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4 August  2016

Review of the Victorian Energy Efficiency Target 
Energy Policy and Programs
Dept of Economic Development, Jobs, Transport and Resources
GPO Box 4509
Melbourne  Vic  3001

Energysaver.incentive@ecodev.vic.gov.au

Dear Sir

Response to Options for including large energy users within the Victorian Energy Efficiency Target

Please find attached some specific comments by the Australian Industry Greenhouse Network (“AIGN”) on potential proposals for the treatment of Large Energy users as part of the review of VEET.   AIGN did respond in detail in May 2015 to the Review of the Victorian Energy Efficiency Target.

AIGN represents peak industry associations and corporates with a strong interest in climate change policy.  Members are large energy users.  Its approach to this subject is guided by a set of principles, a copy of which is attached. Collectively, those entities represented by AIGN are responsible for some 60% of Australia’s annual emissions of greenhouse gases, with a number of AIGN members operating large manufacturing and generating facilities in Victoria. 

We note that with the cessation of the Environment & Resource Efficiency Plans (“EREP”) program, which excluded those sites registered by the Victorian Environment & Protection Agency from participation in the VEET, there is continuing consideration of the inclusion of “large businesses and industry” in the scheme despite past advice that this was unlikely.  

A number of AIGN members that operate large manufacturing plants in Victoria have, in the past, been excluded from VEET as they have been registered by the Victorian Environment & Protection Agency Review under the Environment & Resource Efficiency Plans (“EREP”) program. The exclusion was on the basis of already being required to undertake energy efficiency upgrades and, as such, any activity under VEET would not be additional.

We believe that our past comments on why Large Energy Users should be excluded from the VEET remain 
relevant and we have summarised our past response, with the addition of some new information.  Our concern as outlined in this response is that the proposed changes to VEET imply an undue focus on energy efficiency that ignores the investment decision making process followed by business.  Inclusion would add to the administrative burden not reduce it.  If large energy users have an interest in participation in the VEET scheme then this should be on a voluntary basis. 

BACKGROUND AND APPROACH TO INVESTMENT IN ENERGY EFFICIENCY

As background AIGN advocates a climate change policy environment that delivers least-cost, environmentally-effective and equitable outcomes for Australia.  It is important that policies applying in this area are stable, predictable and avoid complexity to help minimise investment uncertainty, while ensuring that Australian export- and import-competing industries are not exposed to costs not faced by these industries in other countries.  

Our preference is that climate change policies should be implemented at the national level to avoid the costly duplication that may arise from a competing set of national and state-based mitigation policies. AIGN is aware that under the Council of Australian Governments (“COAG”), a considerable amount of work has already been undertaken to remove competing policies particularly in the area of energy efficiency, where the proliferation of policies added to industry costs for no appreciable outcome.  

Given the structure of Australia’s economy, it is important for reasons of competitiveness that Australia has competitively priced energy, and that the Government at both the national and state level avoid policies and programs that are implemented in the absence of market failure or that do not address the underlying market failure specifically, and therefore run the risk of encouraging irrational decision-making.

Rather than an area of government intervention, AIGN considers that investment in energy efficiency is fundamentally a business decision, which is impacted by a wide range of considerations. There is no evidence of market failure, as highlighted by the significant recent investment in response to rising energy prices. Policy that narrowly focuses on reductions in the use of energy implies that the use of one factor of production (energy) can be minimised without regard to the opportunity costs associated with other inputs. Such an approach may translate into lower growth for the Australian economy as it isolates one aspect of a business and considers it out of context, thus leading to poor policy design.

Investment, and hence production decisions, are driven by the combined costs of all inputs and best reflects a firm’s perspective of the economic environment and their competitiveness within it. Investment decisions within the industrial sector are largely based on being able to secure long-term, competitively-priced supplies of raw materials, energy and labour. Decisions by business on capital investment, which take time to mature and are typically large (as compared to current expenditure), have to be based on predicted returns and meet a range of other key business priorities. 

Although many constraints to energy efficiency investment can be identified, some reflect the rational decision-making of energy users and do not of themselves represent market failure. Importantly, energy is not considered in a vacuum by industry, but as one of a range of factors contributing to performance and profitability. As a general rule, higher energy efficiency equals better performance and profitability, but this does not mean that every opportunity to invest in energy efficiency should, or can, be realised.

INVESTMENT AND COMPETIVENESS CONSIDERATIONS
Large industrial businesses (eg. smelters and refineries in the aluminium supply chain, steel mills, etc) incur energy expenditure in the order of hundreds of millions of dollars, so that energy costs impact directly on profitability. Typically, trade-exposed energy users are price-takers in competitive global commodity markets, and any inefficiencies adversely impact on their competitiveness, so there is every incentive not to waste energy. Core production processes of industrial companies are subject to intense business improvement focus, and therefore negative or low-cost, short payback, substantial improvements are rarely found.

Companies have a number of options to determine where to invest in energy efficiency in the Australian economic context, such as from a greenfield site, to major process improvements, to bolt-on improvements (eg. installation of variable speed drives). The impediments to increasing the energy efficiency of existing operations are larger than for new operations, where measures can be integrated into the design and process requirements. However, given the current state of the Australian economy and international competition for investment capital, the focus tends to be on bolt-on improvements as companies frequently find they are not able to achieve payback from new, larger projects.

Additionally, decisions on where returns can be maximised do not solely relate to the Victorian or Australian environment, but are also taken on a global scale. For example, a decision on an energy improvement opportunity in an Australian subsidiary may be competing for funding with a similar opportunity in another market. In this context, general market conditions and growth prospects, as well as government policy, will have major roles to play. Obviously, in the context of an environment where energy costs are increasing, business will focus more on identifying and implementing energy savings where capital investment is otherwise attractive. 

Government policies and programs that are implemented in the absence of market failure, or that do not address the underlying market failure specifically, run the risk of encouraging irrational decision-making.  This is particularly the case when the form of intervention is obligatory and prescriptive.

Governments can best support investment in industrial business efficiency by providing a stable, nationally integrated, industrial, energy and climate change policy environment in which policy risks are minimised.

To consider the inclusion of large businesses within VEET on the basis of the removal of the Resource Efficiency Action Plan (“REAP”) would be to send wrong signals and just add to duplication and costs at a time of intense competitive pressure.  Considerable investment in appropriate upgrades has been undertaken, reflecting previous comments around the incentive for investments in new plant at a time of rising energy costs, particularly for those sectors that are trade-exposed. The opportunities for continuing energy savings are therefore reduced, although they vary between large users. As a result, large energy users are less likely to benefit from inclusion in the VEET than small and medium-sized energy users. Whilst the EREP program was abolished by the former Government, AIGN considers the case for the exemption from VEET remains for large users.

 	AIGN also supports availability of exemption from VEET costs for facilities that apply for it if they can demonstrate either:

(a)	the facilities’ 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

(b)	the facility was the beneficiary of an allocation of exemption certificates under the Commonwealth’s RET in the latest year before the application.

 	We understand that the provision of relevant information for these tests would be available to the Victorian Government via the MOU it holds with the Commonwealth Clean Energy Regulator (“CER”). The CER already receives NGER data from all facilities with 100TJ or more of energy consumption. Exemption should apply over the whole target period, whether that is 3 years or 5 years, from the time that the application is accepted.

 	AIGN supports Ai Group’s view that “Where large energy users believe they have substantial energy efficiency opportunities that are suitable for progressing through VEET, it would be open to them not to apply for an exemption”.
CONCLUDING REMARKS
We thank you for the opportunity to respond to the Review of the Victorian Energy Efficiency Target, and look forward to providing further information or discussion on those aspects outlined above as they affect AIGN members.

Yours faithfully
Alex Gosman
CEO AIGN



Encl.	AIGN Principles

The Australian Industry Greenhouse Network’s position on climate change is informed by the following principles.

Australia should make an equitable contribution, in accordance with its differentiated responsibilities and respective capability, to global action to reduce greenhouse gas emissions and to adapt to impacts of climate change.

Further, Australia should engage the international community in pursuing identified and beneficial environmental outcomes through greenhouse gas emissions reduction action, which:

allows for differentiated national approaches;
promotes international cooperation;
minimises the costs and distributes the burden equitably across the international community;
is comprehensive in its coverage of countries, greenhouse gases, sources and sinks;
recognises the economic and social circumstances and aspirations of all societies; and
is underpinned by streamlined, efficient and effective administrative, reporting and compliance arrangements.

In this global context, Australia should develop a strategic national approach to responding to climate change, that:

is consistent with the principles of sustainable development;
is consistent with other national policies, including those on economic growth, population growth, international trade, energy supply and demand, and environmental and social responsibility;
takes a long-term perspective;
maintains the competitiveness of Australian export- and import-competing industries;
distributes the cost-burden equitably across the community;
adopts a consultative approach to the development of new policies; and
is consistent and effectively coordinated across all jurisdictions throughout Australia.

Australia’s future greenhouse policy measures should:

be consistent with the strategic national approach;
be trade- and investment-neutral in a way that does not expose Australian industry to costs its competitors do not face;
not discriminate against new entrants to Australian industry nor disadvantage ‘early movers’ in Australian industry who have previously implemented greenhouse gas abatement measures;
take account of the differing sectoral circumstances;
be based as far as is practicable on market measures;
address all greenhouse gases;
address all emission sources and sinks; and
balance, in a cost-effective way, abatement and adaptation strategies, both of which should be based on sound science and risk management.

Australia’s contribution to the global climate change effort as set out here reflects the principle in Article 3.1 of the United Nations Framework Convention on Climate Change. Differentiated responsibilities and respective capabilities could take account of such matters as a country’s economic growth and structure, population growth, energy production and use etc. 
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