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AI GROUP SUBMISSION ON OPTIONS FOR INCLUDING LARGE ENERGY USERS IN THE VICTORIAN ENERGY EFFICIENCY TARGET
Ai Group welcomes the chance to provide further input on the Victorian Energy Efficiency Target (VEET) and the treatment of large energy users under it.  We represent a wide range of businesses of different sizes and sectors.  Some of our members are energy generators or distributors, and others supply the energy sector.  But the vast majority of our members are energy users.  We therefore take a great interest in cost-effective improvements to energy efficiency and energy productivity, which we see as strategic imperatives. 
We stand by the broader submission we made on the wider review of the VEET in May 2015; the scheme can make a valuable contribution to easing energy costs for many users, reducing systemic pressures, and lowering greenhouse gas emissions at modest cost.  This submission provides additional detail on the appropriate treatment of large energy users under the scheme.
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Case for the large energy user exemption
The VEET currently excludes large energy users from participation in the scheme and exempts them from costs under it.  The Department’s discussion paper considers two options that would end this situation.  Ai Group strongly contends that the exemption should remain, and we have a workable model to enable this.
Government originally justified the exemption on the basis that large energy users were subject to the former Energy and Resource Efficiency Plans (EREP) program.  EREP required efficiencies to be pursued by such businesses, leading to the implication that any efficiencies pursued under VEET would not be additional.  Large energy users were then exempted from the costs of the scheme (by the method of excluding supply to such users from the calculation of energy retailers’ share of the scheme targets), on the theory that if these businesses could not derive the benefits they should not bear the costs.
With EREP now abolished there would seem to be a case to extend both participation in benefits and liability for costs to large energy users.  However, large energy users have generally taken a different view of the case for an exemption.  
Large energy users spend large absolute sums on energy and are often also energy intensive, with energy forming a substantial part of their overall cost base.  That gives them a much greater than average incentive to improve energy efficiency.  Also, many are highly trade exposed and global competition as well as the intensity of their energy use give them a strong incentive to focus on energy use and minimise associated costs.  Large users also tend to have more information about energy saving options and more financial and organisational capacity to implement savings.  
The overwhelming majority of large energy users therefore will have already implemented the worthwhile savings opportunities available to them.  For instance, one member reported reducing their energy use per unit product by 35% since 2008.  Those opportunities that remain will frequently be either: 
1. so expensive that the VEET is unlikely to make them economical, such as major production facility upgrades outside the typical replacement cycle; or 
2. so minor that they will make little difference to overall costs (such as upgrades to minor incidental lighting or appliances in energy-intensive facilities).  
Where there are continuing energy saving opportunities, they will tend to be very unevenly distributed among large users.  The result is that large users are generally much less likely to directly benefit from inclusion in the VEET than smaller and medium sized energy users.  
The modelling conducted for the VEET review indicates significant indirect benefits for energy users through the impact of lower energy demand. However, large energy users have reason to doubt whether these benefits will offset the impacts of inclusion in the scheme where they do not have meaningful opportunities to participate.
The anticipated indirect benefits of the scheme are largely through lower wholesale electricity prices and some avoided network investment.  All other things being equal it is plausible that reducing demand for a product will lead to softer prices, and Victoria has for some time had both weak demand and weak wholesale electricity prices.  Lower demand and weak prices may lead generators to retire or scale back, sending prices back up to an equilibrium.  The VEET modelling considered the potential for such closures in response to VEET-related demand reductions.  But the exercise necessarily assumed a policy environment that is broadly stable other than the specific VEET reform options that were under consideration.  
In fact a range of further policy interventions are under discussion or being implemented at the State and Federal levels that will alter market conditions.  These include the injection of substantial new capacity into the market; ambitious plans to decarbonize the energy sector; and proposals to encourage the withdrawal of capacity from the electricity market.
Under these actual or potential policies, improved energy efficiency should still have economy wide benefits through lower resource costs associated with energy – less new capacity will be needed.  But ultimately the market price of electricity will have to rise to reflect the long run marginal cost of new electricity generation capacity if there is to be investment in renewing our energy sector.  That price will be much the same with or without the VEET and the economy wide resource cost saving will not improve the competitive position of large energy users.  The nature of their businesses makes energy costs extremely salient to their competitiveness and viability.
With respect to gas, it is relevant that while gas has been part of VEET for some years, certificate generation activities have overwhelmingly been in electricity efficiency rather than gas. We support the expansion in the range of VEET methodologies, which may make gas saving activities more likely to proceed.  Prices in the eastern gas market are currently being heavily shaped by the tight supply-demand balance, and could be eased by demand efficiencies – though in the longer term export parity pricing may take over again, curtailing any price impact from efficiency.  Overall, there is considerable room for doubt that large gas users should expect significant offsetting pressure on gas prices.
The cost to large energy users of ending the exemption depends on the direction that VEET certificate prices take.  If prices remain similar to the $20 average that has prevailed for some time, given announced targets we would expect energy prices to increase by around $2 to $2.25 per megawatt hour of electricity and $0.14 to $0.17 per gigajoule of gas over the next several years.  That translates to millions of dollars of additional cost for Victoria’s largest energy users.  Such a cost increase would be deeply unwelcome at a time when much of the manufacturing sector has only recently struggled its way back into expansion, and some of the rest is bracing for the impact of the end of domestic passenger vehicle assembly.  Relative energy costs have a direct impact on decisions about where to locate production and new investment within Australia and beyond.
Thus there is a continuing strong case for an exemption from VEET for large energy users.  What is needed is a clear and easily implementable basis for such an exemption.

Option for a continuing exemption
The Government’s paper provides two options: an end to the exemption for all currently exempt businesses from January 2017, or an end in 2020 and an ability to opt in to VEET in the mean time.  For the reasons stated above these are inappropriate.  A third option is needed.
This Option Three is that the exemption should: 
· Continue indefinitely; the underlying arguments for an exemption are unlikely to shift over the foreseeable future.  An indefinite exemption will give considerably more confidence to industry considering future investment than a time-limited or regularly reviewed exemption.
· Remain site-based and ‘symmetrical’ – sites exempted from costs should be excluded from direct participation in the scheme.
· Involve satisfying either of two tests: 
· the site’s total energy consumption in the latest year for which National Greenhouse and Energy Reporting (NGER) data is available was equal to or higher than 100 terajoules; or
· the facility was the beneficiary of an allocation of exemption certificates under the Commonwealth’s Renewable Energy Target in the latest year before the application.
The current exemption applies to facilities above the thresholds for EREP reporting: 100 terajoules of energy consumption, or 120 megalitres of water.  There is a strong argument to maintain the current energy threshold under a new exemption, as it is relatively well understood, simple and established.  On the other hand, the NSW Energy Savings Scheme bases its equivalent exemption on the EITE system that applies under the Commonwealth’s Renewable Energy Target.  EITE is also a well-understood concept with extensive underpinnings, and potentially captures facilities that are highly energy intensive but small enough to fall below the energy threshold.  The Commonwealth Clean Energy Regulator has data on both site-level energy use and EITE.
Ai Group considers that both the energy and EITE tests should be available as options to businesses wishing to claim an exemption from the costs of the VEET.  There are some highly trade exposed and energy intensive businesses with facilities that are small enough to fall below the 100TJ threshold, and there are some highly energy intensive sites that have not yet been recognised as EITE.  Preserving the energy threshold and adding an EITE option would ensure that the most impacted businesses are able to be excluded in a clear and simple manner.
· use National Greenhouse and Energy Reporting (NGER) data supplied by the Commonwealth Clean Energy Regulator, with which Victoria has a Memorandum of Understanding;
· involve a list of exempt sites that is:
· maintained by government;
· ‘live’, allowing new sites to qualify and existing sites to exit if they no longer satisfy either of the tests.  The case for a continued exemption system is if anything stronger for new entrant large energy using sites, who are inherently very likely to operate at best practice. 
· constructed automatically based on NGER data about Victorian sites, without requiring a separate application.  An application process should be available to entirely new facilities that will clearly exceed the thresholds but do not yet have an NGER data record.
· public, making it easy for retailers to confirm which of their customers’ sites are exempt.  Published information should include street address, business name and ABN.  Site specific energy consumption information should not be published, as this can be commercially sensitive.
· allow sites that are entitled to an exemption to opt in to liability so they can pursue savings opportunities.  Some large energy users or EITE businesses may conclude that they do have opportunities and that the VEET is attractive, particularly given the important work underway to expand the scope of activities recognized in the scheme.  On application a site should be able to permanently opt in to the scheme.
This option should minimise administrative costs for industry, government and energy retailers.  It uses data that is already collected and concepts that are well understood.  Industry is comfortable with the level of public disclosure involved.  It provides an avenue to pursue remaining worthwhile energy savings opportunities among large energy users.  

We and our members would be happy to work through further details of this approach with you.  For any questions relating to this submission, the best contact at Ai Group is Tennant Reed, Principal National Adviser – Public Policy (tennant.reed@aigroup.com.au, 03 9867 0145).

Yours sincerely,

Tim Piper
Head - Victoria
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