governments, research institutions and others.



be a significant economic development initiative for Southern Adelaide as a new
destination for investment (including community ownership) in the renewable
energy sector



establish capacity for renewable energy research, development and training

The Futurtec project comprising of the MRP and REP precincts (first two precincts
to be delivered to the market for development) are seen as the catalyst for setting
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the tone for new industrial development in the Lonsdale region including the
desalination and Port Stanvac redevelopment.
3.2

Negotiation process
A negotiation team has been established comprising key staff and specialist
advisers to facilitate the commercial negotiation process in accord with the
negotiation plan detailing key parameters established to guide negotiations.
A series of robust, open and constructive negotiation workshops have been held
with SARC representatives. The negotiation process has achieved the key project
objectives and improved terms and conditions (attachment 1).
The consortium believe they have revised their proposal to meet our objectives to
the best of their ability and are now seeking a heads of agreement to enable their
$2.5M Renewables SA grant application to be submitted in September 2011.

3.3

Futurtec proposal detail
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/
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The negotiation process has successfully delivered the key objectives of the
Futurtec project and identified new options that warrant consideration by Council. A
comparison of options provides an overview of the three options identified
(attachment 2).

Meyer Road Precinct (MRP)
Valuation
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3.3.1
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The original SARC proposal has evolved as a result of further detailed analysis
being undertaken and negotiations conducted to achieve the project objectives.
The key project elements contained in the current SARC proposal are discussed
below.

A valuation of the MRP site conducted by Knight Frank in April 2011 indicated a
$2.9M value to the 8ha land parcel. The SARC proposal has made an offer of
$3.6M.
The purchase price for this site is not included within the financial analysis of the
REP as the sale and development of the MRP site could essentially proceed without
the solar plant and power purchase agreement. However, it should be noted that
the clean tech focus and industrial property values may be lower without the
adjoining iconic solar farm and potential recycling and resource recovery operations
should the SARC proposal not proceed.
Land management and purchase structure
Under the proposed purchase structure the MRP land would remain under Council
ownership and be progressively transferred over time as allotments are developed
by SARC and purchased for clean tech development. The purchase price would be
at the agreed sale price plus an increase of either an agreed fixed indexation rate
or regular land valuation, whichever is the greater.
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SARC are willing to enter into a Land Management Agreement or similar instrument
that stipulates the development of clean tech or other future industries as agreed
by Council. This ensures the land is developed in accord with Council’s long term
vision and also commits future land owners to these requirements.
Should there be no market for clean tech industries over the next 5 years there will
be a sunset clause allowing SARC to negotiate alternative land uses with Council.
Marketing
To advance the sale of the development, the SARC consortium has a commitment
to an annual marketing and promotional budget circa $125,000 per annum for at
least three years with an upfront initial campaign of some $50,000 as detailed
within the SARC proposal.
Links to REP

7/
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On 20 July 2011 SARC confirmed that its interest in the MRP is contingent on the
acquisition of the REP land. A new joint venture company between Citimark
Properties and McMahon Services would form to acquire the MRP site and use its
best endeavours to pursue and develop a cleantech industry hub.

Renewable Energy Precinct – land sale
Valuation
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SARC confirm that Commsolar (Solar Shop Australia), Stellar Energy and SunRay
Trackers remain keen to pursue the opportunity to relocate to the MRP site,
however it is contingent upon confirmation of the REP solar development
proceeding. The Heads of Agreement document would reflect the commitment from
key end users as being a fundamental element of the project and would provide
the opportunity for Council to review its commitment accordingly if this was not
realised.

A valuation of the REP site conducted by Knight Frank in April 2011 indicated that
the 20 ha former landfill site has no commercial market value and is a liability given
its ongoing environmental maintenance and monitoring obligations.
The SARC proposal offers $2M for the purchase of this land and they will accept the
transfer of risk associated with the former landfill site.
The $2M sale of the REP land provides the ‘trade off’/funding for increased power
prices to council in order to achieve the land and economic outcomes of the
Futurtec concept. This is the basis of Net Present Value calculations (assessment of
future cash flows) used to place a dollar value on the project for comparison
purposes.
Land use
ResourceCo (the SARC consortia member that will take ownership of the REP site)
are considering a range of recycling and resource recovery opportunities for the
REP site in addition to the solar plant and confirm that activities would be
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undertaken in controlled indoor environments. Detailed negotiations would seek to
secure this commitment from ResourceCo.
If approved by Council, a requirement of the land sale could include the preparation
of a conceptual master plan by ResourceCo that details the built form envisaged for
the site. The master plan would then form part of the Land Management
Agreement with ResourceCo in securing commitment to a shared vision for the site.
3.4

Negotiation outcomes

3.4.1

Solar plant size and Power Purchase Agreement (PPA) – REP
As part of our due diligence a detailed and updated analysis of electricity prices and
quantities was undertaken by St Kitts Associates and provided to SARC.

7/
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The electricity analysis report confirmed that our current electricity contracts (part
of a bulk purchase arrangement negotiated by the Local Government Corporate
Services) has resulted in Council achieving a significantly lower than market rate for
our electricity needs. Therefore, it is not possible to achieve a comparable
electricity cost for solar generated power.
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SARC’s original proposal to install a 2MW tracking solar panel array on the REP site
to match our most expensive peak electricity demand was acknowledged by both
parties as not being commercially viable for council. In addition, the process
highlighted we would not want to lock all our peak electricity supply in with one
retailer.
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In response to reduced power requirements and the high capital cost of the large
solar plant, SARC developed an additional two solar plant options in an effort to
meet the negotiation objective for a cost neutral NPV position for council.
attachment 4.
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Two of the options include a staged approach enabling the REP development to
occur initially on a smaller scale which significantly reduces risk and maintains the
opportunity to expand the plant size at a later stage if financially viable. Future
expansion could also occur through SARC seeking participation from MRP tenants
and other customers. The three options are summarised in the table below.
Solar Plant
*
-

Size 1 (small)*
s
t Size 2 (medium)*
a
gSize 3 (large)
e
d approach

Plant size – energy
provided (kWh)

c/kWh rate

Term of Power
Purchase
Agreement

2,000,000 (1.21 MW)

26.7

20 years

2,244,000 (1.4 MW)

24.8

20 years

4,3000,000 (2.2 MW)

24.8

20 years

The size 1 (1.21 MW) plant is based on the highest 26.7c/kWh electricity cost and
would result in an estimated increase in power costs to council of $344,732 in
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council’s annual electricity costs. This solar plant would provide 2,000,000kWh of
our power consumption. The plant size results in limited scope for retaining an
iconic status.
The size 3 (2.2 MW) plant represents the original SARC offer with a 2c/kWh
electricity rate reduction based on a 20 year term. This proposal would result in an
estimated increase in power costs to council of $660,718 in council’s annual
electricity costs. This solar plant would provide 4,300,000 kWh of our power
consumption and would be of iconic proportion, however would require our entire
peak electricity to be provided exclusively by the plant under contract to Diamond
Energy, the consortium’s energy retailer. Contracting a high portion of our
electricity demand significantly increases the risk over a 20 year term of technology
changes.
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The size 2 (1.4MW) plant is recommended as the best option should we proceed
due to the lower 24.8c/kWh rate with a high electricity output. The solar plant
would retain its proposed status as the largest metropolitan solar PV installation in
Australia at the time of construction (an important marketing position for SARC).
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The 1.4 MW solar plant is estimated to increase our annual electricity price by
$345,284 per annum on an unescalated basis.

D

The solar plant would consist of predominately fixed panels with a portion of panels
demonstrating the new and innovative single axis tracking panels manufactured by
Lonsdale based provider SunRay Trackers.
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The 1.4MW plant would deliver 20% of our overall electricity demand with
additional electricity requirements continuing to be supplied by Council’s Local
Government Corporate Services contract and open to market negotiations thereby
spreading our risk.
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The entire peak electricity comprised in our below 160MWh contract totalling
1,400,000kWh and a portion of our above 160MWh contract totalling 844,000kWh
would be bundled together for supply by the REP site. The bundled electricity
would be subject to a new contract with electricity retailer and SARC partner
Diamond Energy. A summary analysis is attached to this report (attachment 3).
The 24.8 cents/kW rate resulting from the high level negotiation phase has
achieved a 7% reduction in electricity prices from the original proposal equating to
$480,000 over a 20 year period based on a 1.4MW plant.
3.4.2

Financial Impact to Council - REP
There are two main commercial negotiation objectives for the REP project:
1. mitigate council from the risk of electricity price fluctuations over the contract
term
2. achieve an electricity price which at a minimum ensures an NPV for the REP
project which is greater than zero, therefore the project is essentially being
achieved at no net cost to council.
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Given that it is not possible to know exactly what will occur in the future regarding
electricity pricing the following three scenario’s have been developed.
The impact of GreenPower purchase and network charges does not form part of
the NPV calculations as these costs would apply in our current electricity
arrangements and all scenarios at an equal rate.
Scenario 1 – unescalated approach
A very conservative approach that assumes un-escalated electricity price increases
over the 20 year term has been adopted for this model (attachment 4).
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The base scenario unescalated model represents a negative ($292,490) NPV
position. This is the result of the upfront $2M income from the land sale, the
further development of the land along with the benefit of not funding ongoing
monitoring and maintenance of the site is offset (over the 20 year contract term)
against the increased power costs.
Scenario 2 – Impact of carbon tax
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Scenario 3 – Impact of grant funding
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This scenario uses the same model as scenario 1 however takes into consideration
the impact of a carbon tax at the nominated $23 per tonne rate. The outcome is an
improved NPV to a positive $90,225 position (attachment 5).

Grant funding

Consistent with its original proposal SARC will submit an application for the
Renewable Energy Fund (REF) administered by Renewables SA subject to Council
approval of a heads of agreement.
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This scenario explores the potential impact of a successful SARC application for
grant funding for an unescalated $2.5M (negative NPV $292,490) and $5M (positive
NPV of $980,00) range indicating the current negative NPV of $292,490 .
attachment 6

SARC have held preliminary discussions with Renewables SA and consider an
application for a $5M funding grant based on a $7.5M capital expenditure to be
unlikely to succeed. SARC have based their three PPA options on a $2.5M REF
funding grant. The payment of above market electricity prices and sale of the
former landfill site land represents our contribution to the project. There is no
requirement for council to provide any capital expenditure as part of the project or
grant application. Opportunities to seek higher levels of funding than SARC’s
proposed $2.5M are being explored should additional funding be achieved the
benefit would be passed to Council by virtue of a lower price per kW in the power
purchasing agreement further improving the NPV.
As outlined in previous council reports, a Heads of Agreement document is required
to support SARC’s Renewable Energy Fund grant application.
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3.4.4

Heads of Agreement
Should Council proceed with the Futurtec proposal the Heads of Agreement is the
next logical project stage. It is a high level document that details the fundamental
roles and responsibilities for both parties and the main agreed parameters of the
project. The Heads of Agreement will be a contractual arrangement that shows a
mutual intent to progress the project and the ability to exit from the project under
particular situations.
As such the beneficial outcomes need to be considered together with the risks
associated with the project and the current inherent risks with the REP land.The
revised scope of the project achieved in the first stage of negotiations aims to
minimise Council’s risk exposure while still realising the project objectives.
Risks will be further managed through the Heads of Agreement with exit strategies
to be incorporated such as:



no fixed commitment from Commsolar and others to relocate to MRP site



unable to reach agreement on Land Management Agreement or similar for the
land use



development approval is not granted



full purchase price is not realised.
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grant funding is lower than expected or not available
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Alternative options
The procurement process and high level of sophisticated analysis has led to an
increased understanding of the renewable energy industry. Together with testing
boundaries, questioning information and undertaking further investigation, this has
enabled alternative options to be conceptually explored.
The alternative options have not been fully developed and are presented as
potential scenarios that Council may wish to consider further scoping in place of
progressing the SARC proposal.
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Option 1: Land sale investment into the Green Buildings Initiative
Should Council decide not to pursue the SARC proposal, ResourceCo (SARC
consortium partner and current lessee of the REP land) have verbally indicated a
willingness to purchase the REP land outright and the MRP land under similar terms
to the SARC proposal with a commitment to work with council to implement
satisfactory development on the site with a resource recovery focus.
While the land price that could be achieved from a direct sale to ResourceCo would
require further negotiation the existence of this potential purchaser now provides a
known market where previously valuations have indicated there was no market or
value attributed to the land. The realisation of the full land value is a direct
consequence of the Futurtec proposal and ongoing negotiations unlocking the full
potential for the land.
In this option the revenue generated by the REP land sale could be invested into
the implementation of the GBI to further support the acceleration of the provision
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of large scale solar PV arrays on our buildings (eg Field Operations Centre $1.5M
solar array). Funds from the sale could also be partly invested in achieving the
economic development initiatives associated with the MRP site to achieve the
economic development outcomes for the site.
Further detailed financial analysis would need to be conducted on these options
however by virtue of the work conducted on the Green Buildings Initiative and by
realising the sale of the REP land allowing the transfer of risk and ongoing
management and monitoring costs of the former landfill site the option would
achieve a positive financial outcome.
It should be noted that this option would not achieve the same level of
environmental outcomes in the reduction of greenhouse gas emissions when
compared with the Futurtec project outcomes.
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The table below provides a summary of green house gas reductions through
various options as an example of the environmental benefits that can be achieved
Indicative greenhouse gas
impacts (tCO2-e pa)

Futurtec Project - 1.4MW plant

1526

Invest $1.5M on building mounted PV

357
238
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Invest $1M on building mounted PV

15
/

7/

Option
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It also provides no guarantee of a MRP land sale (current SARC offer $3.6M) and
no assurance of achieving a clean tech industry on the MRP site. However, it is an
option which provides an alternative to securing council electricity costs into the
future.
This option is beyond the existing project scope. The current process would need to
be terminated in order to progress and further market test this alternative option.
Option 2: land bank or delay project timing
Land bank - local property market factors
Council’s meeting on 2 August 2011 considered a report concerning the future use
of the Exxon-Mobil site. This report considered research that concluded that there
is a shortage of industrial land in the southern region, in particular the City of
Onkaparinga. The analysis was based on 2008 figures and had a particular focus on
Lonsdale. It forecasts all available industrial land including privately owned land is
estimated to be exhausted within 12 years. This study highlights the potential of an
industrial land site (MRP site) and the importance to consider implementing a land
sale/development initiative prior to the Mobil site being available to address
expected industrial land shortfall.
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There is currently no land release strategy for the Exxon-Mobil site so it is possible
that the shortage of industrial land could reach a critical point if the MRP site is not
available for industrial development.
Delay project timing
The possible future implementation of a carbon tax scheme may result in additional
funding sources for renewable energy projects. The progression of the Futurtec
project to this point has placed Council in an advantageous position to respond to
and realise additional funding opportunities in the future. Council may consider
merit in adopting a ‘wait and see’ approach linked to the implementation of a
carbon tax. This approach could be an exit strategy option should the current
negotiations or level of grant funding be unfavourable to Council.
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Considering land banking and delaying the project timing will incur ongoing
maintenance and monitoring costs ($80,000 pa) and the acceptance of
environmental risks associated with the REP land being the responsibility of Council.
Option 3: –Sell both REP and MRP land sale to reduce debt servicing costs
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The Futurtec project has unlocked the value of the REP land previously considered
only to be a liability.

D

The benefit of using the revenue achieved from the REP land and MRP sale to
defray a level of debt servicing costs is an option for Council consideration.
Further analysis is required to be undertaken if supported by Council.

Risk management

Futurtec is based on a combined vision to replace a former landfill site with an
iconic solar project providing a catalyst to transform the Lonsdale industrial precinct
into a sought after destination for clean tech industry generating significant long
term economic development benefits for Onkaparinga and the south.
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All alternative options do not achieve the original strategic objectives including
economic development outcomes of the Futurtec project.

Such significant outcomes need to be considered together with the risks associated
with the project. The revised scope of the project achieved in the first stage of
negotiations aims to minimise Council’s risk exposure while still realising the project
objectives.
Should the project proceed risks will be managed through the Heads of Agreement
with exit strategies to be incorporated such as:


grant funding is lower than expected or not available



no fixed commitment from Commsolar and others to relocate to MRP site



unable to reach agreement on Land Management Agreement or similar for the
land use



development approval is not granted



full purchase price is not realised.
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4.2

Conclusion
In line with Council’s direction, detailed negotiations have been pursued with SARC
for the Futurtec project.
The negotiated position of the SARC proposal represents a staged approach to
achieving the Futurtec vision. This approach provides an opportunity to reduce
Council’s risk exposure through transferring the former landfill site risks and
through not committing our total energy demands to one retailer while realising its
strategic project objectives, namely:
an iconic renewable energy generation facility



a catalyst to the development of new industries in southern Adelaide creating
new employment, investment, education and other benefits to the region



a commercial return for the land



a development structure that minimises capital requirements and risk (including
environmental) to council



a renewable energy research, development and education/training capacity

7/
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The potential for an increased power price estimated to be approximately $345,000
per annum is based on an un-escalated conservative model which represents a
‘worst case scenario’. Conversely, fixing electricity prices to CPI for a 20 year period
would provide a level of protection from potentially significant market based cost
increases.
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We are currently seeking higher levels of funding than SARC’s proposed $2.5M and
should additional funding be achieved the benefit would be passed to Council by
virtue of a lower price per kW in the power purchasing agreement further
improving the NPV.
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The level of intellectual property gathered from this procurement process has
enabled the identification of potential alternative options ensuring that council is
well placed to respond to the changing renewable energy landscape to achieve the
best outcome for our communities.
The potential options within this report are submitted for information in order to
enable Council to consider its preferred approach.
5

Next steps
It is recommended that Council enter into a Heads of Agreement confirming its ‘in
principle’ support to facilitate the submission of a Renewable Energy Fund grant
application by SARC based on the negotiated arrangements.
Council provide its non financial support to the SARC grant submission.
A further report be presented to Council that provides the outcome of SARC’s
Renewable Energy Fund grant application and ongoing negotiation outcomes for
consideration to enter into a binding contract with SARC to implement the Futurtec
project.
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