





























will be covered by an emissions “cap” under NETS®. At the very least, the
stationary energy sector will be covered, which is the relevant sector in the
context of energy efficiency. Origin believes it is important to understand
the likely interactions between energy efficiency measures and NETS and
offers the following comments to aid the Committee’s considerations.

A number of studies in recent years have estimated the cost savings
associated with energy efficiency measures introduced in addition to
emissions trading (or carbon tax as the policy is typically modelled in these
studies). These include the modelling undertaken for the National Emissions
Trading Taskforce (NETT) in 2006 and similar modelling undertaken for the
Climate Institute in 2007. As expected, the studies show that when energy
efficiency improvement options (such as retrofitting buildings) are employed
before relatively more expensive supply side options (such as building wind
farms), the overall cost of meeting a given abatement task is lower.

To be clear, the energy efficiency measures do not result in additional
abatement, but they offer the possibility of reducing the costs of achieving
the same level of abatement that would be achieved by the emissions
trading scheme/carbon tax. This has the effect of shifting the incidence of
abatement from the supply side to the demand side (ie. from generators to
consumers). Consumers pay more upfront for the emissions reductions, but
benefit over time in the form of lower energy bills, which results in overall
lower costs.

When this occurs in the context of a cap and trade scheme, such as NETS,
the reduction in the demand for a unit of energy reduces the need for one
permit to emit on the supply side. With the supply of permits available
under NETS unchanged, this represents a reduction in the scarcity of permits
which will result in a softening in the carbon price (all other things being
equal). Policy makers need to be clear that while attractive from a cost
reduction point of view, this will have the effect of reducing the incentive
to invest in lower emissions technologies. Origin contends that there are
some risks involved with this, particularly in the early years of NETS when
the forward price of carbon will be somewhat uncertain. The potential
ramifications of this need to be weighed up, as it is likely that we will
urgently need to stimulate investment in such technologies if we are to
achieve the significant reductions in emissions that appear the be required’.

It should also be noted that if the “white certificates” created on the
demand side could be bought by a liable party under NETS (eg. a power
station) and used towards compliance, this would result in an increase in
the cap (since the “freed-up” permit would also be available for use). This
is commonly referred to as “double counting” and is the main reason that

¢ While not finalised as yet, the Government has indicated that the covered sectors are likely to be stationary
energy, transport, industrial, fugitive and potentially waste.

71t should also be noted that if the MRET scheme target was based on a percentage of energy consumed, rather
than an absolute target, the energy efficiency target scheme would directly undermine the level of investmgent
required to meet the target.
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the NETT concluded thlat energy efficiency would not be an eligible source
of offsets under NETS®. Origin strongly agrees with this conclusion.

Having said this, Origin suggests that policy makers could explore whether
there are any possible ways of addressing this issue in the design of NETS
without entirely ruling out the possibility of incorporating demand-side
abatement. For example, one approach could be to set-aside a reserve of
permits under the cap and earmark these for demand side projects. DSA
providers could then access these permits instead of creating “white
certificates” per se. This could deal with the double counting issue, because
the cap would remain unchanged. There are a number of complex issues
that would need to be considered, however, such as how many permits to
set aside, how to ensure that permits are only rewarded for activities that
are truly “additional”, what to do with the permits if less demand side
abatement takes place than anticipated, what to do if more abatement
takes place than expected, and so on.

An alternative approach might be to set the cap at the outset taking into
account the likely contribution from demand side measures, and leave the
two schemes entirely separate. This would be less complicated from the
point of view of design, but policy makers would have to reduce the cap at
each review period, taking into account the estimated volume of demand
side abatement that will be delivered by the demand-side scheme for the
following period. This would help ensure that the demand side reductions do
not soften the incentive to reduce emissions on the supply side. As for the
set-aside approach, there are likely to be some considerable challenges -
how to accurately estimate demand side activity being an obvious one.
Getting this estimate “wrong” could have significant implications for NETS
permit prices because these will primarily be driven by the cap.

While Origin does not currently have a firm view on the workability of these
approaches, we would prefer to see the options considered in full at the
outset as part of the NETS design process, rather than measures being
introduced on an ad hoc basis in isolation of NETS.

We also note that there are likely to be additional issues relating to the fact
that Australia has now ratified the Kyoto Protocol. For example, if we were
to incorporate demand-side abatement into NETS as a quasi-offset (quasi in
the sense that setting aside permits is not the same as allowing offsets to be
created in addition to the cap), this could raise concerns relating to the
treatment of offsets as part of the Joint Implementation (JI) mechanism. Ji
rewards emissions reductions between industrialised countries, and provides
for the creation of Emission Reduction Units (ERUs). An Australian offset
regime should be consistent with the JI guidelines relating to issues such as
baseline setting, monitoring, additionality, project documentation, crediting
periods, validation and verification. Without having examined these issues in
detail, Origin suspects that it may be quite difficult to develop an
appropriate demand side abatement provision under NETS in a way that

8 NETT, Possible design for a national emissions trading scheme: final framework report on scheme design (2008)
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satisfies these requirements. Meeting the Kyoto requirements will be
important for ensuring international confidence in the integrity of

Australia’s emissions trading system and offsets regime, which is critical if
we intend to take part in the international carbon market. Origin would
urge the Australian Government to consider these issues further in this

context.
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