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Definition of Key Terms
The Act

Victorian Energy Efficiency Target Act 2007

The current Regulations

Victorian Energy Efficiency Target Regulations 2008

The proposed Regulations

Victorian Energy Efficiency Target Regulations 2018

The PBA Regulations

Victorian Energy Efficiency Target (Project-based Activities) Regulations 2017

Accredited person (AP)

Persons and entities authorised by the ESC to create VEECs

CO2

Carbon dioxide (a greenhouse gas)

Department

Department of Environment, Land, Water and Planning

GHG

Greenhouse gas—there are many greenhouse gases, including CO2, methane,
nitrous oxide and ozone. Greenhouse gases are measured in terms of the
warming equivalent of carbon dioxide (CO2-e)

ESC

Essential Services Commission

MEPS

Minimum Energy Performance Standards

NEM

National Electricity Market

NPV

Net present value—for all present value calculations, a real discount rate of 4 per
cent has been used, unless indicated otherwise

PBA

Project-based activity—customised (and generally large scale) project activities
that improve energy efficiency at premises, for which VEECs may be created.
Creation of VEECs requires a scoping approval, a project plan approval and an
approved project impact report. The number of VEECs that can be created relies
on a report from an approved Measurement and Verification Professional on the
greenhouse gas emission reduction attributed to the project

Prescribed activity

Activities that result in improvements to energy efficiency, which are listed in the
Regulations as able to create VEECs

RIS

Regulatory Impact Statement (this document)

SME

Small and medium sized enterprise

VEEC

Victorian Energy Efficiency Certificate—the certificate created by accredited
persons and sold to energy retailers to meet their obligations to surrender
certificates. VEECs reflect the amount of GHG emissions reduction associated
with each prescribed activity: 1 VEEC for each tonne of GHG reduced

VEET

Victorian Energy Efficiency Target—the legislative mechanism to support the
Victorian Energy Upgrades program

Victorian Energy Upgrades

The government program that provides incentives for households and businesses
to improve the energy efficiency of their premises.

This RIS should be read in conjunction with the draft proposed Regulations and the summary document ‘Proposed Activity
Changes’, both released with this RIS.
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Summary
The Victorian Energy Efficiency Target Act 2007 (the Act) provides the legislative basis for the Victorian
Energy Upgrades program, a market-based incentive mechanism to encourage improvements to energy
efficiency of residential homes and non-residential premises.
The activities that attract incentives and the methodologies for calculating greenhouse gas (GHG) emissions
reductions, are set out in the Victorian Energy Efficiency Target (VEET) Regulations 2008. The current
Regulations are due to expire or ‘sunset’ on 11 December 2018 in line with the Subordinate Legislation Act
1994. This provides an opportunity to review and update the Regulations to ensure the ongoing
effectiveness of the program.
The proposed Victorian Energy Efficiency Target Regulations 2018 (the proposed Regulations) will replace
the VEET Regulations 2008 (the current Regulations). This Regulatory Impact Statement (RIS) analyses the
impacts of the proposed Regulations.
There are currently two sets of regulations made under the Act, the VEET Regulations 2008, and the
Victorian Energy Efficiency Target (Project-Based Activities) Regulations 2017 (PBA Regulations). The PBA
Regulations are not sunsetting. The continued existence of the PBA Regulations forms the basis of a
comparison of options for remaking the VEET Regulations 2008.
What is the purpose and scope of this document?
A RIS is required under the Subordinate Legislation Act 1994 when replacing sunsetting regulations. The
RIS process only looks at the role of the Regulations. The existence of the program is prescribed in the Act
and is not re-examined in this analysis.
The Act requires targets for the reduction in GHG emissions to be declared in regulations for the period
2021–2025. These targets must be set by 2020. The department will not be setting these targets as part of
the current process to remake the 2008 Regulations. This will be addressed as part of a separate regulatory
review process to commence in 2019, including consultations via a RIS.
This RIS document sets out the nature of the policy problem, the outcomes and objectives the regulations
seek to achieve and the options for achieving these. This document does not look in detail at proposed
technical updates to existing activities or technical requirements of proposed new activities.
The following documents being released together with this RIS document provide further details:
• Draft proposed Regulations which set out the activities that attract incentives (‘prescribed activities’) and
the methodologies for calculating GHG emissions reductions.
• ‘Proposed Activity Changes’ document which outlines technical and other changes to existing activities
and regarding proposed new activities.
• Specifications document which provides further technical details of existing and proposed new activities.
Why are the proposed Regulations needed?
In the absence of remaking the Regulations, the Victorian Energy Upgrades program could not achieve its
intended outcomes and the significant benefits associated with the program would not be realised. For these
benefits to be fully realised at lowest cost, a range of eligible activities are required that provide a wide
variety of opportunities for Victorian households and businesses to participate in the program. The Act
requires that eligible activities be prescribed in regulation. To ensure the integrity of the program, regulations
must also set out a reliable methodology for calculating GHG emissions reductions and ensure additionality
of GHG emissions reductions. Without these principal Regulations, the Victorian Energy Upgrades program
would cease to operate in its current form.

iv

Regulatory Impact Statement
Victorian Energy Efficiency Target Regulations 2018

What are the objectives of the proposed Regulations?
The objectives of the proposed Regulations are to give operational effect to the Victorian Energy Upgrades
program in a way that achieves energy savings by encouraging the efficient use of gas and electricity and
delivers ‘additional’ GHG emissions reductions at lowest practical cost, having regard to the Victorian Energy
Upgrades targets.
What is the purpose of the proposed Regulations?
The proposed Regulations involve multiple minor amendments to the current prescribed activities but the
range of prescribed activities available under the program remains largely unchanged.
The technical differences between the current Regulations and the proposed Regulations are described in
detail in the Proposed Activity Changes document. Specific minor amendments to the current prescribed
activities in the proposed Regulations, include:
• updating deemed GHG abatement methodologies (the method for determining the number of certificates
for an activity, in Part B of schedules in the current regulations) to reflect the current technical knowledge
of abatement for each activity (e.g., how appliances are used, effective duration of actual abatement)
• removing activities that, after having their abatement methodologies updated, are no longer likely to see
uptake under the program (e.g., activities for the destruction of pre-1996 refrigerators and the installation
of standby power controllers)
• updating references to external standards
• updating and inserting definitions where there are uncertainties about the requirements of the current
Regulations
• updating postcodes in which activities may occur to reflect new postcodes and ensuring they continue to
be representative of the assigned climatic conditions
• relaxing restrictions on the number of times similar activities can be carried out at the same premises
• ensuring minimum efficiency requirements are up to date and represent business as usual activity.
In addition, the proposed Regulations will include two new prescribed activities:
• upgrading gas-fired boilers in various manners
• upgrading fans in ventilation systems.
These new activities are targeted at the SME sector. The department has identified that within this sector
there is a lack of knowledge about energy efficiency upgrades and little desire to engage with consultants
regarding possible upgrades. Facing such barriers, deemed activities continue to be appropriate for SMEs.
The proposed Regulations no longer require some products to be registered with the Essential Services
Commission (ESC) where they are already listed on the MEPS register. This will remove duplication of
processes for product approvals and this RIS includes an estimate of the savings in red tape compliance
costs brought about by this proposal.
The proposed Regulations effectively retain the current shortfall penalty rate, which will be re-based to $50 in
2018. A full review of the shortfall penalty will occur in the context of setting the target for the period 2021—
2025 and will form part of a future RIS.
The proposed Regulations also change the structure of the regulatory framework, with some technical
elements being removed from the Regulations and placed in a separate, companion but non-regulatory
document (referred to as the Specifications). This is proposed because technical elements need to be more
responsive to changing circumstances. Specifications sitting outside the regulations can be updated more
frequently and on a regular schedule, without foregoing appropriate consultation processes.
In practice, this option means the following would occur more swiftly and on a regular schedule:
• incentivising and rewarding of new, more efficient technology on the market under the program
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• updating of minimum efficiency requirements and deemed abatement for existing activities when
circumstances have changed significantly and some energy upgrades are no longer additional.
What is the expected impact of the proposed Regulations?
The proposed Regulations are assessed relative to a ‘base case’. Under the base case, the program would
still operate, but activities to create certificates would be limited to project-based activities (which are
permitted under separate regulations). The proposed Regulations allow a greater range of activities to be
undertaken, reducing the costs of creating certificates through an expanded opportunity market and by use
of a simplified deeming methodology to calculate the GHG abatement from each activity.
The proposed Regulations have an incremental net impact compared to the base case of between $460
million and $1.7 billion (present values). This reflects additional costs of just under $237 million more than
the base case, but this is more than offset by higher benefits of between $697 million and $1.9 billion more
than the base case. See Chapter 5 for calculation of costs and benefits.
Households and businesses that participate in the program under the proposed Regulations will be better off
through reduced energy requirements thereby lowering their energy bills. Under the base case, only larger
businesses will have the practical means to participate in the program through the project-based activities—
whereas the proposed Regulations facilitate the participation of small-medium businesses and residential
customers in the program.
More generally, all energy customers will benefit from the introduction of the proposed Regulations, through
reduced pressures on the energy system as a whole (valued at around $800 million benefit - present value
over the next ten years), which will be reflected in lower prices paid for energy than would occur under the
base case.
What other options were considered?
The main change in the proposed Regulations is the inclusion of two new activities: upgrading gas-fired
steam boilers in various manners; and upgrading fans in ventilation systems (Option 3).
Other options relating to the scope of activities considered in this RIS are:
• not including new activities, essentially continuing the status quo, with some housekeeping changes
(Option 1)
• limiting the scope of ‘deemed’ activities to only residential premises (Option 2).
Overall, the costs and benefits of these three options are considered to be similar, however by maximising
the scope of opportunities, the proposed Regulations are expected to have the lowest cost of achieving the
program’s objectives.
The RIS also considers the proposed change to the structure of the regulations to remove technical content
from the proposed Regulations into a Specifications document (Option 4). The key benefit of this option is
that the program could be more adaptable to changing external circumstances, primarily the rapid
improvements in energy efficient technologies.
Adaptability is important to both the efficiency and integrity of the program. The ability to quickly harness new
energy efficient technologies coming on to the market and incentivise them under the program broadens the
opportunities available to participants to create VEECs and also lowers the cost of VEECs. This
responsiveness is also important so that the department can respond in a timely manner when energy
efficiency upgrades under the program are no longer additional – i.e., the activity would be undertaken
without the program’s incentives.
While the integrity and adaptability of the program is fundamental to achieving its primary objective (reducing
GHG emissions), there may also be additional costs to this more responsive approach. By increasing
adaptability, it may inadvertently introduce more uncertainty for VEEC market participants. Certainty for
market participants is paramount to achieving low cost abatement, as it reduces the additional costs that
would be incurred as participants try to mitigate the risk of volatile prices and fluctuating supply. Some of this
uncertainty may be addressed by the department releasing and adhering to guidelines that specify the
circumstances in which the Specifications can be altered.
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A copy of the Specifications has been released alongside this RIS. Stakeholders are invited to provide their
views on the proposal to release a Specifications document and whether this is considered useful taking in to
account some of the uncertainties inherent in the process.
Who was consulted in developing the proposed Regulations?
The department has been engaged in ongoing consultation with stakeholders since the program’s inception.
Extensive consultation occurred as part of the 2015 legislative amendments to further strengthen the
Victorian Energy Upgrades program. As part of this consultation, stakeholders were asked to respond to
numerous open-ended questions regarding the effectiveness of the program and associated regulations. The
responses informed the development of a work program of amendments to the regulations which have
occurred over the last two years including changes for non-residential lighting activities; the introduction of
project-based activities; providing an opt in for large energy users and a host of other smaller amendments.
Each of these changes has been subject of a public consultation process. Further, the department
established two stakeholder reference groups in 2017 to provide ongoing input.
At the commencement of the review process for the current Regulations, the department consulted with key
stakeholder bodies including the Energy Efficiency Council, Environment Victoria, Victorian Energy Efficiency
Certificate Association, Victorian Chamber of Commerce and Industry, Sustainability Victoria and energy
efficiency experts on the functionality of the current Regulations.
The department has also consulted extensively with the Essential Services Commission in their capacity as
the regulator of the program.
Key questions for stakeholders
Stakeholders are invited to provide written comments in relation to the proposed Regulations. In providing
feedback, stakeholders may wish to comment on any assumptions or explanations included in this RIS and
whether they are reasonable and/or appropriate. Specific areas upon which stakeholders may wish to
comment include (but are not limited to):
• whether any of the proposed ‘housekeeping’ changes to the methodologies included in the proposed
Regulations may lead to unintended consequences (note that this RIS should be read in conjunction with
the draft proposed Regulations and the summary document ‘Proposed Activity Changes’, both released
with this RIS)
• the values used to quantify the benefits of GHG abatement (see Appendix A for discussion)
• the department’s estimate of savings from removing the need to separately register some products with
ESC that are already listed on other publicly available registers (see Appendix B)
• whether the current shortfall penalty rate remains at the appropriate level (noting that the penalty will be
reviewed again in the context of setting the targets for the program for the period 2021—2025).
All comments and submissions received in relation to this Regulatory Impact Statement will be treated as
public documents unless the organisation or individual lodging the submission specifically requests that it not
be made publicly available.
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Background to this Regulatory Impact Statement
The Victorian Energy Efficiency Target Act 2007 (the Act) provides the legislative basis for the Victorian
Energy Upgrades program, a market-based incentive mechanism to encourage improvements to the energy
efficiency of residential homes and non-residential premises. The Victorian Energy Upgrades program is part
of the Victorian Government’s commitment to reduce greenhouse gas (GHG) emissions. It is overseen by
the Department of Environment, Land, Water and Planning (the department) and administered by the
Essential Services Commission (ESC).
Important elements of the Victorian Energy Upgrades program, such as the activities that attract incentives
and the methodologies for calculating GHG emissions reductions, are set out in the Victorian Energy
Efficiency Target (VEET) Regulations 2008. Regulations—statutory rules made under the authority of the
Act—automatically expire (‘sunset’) after ten years. The current Regulations are due to sunset on
11 December 2018, and new Regulations are needed to replace them. The Act requires targets for the
reduction in GHG emissions to be declared in the regulations for the period 2021—2025. These targets must
be set by 2020. The department will not be setting targets while remaking these regulations. This will be
addressed as part of a future regulatory impact assessment.
The sunsetting/remaking process provides an opportunity to revisit whether regulations are still required, and
if so, whether there are ways to improve them. Before new Regulations are made, the Subordinate
Legislation Act 1994 requires:

Preliminary consultation to
inform development of
proposed Regulations

Public
consultation on
the proposed
Regulations

Consider all
submissions on
the proposed
Regulations

Final decision on
whether to make
Regulations as
proposed

The department consulted with key stakeholders throughout 2017 regarding the operation and effectiveness
of the current Regulations. After these consultations, the department prepared draft Victorian Energy
Efficiency Target Regulations 2018 (the proposed Regulations) for affected parties to review. Interested
parties are invited to make submissions to the department on the proposed Regulations by 19 June 2018.
To assist parties to comment on proposed regulations, the Subordinate Legislation Act requires a Regulatory
Impact Statement (RIS) to accompany the proposed regulations where they impose a potentially significant
economic or social burden on a sector of the public. A RIS must:
• state the objectives of the proposed Regulations
• explain the effect of the proposed Regulations
• identify other practicable means of achieving those objectives, including other regulatory as well as nonregulatory options
• assess the costs and benefits of the proposed Regulations and of any other practicable means of
achieving the same objectives
• state the reasons why the other means are not appropriate.
The Commissioner for Better Regulation undertakes an independent assessment of RISs, in accordance
with the Victorian Guide to Regulation. The Commissioner has determined that this RIS meets the
requirements of the Subordinate Legislation Act.
The department will consider all submissions received in response to the proposed Regulations. Following
this, a notice of decision and statement of reasons will be published. Once the Regulations are made, copies
of all submissions are provided to the Victorian Parliament’s Scrutiny of Acts and Regulations Committee.
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What is the problem being addressed?
This section of the RIS discusses the evidence supporting the need for action. The overall costs and
benefits of the Victorian Energy Upgrades program were reviewed in 2015 as part of setting the
program’s GHG emissions reduction targets through to 2020. This assessment found the net benefit of
achieving the Victorian Energy Upgrades targets for 2016 to 2020 was between $1.3 and $3.2 billion
(NPV to 2050, in 2015 dollars). This RIS summarises the key outcomes of those analyses but does not
re-examine those issues, instead focusing on addressing other ‘problems’/design choices taking the
continued existence of the program as a given.
In the absence of remaking regulations, the Victorian Energy Upgrades program would cease to operate,
with the significant benefits of the program unable to be realised. For these benefits to be fully realised at
lowest cost, a range of eligible activities are required to provide a wide variety of opportunities for
Victorian households and businesses to participate in the program. The Act requires that eligible activities
are prescribed in regulations. To ensure the integrity of the program, the regulations must also set out a
reliable methodology for calculating greenhouse gas reductions and ensure additionality of greenhouse
gas reductions.

Policy context
Potential impacts of climate change on Victoria
Climate change is one of the most critical issues facing Victoria and the global community. Risks for Victoria
from unmitigated climate change will likely include 1:
• sea level rise that will impact on coastal settlements, infrastructure and ecosystems. In Victoria, up to
48,000 residential buildings, 2,000 commercial buildings, 3,500 kilometres of Victoria's roads, and up to
125 kilometres of railways may be at risk of inundation from a sea level rise of 1.1 metres
• serious impacts on water resources. Projections indicate a 13 per cent reduction in average surface
water availability in the south of the Murray Darling Basin as a median outcome by 2030. In Melbourne,
the average long-term stream flow into water supply catchments could be reduced by as much as 35 per
cent by 2050
• increased bushfire risk in parts of Victoria due to higher temperatures and drier conditions
• more people suffering heat-related illnesses and death, with the elderly particularly vulnerable. The
number of heat-related deaths among people aged 65 and over in Melbourne may rise from 289 per year
to between 980 to 1,318 per year by 2050
• adverse impacts on Victoria's unique alpine ecosystems and the variety of plant and animal species they
host, many of which are endangered
• reduced productivity and output of Victoria's agricultural industries in the medium to long term. While
some producers may benefit from carbon dioxide fertilisation with modest levels of warming, yields are
likely to decline under more extreme warming scenarios.
Victorian climate change policy framework
In 2015, the international community committed to keep the rise in global temperatures to well below 2°C
above preindustrial levels, and to work towards limiting the rise to 1.5°C. 2 Global greenhouse gas (GHG)
emissions, which are known to contribute to climate change, will need to reach net zero in the second half of
the century to achieve this commitment.

1.
2.

www.environment.gov.au/climate-change/climate-science/impacts/vic Accessed 7 September 2017.
United Nations Framework Convention on Climate Change, 2015. The Paris Agreement entered into force on 4
November 2016 and Australia ratified it on 9 November 2016.
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The Victorian Government has committed to taking a leadership role on climate change and playing its part
in this global effort. Victoria produces 119 million tonnes of GHG (carbon dioxide equivalent, or CO2-e)
emissions each year. At 20.2 tonnes per person, our per capita emissions are among the highest in the
world. Victoria has signed the Subnational Global Climate Leadership Memorandum of Understanding (the
Under2MOU), which brings together states and regions willing to commit to reducing their GHG emissions.
The Under2MOU has the goal of limiting warming to below 2°C, which the Intergovernmental Panel on
Climate Change (IPCC) scientists believe is needed to avoid dangerous consequences, and the shared goal
of limiting GHG emissions to 2 tonnes per capita by 2050. The Under2MOU has been signed or endorsed by
177 jurisdictions from 37 countries.
Victoria’s Climate Change Framework was released in 2016. The framework includes:
• measures to reduce total GHG emissions—the Victorian Government has set a 2020 emissions
reduction target of 15—20 per cent below 2005 levels, and a 2050 target of net zero emissions
• adapting to climate change—any additional warming, even by half a degree, will adversely impact
Victoria’s economy, environment, community health and cultural heritage. Even if average global
warming is kept to well below 2°C, significant impacts will still occur. 3 Measures are needed to adapt to
these inevitable changes
• benefiting from climate change—by proactively addressing climate change, Victoria can realise the
economic benefits of being climate ready, including innovative new services and technologies. Decisive
climate change action can safeguard Victoria’s economic future and maintain our competitive edge. The
transition can deliver jobs and investment in low emissions technologies, goods and services, that
provide new economic opportunities.
In 2017, the Victorian Government became the first state government in Australia to legislate for net zero
emissions by 2050. The Climate Change Act 2017 also requires the government to set five-yearly interim
emissions targets from 2020 onwards. The recently released Victoria’s Climate Change Framework put in
place actions to meet this interim target.
Reducing Victoria’s GHG emissions
Victoria’s Climate Change Framework identifies four pillars to reduce GHG emissions and underpin the
transition to net zero emissions, as shown in Figure 1. Energy generation and usage is one of the most
significant contributors to GHG emissions and is central to the first three of these pillars. Energy emissions
account for over 80 per cent of Victoria’s total emissions.4 The first three pillars work together to reduce the
amount of energy needed, and reduce the amount of emissions from the remaining energy needs.
The first pillar is to increase energy efficiency and productivity across the economy, including in homes,
offices, industry and transport. Energy efficiency is consistently identified as the lowest cost source of GHG
abatement.

3.

4.
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For example, see the recent study “Australia's unprecedented future temperature extremes under Paris limits to
warming” published in Geophysical Research Letters on 3 October 2017.
http://onlinelibrary.wiley.com/doi/10.1002/2017GL074612/abstract
http://www.environment.gov.au/climate-change/climate-science-data/greenhouse-gasmeasurement/publications/state-and-territory-greenhouse-gas-inventories-2015
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Figure 1: Four pillars for emissions reduction

Figure 1: Four pillars for emissions reduction

The government’s Energy Efficiency and Productivity Strategy, released in November 2017, outlines a
comprehensive suite of actions being undertaken to drive improvements in energy efficiency and productivity
in Victoria. This includes the commitment of $8.1 million (over the four years to 2019—20) to further
strengthen and expand the Victorian Energy Upgrades program. The Strategy sets an expectation that the
Victorian Energy Upgrades program will be responsive to the needs of Victorian businesses and households
and to rapidly evolving technologies, such as energy efficient LED lighting. This includes:
• ensuring that incentives are flexible and technology neutral to support innovation, new business models
and the rapid deployment of emerging technologies; and
• looking at new methods for crediting energy saving activities, supporting cutting-edge technology, adding
new activities to mitigate against rising energy prices and providing easier access to the program for all
Victorians.
In addition to the Victorian Energy Upgrades program, measures in the Strategy include:
• extending the Boosting Business Productivity program to help Victorian businesses capture energy
efficiency and materials efficiency benefits, with additional funding and expanded eligibility to address the
needs of larger businesses
• directly supporting the implementation of energy efficiency improvements in 50 poorly performing
commercial buildings
• providing information and creating behaviour change, including developing the residential efficiency
scorecard
• investing $1.7 million to grow the finance options available to Victorian businesses, leveraging innovative
financing for Victorian energy efficiency and renewable energy projects, and looking for opportunities to
expand current energy efficiency and renewable energy programs through innovative finance
• accelerating Victoria’s energy productivity and strengthening skills development in the energy efficiency
workforce, including through energy efficiency training for trades and professionals delivering key
services
• investing $16.9 million in Home Energy Assist programs (Healthy Homes, Affordable Retrofits, and
EnergySmart public housing)
• investing $8.9 million to improve energy efficiency regulations for new homes, strengthening compliance
for the as-built quality of homes, and promoting leading-edge sustainable design through volume home
builders
• testing market responses to energy ratings information for residential properties and options to improve
information for prospective purchasers and renters.
Victoria is also working proactively with other jurisdictions to implement the National Energy Productivity Plan
with an aim to improve Australia's energy productivity by 40 per cent by 2030. This includes: improving the
efficiency and quality of our buildings; strengthening energy efficiency standards for new appliances and
equipment; removing market barriers to new technologies and services; empowering energy consumers; and
supporting innovation and competition in energy markets.
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These measures will work in conjunction with the other pillars of emissions reduction, including the measures
set out in the renewable energy roadmap, climate change initiatives and measures that harness existing
market infrastructure, such as advanced metering infrastructure, and integrate it with new technologies such
as energy storage.
Transitioning to a low carbon economy presents various challenges. The focus on improving energy
efficiency allows emissions to be reduced without forgoing the benefits enjoyed (e.g., heating and cooling our
homes). Acting now to increase energy efficiency and productivity will minimise the economic adjustment
costs for Victoria and will ensure our businesses are positioned to be competitive in a global shift to zero
emissions.
Promoting energy efficiency makes energy more affordable for all consumers. It does this by reducing
wholesale prices, which flows through to reduced retail energy bills. Modelling shows that by reducing overall
demand for energy, the downward pressure on wholesale gas and electricity prices can then mean being
able to defer or avoid costly expansions of electricity generation and transmission capacity. Energy efficiency
also avoids the use of existing assets and fuel (e.g., gas and coal), and can reduce demand at peak times
which is a significant cost pressure on energy bills and energy security.
There is currently significant uncertainty in the energy market; however, modelling shows that the benefits of
energy efficiency persist regardless of the macro trend in energy prices. That is, prices are lower with energy
efficiency programs than they would be in a counterfactual situation without these programs.
By becoming more energy efficient, individual consumers can also benefit, as they require less energy to
achieve the same benefits and this can reduce their energy bills.
The capacity of energy efficiency measures to lead to more affordable energy, makes this option for
addressing emissions reduction increasingly desirable. In recent years, there has been widespread concern
about rising energy costs and energy affordability is of increasing concern to the community and
governments alike. Victoria has recently experienced significant increases in wholesale electricity and gas
prices,5 with recent data released by the ABS6 reported that in dollar terms, Victorians pay more for energy
on average than other states.
While a small component of household expenditure, energy costs are among those costs that cannot be
easily avoided, and as such, increases in costs are more difficult for households to adjust to. Unlike most
other components of household expenditure that tend to improve in quality, energy is rather homogenous
(i.e., a kW of electricity bought today is the same a kW bought 30 years ago). As such there is a sense that
energy expenditure has not kept pace with value for money. There is also increasing concern with the
number of customers being disconnected for failing to pay energy bills or requiring assistance through
hardship arrangements and the impact this has on the state budget. Low income households, who spend a
higher proportion of their income on energy compared to other households, are particularly vulnerable to
price rises.
Victoria’s deregulated energy retail market is providing energy consumers with a greater choice in retailers
and retail products than most other Australian energy markets. However, many consumers find the market
confusing, and do not want to or are unable to actively engage.
The Victorian Government is putting in place a range of measures to assist consumers, including the most
vulnerable, so they can more effectively engage with the energy market and minimise energy costs by
finding a better offer or product. Funding was secured in the 2017—19 Budget to design and deliver multiple
initiatives focused on energy affordability. This includes funding to support the ongoing operation of Victorian
Energy Compare, a complete online energy comparison tool that allows users to compare all generally
available electricity, gas and solar offers to find the best price for their household.
In addition to these initiatives, the Victorian Government also recently commissioned two separate reviews
into energy hardship and into the electricity and gas retail markets.
5.
6.
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AEMC 2017 Residential Electricity Price Trends, published 18 December 2017.
ABS, 6530.0 Household Expenditure Survey 2015-16, published 29 September 2017.
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In March 2016, the ESC released the Supporting Customers, Avoiding Labels – Energy Hardship Inquiry
Final Report, which found that the regulatory framework needed strengthening as it was ineffective in helping
many customers avoid the accumulation of debt and disconnections. The report also recommended a new
payment difficulty framework be established to provide a set of enforceable minimum standards for
residential customers anticipating or facing payment difficulties. These standards would be underpinned by
the principles of shared responsibility and proportionality.
A Final Decision on the payment difficulties framework and a draft Guidance Note was released by the
Commission in October 2017. As part of this Decision, the Commission outlined amendments to the Energy
Retail Code to implement the payment difficulty framework. These will come into operation on 1 January
2019.
The Victorian Government also commissioned an independent bipartisan review into the electricity and gas
retail markets in Victoria. This was headed by former Victorian Ministers, John Thwaites and Terry Mulder,
and former public service executive Patricia Faulkner.
In August 2017, the independent review panel released the Independent Review of the Electricity and Gas
Retail Markets in Victoria report. The report made several important findings and recommendations,
including significantly, recommending partial price re-regulation of the market. A key consideration for the
review was that the retail market was not operating in the interests of consumers. In March 2018, the
Victorian Government released its interim response supporting nine of the report’s 11 recommendations. The
government will undertake further analysis on two recommendations relating to the introduction of a Basic
Service Offer and abolishing standing offers, and will release a final response later in 2018.
Given the energy affordability issues being experienced by Victorians, energy efficiency measures should be
welcomed for their ability to make energy more affordable. While reducing GHG emissions, the Victorian
Energy Upgrades program can also help individual consumers overcome investment barriers and reduce
their energy bills.
In this context, it is noteworthy that the recent energy hardship review found that a diminishing proportion of
hardship customers receive energy efficiency assistance.7 The Energy and Water Ombudsman Victoria
recently noted that an understanding of energy use is fundamental to addressing energy affordability and
exposure to debt.8 Victorian households and businesses continue to face barriers to investment in energy
efficiency, which may make it difficult for them to implement measures that provide ongoing relief from
energy affordability pressures – see Box 1 below.

7.

8.

Essential Services Commission, ‘Supporting Customers, Avoiding Labels - Energy Hardship Inquiry Final Report’
(February 2016) <http://www.esc.vic.gov.au/wp-content/uploads/esc/7f/7fc9b1bf-2d7f-4c78-abfb-a699356daf67.pdf>
27.
Energy and Water Ombudsman Victoria 2015, A closer look at affordability: an Ombudsman’s perspective on energy
and water hardship in Victoria, March, 18.
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Box 1: Investment barriers to energy efficiency improvements
The barriers that make the case for establishing a program such as Victorian Energy Upgrades include
information gaps (customers lack sufficient information about energy efficient equipment), split incentives
(e.g., landlords have limited incentives to improve the energy efficiency of buildings or install energy
efficient appliances because tenants do not compensate the landlord in the form of higher rents), and
other behavioural factors (e.g., decision making norms within businesses, bounded rationality).
A recent study found that small and medium-sized businesses do not have sufficient information relevant
to making energy efficiency investment decisions, despite a common perception that they do. 9 In fact,
there remain substantial gaps in the knowledge they require to evaluate the benefits of energy efficiency
investments. Unsurprisingly, businesses were found to be reluctant to spend money to overcome an
information barrier they perceived did not exist.
The extent of these barriers has not been individually quantified. However, numerous studies10 in
Australia, and in Victoria specifically, have confirmed the existence of an ‘energy efficiency gap’, the gap
between actual energy efficiency and the level of energy efficiency believed to be achievable and
affordable. These studies have identified significant untapped energy efficiency opportunities that have a
‘negative cost’ (i.e., exploiting these opportunities would result in customers being better off). The
Victorian Energy Upgrades program is designed to target these untapped opportunities.

The government has identified that programs that support households and businesses to improve the energy
efficiency of premises and appliances/equipment used within them, are an effective means of achieving GHG
emissions reductions, reductions in energy bills for those who participate in the program, and downward
pressure on prices for all consumers. The Victorian Energy Upgrades program is one of the mechanisms for
achieving these outcomes.

Victorian Energy Upgrades Program
Legislated objectives
The objectives of the Victorian Energy Efficiency Target Act 2007 are to:
• reduce GHG emissions
• encourage the efficient use of electricity and gas
• encourage investment, employment and technology development in industries that supply goods and
services which reduce the use of electricity and gas by consumers.
The Act sets the targets for GHG emissions reductions under the program to 2020, to which the Minister
must have regard when setting the reduction rate used to calculate the number of VEECs each energy
retailer must surrender each year.

9.
10.

14

Quantum Market Research, ‘Qualitative Research of Business Resource Efficiency Motivations and Barriers’ (2017,
Sustainability Victoria).
See for example: Sustainability Victoria, 2014, Victorian Households Energy Report; Department of Resources,
Energy and Tourism and the Department of Department of Industry, Innovation, Climate Change, Science, Research
& Tertiary Education, July 2013, Information Paper: Investigation of a National Energy Savings Initiative: economic
modelling and potential regulatory impacts; ARUP, 2013, Delivering and Funding Housing Retrofits: a Review of
Community Models; Gillingham and Palmer, 2013, Bridging the Energy Efficiency Gap; ClimateWorks Australia, 2010,
Low carbon growth plan for Australia.
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How it works
The Victorian Energy Upgrades program achieves a reduction in GHG emissions by reducing the total
demand for energy by residential and business consumers. This reduction in demand is achieved by
improving the energy efficiency of premises, or the appliances and equipment used within the premises.
Although the program has been operating for ten years, there continue to be significant opportunities for
further energy-efficiency-improving activities that warrant continuation of the program.11 The Energy
Consumer Sentiment Survey recently found that Victoria has a low proportion of households that already
have energy efficient appliances.
Figure 2: Investment in energy efficient appliances

Source: Energy Consumers Australia

While improving energy efficiency will result in lower energy costs for those participating in the program,
there may be an initial investment cost to modify or replace appliances or adapt premises, which may be a
barrier to energy efficiency improvements occurring—see Box 1 above.
These investment barriers have been examined in previous reviews and impact assessments prepared for
the overarching legislation, including the most recent amendments in 2015. The existence of these barriers
helps to justify the need for the Victorian Energy Upgrades program, however they are only covered briefly
here as an analysis of the need for the program is not the focus of this RIS.
The Victorian Energy Upgrades program reduces these investment barriers by creating a tradeable
certificate (VEEC)—the value of VEECs is created by requiring energy retailers 12 to buy VEECs; this value
can be used to lower the costs to energy consumers of investing in energy efficiency improvements.
The market for VEECs operates through ‘accredited persons’ (APs) who may create VEECs for energy
consumers. Consumers assign the VEECs to the accredited persons in exchange for being offered a
discount on an energy efficient upgrade to their premises. This reduced price, together with the shift in effort
from the consumer to the accredited persons to pursue VEEC-creating activities and provide information
about how to best undertake an upgrade, helps consumers overcome the barriers to investing in energy
efficiency improvements. Accredited persons recover this discount and their own costs by selling the VEECs
to energy retailers.

11.
12.

This was determined after an in-depth examination by the 2015 Legislative Impact Assessment.
Large retailers only: retailers that have 5000 or more customers; or purchase 30 000 MWh or more of electricity on
the wholesale market; or purchase 350 000 GJ or more of gas on the wholesale market. Currently there are 31
retailers that are subject to the program, and 4 retailers that fall below these thresholds.
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Figure 3: How the Victorian Energy Upgrades program works

‘Accredited
person’

Provides activities to
consumers that reduce their
energy needs
Assigns VEECs to Accredited
Person in exchange for lower
costs for efficiency upgrade
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Program
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Lower bills from
reduced energy
use

Energy
Retailer

All energy consumers

Pass-through of costs of buying VEECs, offset by downward
pressure on energy bills through avoided/deferred costs of
generation and transmission

The number of VEECs a retailer needs to surrender each year depends on the amount of energy they
purchase from the wholesale market. One VEEC corresponds with the reduction of 1 tonne of GHG
emissions.
Currently, VEECs can be created in two ways (as detailed in Box 2 and Table 1):
• through activities prescribed in the current Regulations. These use a simplified approach, whereby the
GHG abatement (and the number of VEECs) for each activity is ‘deemed’ through a standard
methodology included in the Regulations
• through project-based activities (PBAs), which are possible under separate Victorian Energy Efficiency
Target (Project-based Activities) Regulations 2017 (PBA Regulations). PBAs are customised (and
generally large scale) discrete activities that improve energy efficiency at premises, for which VEECs
may be created by calculating GHG abatement by measuring the actual energy saved.
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Box 2: Deemed versus Project-based Activities
The number of VEECs for which an energy efficient upgrade is eligible is based on the amount of GHG
emissions reduced following the upgrade. To determine the reduction in GHG emissions, the energy
savings resulting from the upgrade must be calculated. There are various methods to calculate energy
savings, which can be categorised as either deemed or project-based methods.
The current Regulations use a deemed savings method to calculate energy savings. That is, where the
energy savings for a particular installation are not measured but determined in advance based on
averages which are ‘deemed’ to apply to all installations of that type. To determine this, the department
makes various assumptions. The department does this by reviewing best practice evidence which is
tested in multiple ways including through stakeholder input and consultation.
For instance, for space heating upgrades it determines the average energy use to keep premises at an
appropriate temperature given the type of heater or cooler being operated before and after an upgrade is
undertaken (emissions intensity of the energy type is also considered). In brief, to do this it makes
assumptions about the building shell of an average Victorian premise (for instance, the likelihood it is
insulated), the types of appliances still in use and how often the appliances are used. It then uses
knowledge about the energy performance of the new product being installed and calculates how much
less energy is used to achieve the same benefit, after installation.
The deeming method is a commonly used approach to calculate the impact of energy efficiency upgrades
on energy use. It is suitable for situations where products are widespread and similar, with minimal
variations in installation scenarios. The benefit of deeming is that it is simple, does not require individual
consumers to understand and calculate their own energy savings thereby reducing administrative costs
for all participants, whilst still providing robust calculations of energy savings. Deeming energy savings is
appropriate where there is enough information to calculate the average saving achieved. This makes the
method less feasible for larger commercial enterprises that use bespoke equipment for their operations.
Despite the many benefits of using the deemed method of energy savings, its inability to determine
energy savings for bespoke technology led to the introduction of project-based activity (PBA) regulations.
The PBA regulations prescribe, as an activity, any upgrade that results in additional emissions reduction.
It is then left to the consumer to prove that their bespoke upgrade results in emissions reduction.
Currently, the department accepts emissions reductions being measured using one type of method; the
measurement and verification (M&V) method. Consumers are required to measure actual energy usage
(and convert this to GHG emissions) before and after an upgrade. This method can be applied to a much
broader range of upgrades than the deemed method.
However, this flexibility comes at a price. M&V is more complex and costly than a deemed approach, as
each project requires a customised measurement and verification plan in advance, and, once the project
is implemented, the measurement and calculation of the actual savings. M&V also requires the ability to
measure energy consumption prior to implementing the project. In contrast, deeming is suitable to cover a
very wide range of, for example, lighting upgrades where it would be highly costly and impractical for
each consumer to make these calculations. For factory production lines, however, a project-based
approach is more suitable.

Table 1: Deemed versus Project-based Activities

Deemed Method

Project-Based M&V method

Type of upgrade

Energy efficient upgrades involving products
that are widespread and similar and where
data about the energy benefits is available

Bespoke upgrades where there is the
ability to create a project boundary and
measure impacts on energy usage
through metering

Cost to consumer (of
method)

Low

Substantial
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Deemed Method

Project-Based M&V method

Number of VEECs created

Small per upgrade

Small—Large per upgrade. More
variable opportunities can be
harnessed

Consumer knowledge
required

Low

Moderate—high

Abatement deemed for the lifetime of the
product at time of installation. No need to
show emissions reductions before incentives
can be claimed.

Timely to implement. Need to show
emissions reductions before incentives
can be claimed.

Time taken to get incentive

Incentive received at the same time as the
capital investment

Incentive received after capital
investment is made

Accuracy

Accurate for the population as a whole. Does
not aim to reflect individual circumstances as
this may not be possible or may be too costly

Accurately determines energy savings
for the circumstances of each project

Targeted Sector

Residential & Small to Medium Enterprises

Large Enterprises

The Victorian Energy Upgrades program is a market-based approach to achieving the objective of reducing
GHG emissions. By creating a market in VEECs, competition among accredited persons to sell VEECs to
energy retailers means that VEECs will tend towards activities that have the lowest cost for each tonne of
GHG emissions avoided.13 This also means the market hinges on GHG abatement values prescribed for
each activity as these directly price the activity in the market. Activities included in the program are expected
to increase the take-up of energy efficiency improvements beyond business-as-usual levels. Analysis and
calculations for these activities exclude the generation of additional certificates.
As GHG emission reductions are created by incentivising gas and electricity efficiency activities this supports
the second legislative objective of the Act.
Participation by consumers, including businesses, is entirely voluntary. Agreeing to undertake VEEC-creating
activities relies on the consumer making a decision on whether they will be better off, taking account of any
reduced prices, information and services provided by accredited persons. Consumers who elect to
participate in the Victorian Energy Upgrades program enjoy reductions in their energy costs afterwards, for at
least the period where the upgrade reflects a bring-forward of efficiency that would be achieved under a
business-as-usual scenario and also through reductions in wholesale energy costs.
Energy retailers are required to buy VEECs, but will pass some of the cost on to their customers – including
those not participating in the Victorian Energy Upgrades program – through higher energy prices.14 Modelling
commissioned by the department shows that this additional cost has been more than offset by the reduced
demand for energy brought about by improved energy efficiency putting downward pressure on wholesale
energy prices.
The third objective of the Act – encouraging investment, employment and technology development in
industries that supply goods and services which reduce the use of electricity and gas by consumers – is
supported because suppliers of certificates invest in new business models to deliver low cost upgrades at
scale. This has seen new technologies develop and rapidly achieve market penetration (e.g., LED lighting),
resulting in significant employment both to identify and deliver installations, in the manufacturing of products,
and investments to generate these new activities.

13.
14.

18

In this context, lowest cost is the amount of cost difference offered to consumers to take up the activity as well as the
accredited person’s costs of complying with the program (including $1 per VEEC registration fee).
State of Victoria, ‘Independent Review into the Electricity and Gas Retail Markets in Victoria’ (August 2017),
<https://www.energy.vic.gov.au/__data/assets/pdf_file/0030/79266/Retail-Energy-Review-Final-Report.pdf>.
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Historically, large energy users who participated in EPA Victoria’s Environment and Resource Efficiency
Plans (EREP) program were excluded from Victorian Energy Upgrades. This meant that these sites could
not create certificates, and did not create liabilities for their energy retailers. During program consultation in
2016 some of these businesses expressed a desire to participate, whilst some did not think they could
benefit from the program. On 1 August 2017 the Regulations were amended to allow these sites to
voluntarily opt-in to create certificates. Sites that opt-in would then create a liability for their energy retailers.
Allowing these large energy users to opt-in and create certificates increases the supply of certificates, which
would be expected to lower their cost and the overall cost of the program. Allowing large energy users to optin increases the amount of energy in Victoria liable under the program. This spreads the cost of the program
over more energy, therefore reducing the cost of the program per energy consumer. Because the large
energy users opt-in changes were made recently and to give certainty to program participants, this has not
been re-examined as part of this regulatory impact statement.
Outcomes of the Victorian Energy Upgrades program
The Victorian Energy Upgrades program has been in place since 1 January 2009. In 2015, the government
committed to expand and strengthen the program, which included setting higher targets through to 2020 and
introducing more flexible ways to participate through project-based activities. At the end of 2016, VEECs
corresponding to 35.3 million tonnes of GHG emissions reductions had been bought and surrendered by
energy retailers. The 2017 target mandated a further reduction in GHG emissions of 5.9 million tonnes.
Figure 4: Outcomes of the Victorian Energy Upgrades program

There are currently over 200 accredited persons able to create VEECs, drawing on over 9,000 energy saving
products. These are listed on the ESC register15 and include LED lighting products and a range of solar
water heaters.

15.

Register of products available at <https://www.veet.vic.gov.au/Public/ProductRegistrySearch.aspx>.
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Energy consumers, including households and businesses, can benefit from taking part in 34 different
deemed activities, such as choosing to have their old central electric resistance heaters replaced with high
efficiency ducted gas heaters, purchasing high efficiency televisions or undertaking lighting upgrades, as well
as bespoke upgrades under the PBA methods.
Each year since 2009, energy retailers have bought and surrendered their required number of VEECs, with
only two insignificant shortfalls occurring (less than 0.05 per cent) when the market was being first
established.16 This indicates there has been a sufficient pool of opportunities to create VEECs at reasonable
prices, and adequate liquidity in the VEEC market.
Since 2009, the average price of VEECs paid by energy retailers has been $18.39 (based on the average
spot prices on VEEC markets, weighted by the number of certificates bought each year). The average VEEC
price has been consistently well below that of the shortfall penalty rate (even after allowing for the impacts of
corporate tax)17.
Figure 5: Average VEEC prices 2009—2017

Source: Essential Services Commission

16.

17.

20

Compliance with the requirement to surrender VEECs is enforced through the application of a penalty on a shortfall in
VEECs surrendered. The shortfall penalty rate for 2017 is $46.72 per VEEC not surrendered; the rate is indexed to
inflation.
Costs to retailers of purchasing VEECs are a normal business expense that can be deducted from a company’s
taxable income. Where a shortfall penalty is paid, the penalty cannot be deducted from the retailer’s taxable income.
This means a retailer may still prefer to buy VEECs at a price of up to 43 per cent above the penalty rate to avoid the
full (post-tax) cost of the penalty. The exact amount of the tax difference will depend on the individual tax
circumstances of each retailer.
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An estimated 1.7 million households (69 per cent of all Victorian households) and 80,000 businesses have
participated in the Victorian Energy Upgrades program to date, and are expected to enjoy ongoing lower
energy bills as a consequence of their participation.
Participation in the Victorian Energy Upgrades program up to the end of 2017 is estimated to save Victorian
households and businesses over $500 million on their energy bills in 2018. Households that participated in
the program in 2017 will save, on average, $176 off their energy bills this year, while businesses will save on
average around $4,200 annually on their energy bills. 18
Costs and benefits of the program
As outlined above, the Victorian Energy Upgrades program is part of a wider suite of activities to achieve the
Government’s climate change policy objectives.
The overall costs and benefits of the Victorian Energy Upgrades program were reviewed in 2015 as part of a
Legislative Impact Assessment19 prepared to support changes to the Act that set the program’s GHG
emissions reduction targets through to 2020. The conclusions of this analysis were published in a
consultation paper in April 201520 and found:
• The net benefit of achieving the Victorian Energy Upgrades targets for 2016 to 2020 was between $1.3
and $3.2 billion (NPV to 2050, in 2015 dollars). This result took account of the benefits of GHG emissions
reductions, improvement to air quality, impacts of reduced energy demand on energy prices ‘avoided
energy costs’, costs of buying VEECS and energy retailers’ compliance costs.
• A net benefit was expected even if environmental benefits were excluded from the analysis and under
the most pessimistic assumptions. In other words, the reduced costs of avoided energy generation as a
consequence of the reduced demand for energy more than offset the costs of creating and administering
the program. A flow-on outcome of this result is that all energy consumers (including those that do not
participate in the Victorian Energy Upgrades program) were shown to benefit from lower energy costs.
The assessment of the program undertaken in 2015 modelled a marginal certificate price of around $30—
$37 in 2017. The average price so far in 2018 has been around $22 (greenmarkets.com.au) and is currently
around $23 (demandmanager.com.au; March 2018). Activities have been carried out at a lower price than
estimated, primarily because the program led to LED lighting being rolled out at scale and thereby, at lower
costs than expected. These lower VEEC prices suggest the costs of the program are much lower than those
expected in the 2015 review.
A full evaluation of the costs and benefits of the Victorian Energy Upgrades program will be undertaken by
2020, in the context of setting the Victorian Energy Upgrades targets for the period 2021 to 2025. Given the
review in 2015 and the need to set new targets by May 2020, a full review of the costs and benefits of the
program is not warranted or feasible as part of remaking these regulations (given targets post 2020 are
unknown, and these determine the cost of the program for that period). Instead, the focus of analysis in this
RIS will be on the choices within the program, pertaining to the content of the regulations. To compare the
costs and benefits of these choices, it will simply be assumed targets post 2020 remain the same.

18.
19.
20.

Based on analysis completed by DELWP, 2018.
A Legislative Impact Assessment is similar to a Regulatory Impact Statement, prepared in relation to primary
legislation that has a significant impact.
Department of Environment, Lands, Water and Planning, ‘Setting future Victorian Energy Efficiency Targets
Consultation paper’ (April 2015) <https://www.energy.vic.gov.au/__data/assets/pdf_file/0023/75164/VEETconsultation-document.pdf>.
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What would happen if there were no Regulations?
Regulations can only make rules and specifications about matters permitted by the relevant Act. That is, they
are entirely subordinate to a principal Act. The principal legislation will generally set out high-level concepts
but may leave technical detail to be specified in regulations. If an Act specifies that a matter must be
prescribed by regulation, generally this matter must be dealt with by the regulation or else the legislation is
either not fully effective or the regulatory functions may be incomplete or defective.
The VEET Act is accompanied by two sets of regulations—the current Regulations and the PBA Regulations.
If the current Regulations expire and no replacement regulations are made, the PBA Regulations continue to
operate.
While most of the operational arrangements for the Victorian Energy Upgrades program are contained in the
Act, including powers given to the ESC to make administrative decisions (e.g., accreditation of people), some
elements necessary for the basic functioning of the program and its integrity are left to the regulations. These
are set out in the current Regulations and summarised in Table 2 below.
Interplay between the Act and Regulations
Each area of the current Regulations set out below is necessary, at least in some form, to allow the program
to operate as intended.
Table 2: How the Act would work in the absence of the proposed Regulations

What the Act leaves to regulations
The Act sets out the obligation on retailers to surrender
VEECs. This obligation depends on whether retailers
sell their energy to certain customers. The Act requires
the relevant customers to be set out in regulations.
(The current Regulations prescribe most Victorians and
Victorian entities as such customers, with some
exceptions for large energy users.)
The Act specifies that a failure to surrender the required
number of VEECs attracts a penalty for the shortfall.
How this penalty is determined, the shortfall penalty rate,
is to be prescribed in regulations. (The current
Regulations set out this shortfall penalty rate.)
The Act does not determine:

• what activities are able to be the basis for creation of
VEECs

• how the number of VEECs is determined for an
activity

• the time at which activities are considered to be
undertaken.
It leaves these matters to be prescribed in regulations.
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What happens if no regulations are in place

Without regulations that prescribe relevant consumers, the
Act would not attach an obligation on energy retailers.
The entire program would not operate.

Without a regulation prescribing the shortfall penalty rate,
there would be no real requirement for retailers to buy
VEECs, as the penalty for any shortfall would be zero.
The entire program would not operate.
Without the current Regulations, the only activities that
can be undertaken are project-based activities as these
are set out in a separate set of regulations. As indicated in
Box 2 above, PBAs require multiple stages of approval
and individual measurement and validation of GHG
emissions reductions. These are generally only feasible
for large commercial operations that have high energy
consumption.

What the Act leaves to regulations

What happens if no regulations are in place

The Act allows the regulations to prescribe conditions or
circumstances under which a certificate cannot be
created.

Failure to exclude some certificates in certain
circumstances may lead to ‘double dipping’ (i.e., where
creation of VEECs is permitted although activities are
undertaken for some other reason and not as a result of
the program). If this were permitted, many activities
carried out under the program would not result in any
genuine additional reduction in GHG emissions and the
program’s integrity could be compromised. For instance,
the current Regulations ensure upgrades are not
incentivised if they are already legally required to be
undertaken. They also ensure upgrades are not
incentivised by multiple programs, when one program
alone provides enough incentive to convince the
consumer to undertake the upgrade.

As demonstrated above, the continued operation of the program relies on some form of the current
Regulations being remade. Options in this RIS are considered in this context and focus on design options
that allow such regulations to best support the program’s objectives.
Best practice regulations
To best support the objectives of the Act, it is necessary that the proposed regulations:
• support the most cost-effective means to achieve the GHG emissions reduction targets. This involves
ensuring there is a wide pool of opportunity available to achieve energy efficiency improvements at low
cost, supporting liquidity in the VEEC market, and ensuring flexibility so that new innovations or
technologies can be expediently utilised. This lowers VEEC costs, minimises administrative and
compliance costs of the program (such as the simplicity to calculate and create VEECs) and maintains
certainty in the market to support productivity improvements.
• ensure the integrity of the program. This includes ensuring that the methodologies used to calculate
VEECs most accurately measure the average reduction in GHG emissions of an upgrade, avoiding noncompliance and excluding activities that do not genuinely result in an additional reduction in GHG
emissions.
In other words, as well as making the program operational, regulations must be designed to ensure the
program achieves real reductions in GHG emissions and is delivered at low cost.

Review of the current Regulations
The department has reviewed the operation and effectiveness of the current Regulations. Changes to the
Act or the PBA regulations were out of scope. Instead, the focus of the review was on whether activities and
procedures prescribed in the current Regulations are effective in achieving the objectives of the Act.
No material changes to the program have occurred in the last two years that have altered the conclusion of
the 2015 assessment that the program is appropriate to assist energy consumers in overcoming barriers to
energy efficiency.
The current legislated targets for the Victorian Energy Upgrades program run to 2020. Targets for the
program beyond 2020 are not considered in this review and will be dealt with as part of a future review
process. Accordingly, for the purposes of analysis of the costs and benefits of different options, this RIS
assumes targets post 2020 are fixed at the 2020 level.
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Review of Program Participation
It is important that a wide distribution of Victorian households and businesses can receive incentives under
the program. Program participation has been reviewed as the choice of activities permitted under the
regulations is intrinsically tied to participation. The broader the participation, the more energy efficient
opportunities can be harnessed. More opportunities lead to greater supply of VEECs, lowering their cost and
the cost of the program as a whole.
When the program began, certificates were only able to be created in relation to residential premises. With
the expansion of the program in 2012, there has been an ongoing shift towards upgrades carried out in nonresidential premises. Over 90 per cent of all VEECs created in 2016 were from lighting activities undertaken
in both residential and non-residential premises. This has continued in 2017 due to a significant reduction in
the cost of lighting, particularly for high-bay lighting technology (used in warehouses and manufacturing
premises). Due to the many lighting upgrade opportunities available in commercial and industrial premises,
in 2016 almost 60 per cent of VEECs created were for non-residential activities.
This trend also reflects changes in remaining opportunities, new opportunities arising from improvements in
energy efficient technologies, accredited persons getting better at understanding the needs of businesses
and how to offer better economies of scale per premises.
The current domination of the program by non-residential lighting activities is not unique. The program has
had a history of being dominated by one activity at a time. This was discussed in an issues paper released
by the department in 2017 and is depicted in Figure 6 below. As part of this review process the department is
considering whether this characteristic affects broad participation of energy consumers in the program.
Figure 6: Registered VEECs by activity date from 2009 to 2016, at quarterly intervals

Source: Department of Environment, Land, Water and Planning
Shown are VEECs registered for each of the lighting activities (Schedules 16, 21 and 34), standby power controllers (SPCs,
Schedule 29), and all other activities. VEEC registrations are as of 9 February 2018. VEECs for activities undertaken in 2017 could
be created up to 30 June 2018, and are validated by the Essential Services Commission before becoming registered.
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The department commissioned the Australian Bureau of Statistics (ABS) to analyse the VEET administrative
dataset for the period July 2011 to December 2015 to improve understanding of the socio-economic and
geographic distribution of selected residential energy improvements under the program. The ABS found that
the benefits of the program were widely shared across metropolitan and regional Victoria and across
different socioeconomic groups. Specifically, they found that:
• Significant variation exists in the year-to-year uptake. The uptake of activities is influenced by numerous
factors including: the potential for mass roll-out to large numbers of households; the combination of cost
of implementation and the incentive relating to the activity (activities with highest uptake are typically
those issued free to households); and the level of market saturation i.e., uptake rates decline once a
significant percentage of households have adopted that activity.
• Uptake rates for activities were generally higher in Melbourne than the rest of Victoria for weather
sealing, standby power controllers, and high efficiency appliances. Uptake rates for activities were
generally lower in Melbourne than the rest of Victoria for water heating, shower roses, and in-home
displays (devices that show real-time electricity usage). Importantly this shows that while the distribution
of participation differed between activities, it was broadly shared across the state.
• Socioeconomic status had no clear impact on the uptake rate for activities of water heating, weather
sealing and high efficiency appliances. Since 2014, the uptake rate has been higher among relatively
advantaged socioeconomic groups for the activity of lighting. The uptake rate was higher among
relatively disadvantaged socioeconomic groups for the activities of shower roses and in-home displays.
• For space heating and standby power controllers, the uptake rate in Melbourne was generally higher for
relatively advantaged socioeconomic groups but generally lower for these groups across the rest of
Victoria.

Issues to be addressed in the proposed Regulations
To inform consideration of the form the regulations should take going forward, the department has reviewed
the following within the current Regulations:
• the appropriateness of the types of activities incentivised
• whether the assumptions that underpin deeming methodologies need to be updated to be in line with the
latest available information
• whether the Regulations are administered appropriately
• whether administrative burdens placed on participants can be reduced.
As well as making the program operational, the proposed Regulations should support the objectives of the
Act thereby ensuring genuine GHG emissions reductions, efficient use of electricity and gas and investment,
employment and technology development in energy efficiency industries, at lowest possible cost.
Following a review of the program and consultation with stakeholders, the department has identified the
following areas for attention in remaking the regulations so this can be achieved:
• revising and updating the activities included in the Regulations
• revising the process for incentivising upgrades
• reviewing and making amendments to the integrity of GHG emissions reduction calculations
• analysing the potential opportunities to reduce compliance costs and red tape requirements.
Activities included in the program
The nature of activities (energy efficient upgrades) included in the program are fundamental to its operation.
As it is a market-based program, including more activities increases the overall possibilities accredited
persons have, to create VEECs at a low cost. The more activities incentivised through the Regulations, the
more opportunities for new and innovative markets to develop. This program design incentivises businesses
to find the lowest cost opportunities, however they can only select from activities included in the Regulations.
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When VEECs are bought by retailers at a low cost, the costs passed through to consumers are lower while
the benefits achieved by reducing emissions by a certain level and reducing individual energy expenditure,
remain the same.
The PBA regulations offer one flexible approach to measuring abatement of energy upgrades. This analysis
examines the benefits of also using deemed methods to calculate abatement for activities. Further, the
analysis considers whether there is a way of ensuring prescribed activities within the current regulations
(where a deemed method is used to calculate energy savings) can capture a wider range of energy efficient
technology.
Finally, the department examined the sectors being targeted by the activities permitted in the current
regulations. It has identified that there is significant opportunity to improve energy efficiency for small to
medium enterprises, particularly through upgrading gas-fired boilers (for instance by installing a gas/air ratio
control on a gas-fired steam boiler). The range of allowed deemed activities may need to be expanded to
include this.
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Box 3: Activity Types and Behaviour Change
There are four different changes to the way consumers interact with energy using equipment that the
Victorian Energy Upgrades program supports by providing incentives for consumers to undertake energy
efficient upgrades.
Less intensive use of existing equipment
This is expected to result from activities including air sealing, installation of insulation, retrofit of a
secondary insulation material to an existing window and retrofit of a solar pre-heater to an existing heater.
These activities allow existing equipment to deliver the same amenity or output, but with lower (energy)
inputs. For example, air sealing will allow an existing room heater to heat the room to the desired
temperature, but with lower fuel consumption. The heater will not need to work as hard to heat a volume
of air which is being exchanged with outside air less often. For most of these activities, the consumer is
not expected to be in the market for such goods in the absence of the program. As such, all associated
costs (capital) and benefits (lower energy consumption) are attributed to the upgrade options.
For some products, such as voltage control devices which are installed to ensure lighting is used less
intensively, consumers are expected to have a lack of awareness and technical knowledge inhibiting
purchase. In this case, the Victorian Energy Upgrades program attempts to educate and encourage
purchase by consumers.
Purchase of high efficiency equipment
Some activities include purchase and installation of high efficiency appliances (space heating,
refrigerators/freezers, televisions). For these activities, the consumer is assumed to already be in the
market for the product in question. The program incentivises them towards the purchase of a more
efficient version of that product.
Some households may, in the absence of the program, purchase a high efficiency product. In this sense,
these households may be regarded as free-riders with respect to the Victorian Energy Upgrades program.
The program methodology takes account of such free-riders by considering business as usual in the
modelling of the pool of opportunities, basing the certificate calculation on the marginal benefit of a high
efficiency product versus the market weighted average for energy performance of that product (based on
the available data for a range of appliances). The number of VEECs for an upgrade is therefore accurate
on average, given that in the absence of the program some consumers would have bought the lowest
efficiency product and some a high efficiency product.
Replacement of existing equipment with an energy efficient variety
Some activities incentivise consumers to retire equipment before the end of its useful life, and replace it
with a more energy (or GHG) efficient version. These activities include upgrading light globes or shower
roses and double-glazing windows.
Retirement of existing equipment which is not replaced
The current Regulations contain one activity that consists exclusively of the destruction of a refrigerator or
freezer which was built prior to 1996. Consumers are incentivised to retire this high-energy usage product
before the end of its lifetime. Regardless of whether the refrigerator was then replaced, this resulted in
significant emissions reductions.
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Process for incentivising upgrades
The process by which upgrades are incentivised is primarily set out in the Act. That is, retailers must
discharge their liabilities through the purchase of VEECs which are created for each tonne of emissions
abated by prescribed activities. However, the proposed Regulations are permitted to specify circumstances
in which certificates cannot be created and the methodology for calculating abatement. As such, regulations
can affect how upgrades are incentivised to some degree.
As discussed briefly above, it is preferable that the program is available to as many Victorians as possible to
enable broad participation. However, when the price of the VEEC changes, it can reduce the number of
activities carried out regionally to a greater extent than in cities, as these upgrades may have higher costs
due to travel requirements of activity providers and other factors. It will need to be considered whether the
process for incentivising current activities is still appropriate or whether the process needs to ensure the
incentive for carrying out regional activities stays equally strong when VEEC prices drop.
Further, if economies of scale allow the cheapest abatement to be available in the non-residential sectors,
rather than the residential sector, activities may be concentrated in the non-residential sector. The Retailer
Energy Efficiency Scheme in South Australia is a similar program, but requires a certain amount of activity to
occur in each sector. Such an approach could also be taken under this program, to ensure there is always a
certain amount of activity uptake in residential and non-metropolitan areas.
Integrity of measuring GHG emissions reductions
To ensure the integrity of the program, two concepts are of primary importance. Firstly, any activities that are
incentivised under the program must result in emissions reduction that is additional to what would occur
without the program. Secondly, calculation of additional emissions reduction must be robust and based on
the best available dataset.
Box 4: Additionality
One of the Victorian Energy Upgrades program’s purposes is to reduce GHG emissions. To truly ‘reduce’
emissions, it needs to ensure that any reduction is additional to what would have been the case had the
program not been in place. Even without the program, GHG abatement in Victoria is likely to occur
through a natural uptake of energy efficient products by consumers and as there is a shift in burning
emissions intensive fuel to using renewable sources to generate energy. As identified in previous reviews
and briefly discussed above, the problem the program seeks to overcome, is that such a natural uptake is
not sufficient to deal with broader climate change issues.
There are three different forms of additionality that need to be ensured.
1. Legislative additionality: activities are not additional if they are required to fulfil other laws or policies.
2. Practical additionality: activities are also additional if they do not occur naturally because of other
barriers impeding their uptake, such as lack of awareness and expertise.
3. Financial additionality: in situations where purchasers are solely driven by the payback period of an
investment and not inhibited by other barriers, activities are not additional if they would occur without
extra financial backing from incentives.
Demonstrating additionality may impose extra administrative burdens on participants of the program.
However, additionality is crucial to the success of the program.

This analysis examines whether activities incentivised under the program continue to ensure additional
abatement of emissions.
Over time, broad trends in energy efficiency also change. Barriers that prevent uptake are overcome as
prices of technology fall and public awareness of certain products increases. To ensure additionality, there is
a need for the program to be responsive when changes in technology, prices or practices alter the reduction
in GHG emissions relative to business-as-usual activities.
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For example, the large-scale roll-out of some light-emitting diode (LED) lamps under the program, together
with technology innovation has transformed the lighting market making some lighting activities increasingly
business-as-usual. In such cases, changes are required. In this case, the department has already reacted by
imposing a discount factor on the measurement of GHG emissions reduction. Nevertheless, further changes
will be considered in making the proposed Regulations.
Box 5: Baselines used in the Victorian Energy Upgrades program
Baselines are measures of the emissions produced when certain energy using activities are carried out in
normal, business-as usual, circumstances. While additionality tests determine whether emissions are
additional, baselines help determine the quantum of emissions that are additional.
When the abatement achieved by an upgrade is ‘deemed’ by the department, appropriate baselines
cannot be dependent on each individual upgrade but must represent the average circumstances energy
consumers find themselves in, before an upgrade takes place.
The Victorian Energy Upgrades program makes various assumptions to calculate baselines. These are
based on the data about various matters such as household appliance usage patterns, the likely materials
existing houses in Victoria are built with, their size and occupancy, the likely appliance currently in use,
and the likely number of free-riders.
Where assumptions cannot be made, the department may require certain conditions to exist before an
upgrade must be undertaken. For instance, by requiring the decommissioning of a certain product, it can
assume this product was in use prior to the upgrade taking place.
The department uses different baselines for different activity types, often depending on the type of
behaviour change encouraged (see Box 3 above). For instance, activities that incentivise the purchase of
high-efficiency equipment assume consumers are in the market for a new product. The baseline then
becomes the average product on the market and its energy efficiency capacity. For replacement of
existing equipment with an energy efficient variety, assumptions about the average product in use in
Victorian homes are made.

Responsiveness
There are mechanisms in the Act (i.e., application of a discount factor) that can help to respond to changes
in technology and price, allowing adjustments to be made to incentives provided by activities. However,
these may not currently allow for the timely responses required if the Victorian Energy Upgrades program is
to be adaptive to new opportunities and have additionality criteria that are robust. Consideration needs to be
given to whether the proposed Regulations need to be designed in a way that allows the program to be more
responsive, and to make these adjustments without the requirement for legislative or regulatory
amendments. At the same time, any new arrangements need to ensure that stakeholders continue to have
certainty about how to create VEECs, and are appropriately consulted on changes that may have potentially
significant impacts on their activities.
Specific instances of how the program needs to respond to changing conditions include:
• Removing activities that are no longer appropriate to be incentivised by the program at all, as over time
they become standard practice. For example, the current Regulations allow VEECs to be created for the
destruction of a pre-1996 refrigerator/freezer. This activity was designed to bring forward the retirement
of older appliances that did not meet modern standards. It is likely that the behavioural response to this
activity due to the program has now been exhausted, with retirement of older refrigerators and freezers
now occurring due to age alone, and no longer representing a deliberate action to improve energy
efficiency above a business-as-usual level.
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• When rapid changes in technology and energy composition alter the accuracy of the methodology used
to measure reduction of GHG emissions, even in cases where business as usual baselines have not
changed. For instance, recent studies suggest that the use of standby power controllers (SPCs) does not
generate as much reduction in energy use as previously thought. The level of abatement for this activity
had already been reduced to account for households removing the SPC. 21 Further changes in the type of
audio-visual and IT appliances used by households and the standby power of these appliances will result
in further reduction of the abatement created by SPCs. Together with changes in households’ behaviour,
this suggests the way in which SPCs should be incentivised needs to be revised in the proposed
Regulations.
Compliance and Red-tape requirements
Most administrative requirements are set out in the Act and not the current Regulations. However, the review
of the current Regulations revealed that there is scope for simplifying the program for participants by
harmonising processes with other programs, other product registries and newer standards.
By using standards, the department aims to leverage existing processes for determining quality and
functionality of products. Manufacturers should not be supplying products rated to different standards purely
to conform to requirements of the program. Ideally the program should be able to require product quality and
performance without imposing such a burden.
Further, there are currently some activities involving the installation of products which need to be registered
under the program even though they have already supplied identical information to other publicly available
registers. The ESC is required to maintain a register for such products under the current Regulations. For
example, the Greenhouse and Energy Minimum Standards regulator captures information on products to
show they comply with Minimum Energy Performance Standards (MEPS), which is the same information
required from the current ESC registration process. This could add to costs by duplicating information
requirements and processes.
Some participants in the Victorian Energy Upgrades program also undertake activities in similar programs
across other Australian jurisdictions. When there are differing requirements across states/territories, it may
make it more difficult for participants to understand and satisfy these requirements. Therefore, consideration
needs to be given to whether the program can be further harmonised with similar programs operating
interstate.

Views of stakeholders
The department has been engaged in ongoing consultation with stakeholders since the program started.
As previously noted, extensive consultation was undertaken with stakeholders in 2015 in relation to
legislative amendments to strengthen the Victorian Energy Upgrades program. That consultation included
the release of a discussion paper and receipt of 140 responses, a stakeholder forum with over 200
attendees, a stakeholder roundtable with representatives from 34 stakeholder organisations, and a technical
workshop.
There was widespread support among these stakeholders that the current program activities provide lowcost options of GHG abatement. Feedback at the time, relevant to the making of legislative amendments,
included noting the importance of certainty and clarity in business planning and the ability (and capacity) for
the market to adapt to changes to activities permitted under the program. At the same time, stakeholders
also expressed support for the regulations to be more adaptable to new energy efficiency technologies and
opportunities in the market. Some stakeholders considered that alignment with the equivalent programs in
other states should also be considered as a means of reducing compliance costs.

21.
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As part of the 2015 consultation, stakeholders were asked numerous open-ended questions regarding the
effectiveness of the program and the regulations. The responses informed the development of a work
program of amendments to the regulations over the past two years, including changes for non-residential
lighting activities, the introduction of project-based activities, providing an opt in to the program for large
energy users and a host of other smaller changes. Each of these changes has been the subject of
consultation. The department has also established two stakeholder reference groups to provide ongoing
stakeholder input.
At the commencement of the review of the current Regulations, the department also consulted with key
stakeholder bodies including the Energy Efficiency Council, Environment Victoria, Victorian Energy Efficiency
Certificate Association, Victorian Chamber of Commerce and Industry, Sustainability Victoria, and energy
efficiency experts on the functionality of the current Regulations.
Recently, the department consulted on non-residential lighting and the period of low VEEC prices being
experienced by stakeholders. Stakeholders expressed support for any change that strengthens, promotes
longevity and integrity of the program, maintains ‘healthy’ VEEC trading prices (to sustain the AP
businesses) with one stakeholder expressly noting that the program needed to better adapt as technologies
and opportunities change.
The department has also consulted extensively with the ESC on all aspects of reviewing the sunsetting
Regulations.
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Objectives
This section of the RIS sets out the policy context and objectives of any proposed action. The objective of
the proposed Regulations is to give operational effect to the Victorian Energy Upgrades program in a way
that achieves energy savings and GHG emissions reductions at lowest practical cost, having regard to
the Victorian Energy Upgrades targets and the contribution of the Victorian Energy Upgrades program to
wider climate change policy objectives.

Victorian policy objectives
The government’s policy objectives relevant to the proposed Regulations is set out in the recent Victoria’s
Climate Change Framework, discussed in detail in the previous chapter. The Framework identifies that
reducing greenhouse gas emissions through increasing energy efficiency and productivity across the
economy will be one of the pillars necessary to achieve the broader climate change objectives.

VEET Act objectives
The objectives of the Victorian Energy Efficiency Target Act 2007 are to:
• reduce GHG emissions
• encourage the efficient use of electricity and gas
• encourage investment, employment and technology development in industries that supply goods and
services which reduce the use of electricity and gas by consumers.

Objective of the proposed Regulations
The objective of the proposed Regulations is to give operational effect to the Victorian Energy Upgrades
program (to reduce GHG emissions by encouraging more efficient use of electricity and gas by consumers)
in a way that achieves GHG emissions reductions at lowest practical cost, having regard to the Victorian
Energy Upgrades targets and the contribution of the Victorian Energy Upgrades program to wider climate
change policy objectives.
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Options
This section of the RIS sets out the different options that are available to meet the objective discussed
above. The options considered are:
• Option 1 – continuing all current deemed activities
• Option 2 – only prescribing deemed activities for residential premises
• Option 3 – continuing all current deemed activities and allowing some additional energy efficient
upgrades in the gas boiler and ventilation sectors
• Option 4 – continuing all current deemed activities and adopting a more flexible and adaptable
regulatory design.
Several other minor changes to the Regulations are also identified.

Base Case
Different regulatory and non-regulatory options are assessed with reference to a hypothetical ‘base case’,
which typically reflects a scenario in which the current Regulations are allowed to lapse and are not replaced
by any regulations or other form of government intervention.
In a technical and practical sense, allowing the current Regulations to lapse without replacement would
effectively mean termination of the Victorian Energy Upgrades program. However, it is clearly not realistic
that remaking of the regulations would trigger an assessment of the overall merit of the program for the
reasons outlined in the Chapter 2 of this RIS.
For the purposes of this RIS, the base case assumes that the elements of the regulations necessary to
ensure the Act continues to operate are put in place. These elements would be:
• prescribing the relevant customers for the purposes of determining the liability for energy retailers. It is
clearly the intention of the Act that customers be prescribed and the program would not operate without
this
• prescribing a shortfall penalty to ensure there is an effective motivation for retailers to meet their
obligations through the purchase of VEECs
• prescribing that the ESC keep a register of approved products. The separate PBA regulations require
that any new lighting equipment to be used must be listed on the ESC products register, which is
required to be kept under the current Regulations.22
Without these elements, the program would cease to operate. By adding these essential elements to the
PBA regulations, VEECs could only be created through project-based activities as these would continue
under separate regulations. This means there would be no activities where the amount of GHG abatement
was deemed in accordance with a prescribed methodology, but all VEECs would be required to be based on
the detailed measurement and verification processes in the PBA regulations, which includes the preparation
of a scoping report and project impact report. The opt-in mechanism for large energy users was also retained
for the base case and all options.
This choice of base case allows the options to be assessed in this RIS to focus on:
• choices about the design of the regulations, specifically whether they are appropriately flexible and
responsive
• choices about the types of activities to be prescribed for the purposes of creating VEECs
• choices about the methods for calculating VEECs for each activity
22.

The PBA Regulations currently harness the extensive register of lighting products that possess appropriate quality
while achieving the stated energy efficiency requirements. This avoids a second approval process for products that
are unlikely to be bespoke for larger enterprises.
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• other administration and compliance measures.

Options for VEEC-creating activities
For all options, numerous housekeeping changes from the current regulations would need to be made to
ensure the integrity and accuracy of the methodologies for calculating GHG abatement, as well as for clarity
and the practical administration of the regulations. These changes are:
• updating deemed GHG abatement methodologies (set out in Part B of each of the schedules to the
current Regulations) to reflect the current technical knowledge of abatement for each activity (e.g., how
appliances are used, effective duration of actual abatement) based on best available information
• removing activities that, after having their abatement methodologies updated based on best available
information, are no longer likely to see uptake under the program or are to be amended and reintroduced
in the near future (e.g., replacement of pre-1996 refrigerators, standby power controllers and ceiling
insulation)
• updating references to external standards to the most recent version of that standard, where appropriate
• updating and inserting definitions where there are uncertainties about the requirements of the current
Regulations
• updating postcodes in which activities may occur to reflect new postcodes and ensuring they continue to
be representative of the assigned climatic conditions
• relaxing restrictions on the number of times similar activities can be carried out at the same premises
• ensuring minimum efficiency requirements are up to date and represent business as usual activity.
As these specific changes have not been consulted on previously, it is an important part of this process for
stakeholders to consider these proposed changes and the material that supports the change and comment.
This information is provided in detail in a separate document released with this RIS — ‘Proposed Activity
Changes’.
Overall, these proposed changes do not impact costs and benefits at a magnitude that is measurable
compared to the other options considered below.
Outside of these proposed updates, this RIS tests major changes to the regulations as follows:
• Option 1 – continuing all current deemed activities
• Option 2 – only prescribing deemed activities for residential premises
• Option 3 – continuing all current deemed activities and allowing some additional energy efficient
upgrades in the gas boiler and ventilation sectors
• Option 4 – continuing all current deemed activities and adopting a more flexible and adaptable regulatory
design.
Option 1: Continue all current prescribed activities
This first option involves the continuation of all activities included in the current Regulations (after removing
some activities as discussed above). The prescribed activities (categorised) to be kept are detailed in
Table 3.
Table 3: Current Categories of Prescribed Activities

Category

Activity

Residential

Business

Electric water heater replaced by gas, boosted solar or a heat
pump

YES

YES

Water Heating

Gas water heater replaced by to gas boosted solar hot water

YES

YES
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Category

Activity

Residential

Business

Upgrading to high efficiency ducted gas heater

YES

YES

Upgrading to ducted air to air heat pump

YES

YES

Upgrading to room gas heater

YES

YES

Upgrading to Room air to air heat pump

YES

YES

Upgrading to a ducted evaporative cooler

YES

YES

Gas ductwork replacement

YES

YES

Underfloor insulation

YES

YES

Window replacement

YES

YES

Window retrofit

YES

YES

Weather sealing

YES

NO

Shower Rose

Low efficiency rose to high efficiency rose

YES

YES

Incandescent
Lighting
Replacement

Low efficiency lighting to high efficiency lighting

YES

YES

Refrigerator or
Freezer

Purchase high efficiency fridge/freezer

YES

YES

Television

High efficiency television

YES

YES

Clothes Dryer

High efficiency clothes dryer

YES

YES

Pool Pumps

High efficiency pool pump

YES

YES

IHDs

In-home displays (IHDs)

YES

NO

Motors

High efficiency motor installation

NO

YES

Refrigerated
Display Cabinets

High efficiency refrigerated display cabinet installation

NO

YES

Refrigeration Fan
Motors

High efficiency refrigeration fan motor installation

NO

YES

Lighting Upgrades

Undertaking a lighting upgrade

YESa

YES

Pre-rinse Spray
Valves

Water efficient pre-rinse spray valve installation or upgrade

NO

YES

Space Heating &
Cooling

Space
Conditioning

a. Upgrades are only permitted in common areas of residential premises.

Option 2: Only allow activities for residential premises
Under this option, only deemed activities that can be undertaken at residential premises would be continued
and there would be no deemed activities permitted for non-residential premises. This could be an option for
the program where it has been determined that there are few remaining activities for deemed activities in
non-residential premises. Under this option, upgrades in non-residential premises could be satisfied by using
the PBA methodology.
Option 3: Continue all current activities, plus more energy efficient upgrades
This option would continue prescribing all current activities and prescribe two new activities to permit the
upgrading of the energy efficiency of:
• gas-fired steam boilers in various manners
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• fans in ventilation systems.
Allowing these upgrades provides opportunities for the SME sector, where it has been recently identified that
there is a lack of knowledge about energy efficiency upgrades combined with low propensity to engage with
consultants regarding the upgrades that may be possible, would allow GHG abatement opportunities to be
taken up. Facing such barriers, deemed activities continue to be appropriate for SMEs and the area would be
further targeted by the department.
The department has identified that these new activities can result in GHG abatement but they are currently
excluded from the program.
Option 4: A more flexible and adaptable regulatory design
The Regulations would be coupled with a separate, non-regulatory document containing those technical
details that need to be more responsive to changing circumstances (the Specifications). As the
Specifications would be made outside the Regulations, they could be updated more frequently and this
would occur in accordance with departmental guidelines, a concept discussed further below.
This approach would allow the program to be more adaptable to changing external circumstances, primarily
the rapid improvements in energy efficient technology. In practice, this option means the following could
occur more quickly:
• the incentivisation and rewarding of new, more efficient technology on the market under the program
• the updating of minimum efficiency requirements and deemed abatement for existing activities, when
circumstances have changed significantly and some energy upgrades are no longer additional.
The department considered whether, by increasing adaptability, it may inadvertently introduce more
uncertainty for VEEC market participants. Certainty for market participants is considered crucial to achieve
low cost abatement, as it reduces the additional costs that would be imposed as participants try to mitigate
the risks of volatile prices and fluctuating supply. However, the ability to quickly harness new energy efficient
technologies as they come onto the market and incentivise them under the program, thereby broadening the
opportunities available to participants to create VEECs, also lowers the cost of VEECs.
Further, the department considers that adaptability is important to the integrity of the program. That is, when
energy efficiency upgrades under the program are no longer additional and would occur regardless of the
program’s incentives, it is crucial the department responds in a timely manner.
In the department’s view, the integrity of the program is fundamental to achieving its primary objective:
reducing emissions. However, given it is desirable to ensure as much certainty for market participants as
possible, under this option guidelines would be developed setting out in general terms the conditions and
criteria for the department to apply when determining if the Specifications should be altered, and the
appropriate timelines for consultation and phase in of changes to the Specifications. The streamlined
process for amending the Specifications rather than the Regulations would allow the changes to be
completed on a more regular schedule. Where alterations are to occur to existing activities, substantial
timeframes for consultation and implementation would continue to be required in most cases. In some cases,
where a great deal of activity occurring under the program is no longer additional, changes may be made
over a shorter period. The guidelines would specify the circumstances that may trigger more rapid changes.
The Specifications and guidelines would be released alongside the proposed regulations for stakeholders to
consider.
This option would also take a more flexible approach, increasing the ways in which participants can
undertake activities. This is proposed to be done by continuing to set out the type of energy efficiency
upgrades permitted under the program, but removing many limitations regarding the specific technology that
can be used to achieve that type of upgrade. This would apply to water heating upgrades, solar water heater
upgrades, glazing products, sealing products, fridges and freezers, clothes dryers, pool pumps, motors and
fans. Other activities are already set out to be technology neutral.
The only restriction on carrying out upgrades using newer technology types would be that participants must
still wait for the department to publish the deemed GHG abatement figures for these upgrades.

36

Regulatory Impact Statement
Victorian Energy Efficiency Target Regulations 2018

However, the specific abatement numbers for innovative technology types are proposed to be published in
the Specifications (the general methodology that would be used to do this would still be set out in the
regulations). Therefore, the process for harnessing such new pools of opportunity would be accelerated.
As part of increasing flexibility, activities involving space heating upgrades would also be expanded to
harness possible upgrades that can be undertaken using products already on the market. Introducing more
flexibility into the regulations is likely to lead to more frequent activity expansions.

Options identified as not feasible at present
Following a review of the current Regulations and the feedback received since 2015, the department also
considered other options to deal with those matters identified by stakeholders. Some of these options were
not considered to be feasible because they would likely not result in benefits, were best addressed in the
future process when targets are under review or better addressed through amendments to the Act. Some of
the options assessed by the department but ultimately considered not feasible at this time are discussed
below.
Only allowing activities for non-residential premises
This option would only continue prescribing those current activities that can be undertaken at non-residential
premises, no longer allowing VEECs to be created for activities at residential premises. This option was
identified to reflect that there has been an increasing trend towards activities at commercial premises and
efficiencies may be achieved from focusing all future activities at this group. Such efficiencies may arise as
the costs of continuing to administer residential activities may outweigh the diminishing benefits of having the
opportunity to carry out energy efficiency upgrades in residential premises. In 2017, despite only around 10
per cent of VEECs generated by upgrades occurring in residential premises, there is still a significant amount
of activity overall, and significant opportunities not yet taken up.
Eliminating all these possibilities for carrying out upgrades will be likely to lead to increases in the VEEC
price, which is at odds with the objectives of the program to achieve emissions reductions at lowest cost.
Consistent with the objective under the Act of increasing energy efficiency, the department is committed to
assisting all Victorians, including those in residential premises, to undertake energy efficiency upgrades
through the Victorian Energy Upgrades. Further, as all energy consumers effectively contribute to the cost of
program upgrades through passed on energy costs, and it is appropriate that all segments of the community
have an opportunity to access activities. Consequently, the department has identified that this option is not
feasible.
Targeting sectors of the community
The department investigated a variety of options to address recent stakeholder concerns that there are fewer
upgrades offered by APs for residential premises. As the program is market based, upgrades which result in
the lowest cost abatement opportunities will be exhausted first. These opportunities currently exist primarily
in non-residential premises. The simplest mechanism to address this issue would be to include more
deemed methodologies suitable for residential dwellings (Option 1).
The department also considered whether it should require that a certain proportion of certificates be met by
activities carried out in residential premises. The department identified various mechanisms to affect such a
change including amendments to the Act and the regulations (for example, in determining the number of
certificates to be surrendered by each retailer, the Act could empower the Minister to also determine a
proportion of these that must be sourced from residential activities). Amending the regulations to achieve this
in a practical manner is impossible without a concurrent amendment to the Act. The department may
consider a future amendment of the Act to address this issue, noting this is outside the scope of this RIS.
Reducing evidence requirements for the installation of products
The department reviewed options for reducing the administrative burden across the Regulations.
Consideration was given to whether it should remove requirements for APs to prove installation had
occurred. This would have been achieved by requiring only evidence of purchase for certain activities, not
installation.
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This approach is currently taken for installation of televisions, refrigerators, freezers and electric clothes
dryers. The only product that was determined as potentially eligible for this approach, was a refrigerated
display cabinet (RDC). This is because for all other activities evidence of installation is required to prevent
abuse of the activity or to ensure installed products will function as required. If no evidence of installation is
required and VEEC price incentives outweigh purchase costs, participants may forego installation costs and
profit from the purchase alone. This means items may not be in use and therefore not leading to emissions
abatement. Where installation is complicated or differs for products depending on the environment in which
they are installed, it is important to ensure installation takes place in a certain manner and leads to a
functioning upgrade. Finally, installation requirements may also need to be specified so OH&S concerns
associated with energy upgrades can be addressed.
Out of all RDCs, only the sub-category of RDCs that plug into general purpose outlets were found to be
appropriate, due to the simplicity of their installation. As with the other appliances that currently fall into this
exception, plug in appliances do not require installation skills to ensure products function as required or are
installed safely. However, limited information is available about which products on the market fall into this
sub-category of RDCs. Further information from program participants applying to have products approved
would therefore be required to implement such an option. This means there is a choice of two administrative
burdens; requiring installation evidence for plug in RDCs or requiring extra information for all RDCs
registered as eligible products. The latter is significantly more extensive.
The department does not consider it is a feasible option to reduce administrative burden slightly through one
mechanism by increasing it substantially through a different mechanism.

Options for the shortfall penalty rate
The shortfall penalty is set in the regulations. To ensure retailers meet their obligations through the purchase
and surrender of certificates, the penalty needs to be set at an appropriate level to discourage retailers
simply paying the shortfall penalty instead of purchasing certificates, and thereby failing to achieve the
intended GHG abatement.
This could be achieved by setting the shortfall penalty at an arbitrarily high amount (e.g., $1000 per tonne).
However, it is also intended that the shortfall penalty prevents certificates having to be purchased if
certificate prices become excessively high. This is a safety net only, and not the primary purpose of the
shortfall penalty. On balance, the shortfall penalty should be as high as possible while still being at a
‘reasonable’ level relative to certificate costs. What is ‘reasonable’ requires policy judgment, which may be
influenced by different circumstances (e.g., what activities are feasible and what target applies in each year).
The program relies on a market to ensure certificate costs are low and is therefore intrinsically designed to
make payment of the shortfall penalty unappealing. The initial determination of the shortfall penalty was set
at a value that was believed to significantly exceed costs of the program for participants, which provided an
incentive for liable parties to source certificates. The value also took into account the different tax treatment
of the penalty compared to the costs of purchasing certificates. The penalty was set at $40 in 2009, and
increased each year in line with inflation. The penalty is currently $46.72.
The department believes that under the current Regulations, the penalty is sufficient to make noncompliance suitably undesirable for retailers, based on the range of activities available, the liquidity in the
VEEC market, and the expected prices of certificates. The level of the penalty may need to be adjusted if the
range of activities is reduced, or for options that result in significant increases in expected certificate prices.
As such, the choice of the shortfall penalty rate in the proposed Regulations is discussed following the
determination of the preferred option for the activities included in the proposed Regulations (see Chapter 6).
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Costs and benefits
This section of the RIS assesses the costs and benefits of the four main options identified in the previous
section. The costs and benefits of each option are those that are incremental to what would occur under
the base case. The conclusions from this analysis is in the next chapter of this RIS.

Modelling the base case and options
The department commissioned Energetics, Beletich Associates and Sustainability Victoria to model for the
commercial and industrial, non-residential lighting, and residential sectors respectively:
• the certificate prices likely under each scenario/option
• the number of certificates created for each activity type.
Further, the department commissioned ACIL Allen to model the impacts of the base case and the alternative
options in relation to:
• the likely abatement of GHG and other pollutants
• the impact of reduced energy demand on industry costs (fuel costs, investment in generation and
network capacity).
Being market based, the certificate price incorporates administrative costs to APs and, to some extent,
retailers. Administrative costs to retailers have not been separately estimated as these are not expected to
vary across the options considered (as they would still need to purchase certificates in the market, surrender
certificates to ESC, and provide reports annually). The cost of certificates also includes the $1 certificate
creation fee, which covers some of ESC’s costs in administering the scheme. The certificate fee (and hence
its impact on certificate prices) is not affected by the proposed Regulations, and for the purpose of this
options analysis, ESC costs are unlikely to vary in a material sense under the options (under the base case
there will be costs in reviewing the methodology and verifying the outcomes for each project-based activity,
under the proposed Regulations there would be less of these tasks, but broadly offset by the tasks of
approving APs and audits). While in practice this may involve a difference in costs, any difference is likely to
be very small compared to the other additional costs of the options and would be immaterial to the decision
on the preferred option.
In all scenarios the modelling included industrial energy efficiency opportunities, some of which may occur at
sites covered under the large energy users’ opt-in mechanism. To account for large energy users who do not
opt-in participation of the industrial sector (which is broader than the large energy users covered by the optin) was capped at 30%. Sensitivity testing found that the results of this analysis were not impacted by this
assumption.
VEET target under all scenarios
Under the base case and all options, the overall VEET targets (the total number of certificates required) in
2019 and 2020 are established in the Act.
Table 4: Victorian Energy Efficiency Targets, 2019 and 2020

Year

VEET target
(million tonnes CO2-e)

2019

6.3

2020

6.5

The target beyond 2020 is not yet set. For the purposes of this RIS, a scenario is proposed where the target
for 2020 (6.5 million tonnes) will continue to apply for each year through to 2028.
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Certificate prices under the base case (and all the following options) were modelled only up to 2022, and
then extrapolated through to 2028 based on the price remaining the same in real terms. This implicitly
assumes that as some activities fully exhaust available opportunities during this time (which would tend to
lead to higher certificate prices), technological innovations would be made that allow more low-cost
opportunities to become possible in the future. The experience of the program suggests this is almost certain
to occur.

Base case
For the base case, it is assumed from 1 January 2019 through to 31 December 2028 that the Victorian
Energy Upgrades program continues except VEECs can only be created through PBAs (which may include
some activities currently carried out as deemed activities, such as non-residential lighting).
Ideally, in prescribing a shortfall penalty rate under the base case, the penalty rate would be set at a
sufficiently high level that would ensure that retailers had the financial incentive to meet their obligations
through the purchase of certificates to meet the annual target rather than simply pay the penalty, while acting
as a protection (an upper cap) should the prices of certificates become excessively high.
However, the base case relies on meeting the VEET target through PBAs alone, which are still very new,
and very difficult to predict the price impacts should the number of PBAs need to expand to such a level to
meet the VEET target. Certificate numbers and prices would very quickly become highly speculative.
Therefore, for the purposes of modelling the base case, it is assumed in the base case that the shortfall
penalty rate continues to be calculated under the current formula. In effect, this assumption continues the
same role as the current Regulations—that certificate prices above (around $50) are not desired.
Under this assumption, the modelling shows that an insufficient number of certificates would be created
through PBAs and the VEET target would not be met under the base case. In principle, the VEET target
creates demand for VEECs, and the price of certificates will rise to provide the level of incentives necessary
to create the required number of certificates. However, once certificate prices (after allowing for different
corporate tax treatments) rise above the shortfall penalty applied for non-compliance with the program, it is
unlikely participation in the program would continue. Therefore, under the base case, as the shortfall penalty
rate is assumed to continue at its current level (indexed for inflation), and once certificate prices (plus the
value of its tax deductibility) reach that level, it is assumed retailers would pay the shortfall penalty rather
than purchase and surrender certificates. This means that where the post-tax effective certificate price
reaches the shortfall penalty, the GHG emissions reduction target of the program is not met.
Under the base case, the number of certificates created and surrendered each year and the level of shortfall
are as set out Table 5.
Table 5: Victorian Energy Efficiency Targets, certificates and shortfall under the base case

Year

VEET target
(million tonnes CO2-e)

VEECs created
(million)

VEEC shortfall
(million)

2019

6.3

6.3

—

2020

6.5

5.8

0.7

2021

6.5

4.3

2.1

2022

6.5

3.6

2.9

2023

6.5

3.6

2.9

2024

6.5

3.6

2.9

2025

6.5

3.6

2.9

2026

6.5

3.6

2.9

2027

6.5

3.6

2.9
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Year

VEET target
(million tonnes CO2-e)

VEECs created
(million)

VEEC shortfall
(million)

2028

6.5

3.6

2.9

See Appendix A for the methodology and approach to estimating certificate numbers.
As the value of the shortfall penalty is reached in the base case (leading to a VEEC shortfall), the number of
certificates created and the shortfall are highly dependent on the precise value of the penalty rate. Due to
modelling limitations noted above, the sensitivity of the results to the assumed penalty rate were not
estimated, however the implications of this assumption are discussed below.
In terms of the cost of creating certificates and the value of GHG emissions avoided, it is necessary to
consider the time profile of costs and benefits. The number of VEECs created for a given activity reflect the
GHG abatement over the life of the activity, which can be as long as 40 years (with an average life under the
base case of 12.9 years). However, the entire value of the certificate is paid for in the year it is created and
surrendered. In other words, the cost of creating certificates during the life of the proposed Regulations will
be incurred within that timeframe, however the actual GHG emissions reductions to which the certificates
relate will occur over a longer period.
For the certificates created in the base case, Figure 7 shows the number of certificates created and
surrendered each year through to 2028. Also shown is the timing of the GHG emissions reductions resulting
from those certificates, assuming there are no activities occurring post 2028.
Figure 7: VEEC and GHG abatement under the base case

Source: Department of Environment, Land, Water and Planning

The cost to retailers to meet their liability is equal to the cost of buying certificates through the VEEC market.
The price of the certificates reflects the value of incentive provided through the program plus the costs the
AP incurred creating the certificate (including administrative costs to comply with ESC requirements).
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These costs will vary for different activities, and the market price does show variability over time as different
activities dominate. For the purposes of the RIS, the total cost of certificates is based on an estimated
average cost per certificate per year.
The average certificate price likely to arise in the base case is shown in Figure 8, together with the shortfall
penalty rate assuming the current formula continues.
Figure 8: Average VEEC price under the base case

Source: modelling undertaken by Energetics, Beletich Associates, and Sustainability Victoria - see Appendix A for
assumptions and methodology

Typically, the range of actual prices of certificates is wide, historically ranging from very low prices for some
activities to prices of more than double the average price. This means that the shortfall penalty rate would
have an interaction with the cost of creating certificates in the base case, as discussed above. (Note that the
above figure does not reflect the consequential tax treatment of certificate and penalty costs, however the
different tax treatments have been considered in the modelling to determine the number of certificates and
average price of certificates.)
The primary benefits of the program are reduced GHG emissions from the use of more energy-efficient
premises and appliances. These avoided emissions are of value to the community, reflecting their
contribution to avoiding the negative impacts of climate change. As the extent of these impacts is uncertain,
the value attributed to avoided GHG emissions is taken within a suitable range of values, represented here
as best-case (high value) and worst-case (low value). The choice of this range of values is discussed in
Appendix A, and uses a best-case value of $69/tonne in 2020, rising to around $115/tonne by 2030, and a
worst-case value of $10/tonne in 2020, rising to $30/tonne by 2030.
As well as reducing GHG emissions, the reduced demand for energy also leads to a reduction in other air
pollutants associated with energy generation. These are primarily sulphur dioxide, oxides of nitrogen and
particulate matter. These pollutants are known to contribute to adverse health impacts in the community.
Further, the reduced demand for energy avoids or defers the amount of investment needed by the energy
sector to generate and distribute increasing energy needs. These impacts are complex, as investment
decisions made in large discrete projects consider many factors on which the Victorian Energy Upgrades
program is likely to have only a small influence.
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Determining impacts is also complex as there is currently some uncertainty around Commonwealth energy
policies and what decisions will be made about the future of individual generation assets. To take into
account these uncertainties, the network benefit of the program has been modelled using a best-case and
worst-case scenario. These are set out in the table below, while assumptions underpinning this modelling are
set out in Appendix A. Despite this uncertainty, the modelling prepared for this RIS has recognised that the
reduced energy demand attributable to the Victorian Energy Upgrades program will have a contribution to
industry investment decisions that can be estimated, albeit that the extent of the contribution will be subject
to other decisions.
Table 6 summarises the costs and benefits of the Victorian Energy Upgrades program under the base case.
Table 6: Costs and benefits of the Victorian Energy Upgrades program under the base case23

Value of impact
(present value)

Value of impact
(present value)

BEST-CASE

WORST-CASE

Cost of certificates

$1.05 billion

$1.05 billion

(Cost (to industry) of shortfall penalty)

$876 million

$876 million

Reduction in GHG emissions

$3.0 billion

$746 million

Reduction in other pollutants

$295 million

$295 million

Avoided industry costs

$1.07 billion

$928 million

NET BENEFIT OF PROGRAM
(excluding shortfall penaltya)

$3.33 billion

$921 million

Type of impact
Costs

Benefits

a. While the shortfall penalty is a cost to industry under this scenario, technically this additional revenue to government could be used
to purchase carbon offsets in other markets, the benefits of which have not been included. Therefore, the cost of the penalty is not
included in the net benefit calculation.

Appendix A sets out the assumptions in relation to the value of reduced GHG emissions and other pollutants.
Avoided industry costs are based on NEM modelling by ACIL Allen (also in Appendix A). A real discount rate
of 4 per cent has been used to determine the present values.
This suggests that there is a wide range of potential net benefits. This in part reflects the uncertainty in the
NEM impacts, but more importantly reflects the value assigned to the reduction in GHG emissions.
As noted above, the costs and benefits under the base case are sensitive to the assumption of continuing
the shortfall penalty rate using the current formula. If a higher penalty rate was assumed, more certificates
would be created, leading to higher benefits.
One way of describing the impacts of the base case is the cost per unit of GHG abated (i.e., a measure of
cost effectiveness). Under the base case as modelled, this is a cost of $25.28 per tonne (the average price of
all certificates created over the next ten years, discounted to 2018 dollars).
If a higher shortfall penalty rate was assumed in the base case, the additional certificates created (each
reflecting a tonne of GHG abated) would have a cost much higher than this measure of cost-effectiveness.

23.

Costs of the program reflect cost incurred through to 2028 (the life of the proposed Regulations). The benefits cover a
longer period (in this case through to 2053, reflecting the timing of benefits that are attributable to the actions that
occur during the life of the proposed Regulations. See Appendix A for more information.
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In fact, the price of the additional certificates would be higher than the current penalty rate plus the value of
any tax deductibility of certificate costs. Therefore, while scenarios involving higher penalty rates were not
modelled, such scenarios must necessarily involve increasingly higher costs per tonne of GHG abatement
than the modelled base case. In other words, while a higher penalty rate in this base case would lead to
higher benefits, it would lead to an even larger increase in costs, reducing the overall net benefit measured.

Option 1: Continue all current prescribed activities
Under Option 1 (remaking the current Regulations), the modelling predicts there will be enough certificates
created at prices that ensure retailers will buy certificates rather than incur the shortfall penalty rate (if it were
continued using the current formula), meaning the annual VEET target will be met each year. Using the
same approach as described above, the following figure shows the number of certificates surrendered each
year through to 2028, and the timing of the GHG emissions reductions resulting from those certificates. Note
that the GHG abatement associated with the surrendered certificates occurs over a longer period than under
the base case.
Figure 9: VEEC and GHG abatement under Option 124

Source: Department of Environment, Land, Water and Planning

Figure 10 shows the average certificate price under this option.

24.
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Figure 10: VEEC price under the base case and Option 1

Source: modelling undertaken by Energetics, Beletich Associates, and Sustainability Victoria – see Appendix A for
assumptions and methodology

The present value of costs and benefits is shown in Table 7.
Table 7: Costs and benefits of the Victorian Energy Upgrades program under Option 1

Value of impact
(present value)

Value of impact
(present value)

BEST-CASE

WORST-CASE

Cost of certificates

$1.285 billion

$1.285 billion

(Cost (to industry) of shortfall penalty)

—

—

Reduction in GHG emissions

$4.70 billion

$1.21 billion

Reduction in other pollutants

$352 million

$352 million

Avoided industry costs

$1.266 billion

$1.102 billion

NET BENEFIT OF PROGRAM

$5.03 billion

$1.38 billion

Type of impact
Costs

Benefits

See Appendix A for source of each cost and benefit element

This suggests that Option 1 has an incremental net impact compared to the base case of between $460
million and $1.7 billion (reflecting higher costs of $237 million above the base case and higher benefits of
between $697 million and $1.9 billion).
The total expected impact of this option (as shown in Table 7) is not sensitive to the value of the shortfall
penalty, as the VEET target is met in full each year through the purchase of certificates.
However, the differences in the impacts between this Option and the base case are sensitive to the assumed
penalty rate used in the base case.
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Importantly, a higher shortfall penalty rate would reduce the estimated net benefits of the base case, implying
a larger incremental net benefit of Option 1. This means that while the results of the costs and benefits of the
base case and therefore the incremental impacts of Option 1 are sensitive to the assumption about the
shortfall penalty rate, the conclusion that Option 1 (and indeed all other options below) provide a positive net
benefit compared to the base case is not dependent on the penalty rate assumption.
The large net benefit in part reflects that under Option 1 the full VEET target is met in each year, unlike the
base case where the target would not be met. A relevant comparison is therefore the average cost of GHG
abatement, which is $19.78 compared to $25.28 in the base case.

Option 2: Only allow activities for residential premises
The impacts of this option were only partially modelled. The benefits of this option will be similar to Option 1.
There will be a slight reduction in the benefits arising from GHG abatement. The GHG abatement from
residential activities tends to occur over a longer period than for businesses mostly reflecting that households
replace appliances less frequently than businesses. Because a discount rate is applied to future benefits,
achieving the same amount of GHG abatement over a longer period means that the present value of the
benefit is less. Therefore, the changed composition of activities under this option means the actual GHG
emissions reductions will be the same as Option 1 but will provide a smaller benefit. This has not been
separately estimated as the precise change in the activities composition is difficult to predict, but is expected
to be small.
The only material difference is the cost of certificates, which will be higher under this option. For the same
target, it is expected that the price of certificates will be higher than Option 1 in all years, and exceed the
prices estimated under the base case by 2022. This is due to reducing the scope of activities to only the
residential sector will mean low-cost activities currently undertaken at business premises will no longer be
possible, and will need to be replaced by additional activities in residential premises. As this effectively forces
a shift of the market away from its cost-driven optimal balance of activities, this results in higher average
costs.
Overall, this means the cost/benefit trade-off of this option will fall somewhere between Option 1 (if the
restrictions on participation have only a minor impact on certificate prices) and the base case (where
certificate prices rapidly increase such that they are no longer purchased by retailers, who instead pay the
shortfall penalty). The cost effectiveness must therefore be somewhere between $19.78 per tonne of GHG
abated and $25.28 per tonne (or more if a different assumption on the shortfall penalty was used in the base
case).

Option 3: Continue all current activities, plus some additional activities
The impacts of this option were not separately quantified, given this option represents only a small variation
to Option 1 and would allow activities not currently undertaken (so the level of demand for these activities is
unknown).
However, the department expects that this option will have lower costs than Option 1, with equivalent
benefits. Adding activities broadens the pool of opportunities available from which VEECs can be created. It
is expected to be beneficial in three ways:
• in general, increasing supply of VEECs on the market is likely to lower prices of VEECs
• if new activities can be carried out at low cost, more low-cost opportunities will be available with which to
create VEECs
• by expanding the activities to include those that are likely to be more relevant to small and medium
businesses, new participants are more likely to take part in the program.
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On this basis, the department considers that this option would have a better net benefit than Option 1, albeit
only a small difference. Indeed, this option represents a sound ‘no regrets’ option to adopt, as if there is no
genuine opportunity for lower-cost certificates from these additional activities, then the number of certificates
created from these activities will be low.
There may be minor additional costs associated with this option. For example, new activities will generally
lead to additional administrative costs arising from registering products for use under the program. However,
these decisions are market-driven, and therefore the additional activities will generally only occur where
these costs can be incorporated into the certificate price and still offer an opportunity to achieve GHG
abatement at lower cost than Option 1. In other words, if any of the new activities are taken up, it will be
because they offer a more cost-effective way of achieving GHG abatement even taking account of all
additional costs. If the costs of bringing new activities online is too high, the market will not pursue such
activities and continue the status quo.

Option 4: A more flexible and adaptable regulatory design
The impacts of this option were not separately quantified. In practical terms, the initial content of the
Specifications would reflect what would otherwise be in the proposed Regulations, and therefore, the costs
and benefits associated with the activities are expected to be the same as Option 1. The difference in
impacts will arise from the ability of this option to more easily respond and adapt to changes in the future,
which is difficult to model.
The key benefit of this option is that the program would be more adaptable to changing external
circumstances, primarily the rapid improvements made in energy efficient technology. In practice, this option
means the following could occur more rapidly:
• incentivising and rewarding new, more efficient technology on the market under the program
• updating minimum efficiency requirements and deemed abatement for existing activities, where
circumstances have changed significantly and some energy upgrades are no longer additional.
As noted previously, adaptability is important to both the efficiency and integrity of the program. The ability to
quickly harness new energy efficient technologies on the market and incentivise them under the program
broadens the opportunities available to participants to create VEECs and also lowers the cost of VEECs.
When energy efficiency upgrades under the program are no longer additional and would occur regardless of
the program’s incentives, it is crucial the department responds appropriately.
While the integrity of the program is fundamental to achieving its primary objective (reducing GHG
emissions), there may be some downsides to this approach. By increasing adaptability, it may inadvertently
introduce more uncertainty for VEEC market participants. Certainty for market participants is paramount to
achieving low cost abatement, as it reduces the additional costs that would be imposed as participants try to
mitigate themselves from the risk of volatile prices and fluctuating supply.
Some of this uncertainty may be addressed by the department releasing and adhering to guidelines that
specify in what circumstances under which the Specifications can be altered. In some cases, where a great
deal of activity occurring under the program is no longer additional, changes may occur in a relatively short
period of time. In other cases, where alterations are to occur to existing activities, longer periods of
consultation and some phasing in of implementation will continue to be required. The guidelines will specify
what circumstances may trigger more rapid changes. Although it would seem these additional processes
may increase costs for government, they will not. They will replace more onerous existing processes
currently required to update minimum efficiency requirements, and reward new and more efficient technology
on the market.
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Conclusions
This section of the RIS explains the choice of the preferred option, based on the costs and benefits
discussed in the previous section. This section also examines the impacts of the preferred option on
different groups, and whether the preferred option will affect competition. The impacts of reducing red
tape under the proposed Regulations is also examined.

Preferred option
Table 8 summarises the cost benefit results for the assessed options.
Table 8: Comparison of net impacts

Option

Net benefit of program under
scenario

Incremental change over the
base case

Cost per tonne GHG
abated

Base Case

$920m to $3.33bn

—

$25.28

Option 1

$1.38bn to $5.03bn

$460m to $1.7bn

$19.78

Option 2

Not quantified but less than
Option 1

Likely same or lower net benefit

Between $19.78 and
$25.28

Option 3

Slightly higher than Option 1

Slightly higher net benefit than
Option 1

<$19.78

Option 4

Around the same as Option 1

Around the same net benefit as
Option 1

$19.78 +/- a small
variation

The decision rule consistent with the objective set out in Chapter 2 (to achieve GHG emissions reductions at
lowest practical cost) is to select the option with the lowest cost per tonne of GHG abated. This would
suggest Option 3 is the preferred option for the proposed regulations. However, the department considers
that Option 4, which may have a net benefit the same as or better than Option 3, has merit and invites
stakeholders to comment on whether any uncertainties created under Option 4 would be significant so as to
detrimentally affect the program overall or businesses and/or consumers participating in the program.
Even under the worst-case scenario, the cost of creating certificates is more than offset by the environmental
benefits GHG abatement and reduced air pollutants.
As noted in the previous chapter, the costs and benefits of the base case, and therefore the incremental net
benefit of each option compared to the base case, is sensitive to the assumption about the shortfall penalty
rate in the base case (which assumes the shortfall penalty would continue to be calculated using the current
formula, and thereby creates a situation where the annual VEET target is not met as certificate prices
needed to reach the target would exceed the penalty rate). However, if a higher shortfall penalty were
assumed in the base case, the net benefits of the base case would be lower, implying the incremental net
benefits of all options would be higher. Further, the sensitivity of the shortfall penalty would not affect the
order of preference among the options. Therefore, the conclusion as to the preferred option is not subject to
the choice of the shortfall penalty rate.
The preferred option (Option 3, possibly combined with the flexibility and adaptability measures outlined in
Option 4) continues the status quo with regards to the scope of prescribed activities, with relatively minor
amendments. As such, the expected certificate prices under the preferred option is likely to be as set out in
Figure 10.
Households and businesses that participate in the program will be better off through reduced energy needs,
thereby lowering their energy bills. Under the base case, only larger businesses will have the practical
means to participate in the program through the project-based activities—whereas the proposed Regulations
facilitate small and medium businesses and residential customers participating in the program.
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More broadly, all energy customers will be better off because of the proposed Regulations, as demonstrated
in Table 9.
Table 9: Net impact on energy sector (NPV over 10 years)

Option

Base Case

Preferred option

Difference

What energy sector pays

$1.924 billion (purchase of
VEECs plus shortfall
penalty)

$1.285 billion (purchase of
VEECS)

-$628 million

Avoided industry investment
in capacity

$928m to $1.07bn

$1.01bn to $1.27bn

$174 to $200 million

This means that, due to the proposed Regulations, the energy sector will be around $800 million better off
(present value over the next ten years), which will be reflected in the prices paid for energy than would
otherwise occur under the base case.

Choice of shortfall penalty rate
Noting that the activities under the preferred option are likely to lead to a slight improvement in liquidity in the
market for certificates, the department considers that the current shortfall penalty arrangements remain
appropriate. The current penalty amount, $46.72 in 2017 indexed to inflation, is sufficiently high to incentivise
retailers to meet their obligations through the purchase and surrender of certificates. For drafting purposes,
the formula for calculating the penalty rate will be re-based to be $50 in 2018.
As mentioned previously, a review of the shortfall penalty will need to be undertaken for the period after
2020. This will be aligned with future modelling of energy efficiency opportunities and the process of setting
new targets for the program post 2020. As the price of certificates is determined by the interaction of supply
and demand, it is sensible to consider a change in the penalty at the same time a decision is made about
targets for the period 2021—2025. Modelling efficiency opportunities post 2020 and setting of new targets
will also allow realistic assumptions to be made about market liquidity in this period.

Impact on competition
This section considers whether the proposed Regulations are likely to lead to a material decline in
competition in any market. Victoria is party to the Competition Principles Agreement, which requires that any
new primary or subordinate legislation should not restrict competition unless it can be demonstrated that the
government’s objectives can only be achieved by restricting competition and that the benefits of the
restriction outweigh the costs. This is the ‘competition test’ also to be applied to remaking sunsetting
regulations. It is noted that the competition assessment does not preclude any option being preferred, but
requires that any decrease in competition should ensure that the benefits outweigh the costs and that the
desired outcomes can only be achieved by affecting competition.
In some cases, regulation can affect competition by preventing or limiting the ability of businesses and
individuals to enter and compete within particular markets. The primary cost of a restriction on competition is
that it reduces the incentives for businesses to act in ways that benefit consumers, that can result in lower
innovation and productivity, reduced choice of products and/or higher prices.
The types of regulations that may be regarded as affecting competition either directly or indirectly are set out
in Table 10.
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Table 10: Types of regulation that may affect competition

Category of restriction

Examples
Governs the entry and exit of firms or individuals into or out of markets.
Creates or protects a single buyer or seller.

Barriers to entry or exit

Limits the number of firms that can carry out a particular activity.
Restricts who can own or operate a business.
Gives existing firms access to information that is not available to new market
participants.
Controls prices or production levels.
Restricts certain activities (e.g., advertising).
Imposes requirements on product quality.
Restricts the quality, quantity or location of goods and services available.

Conduct Restrictions

Restricts access to inputs used in the production process (e.g., infrastructure and
employment standards), restricts the price of or type of inputs used in the production
process.
Limits consumer access to particular goods or services.
Restricts advertising and promotional activities.

Increase in business costs

Imposes specific levies and/or imposts on a particular industry.
Imposes high administrative or compliance costs.
Imposes requirements on certain firms, but not on competing firms.

Advantage for some firms
over others

Sheltering some activities from the pressures of competition.
Advantages government businesses over the private sector.
Gives one firm access to infrastructure, but not others.

Source: Based on Assessment against the Competition Test, guidelines published by NSW Department of Finance, Services
and Innovation, 2017, with additional examples from Legislation Impact Assessment Guidelines published by Tasmanian
Department of Treasury and Finance December 2016.

Some regulatory arrangements may impose more than one restriction, and some restrictions may fall into
more than one category.
Do the proposed Regulations restrict competition?
There are three relevant markets to consider in the competition assessment:
• the market directly affected by the Regulations is the market for Victorian Energy Efficiency Certificates
(by affecting the demand and supply of certificates)
• the markets indirectly affected are:
 the retail energy market (through obligations on retailers)
 the market in individual consumer energy efficiency activities.

The market for VEECs is established in the Act, including the obligation on energy retailers to purchase
certificates. As noted above, in the absence of specifying a shortfall penalty rate, the obligation in the Act
would be ineffective, and in that regard the proposed Regulations affect competition by increasing business
costs on retailers. The extent of additional business costs is small in the context of overall business costs of
retailers and is not considered to have a material impact on their activities (in that it is not expected to have a
noticeable impact on their ability to compete).
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In terms of supply of VEECs, the proposed Regulations provide for more opportunities to create VEECs than
would occur without the Regulations. By allowing a wider range of activities that can be used to create
VEECs (than would occur if only PBAs were available), the proposed Regulations create new opportunities
to compete in the supply of VEECs, putting downward pressure on certificate prices. This also reduces the
additional costs on energy retailers than if only PBAs were available (see Table 10 above).
The Regulations provide an incentive for participants to undertake certain activities, by allowing those
activities to be the basis for VEECs. The Regulations do not prevent the prescribed activities from continuing
outside of the program, and the Regulations do not discriminate between different suppliers or providers of a
given prescribed activity. Any supplier/provider of an eligible activity can benefit from the scheme if they
choose to do so. Other aspects of the VEEC market are also regulated, but this is through the Act itself or by
powers delegated to the ESC (e.g., the accreditation of persons allowed to create certificates). The proposed
Regulations themselves do not restrict who may participate in the program, and therefore do not adversely
affect competition within the market for individual activities. In fact, the Regulations are likely to increase
competition by encouraging more demand for these activities.
The choice of activities included in the Regulations may affect competition in substitute markets that are not
prescribed within the Regulations, as prescribed activities will be eligible for a price advantage over other
products or activities. For example, heat pump water heater will be eligible for VEECs which allows it to
reduce its end price for consumers, while an electric resistance water will not. This may also be true for
substitutability between different prescribed activities within the program that have different emission
abatement profiles and therefore attract a different size of incentive. This means that prescribing activities in
the proposed Regulations may indirectly affect the markets of other products. This may decrease competition
overall; or it may not if exclusion from the program creates a stronger incentive for product innovation.
Are the restrictions on competition justified?
The impost on energy retailers is small (relative to their scale) and unlikely to materially affect their ability to
compete. Further, other savings associated with the proposed Regulations reduce the overall costs to the
energy sector, putting downward pressure on energy prices.
The adverse competition impacts on substitute products and activities not included in the program (or that do
not attract as large an incentive under the program as close substitutes) is likely to be material within the
market for those products (but an improvement in overall competition from the point of view of the
consumer).
These competition impacts are considered justified as:
• the proposed Regulations are expected to result in benefits that outweigh the costs, as assessed in this
RIS
• the benefits (which are driven by improvements in energy efficiency) can only be achieved by the
Regulations giving operational effect to the scheme established under the Act by setting a shortfall
penalty rate and prescribing activities that are considered to result in genuine emission abatement.
In addition, the proposed Regulations create a robust market in certificates that supports the objective of the
Act to encourage investment, employment and technology development in industries that supply goods and
services which reduce the use of electricity and gas by consumers. In the absence of the proposed
Regulations, these activities would not occur.

Red tape reduction
Regulations that impose compliance costs on businesses can prevent businesses from taking up
opportunities, thereby reducing competition in the market.
The preferred option includes a measure that is expected to reduce regulatory costs.
To be listed on the ESC’s product register, a product must meet the minimum performance criteria specified
in the relevant schedule of the current Regulations. To add a product to the register, applicants (an AP or
Account Holder) must apply to the ESC. Applications require supporting documentation so that the ESC can
assess whether the product meets the minimum criteria.
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The product register makes it easier for program participants to undertake prescribed activities, given proof
that a product meets minimum performance criteria must only be supplied to the ESC once. APs that
subsequently undertake prescribed activities using that product can rely on the listing of a product on the
ESC register as evidence that it meets minimum criteria.
Currently, there are some products where the evidence that must be supplied by applicants to the ESC to
show minimum criteria have been met, is identical to the information required to be supplied to other
registration agencies. Some of these registration agencies produce public registers that publish this
information. For example, the Greenhouse and Energy Minimum Standards regulator collects and publishes
information on some products to show they comply with Minimum Energy Performance Standards (MEPS).
Under the proposed Regulations, where a product is listed on the MEPS register and the ESC requires no
additional information to satisfy itself that minimum performance criteria have been met, that product will no
longer need to be separately registered by the ESC.
Approximately one quarter of all product applications rely on MEPS registration as sole evidence that product
performance criteria for the current Regulations have been met.25 This is expected to increase whenever the
department updates activities to base product minimum requirements on MEPS requirements.
The department estimates that by not requiring program participants to register products with the ESC that
are already registered under MEPS, they will save around $30,000 per year (see Appendix B for further
detail and savings calculations). These savings have been expressed as savings to APs, although they are
also expected to result in lower VEEC prices. The scale of the savings was too small to factor into the
modelling presented in this RIS. The impact on VEEC prices is estimated to be less than 5 cents.

25.
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This changes for each year, and is therefore approximated. See also the most recent report product application
numbers in Essential Services Commission, ‘VEET Performance Report 2016, Victorian Energy Efficiency Target
scheme’ (August 2017), 19.
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Implementation and review
Implementation
The department recognises the changes in the preferred option for the proposed Regulations will have an
impact on stakeholders participating in or engaged with the program. The department will make sure that
changes are communicated on multiple occasions and in various forms, including running face-to-face
meetings and events, publishing informative documents online, and creating short media clips.
The department will transition the introduction of changes over a six-month period following the
commencement date. As the proposed Regulations will be made in mid-2018, well in advance of their
commencement date, the department considers this transition period will provide sufficient time for program
participants to adjust to the proposed changes.
Transitionary arrangements include:
• Activities which occur prior to the commencement date of the proposed Regulations, where certificates
are created after the after the commencement date, will be required to comply with the installation and
product requirements of the current Regulations, not the proposed Regulations.
• Certificates created in 2018 under the current Regulations will still be able to be surrendered in 2019.
• Products approved under the current Regulations will continue to be approved under the proposed
Regulations where the product meets the requirements of the proposed Regulations.
Details on these transitionary arrangements can be found in the document ‘Proposed Activity Changes’
released with this RIS, and stakeholders are invited to provide comments on the arrangements.
The proposed Regulations require the ESC to update various systems and processes. Work is already
underway at the ESC to ensure their systems will be ready to administer the proposed Regulations when
they commence. Changes will need to be made to the ESC register and IT systems that approve and
calculate VEECs for prescribed activities. The department and ESC have worked together to ensure that
there is capacity to update these systems in the time required. This will mean that the commencement of
changes will be staged. For example, new gas boiler activities requiring the creation of a number of new
administrative documents, are only permitted to be undertaken from March 2019. Given the time it will take
for ESC to determine which products approved under the current Regulations meet the requirements of the
proposed Regulations, the ESC has the power to continue allowing older products to be used for certain
energy efficiency upgrades carried out under the program.
Successful implementation of the proposed Regulations will include continued consideration of new activities
that should be permitted under the program. The department intends to consult regularly with a variety of
energy efficiency experts on this matter, with the addition of any new activities proposed to all stakeholders
and feedback actively sought.

Review
The proposed Regulations will operate for ten years until they sunset in 2028. At this point, the government
will review the operation of the Regulations before remaking them again in line with the requirements set out
in the Subordinate Legislation Act 1994.
For regulations with a significant impact, it is expected that the impacts will also be reviewed within five
years. There will be no need for a separate review of the Regulations within this timeframe, as the
effectiveness and suitability of the prescribed activities included in the proposed Regulations will be reexamined in 2019—20 (in the context of setting the VEET targets for 2021—2025) and again in 2024—25
(for setting the targets for 2026—2030).
Future analyses of these regulations to be undertaken in relation to the setting of future targets will need to
consider the potential to achieve the targets from the available prescribed activities and the likely certificate
prices needed. This will draw on the outcomes realised from the proposed Regulations, including the mix of
activities undertaken and whether the prices achieved are in line with the expectations in this RIS.
This future work will also consider whether the methods for calculating GHG emissions are robust and how
the future VEET targets are set in the context of other policy changes that may occur.
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The review of the program target will also require reconsideration of the shortfall penalty at the same time.
Modelling efficiency opportunities post 2020 and setting of new targets will also allow realistic assumptions to
be made about market liquidity in this period, which are relevant to setting an appropriate penalty amount.
The review of targets by 2020 will also evaluate whether the red tape reductions discussed in this RIS have
been achieved.
It is expected that the review of the effectiveness of the program at these times will draw on evidence
including:
• the number of certificates created for each type of activity and the level of surplus certificates
• market information on the prices of VEECs
• the number of households and businesses that participate in the program
• consultation with community on the operation of the program.
This evidence aligns with what was reviewed in the past. For example, the 2015 LIA used the following key
performance indicators to measure progress (these map directly to the objectives of the Act):
• reduction in GHG emissions attributable to the program
• improvements in energy efficiency
• employment levels in relevant businesses.
The department will also continue to work closely with the ESC on the data generated by the program. This
includes the number of product registrations before and after the change, and a survey of compliance costs
of the registration process. This data will help with measuring the benefits of red tape reductions resulting
from program changes.
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Appendices
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Appendix A Modelling Assumptions
Energy Efficiency Certificates
The department commissioned Energetics, Beletich Associates, and Sustainability Victoria to model the
number of activities undertaken, certificates created, and energy reduction for each activity type in the
commercial and industrial, non-residential lighting, and residential sectors respectively. As per the approach
taken for the 2015 target setting exercise, each model estimates the uptake of energy efficiency activities
undertaken under Victorian Energy Upgrades based on parameters including:
• The pool of opportunity – the estimated total number of times an activity could be implemented in the
context of Victorian Energy Upgrades.
• Maximum uptake rates – the estimated maximum number of installations of the activity which would
take place in a year if the Victorian Energy Upgrades incentive to the consumer provides a full subsidy.
• Profiling – a factor to turn activities on or off in the model, or to account for their introduction and
phasing out of the program.
• Annual electricity and gas savings – the estimated average annual electricity and gas savings (in
MJ/yr) each time that a particular activity is implemented.
• Activity lifetime – the assumed lifetime of a particular energy efficiency activity in years.
• Greenhouse coefficients – the coefficients used are those which are currently used as the basis of the
VEET certificate generation algorithms: electricity – 1.03 kg CO2-e/kWh; gas – 0.05523 kgCO2-e/MJ.
• Additional or total cost of activity – the estimated average additional cost of implementing the specific
energy efficiency measure compared to business-as-usual.
• Uptake rate – a non-linear function which describes the relationship between the Victorian Energy
Upgrade consumer financial incentive, expressed as a percentage of the total differential cost of a
particular measure, and the maximum uptake rate.
Figure A1: Model of estimate of energy efficiency certificates

The three models are prepared independently and are linked to interact with each other to deliver results
based on the same marginal certificate price or greenhouse target for a given year.
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Results of the modelling below demonstrate certificate creation under the base case is lower due to
residential opportunities being excluded. Additional certificates are not made up to meet the same target
because the short fall penalty is reached.
Figure A2: Energy efficiency modelling results
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Cost of Certificates
The energy efficiency certificate model above determines the marginal certificate price. This is effectively the
cost of the last and most expensive certificate required for a given target. In practice, most certificates in a
given year can be achieved at a lower certificate price that the marginal certificate price. Accordingly, an
average certificate price was calculated based on certificates that could be achieved below the marginal
certificate price.

VEEC price

Figure A3: Marginal and average certificate prices modelled
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Value of GHG abatement
Generation of energy through fuel combustion causes GHG emissions. Reductions in GHG emissions
benefit the community by avoiding or reducing the adverse impacts of climate change.
There are several approaches available to estimate the economic cost of carbon emissions, all of which have
associated advantages and disadvantages. The approaches include:
• the Social Cost of Carbon – an assessment of the difference in global economic output between a future
scenario with and without additional carbon emissions.
• the marginal cost of abatement – an assessment of the cost to implement measures that avoid or
sequester carbon emissions.
• market price of carbon permits – using a price signal set by an emission trading scheme. Market prices
are only useful if the scheme is designed to reduce emissions to a level consistent with mitigating all
impacts of climate change over the long term. No such market does this.
There is currently no Australian or Victorian Government approved methodology for valuing emissions
reductions in the Australian and/or Victorian economy.
For the purposes of comparison of analysis, lower and upper value ranges for the value of reducing GHG
emissions have drawn on previous analysis as follows:
• Lower case: as used by EY in Modelling of the Victorian renewable energy target scheme scenarios in
September 2017,26 the value of GHG abatement is taken as $10/tonne in 2020, rising to $30/tonne by
2030. (see Figure 32, page 42).
• Upper case: as used by Jacobs in Modelling illustrative electricity sector emissions reduction policies
prepared for the Climate Change Authority in September 2016,27 a value of $69/tonne in 2020, rising to
around $115/tonne by 2030 and $275/tonne by 2050 (see Figure 364, page 287).
Most other credible sources on the value of GHG abatement fall within this range. See for example, the
Social Cost of Carbon for Regulatory Impact Analysis published by the US EPA.28 The true value of GHG
abatement is likely to be at the higher end of these estimates as a number of assumed carbon values are
only suitable to near-term targets (e.g., 2020) or are only designed to achieve carbon reductions of particular
levels that are unlikely to fully mitigate the impacts of climate change. The lower case used in this RIS is
therefore used as a very conservative reference case only.

Value of abatement of other pollutants
Power stations are a significant source of air pollution in Victoria. The mining and combustion of coal for
electricity generation in Australia produces air pollution containing particulate matter (measured as PM10
and PM2.5), nitrogen oxides, sulphur dioxide, as well as other emissions. These can cause health problems,
such as respiratory illness and can affect local economies in other ways. Particulate matter (PM10), sulphur
dioxide (SO2) and nitrogen oxides (NOx) are regarded as the main power station emissions contributing to
health damage costs. These emissions are associated with respiratory and cardiac disease leading to
increases in sickness and death.
26.

27.

28.
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Department of Environment, Water, Lands and Planning ‘Modelling of the Victorian renewable energy target scheme
scenarios’ (18 September 2017) <https://www.energy.vic.gov.au/__data/assets/pdf_file/0021/83091/EY-modellingreport-VRET.pdf>.
Jacobs, ‘Modelling illustrative electricity sector emissions reduction policies’ (Climate Change Authority, Final Report,
21 November 2016
<http://climatechangeauthority.gov.au/sites/prod.climatechangeauthority.gov.au/files/files/SR%20Modelling%20report
s/Jacobs%20modelling%20report%20-%20electricity.pdf>.
United Stated Environmental Protection Agency, ‘The Social Cost of Carbon - Estimating the Benefits of Reducing
Greenhouse Gas Emissions’ (Climate Change, 9 January 2017)
<https://19january2017snapshot.epa.gov/climatechange/social-cost-carbon_.html>.
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Estimation of the economic impact associated with the health damage costs from these emissions is based
on an approach established by the Australian Academy of Technological Sciences and Engineering (ATSE)
in its report on the Hidden Costs of Electricity Generation (2009), which found an average (mid-point) for total
health damage costs of coal-powered electricity generation of AUD$13.20/MWh, within a range between
$1.60 and $52.00/MWh.
The 2015 Review of the NSW Energy Savings Scheme also utilised ATSE costs, finding the ATSE values to
be conservative compared to other published sources. 29 To continue this conservative approach in this RIS,
a value of $14/MWh has been used.

NEM modelling assumptions
Allowing for certain conditions, reduced overall energy demand associated with the Victorian Energy
Upgrades program can impact the energy sector through:
• avoided generation investment
• avoided electricity network investment
• avoided generation operation and maintenance
• avoided fuel costs
• value of gas saved
• other avoided pollutants.
These impacts were modelled by ACIL Allen for the department.30 The modelling is based on Victoria as part
of the national energy market, and the extent to which the reduced total energy demand affects peak energy
demand capacity. These impacts are complex, as investment decisions made in large discrete projects
consider many factors (on which the Victorian Energy Upgrades program is likely to have only a small
influence). Determining impacts is also complex, as there is currently high uncertainty around
Commonwealth energy policies, and what decisions will be made about the future of individual generation
assets to take into account these uncertainties. The network benefit of the program has been modelled using
a best-case and worst-case scenario. Despite this, the modelling prepared for this RIS has recognised that
the reduced energy demand attributable to the Victorian Energy Upgrades program will have a contribution
to industry investment decisions that can be estimated, albeit that the extent of the contribution will be
subject to other decisions.
These best and worst-case scenarios allow for different outcomes in relation to:
• the levels of future demand
• whether the Liddell power station will continue to operate beyond 2022
• whether the Commonwealth Clean Energy Target or similar policy (e.g., a National Energy Guarantee)
will be implemented and its impact
• whether the Commonwealth’s gas export trigger is used.
The impact on NEM costs has only been modelled to 2028, using extrapolated energy savings from 2022 to
2028. Estimating impacts beyond this period is inherently uncertain. While there may be additional benefits
to the NEM beyond 2028 (associated with the reduced energy demand extending beyond 2028), it is unlikely
that impacts of the Program beyond 2028 will have any material impact on investment decisions in the short
to medium term (because of the high uncertainty), and therefore have not been included in this RIS.

29.
30.

NSW Government ‘Review of the NSW Energy Savings Scheme – Part 2: Options Paper’ (2015), 131.
A report on the ACIL Allen modelling is available on request.
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The value of GHG abatement in this RIS is based on the number of certificates created and surrendered
each year, for which the methodology used to determine the number of certificates for a given activity is a
reliable measure of the actual abatement. This certificate methodology takes account of typical usage
behaviour, timing of replacement of old and new appliances, and technological change that may occur. This
is reflected in (for example) the minimum energy performance standards used to determine inefficient
baselines in certificate values. As a secondary impact, it is likely that the changes to energy demand
associated with the program will contribute to decisions that make changes in the overall emissions intensity
of energy generation. These changes may be significant, but are difficult to attribute to the program alone.
For the purpose of this RIS, these secondary impacts have been ignored, as:
• the variability in GHG abatement from these secondary impacts is much smaller than the variability in the
range of GHG abatement values
• changes in emissions intensity of energy generation can be taken into account when setting the GHG
emissions reduction factors for each of electricity and gas each year under the program. The modelling
has assumed the proportion of VEECs between gas and electricity retailers remains similar to now,
however this could be changed in the future to take account of changes in relative emissions intensities.
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Appendix B Red Tape Reduction
Among the changes proposed in the new Regulations, where a product is registered on MEPS, it will no
longer be required to be separately registered by the ESC or listed on the ESC product register. This is an
opportunity to reduce red-tape administrative compliance costs.

Current arrangements
The ESC is required by the Victorian Energy Efficiency Target Regulations 2008 and the Victorian Energy
Efficiency Target (Project-Based Activities) Regulations 2017 to maintain a register containing energy saving
products that satisfy the product performance requirements for the relevant prescribed activity.
The product register is intended to provide businesses accredited to participate in the program (accredited
persons - APs) with a list of products that may be installed for each prescribed activity. APs can install an
appropriate product listed on the register provided they are approved by ESC to undertake the activity.
To be listed on the register, a product must meet the minimum performance criteria specified in the relevant
schedule of the current Regulations. To add a product to the register, an applicant (AP or Account Holder)
must apply to the ESC. Applications require supporting documentation so that the ESC can assess whether
the product meets this performance criteria.
Figure B1: Process for registering a product
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The requirements for product registration vary for different products according to the minimum performance
and safety criteria for each product category. The key steps are to:
• set up a VEET account and submit an application to register a product using the online tool
• provide acceptable documentary evidence that the product meets the stated criteria. The evidence
required is summarised in the ESC’s Explanatory Note for lodging a product application. The evidence
that applicants are required to supply can range from providing a printout of information already available
from a reputable source, through to providing evidence of product testing at an accredited laboratory.
Applications can take several months to be assessed. Processing time does vary and is dependent on
multiple factors including ESC workload and the quality of the information provided by the applicant.
While the number and types of applications vary year to year, applications for lighting products typically
make up most of the applications, followed by refrigerators and freezers, high efficiency televisions and water
heaters.

Proposed new arrangements
Currently, there are some products where the evidence required to be supplied by applicants to the ESC
showing minimum criteria have been met, is identical to the information that is required by other registration
agencies. Some of these registration agencies produce public registers that publish this information. For
example, the Greenhouse and Energy Minimum Standards (GEMS) regulator collects and publishes
information on some products to show they comply with Minimum Energy Performance Standards (MEPS).
For multiple product types, the evidence required to be provided by an applicant is a screen shot of the
product’s registration on http://reg.energyrating.gov.au/comparator/product_types/. This website contains
details of all registered products under the Greenhouse and Energy Minimum Standards Act 2012. It
includes information on energy efficiency and star ratings for electrical appliances that are required to display
the energy rating label. It also lists registered residential, commercial and industrial products that are
required to comply with MEPS.
Evidence of MEPS registration is sufficient for the product types shown in Table B1.
Table B1: Products for which MEPS registration is sufficient

Schedules 7 & 8 – Air to Air Heat Pumps
Schedule 10 – Space Air to Air Heat Pumps
Schedule 22 – High Efficiency Refrigerators and Freezers
Schedule 24 – High Efficiency Televisions
Schedule 25 – Energy Efficient Clothes Dryers
Schedule 31 – High Efficiency Motors
Schedule 32 – High Efficiency Refrigerated Display Cabinets

To achieve MEPS registration, the applicant must provide the same information as is required for the current
ESC registration process. This is highly likely to add to costs to applicants and APs as it duplicates
information requirements and processes. Dissatisfaction has been expressed by some stakeholders that
they are required to undergo a separate and additional registration process to register their products under
the Victorian Energy Upgrades program.
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The proportion of applications that rely on MEPS registration as sole evidence that product performance
criteria for the current Regulations have been met is approximately one quarter of applications.31
The proposed change is that, where a product is on the GEMS register or listed on the Australian Energy
Market Operator’s (AEMO) National Electricity Market Load Tables (for public lighting products), it is not
required to be separately registered by the ESC or listed on the ESC register.
This change is expected to result in the red tape savings for APs shown in Table B2.
Table B2: Regulatory Savings due to changes in registration requirements

Group of products

Saving in time

Number of
product
applications per
year

Time saving for registering
products based on existing
MEPS registration or AEMO
listing

Applicants would no longer need to complete
the registration process or provide evidence of
MEPS registration: total time saved around 1
hour per product

Around 500 per
year

Total red tape
saving per
year32

$30,000

The estimates of time savings are based on a desktop exercise that simulates the application process, based
on the ESC’s most recent guidelines for using the online tool for applications. Stakeholders may wish to
comment on whether these savings reflect their experience in applying for product registrations.
These have been expressed as savings to APs, although these savings are expected to be reflected in lower
VEEC prices. However, the savings are too small to factor into the modelling presented in this RIS. The
impact on VEEC prices is estimated to be less than 5 cents.

31.

32.

This changes for each year, and is therefore approximated. See also the most recent report product application
numbers in Essential Services Commission, ‘VEET Performance Report 2016, Victorian Energy Efficiency Target
scheme’ (August 2017), 19.
Total cost includes an estimate of the value of time for APs. This was estimated at $60 per hour, based on average
wage rate (ordinary hours for full time adults in Victoria) of $1,513.70 per week (ABS, 6302.0 for May 2017); average
full-time hours worked of 37.9 hours per week; and an uplift factor of 1.5 to allow for business overheads and oncosts.
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