[image: image2.png]>

energy efficiency
COUNCIL





April Muirden
Principal Policy Officer – Energy Efficiency
Department of Water, Environment, Land and Planning
energysaver.incentive@ecodev.vic.gov.au
5 August 2016
VEET - Options for including large energy users currently excluded from the scheme
Dear Ms Muirden
The Energy Efficiency Council (EEC) welcomes the opportunity to provide input on options for including large energy users currently excluded from the Victorian Energy Efficiency Target (VEET) scheme. The EEC strongly supports the VEET scheme and recommends the Government adopt an option proposed by the EEC (Option 3):
· All large energy using site in Victoria should be eligible to generate Victorian Energy Efficiency Certificates (VEECs) by no later than 1 January 2017

· Sites that are classified as Energy Intensive Trade Exposed (EITE) or use over 100 Terajoules of energy per annum should be exempt from VEET liability until at least 1 January 2020. The Victorian and NSW governments should negotiate for a joint approach to liability for large energy using sites beyond 1 January 2020.
Rationale for enabling large energy users to generate VEECs
There is a strong case for allowing large energy using sites to generate VEECs. The objects of the Victorian Energy Efficiency Target Act 2007 are to: 
(a) reduce greenhouse gas emissions;  

(b) encourage the efficient use of electricity and gas;  

(c) encourage investment, employment and technology development in industries that supply goods and services which reduce the use of electricity and gas by consumers.  

Large energy users have significant energy saving opportunities, and unlocking these opportunities by allowing them to generate VEECs would meet the objects of the Act and:

· Deliver substantial greenhouse gas emissions.
· Reduce large energy users’ bills, boost their energy productivity and improve their international competitiveness. Energy efficiency upgrades often improve multifactor productivity through improved materials efficiency, reduced bottlenecks and improved staff and capital productivity.

· Create flow on benefits for all energy consumers in Victoria through reduced wholesale electricity prices and potentially reduced network costs; and
· Place downward pressure on VEEC prices, lowering the cost of meeting the Target for all Victorians.
Rationale for excluding some large site from liability for VEET
The EEC believes that there is a good case for excluding large energy users from liability for VEET until at least 2020.

Officials from the Department of Economic Development, Jobs, Transport and Resources have stated their assumption that companies or sectors that are allowed to generate VEECs should also be liable for contributing to VEET. However, we do not believe that this assumption is valid on either an a priori or evidential basis.

First, the Victorian Energy Efficiency Target Act 2007 does not make any reference to how the costs of the scheme are to be borne amongst participants. Many individual households have been liable for the costs of the VEET scheme but not directly generated VEECs. However, modelling shows that these non-participant households have benefitted from the downward pressure that VEET places on electricity prices.
Second, enabling large energy using sites to generate VEECs will deliver both lower energy prices and lower the cost of the VEET scheme. This will deliver significant benefits to other consumers in Victoria whether large energy using sites are liable for VEET or not.
Third, the Victorian Government has not yet introduced Project Based Methods into the VEET, and we expect that it will take some time to bed-down. Even if we follow the proposition from the Department (eligbility to generate VEECs must be linked to liability) there is a strong case for exempting large energy users from liability while the process for generating VEECs is being bedded down. We believe that the amount of certificates generated by large sites will ramp up over several years, and therefore propose that large sites should be exempt from liabilities until 2020.
Fourth, large energy users’ bills are structured very differently from smaller users, as the majority of their bills are associated with the amount of electricity and gas consumed. The first implication is that, with the rapid escalation in gas and electricity prices in recent years, the Victorian Government may wish consider a transitional exemption of VEET liabilities to support local manufacturing during this adjustment period. The second implication is that, were the Victorian Government to make these entities liable for VEET, the government may wish to assess how this liability is levied (e.g. on the current kWh/GJ basis or an alternative method).
Fifth, the EEC continues to advocate for strong harmonisation between the NSW Energy Savings Scheme (ESS) and VEET. We note that there has been significant effort to harmonise the schemes since 2014. The ESS has broadened its coverage to both electricity and gas (like VEET) and project-based methodologies are being introduced to the VEET (like the ESS).

The ESS allows large energy using sites to generate certificates but exempts sites that are classified as EITE from liability for the ESS. The EEC recommends that the VEET adopt the ESS protocol for large energy users (ability to generate certificates but exclusion from liability) until 2020. This would enable both jurisdictions to negotiate over the period 2017-2020 to agree to a permanent harmonised position on large energy using sites.

Options for inclusion of large energy using sites
The Victorian Government’s consultation paper sets out three options:
1. The Immediate Option
2. The Gradual Option
3. Option proposed by stakeholder
Option 1. The Immediate Option
Under this option all large energy users on the current EREP register could gain VEET incentives from 1 January 2017. The current exemption for creating liabilities for energy retailers would also end from this date.

The EEC believes that Option 1 is the second-best option, as it delivers the most critical outcome - large energy users can generate VEECs, encouraging them to implement energy efficiency upgrades. However, we believe that, as it will take a while to bed down the Project Based Methods, Option 3 is preferred.

Option 2. The gradual option
Under this option, currently excluded large energy users could generate certificates at any point from 1 January 2017. Liabilities for energy retailers would start on 1 January of the calendar year after an excluded large energy user created its first certificate or 1 January 2020, whichever came sooner.

The EEC believes that Option 2 is the worst option, as it creates a perverse incentive for large energy users to avoid generating VEECs in order to avoid liability for VEET. As large energy users will be uncertain about the total cost of ongoing liabilities from VEET, they may be reluctant to use VEECs to support deeper energy saving projects. 

Option 3. Option proposed by EEC
The EEC recommends that:

· All large energy using site in Victoria should be eligible to generate Victorian Energy Efficiency Certificates (VEECs) by no later than 1 January 2017

· Sites that are classified as Energy Intensive Trade Exposed (EITE) or use over 100 Terajoules of energy per annum should be exempt from VEET liability until at least 1 January 2020. The Victorian and NSW governments should negotiate for a joint approach to large energy using site liability beyond 1 January 2020.

Summary

We congratulate the Victorian Government for its efforts to enhance the operation of the VEET and harmonise the VEET with the NSW ESS. Please contact me on rob.murray-leach@eec.org.au should you require further information on any of the issues raised in this submission.

Yours sincerely
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Rob Murray-Leach
Head of Policy
Energy Efficiency Council
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