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4 August 2016


Project Manager 
Energy Policy and Programs
Department of Economic Development, Jobs, Transport, and Resources
GPO Box 4509
Melbourne VIC 3001
energysaver.incentive@ecodev.vic.gov.au

Dear Sir/Madam

Re: Victorian Energy Efficiency Target Regulations – Large Energy Users Consultation Process

Wilmar does not support the removal of exemptions that would allow energy retailers to pass on Victorian Energy Efficient Target (VEET) costs to manufacturers currently exempted due to their participation in the Environment and Resource Efficiency Program (EREP).

If energy costs for manufacturing industry in Victoria are not contained, and appropriate recognition given to their potential impact on investment, jobs and growth, they risk becoming a disincentive that may drive investors from the State.

Changes proposed to the VEET scheme threaten to erode the competitiveness of large manufacturers who participated in the EREP, have achieved significant energy efficiency improvement since 2008, and who are currently exempt from VEET cost pass-through. 

In effect, the proposed changes punish companies like ours that have invested heavily to become models of energy efficiency improvement in Victoria, driving down energy use by as much as 35% since 2010. 

Wilmar Sugar Australia Ltd operates the Yarraville sugar refinery and BioEthanol distillery.  There are no other large scale sugar or bioethanol producers in Victoria, the nearest alternative supply for these products is from regions where raw materials are grown and processed in NSW and Queensland.  

Combined, these facilities employ 196 people and directly contribute $68.8 million to the Victorian economy, supporting 810 regular suppliers and in-turn supplying products to 1,720 mainly manufacturing customers - 920 of which are based in Victoria employing an estimated 5,000-10,000 Victorians.

Ours are energy-intensive manufacturing facilities (energy is ~ 70% of the variable cost of sugar refining).  

Since 2008 the price of energy supplied to our Victorian operations has risen by 35%[footnoteRef:1] - five times greater than the rate of other manufacturing inputs.  Both facilities at Yarraville were required to report and implement projects under the Environment and Resource Efficiency Program (EREP) from 2008 until the program ended in 2013 and the Energy Efficiency Opportunities (EEO) program between 2006 and 2014.  Energy and resource efficiency projects completed during and after the EREP program have reduced our total energy consumption to limit the energy cost increase per unit of production to 22%.  Both the EREP and EEO program methodologies recognised the law of diminishing returns apply to resource efficiency initiatives – there is limited scope for many large scale Victorian manufacturers to further reduce energy use at a competitive rate.   [1:  As an average, electricity and gas supplied basis, per GJ, relative to 2008.] 


Wilmar thanks the Department of Economic Development, Jobs, Transport and Resources for the opportunity to contribute to this Consultation Process and we provide answers to the consultation questions (attached).   

Wilmar Sugar representatives are available to meet with the Department to further explain our position, or to assist with the development of realistic, constructive and productive alternative measures to encourage energy efficiency in Victorian industry.

Yours faithfully 




Bjorn Reijnen
Manager Environment & Sustainability
Wilmar Australia






Consultation questions

1. Does the name and physical address of each organisation give energy retailers sufficient information to identify the site?
Yes.


2. Is the information appropriate for a public register?
The name and physical address of each organisation would be appropriate for a public register.


3. Of the options provided, which is your preferred option? Please explain why.
Wilmar does not support either option.  Industry experts estimate energy costs could increase by 3-4% when energy retailers pass on the costs arising from the removal of said exemptions.  Manufacturers have not budgeted for such increases, as an example the cost pass through could increase the annual energy cost by up to $250,000 annually for Wilmar’s Victorian operations. 

Manufacturing is inherently energy intensive and capital improvements for established facilities typically have long payback periods as a result of competition driven by national and global trade (i.e. the “low hanging fruit” has been harvested).  Between 2008 and 2015, on a per GJ supplied basis, our Victorian facilities have incurred an electricity price increase of 41% (excluding the effect of the carbon price) while the price of Natural Gas has increased 33% over that time.  Forecast closure(s) of low cost coal generation plants (in Victoria and South Australia), a near 3-fold increase in Victorian coal royalties, increased reliance on more expensive and intermittent renewable energy generation, and the increasing cost of managing greenhouse gas emissions continue to put upward pressure on energy costs.  For Victorian manufacturers and employers to remain competitive on national and global markets they need notice and opportunity to adapt.

Most large Victorian energy users affected by EREP, EEO and Carbon Pricing, have made significant capital investment and spent considerable time to realise opportunities for energy efficiency and reduction - significantly limiting the affordable cost options that remain available to:
1. offset potential price increases by reducing energy or changing fuel types; and/or
2. generate Victorian Energy Efficiency Certificates (VEECs); and/or
3. participate in other schemes (e.g. ERF and voluntary schemes) at competitive rates.

‘The immediate option’ provides short notice (<6 months) of a potential price increase to businesses.  Furthermore the administrative and compliance burden on energy retailers should be negligible because they already have established systems to claim exemptions for those large energy users.




4. Are there any other options or issues that have not been considered?
Opportunities for large energy users to contribute energy and greenhouse gas savings under the VEET and ERF programs is often limited to those activities and projects for which there are recognised methodologies.  Such organisations often operate relatively unique industrial processes and facilities for which there are no recognised methodologies but opportunities do exist to significantly reduce energy consumption and GHG emissions.  This has a two-fold impact.  Energy (and GHG) reduction projects can only be justified on standard business terms of cost/risk reduction (e.g. energy/emission reductions, operational improvement) and they have relatively higher implementation risks but do not afford an opportunity to generate an income through VEECs or Australian Carbon Credit Units (ACCUs).

For the reasons stated above Wilmar proposes that exemptions continue until large energy users (currently exempt) to permanently opt into the VEET scheme when they contribute lowest cost energy savings opportunities.  Large energy users who have already achieved significant energy reductions could support the Take2 program by making a pledge or submitting case studies of exemplary energy efficiency initiatives.


5. Do you have any comments on these proposals?
No.
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Conclusion 

Wilmar Sugar does not support either option for time bound removal of exemptions from VEET cost pass-through by retailers.  Both options would be counterproductive to large scale investment and employment in Victoria insofar that large energy users who invested in energy efficiency early would be required to bear additional cost and with no opportunity to benefit from the VEET program.

Wilmar recommends an alternative ‘Option 3’ to retain VEET exemptions for industries and manufacturers that continue to deliver benefit to the economy, environment and community of Victoria until they can offer additional energy efficiency and GHG abatement at lowest cost.






Supporting Information
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Figure 1: Jacobs “Retail electricity price history and projections – Public” 23 May 2016 for the AEMO
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Figure 2: the Australian Energy Regulator website
(https://www.aer.gov.au/wholesale-markets/wholesale-statistics/victorian-gas-market-average-daily-weighted-prices-by-quarter)
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between supply and demand, and generally continue to grow throughout the modelling horizon. This occurs
because less coal-fired capacity is required to close under this scenario to achieve the 2030 abatement target
due to lower demand, and as a result the additional supply supresses prices relative to the two other scenarios.
Figure 1 Real indexed residentialretail prices - historical and forecast, neutral scenario (2016 =1.00)
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