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4 November 2014
Dear Energy White Paper TaskforceCotton Australia welcomes the opportunity to comment on the CommonwealthGovernment’s Energy Green Paper. Cotton Australia is the key representativebody for Australia’s cotton growing industry. The cotton industry is an integralpart of the Australian economy, worth over $2.5 billion in export earnings andemploying 10,000 people.As highlighted in our submission to the Issues Paper earlier this year, the cottonindustry is particularly concerned about the impacts of:
 electricity prices, particularly network costs, on the profitability andfinancial sustainability of the industry, and the agricultural sector
 coal seam gas mining and energy resource development on agriculture.The objective of the National Energy Law is to promote efficient investment in,and efficient operation and use of, electricity [gas] services for the long terminterests of consumers of electricity with respect to – price, quality, safety,reliability, and security of supply of electricity [gas]; and the reliability, safetyand security of the national electricity [gas] system.It is not clear to us that the current framework or the policy options outlined inthe Energy Green Paper will deliver long term interests of electricity consumerswith respect to price. The Minister’s foreword highlights that Australia’s energydiversity ‘provided Australian homes and business access to the energy requiredto build our industries and our communities.’ But in the current environment,high electricity prices are forcing cotton growers (and irrigators more generally)to lock pumps, change production methods and sell water rights to pay theirelectricity bills.The Energy White Paper must focus on ensuring that energy is used efficientlyand productively to develop Australian industries, particularly agricultural
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industries and regional communities, and not simply viewed as an exportcommodity.Cotton Australia is a member of the National Farmers’ Federation (NFF), theNSW Irrigators’ Council (NSWIC), the National Irrigators’ Council (NIC) and theEnergy Users Association of Australia (EUAA) and the comments contact in oursubmission reflect consultations with these organisations. Should there be anydivergence in views expressed by NFF, NSWIC, NIC or EUAA, then CottonAustralia’s position is the one outlined in this paper.
Electricity prices: network costs, cost-reflective tariffs and support for
irrigated agricultureHigh electricity prices are impacting on the profitability and financialsustainability of the cotton industry. As highlighted in our previous submissionto the Energy Issues Paper, the Australian cotton industry has made structuralon-farm irrigation adjustments, which have seen significant improvements inwater efficiency. However these new irrigation systems are also more energyintensive. Cotton growers have seen electricity price increases of up to 300% infive years, partly because of the new energy intensive equipment, butpredominantly because of increases in network costs and associated demandcharges.Current network tariff structures do not suit irrigated agriculture, includingcotton. Irrigation equipment draws high volumes of electricity for a short time,triggering demand charges that are far in excess of the cost to supply theelectricity. In one example, a grower received a bill with a $2,000 demand chargefor using less than 20kWh of electricity in a month.The Energy Green Paper and the draft AEMC rules on network pricing indicate amove towards charging that will include critical peak, peak and demandcharging. The Energy Green Paper states that ‘prices sent by cost-reflectivetariffs will give consumers greater choice and a better understanding of thecharges they face.’ However, the timing of cotton farm irrigation is driven bywater license conditions, the need of the crop and weather patterns. There islittle opportunity for growers to change their demand patterns to make betteruse of off peak charging, but even if they could most irrigators are on networktariffs that do not offer sufficient incentive to switch between peak and off-peak.The impact on irrigators of moving to cost-reflective tariffs is acknowledged bythe Commonwealth Government in the Energy Green Paper:
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Some consumers are not in a position to change their electricity
consumption patterns in response to price signals…agricultural businesses
such as irrigators where the time of electricity use is not flexible. Both the
pattern of daily use and overall use will affect the cost implications of cost-
reflective tariffs on such consumers.Already, we have seen businesses replace water efficient irrigation systems andreturn to flood irrigation methods to minimise exposure to electricity networkprice rises. We are concerned that further price rises will force many irrigatorsto go off grid or leave the industry altogether. As most of the Australian cottoncrop is irrigated, if 10% of the irrigated cotton industry elected to leave theindustry this represents a fall in Australia export earning of up to $350 millionper year.  Importantly for networks, if irrigators switch off or leave the grid thenetworks risk a lower revenue base and higher number of stranded assets.

Networks should be required to provide tariffs that are tailored to suit the
needs of irrigated agricultural industries.Cotton Australia supports the NSW Irrigators Council’s recommendation (in itssubmission to the Energy Green Paper) that network tariffs for food and fibreproducers should adhere to the following design principles:
 There should be a positive correlation between the network tariff chargesand the electricity usage pattern of irrigators.
 Tariffs should not discourage irrigators from participating in national andstate water efficiency and land care programs
 Tariffs should not discourage irrigators from utilising technologies andinfrastructure that contribute to the national goal of increased food andfibre production:

o Tariffs must allow for an efficient use of electricity relatedequipment on farms.
o The tariffs must allow for optimal water application that bestassists plant growth.

 The tariffs must avoid the perverse pricing outcomes associated withdemand/capacity charges, where irrigators are penalised for usingnetwork to irrigate based on the need of the crop, weather and licenseconditions, rather than when irrigation is not required.
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Introduce a Regional Australia Food and Fibre Community Service ObligationThere is a clear imbalance in network charges between the regions and urbanareas. The network charge for regional Queensland and NSW is around 30%more than the network charge for urban areas of those states. In NSW, EssentialEnergy maintains 1.4 million poles, 400 substations and 200,000 kilometers ofpower lines for 800,000 consumers. By way of comparison, Ausgrid maintains500,000 power poles, 200 substations and 50,000 kilometers of power cable for1.6 million consumers in the Sydney, Hunter and Central Coast area.Cotton Australia also recommends that the Government consider introducing aRegional Australia Food and Fibre Community Service Obligation to address theinequitable costs of providing electricity to regional Australia, compared tourban and semi-urban Australia. A Regional Australia F&F CSO would have themultiple benefits of providing support for regional Australian communities, aswell as preventing the crippling of food and fibre irrigators and the mitigatingthe ‘death spiral’ in regional areas. Ideally, the Regional Australia F&F CSO wouldbe paid for by governments. Such an approach would shift what is currently anopaque subsidisation between regions and consumer classes to a transparentbudget expense that could be reviewed annually by Parliament. Alternativelyand less optimally, the Regional Australia F&F CSO could be transparently leviedon electricity bills of non-regional Australian electricity consumers.  Again, thetotal levy collected could be reviewed annually.Cotton Australia recognises the Regional Australia F&F CSO if levied on otherusers is a cross-subsidy, however we are deeply concerned that electricitynetwork price increases (of around 300% in the past five years) are diminishingprofitability and jeopardizing the ongoing sustainability of irrigated food andfibre production in Australia (worth over $13.5 billion per year).Furthermore, investment and production decisions have been made by cottonproducers (and other food and fibre irrigators) based on existing, albeit,inefficient and inappropriate tariff structures. A significant change to the tariffstructure and price of electricity without appropriate transition mechanisms(such as a Regional Australia F&F CSO) would undermine those businessdecisions.
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Electricity prices: reliability standards, network revenue setting and
efficiency sharing
Representatives from irrigated agriculture should be appointed to the
national advocacy body Energy Consumers Australia. The Energy Consumers
Australia should be tasked with identifying consumer reliability needs by
distribution feeders.Reliability standards are set by the states and territories and it appears to be adisconnect between the level of reliability consumers are willing to pay for andthe reliability standards imposed on networks. In the regions, particularly at thefringe of grid, adequate supply cannot be relied on. Most irrigators have arelatively inelastic demand for electricity, requiring reliable supply, and arelocated in regional areas. As a result many have invested in back up dieselgeneration capacity in the event that grid supply is disrupted.Nevertheless, the standards set by NSW in 2005 are above the standardsrequired by most consumers for reliable supply. The high standards triggeredthe overinvestment by the networks in that state and ultimately led to the highernetwork costs.A balance is required to ensure that reliability standards are appropriate for thegeographical area and we support the establishment of Energy ConsumersAustralia.
The AER must be appropriately resourced to ensure scrutiny of network
revenue proposals, including developing consistent standards for investment
and operating material provided by networks.Over 60% of Australian cotton is grown within Essential’s northern and southerndistribution networks. As such, Essential’s regulatory proposal directly impactsthe profitability of a substantial proportion of Australia’s cotton production.In the current NSW revenue determination process, Essential Energy hasprovided the AER with over 22,000 pages of documentation. The other threenetworks have provided similar levels of documentation, in a variety of formats,providing information of varying quality. While regulatory proposals provide auseful summary of revenue requirements, detailed information on investmentdecisions, demand forecasts, the revenue base and the WACC are contained inattachments to the proposals.The Better Regulation and Power of Choice processes focused on increasingconsumer engagement and participation in the energy market. But theinformation that is provided by the networks on revenue proposals and tariff
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structures is largely impenetrable. The AER must develop a standard set ofrequirements and templates for information provided to it (that are easy to useand easy to understand), particularly in relation to investment decisions,operating expenditure and the calculation of the WACC.Further, we question whether the resourcing of the AER, particularly in light ofcurrent Commonwealth funding cuts, is sufficient to adequately consider andanalyse this level of information. We would further question whether theresourcing is sufficient to make determinations that are fair and balance theinvestment and expenditure needs of the networks, with the community’s needfor reliable, secure and affordable electricity supply.
Review the effectiveness Efficiency Benefit Sharing Scheme and Demand
Management Incentive Schemes and ensure any changes are incorporated
into the current network revenue determinationsCotton Australia considers that the Australian Energy Regulator’s EfficiencyBenefits Sharing and the Demand Management Incentive schemes should bereviewed and updated to ensure that the benefits of consumers participating indemand management are shared and are not eroded by the networks revenuerecovery process. Essential Energy’s revenue proposal for the 2014–2019regulatory period seeks to return only $77 million via the Efficiency BenefitsSharing Scheme, compared to its overall revenue requirement of $6.8 billion.We understand the AER will be making changes to the Demand ManagementIncentive Scheme rules and principles as they are developed later in 2014.We consider the onus should be placed on networks to demonstrate whydemand management investments should be made, rather than placing that onuson demonstrating why demand management investments should not be made.But importantly, we are concerned these changes will not occur in time to beincorporated into the current NSW network determination process, particularlyas a draft decision is due at the end of November 2014.
Energy Productivity: innovation and efficiency of electricity use
Introduce an agricultural energy efficiency programRecognising that while there is limited scope for adjusting energy use patternsand the resultant variable load profiles of most irrigators, Cotton Australia, incollaboration with NSW Irrigators’ Council and the NSW Office of theEnvironment and Heritage has embarked on a program of on-farm energy audits.
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The purpose of the audits is to identify opportunities to improve electricityproductivity in irrigation. As part of the program, the energy audits will alsoinclude the services of agronomists and irrigation designers to ensure that yieldsand water efficiency are not compromised to deliver energy saving.Initial estimates suggest savings of over $1 million per year are achievable fromthe 11 pilot participants alone. Extrapolated to the wider cotton industrysuggests annual savings of up to $100 million, or 4% of the value of the industry1.The Energy Saver program is highly effective and Cotton Australia recommendsthat the Commonwealth Government provide support for a wider rangingirrigation audit program, including funding or accelerated depreciation for anycapital upgrades to on-farm equipment that will result in energy efficiencysavings.However without an appropriate efficiency sharing mechanism, consumers maynot realise any significant benefit from decreasing or modifying the pattern ofenergy consumption as networks will continue to recover the same revenue overthe regulatory period (see Recommendation 5).
Emissions Reduction ProgramsCotton Australia notes that various emissions abatement programs haveincreased the cost of electricity for consumers. In recent analysis with NSWIC,we found that Green Scheme costs represented 15-20% of an irrigator’selectricity bill. However, we also note that the rationalisation of emissionsabatement programs at all levels of government has long been the subject ofCOAG discussion.Cotton Australia supports climate action and we encourage our growers to takeaction to improve nitrogen productivity, energy efficiency and native vegetationmanagement. However in its current form, there are significant administrativebarriers to grower participation in the Emissions Reduction Fund:
 ERF Auction Design: The minimum bid that will be accepted into theauction is 2000 tonnes of CO2. A project of this size would require theparticipation of at least 10 cotton farms and the services of an aggregator.
 Risk: In the event of an adverse weather event, the grower may need tochange production practices from those agreed in the project and as a

1 Cotton Australia acknowledges the professionalism and dedication of the Office of theEnvironment and Heritage in developing and delivering the Energy Saver program for CottonAustralia and NSWIC irrigators.
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result increase emissions over the baseline. This potentially exposes thegrower (or aggregator) to financial risk.
 Cost: The cost of participating in a project funded through the EmissionsReduction Fund, including the necessary record keeping and auditing willin most cases outweigh any financial benefits.
 Additionality: Growers who have already made changes to farmingpractices (such as improving nitrogen productivity) cannot participate.Instead, Cotton Australia recommends the Government consider:
 an agricultural energy efficiency program including audits and funding forupgrades to farm equipment (see Recommendation 6)
 support for research, development and extension funding to deliverpractical support to farmers to improve productivity and sustainability,while reducing emissions.

The impact of energy resource development on the agricultural sector:
approvals, building and sustaining gas supply
The need to develop energy sources should not undermine Australia’s
agricultural sector.The mining and coal seam gas industries are rapidly expanding and operations overlapwith cotton production in many areas of Central and Southern Queensland, the Riverinaand North-Western regions of NSW. Cotton Australia recognises the need to developthese energy sources, but we are increasingly concerned about the impact on the waterresources and production cycles that underpin the productive capacity of the industryfrom mining and gas extraction activities.Coal seam gas and other mining developments compete with agriculture for land andwater resources. The production of cotton relies on access to water, and we areparticularly concerned that not enough effort has been made to understand the impactsof coal seam gas and mining operations on water balance and quality of both ground andsurface water.
To ensure that the impacts of CSG and large mining proposals are
systematically assessed at the national level, the Commonwealth should
retain environmental approval of CSG and mining projects under the federal
Environment Protection and Biodiversity Conservation Act 1999 water
trigger.Confidence in the regulation of operating mining and gas projects amongst farmers isvery low.  A key finding of the NSW Chief Scientist and Engineer’s report was that theDepartmental compliance and enforcement of conditions is severely lacking.
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As a result, the approvals process must maintain water assessment at Commonwealthlevel and the ‘water trigger’ under the EPBC Act continues to operate without anyamendment.
A national and publicly available environmental monitoring system of
mining and gas operations should be established to build a comprehensive
understanding of the impact of CSG and mining projects on existing farms
and farming areas.We need to better understand the impact of CSG operations. Not only the impact on thequality and quantity of ground and surface water sources, but also on the broaderenvironment and the cumulative impacts on the rural communities in which theyoperate. We recommend a federal repository of environmental monitoring data formining and gas projects be established in line with the NSW Chief Scientist andEngineer’s Final Report on Coal Seam Gas released in September.
Consistent application of the Standing Council of Energy and Resource’s
Multiple Land Use Framework.We would like to see the consistent application of the guiding principles of the StandingCouncil’s Multiple Land Use Framework Land (agreed in December 2013). Theprinciples are designed to resolve apparent or real conflicts of land use.
Farmers should have the right to decide about coal seam gas and mining
development on their farmsIn March 2014, Cotton Australia with NSWIC and NSW Farmers’ Federation signed anagreement with Santos and AGL that recognises the rights of farmers to say “yes” or “no”to drilling operations on their land. We would like to see this agreement extended to allmining and CSG companies.
Cotton Australia looks forward to the release of the Energy White Paper andhopes that the Government can deliver policy settings to ensure that Australia’senergy is used efficiently and productively to continue to develop Australianagriculture and Australia’s regional communities, and not simply viewed as anexport commodity. Please do not hesitate to contact Michael Murrayto discuss this submission in more detail.Yours faithfully
Michael MurrayPolicy Manager
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